JapanHits The Kill Switch
On The Global Economy

How rising JGB yields can drain global liquidity, unwind the carry trade, and reshape portfolios in the new regime
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JGB Bonds Global Impact Crisis Alert




A Market Alert « Structural Shift Underway

What's Happening Now:
Japan's Bond Market Alert

|~ Long-end JGB yields have spiked from near-zero to multi-decade highs
¥¥ Cheap yen funding is tightening; volatility rising in 'safe’ assets

8ld Currency constraint: defending the yen vs suppressing yields

Key Metrics to Watch

JGB 10Y JGB 30Y JGB 40Y

~2.0% ~4,0% >4.0%
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Historical Context: Japan as Global Cheap Money

Timeline: The Era of Zero The Cheap Money Machine

Quantitative easing begins; capital flows abroad
2000s o il BoJbond buying / YCCkept yields pinned; capital flowed abroad

Abenomics + YCC; BoJ becomes mega bond buyer
2010s

@ Japan =creditor nation, exporting savings into global markets
Global carry trade peaks; yen weakens dramatically
2020s o

- Result: Japan became theinvisible engineunderneath stocks,
crypto, real estate, and venture capital

©® YCC = Yield Curve Control
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The Current Crisis: Yields Are Repricing

. Current Yields (2026)

Historical Baseline (~0%)

A Seismic Shift

10-Year JGB

~2.0%

+200 bps from 0%

Yield
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30-Year JGB

~4.0%
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1~ +400 bps from 0%

40-Year JGB

real yields—and the global system is unprepared.

>4.0%
o

T Multi-decade high
Context:For Japan, these moves are seismic vs its decades-long 0% baseline. The country that taught the world to live with negative rates is now confronting




Why It Matters Globally

ey
Japan

Creditor Nation

vy Historical Flow (1990s-2024)
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Global Markets

US, EU, Emerging

A Current Reversal (2026+)

ey
Japan

Rising Yields
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Repatriation

S $1.3T+

Japanese Foreign Assets

S

Global Markets

Liquidity Drain

Largest

Foreign UST Holder
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The Global Impact
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Japan is acore global lenderand major buyer of foreign
assets

Rising home yieldsreduce incentiveto hold US
Treasuries & equities

Tailwind flips: global liquidity support —potential
headwind

Capital no longer needs to leave Japan—the pool is
draining

W

hen a core pillar shifts, the entire global architecture cracks




Past (1990s-2024)
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Japan poured liquidity into global markets

Present (2026)

The Liquidity Drain: Pool Analogy

Future Risk

N2

Hose off, drain open—level dropping

N2

Shallow end cracks, exposing hidden risks

What This Means

Q. Japan'shose

turned off—
capital no
longer needs
to leave
home

Global
liquiditywater
level
dropsslowly
but relentlessly

Shallow end
cracks first—
vulnerable
assets exposed

Deep end
next—hidden

risks
revealedas
liquidity
drains




Maior Rick #1: Carrv Trade lInwinding

0 l_ JGB Yields Rise / Yen Strengthens

Japanese bond yields spike; borrowing costs increase; yen appreciates
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Ax Yen-Funded Positions Lose Cushion Leverage Warning

Carry trade profitability collapses; funding spreads narrow or invert

\/

In a liquidity reversal, leverage is not a tool—it's a weapon pointed
at you. The unwind becomes self-reinforcing as each step triggers
the next.

De-Risking and Margin Calls © «eyinsight

Leveraged funds receive margin calls; forced to reduce exposure quickly

\l/ This isn't just a Japan problem—it's a global funding unwind
that hits stocks, crypto, and credit simultaneously because

they share the same cheap yen funding source.
¢ Forced Selling in Global Assets

= Liquidation of liquid positions: stocks, crypto, high-yield credit ~$4T+

4

a : Asset selling triggers more margin calls; cycle intensifies and spreads back to step 1

Est. Yen Carry Trade Size

Cascading

Nature of Impact




Major Risk #2: Repatriation Vicious Cycle [

[od
Domestic Bond Losses %

JGB prices fall; balance sheets show holes

N2
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Convio Yen Vicious

Cycle

Foreign proceeds exchanged back hom

4
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Yen Strengthens

Sell Foreign Winners

Liquidate US tech, %uities to raise cash

More Sell Required

Cycle accelerates; loop feeds itself

Demand for yen rises; carry trade squeezed further

Why This Loop Is Dangerous

~4 Self-reinforcing:Each step triggers the next automatically

sk No single catalyst:The unwind itself becomes the driver

0 Accelerating:Momentum builds as more participants react

4% Global impact:Hits liquid US assets hardest and fastest

wr

The act of repatriation itself can tighten global financial
conditions further, creating a feedback loop that's hard to
stop once started.

