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The relationship between the Bank of Japan (BoJ) and U.S. debt creates a complex feedback loop
where Japanese monetary tightening and U.S. fiscal management are increasingly intertwined. As

of early 2026, Japan remains the largest foreign holder of U.S. Treasuries, with holdings exceeding
$1.18 trillion.

1. BodJ Investments in U.S. Debt & Rate Hike Synchronization

The BoJ’ s holdings in U.S. debt are not merely passive investments; they serve as a critical
buffer for the Yen and a tool for managing global liquidity.

* The Yield Differential Constraint: As the BoJ raises its policy rate (reaching 0.75% in December
2025 with projections toward 1.0% by mid-2026), the gap between Japanese and U.S. yields
narrows. If U.S. yields fall or stay flat while Japanese yields rise, Japanese investors (including the
BoJ and private banks) may repatriate capital. This "unwinding" of the Yen carry trade can lead to
a rapid appreciation of the Yen, which potentially dampens the very inflation the BoJ is trying to
manage.

* Balance Sheet Impact: The BodJ is currently undergoing Quantitative Tightening (QT), reducing
its massive holdings of Japanese Government Bonds (JGBs). While it hasn't signaled a mass sell-
off of U.S. Treasuries, the valuation of those U.S. holdings is sensitive to U.S. interest rate
movements. If the U.S. Treasury continues to issue high volumes of debt, keeping U.S. rates high,
the BoJ faces a "valuation trap" where its foreign reserves fluctuate wildly, complicating its
domestic "normalization" path.

2. Parallel Action: U.S. Treasury Management vs. Interest Rate Control

The U.S. is currently managing its interest rates through a delicate balance of Federal Reserve
policy and Treasury Department issuance strategy.

* The "One Big Beautiful Bill" Act & Debt Supply: Following the 2025 passage of the "One Big
Beautiful Bill Act," the U.S. Treasury has increased the issuance of Short-Term Treasury Bills and
Treasury Notes to fund large-scale tax refunds and Al-centric infrastructure. This massive supply of
debt naturally puts upward pressure on interest rates, as the market must absorb trillions in new
paper.

* Controlling the Long End: To prevent mortgage and corporate rates from spiraling, the U.S.
Treasury has shifted its strategy to issue more "front-end" debt (short-term bills) while limiting the
supply of "long-end" (10-30 year) bonds. This is a form of unofficial yield curve management
designed to keep long-term borrowing costs sustainable.



* The Parallel Interaction:

* U.S. Action: Sells more debt to fund fiscal expansion - Keeps U.S. yields attractive -
Strengthens the USD.

* BoJ Reaction: Must raise rates faster to prevent the Yen from collapsing against the high-
yielding USD - Higher rates in Japan increase the cost of servicing Japan's own mountain of debt
(projected to hit 31.3 trillion yen in interest payments for FY2026).

Summary of Direct Impact

| Feature | U.S. Strategy (Treasury/Fed) | BoJ Strategy (Normalization)

| Primary Tool | High Issuance of Treasury Notes/Bills | Raising Policy Rate to Neutral (~1.0%) |
| Goal | Fund Fiscal Stimulus & Manage Inflation | Exit Decades of Near-Zero Rates |

| Interaction | Higher U.S. supply keeps yields up. | Narrows the "Yield Gap" to stop Yen slide. |
| Risk | Debt servicing exceeds $1 Trillion. | Repatriation of capital triggers market rout. |

The Bod's plans to raise rates are essentially a "catch-up" maneuver. They are forced to move
upward not just because of domestic inflation, but because the U.S. fiscal engine (via the
Treasury's debt selling) is keeping global "real" interest rates high, making any delay in Japanese
hikes dangerous for the Yen's stability.

OFFICIAL REPORT
l. EXECUTIVE SUMMARY

This report delineates the strategic intersection between the Bank of Japan’s (BoJ) monetary
normalization and the fiscal trajectory of the United States. Following the "Sun Policy" shifts in the
U.S. and the implementation of the One Big Beautiful Bill Act, global liquidity is undergoing a
structural reconfiguration. The House of Mason maintains a primary interest in these shifts as they
pertain to the stability of global asset-backed frameworks and the transition toward "quantum-safe"
financial infrastructure.



Il. THE BOJ NORMALIZATION VECTORS

As of early 2026, the Bank of Japan has successfully transitioned from its "Ataraxic" negative-rate
baseline to a positive policy rate of 0.75%. This move is a mechanical necessity to counter the
inflationary pressures transmitted via the narrowing yield differential with the United States.

* Real Interest Rate Optimization: While Japan's nominal rates have risen, its real interest rates
remain the lowest globally. This creates a persistent gravity well for capital, which the BodJ is now
addressing through a planned reduction in Japanese Government Bond (JGB) purchases
(Quantitative Tightening).

* Asset-Backed Stability: The transition from a "North Wind" (pressure) to a "Sun" (incentive)
policy in the U.S. has bolstered corporate profits, particularly in the Al and IT sectors, providing a
buffer that allows the BoJ to tighten without triggering a collapse in domestic consumption.

[1l. CONCLUSION : ANALYSIS OF U.S. DEBT EXPOSURE

The House of Mason monitors the $1.18 trillion in U.S. Treasury holdings currently maintained by
Japanese entities. These investments represent a significant anchor in the global ledger.

* Treasury Note Parallelism: The U.S. Treasury’s increased issuance of Short