Structural Persistent

Not a one-time event Can last months or years




Major Risk #3: US Treasury Marlkat Imnart

US Treasury Auction Demand Weakening

‘ Bid-to-Cover Ratio . 10Y Treasury Yield (%)

- $1IT+
T

Japan's UST Holdings

~;

Weakening

Auction Demand Trend

PISIA AOL

Fed as buyer of last resort = balance sheet expansion = currency
debasement. That's the bridge back to hard assets.

—

The Cascade Effect

&  Japan reduces buyingor turns net seller of US Treasuries

5@ Buyer gap emergesin Treasury auctions; demand weakens

|/~/ US yields riseto attract remaining buyers; term premium
expands

MK Financial conditions tightenacross housing, credit, corporate
AR debt

Fed intervention risk:becomes buyer of last resort —
debasement

e Critical Question

If one of the biggest foreign buyers steps away, who replaces them? The
Fed's nightmare scenario.




Assets Most At R

Equities

Mega-Cap Tech Stocks

Most liquid positions; easiest to sell in size without
destroying market instantly

isk
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High Beta / Growth

Speculative

Smaller growth names, parts of crypto, momentum play
dependent on liquidity

Real Assets

Rate-Sensitive Sectors

Certain real estate segments, highly indebted companieg,

levered structures

Fixed Income

Long-Duration Bonds

Vulnerable to rising rates; negative convexity in stress
scenarios

Credit

High Yield Credit

Spread widening risk as liquidity tightens; refinancing
pressure builds

Emerging Markets

EM Assets

Vulnerable to dollar strength and capital repatriation
flows

Risk Level Legend

High Risk

First to be sold in liquidation
Medium Risk
Secondary pressure points

Lower Risk

Defensive or uncorrelated

Why These Assets?

@ Liquidity:Big positions sold first

i Leverage:Funding-dependent structures

7. Rate sensitivity:Duration exposure

When big money needs to raise cash fast, they don't ask
permission—they sell what's liquid. That means your holdings.




Three Paths Forward for Japan

Recap the Bond Market

Heavy BoJ bond buying to suppress yields and stabilize JGB market

@ Stabilizes yields; prevents fiscal crisis

o Yen weakens further; imports more expensive

Outcome

Short-term stability, long-term currency risk

Allow Higher Yields

Let market forces set rates; stop YCC and large-scale bond buying

@’3} Yen stabilizes; restores market credibility

° Bond market pain; fiscal budget stress

Outcome

Painful adjustment; domestic stress




Market Regime Change: Fron
Traps'

Characteristics

10;/ Central banks provide liquidity backstop

5,..
\

- Corrections are shallow and short-lived

Trends extend as liquidity flows in

Policy makers rescue markets repeatedly a

S Every pullback gets bought aggressively

Market Behavior

=¥ Fear of missing out (FOMO) drives entries

= Valuations stretch without consequence

NEW REGIME

"Dips Are Traps"

Liquidity Direction

N AR 2

FALLING

Characteristics

Rallies are exits:Big money uses bounces to distribute

.W Dip buying fails:Each bounce weaker than the last

‘ Markets feel heavy:Constant selling pressure on strength

A Funding stress:Leverage unwinds; forced liquidations

Market Behavior

=> Every rally met with selling pressure

—» Buyers get trapped; averaging down backfires

=> Distribution regime: slow, grinding decline

Are




The 60/40 Portfolio Problem

Traditional 60/40 Allocation

Stocks

Why It Worked Before

When stocks fell, bonds rallied

€ Bonds provided portfolio hedge

,)»’9
€) Diversification actually worked

Why It's Failing Now

Bonds

40%

Bond Returns

Stock-Bond Correlation: Regime Shift

@ Low Inflation Era (2010-2021) (@) High Inflation Era (2022-2026)

O

The Solution: Three-Pillar Approach

Positive Correlation

+0.3 to +0.6

)

I o Rising rateshurt both stocks and bonds

I o Hedge breaks downwhen you need it most

Sticky inflationchanges correlation dynamics

24

Equities

Growth exposure

Gold & Silver Commodities Energy

o
o
o
©)
= &)
8 8
o > .
Stock Returns
ﬁ
Bonds
. Inflation hedge
Income generation
Natural Resources Infrastructure

Real assets don't behave like promises. They provide diversification when
traditional 60/40 correlations break down in inflationary regimes.




What to Watch: Key Indicators

E)

] Monitor Closely Currency Watch
TT | 3GB Long-Bond Yields - ¥ USD/JPY & Yen Volatility _
4.2% 4.4% 148.5 12.8%
30Y JGB 40Y JGB USD/JPY Volatility

@ Monito Dashboard

Auction Demand

US Treasury Bid-to-Cover _

2.08 1.95

10Y Ratio 30Y Ratio

Yields at multi-decade highs’l\ Yen strengthening; carry unwind r'\sk\lf
Funding Stress Policy Actions
lﬂ Credit Spreads & Repo Rate| @ Stable ‘-"" Central Bank Balance She-
$7.2T ¥740T
HY Spread Repo Rate Fed Balance BoJ Balance
Currently stable; watch for widening= BoJ reducing; Fed QT ongo'\ngslr

Weakening demand; buyer gap form’\ng\[/

Risk Composite
Overall Stress Index _

MED HIGH

Multiple warning signals active

o Actions over words:Central banks lie with words sometimes; they tell the truth with balance sheets. Watch what they do, not what they say.




Portfolio Audit: Diagnostic Questions

7/

B

Rate Sensitivity

How does my portfolio behave if rates stay higher for longer?

Assess duration exposure in bonds, rate sensitivity in equities, and impact on variable-rate debt instruments.

Leverage Analysis

What is my true duration and leverage exposure?

Calculate embedded leverage in derivatives, margin positions, and levered ETFs. Include hidden duration in structured products.

Where is my FX/counterparty risk concentrated?

Identify foreign currency exposures, counterparty dependencies, and concentration risks with specific institutions or brokers.

Can | tolerate a 6-12 month liquidity drain without forced selling?

Evaluate cash reserves, ability to meet margin calls, and portfolio liquidity across all positions during prolonged market stress.

What if the Fed resumes balance-sheet expansion / money printing?

Prepare for currency debasement scenarios. Consider positioning in hard assets, inflation-protected securities, and real assets.

Self-Assessment

Question 4

0 Action Required:If you can't answer these questions with confidence, you don't have a strategy—you have hope. Run this audit this week before market conditions force your hand.




Strategy Framework: Actionable Steps

&

Action

Rationale

Risk Note

K

610 Be conservative with leverage; avoid funding squeezes

What to Do
Trim long-duration risk you don't fully understand

What to Do

v

What to Do
Add hard assets as insurance, not a trade

Step 4
What to Do

e

é

Prefer quality cash flows with pricing power

What to Do
Maintain trusted liquidity; stagger rebalancing

o[RS

o

Diversify into energy/resources for scarcity exposure

Why It Matters

Watch Out For

Rising rates hit long-duration hardest.Bond prices fall sharplywhen Hidden durationin structured products, levered ETFs, and long-

yields rise in higher-for-longer regime.

Why It Matters

In liquidity reversals, leverage becomes aweapon pointed at
you. Margin calls force selling at worst prices.

Why It Matters

Gold, silver, commodities provide diversification from
promises. They benefit from debasement scenarios when
printing resumes.

Why It Matters
Companies that canpass costs to customerssurvive inflation

better. Focus on real earnings, not hopium valuations.

Why It Matters

Cash isoptionality. Allows buying during forced selling. Avoid being

the one forced to sell at lows.

Why It Matters

Physical commodities thrive insupply-constrained
environments. Energy and resources hedge against
deglobalization trends.

dated bonds. Calculate effective duration.

Watch Out For

Embedded leveragein derivatives, options, and margin
accounts. Stress-test for 20% drawdowns.

Watch Out For

Metals can bevolatile short-term. Size for insurance (5-15%), not
speculation. Physical > paper exposure.

Watch Out For

Value trapsdisguised as quality. Verify actual pricing power, not
just narrative. Check debt loads.

Watch Out For

Inflation erodescash purchasing power. Balance liquidity needs
with inflation protection strategy.

Watch Out For

Commodity volatilitycan be extreme. Use diversified
baskets. Avoid over-concentration in single commodities.




Endgame Scenarios

Scenario A

Full Deleveraging

A Japan bond stress intensifies

2

|ﬁ US Treasury yields spike higher
.
O Something breaks domestically (bank, fund, credit event)

2

Federal Reserve forced to intervene with support

N2

o Inflation expectations rise on renewed QE

N

Two Paths Forward

Final Outcome

debasement accelerates

Scenario B

Controlled Burn

$ . ) )
#&~ Policymakers implement partial support measures

\/

A18 Avoid full printing but provide targeted interventions

N2

E Slower economic growth as tighter conditions persist

\/

‘ Markets grind lower; distribution regime extends

\/

%/, Persistent inflation despite slower growth (stagflation risk)

v

Hard assets (gold, silver, commodities) surge as currency

Final Outcome

Prolonged period of muted returns, elevated volatility, and

eroding purchasing power




Key Takeaways
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Structural Shift Liquidity Reversal
Japan's Yield Shift = Pillar Moving Tailwind Turning to Headwind
This is not a headline—it's apillar moving in the global architecture. Japan has been the foundation of Global markets enjoyed decades ofJapanese liquidity pouring in. Now the flow is reversing—creating a
cheap funding for decades. structural headwind for risk assets.

[=]
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Treasury Stress Action Over Prediction
US Treasuries Face Buyer Gap Risk Prepare Early: Plan Over Prediction
With Japan reducing foreign holdings,who replaces the buyer?Weaker auctions could force Fed You can't time the exact unwind, but youcan position intelligently. Watch indicators, audit your portfolio,
intervention—leading to currency debasement. and build a storm plan now—not later.

o The markets move first. Headlines follow.Early preparation is cheap; late preparation is expensive. The window for positioning is now.



A Critical Alert

Final Warning

This Is Structural, Not A Headline

What you're witnessing is not a news cycle event. This is afundamental shift in the architectureof global capital markets.

ﬂ Expect The Squeeze

Not a dramatic crash, but aslow, grinding squeezeon liquidity. Distribution regime where
rallies are sold, not bought.

Rules Will Change
—p
.

Markets may stay open, butrules can change mid-game. Capital controls,
restrictions, or "temporary" measures that become permanent.

E Liquidity With Strings

When central banks intervene,liquidity comes with conditions. Access may be limited,
delayed, or restricted to certain participants.

Wrong Paper = Trap

Owning the wrong paper asset becomes atrap, not because it goes to zero, but because
you can't exit when needed.

THE PLUG IS BEING PULLED SLOWLY. LIQUIDITY IS DRAINING QUIETLY. THOSE WHO UNDERSTAND EARLY GET TO CHOOSE THEIR
POSITION. THOSE WHO UNDERSTAND LATE GET FORCED INTO ONE.




Take Action Now

Answer the diagnostic questions: rate sensitivity, leverage exposure, FX/counterparty risk, liquidity toler:

Action #1

Run Portfolio Audit This Week

and policy scenarios.Don't wait—audit now.

Start Audit 2>

O

Document de-risk steps, identify liquidity sources, create hedge playbook. Planbeforethe storm hits, not

Action #3

Build Your Storm Plan

during the chaos.

Create Plan ->

A

4 Next Steps

Action #2

Set Critical Market Alerts

Monitor JGB long-end yields, USD/JPY movements, US Treasury auction results (bid-to-cover), and credit
spreads.Early warnings save portfolios.

Configure Alerts =)

T

Action #4

Revisit Asset Allocations

Evaluate real assets (gold, silver, commodities), quality cash flows with pricing power, and energy/resource
exposure.Diversify beyond 60/40.

Rebalance Now -2

X

THE WINDOW FOR PREPARATION IS CLOSING. MARKETS MOVE FIRST. HEADLINES FOLLOW. POSITION INTELLIGENTLY BEFORE THE
CROWD REALIZES WHAT'S HAPPENING.




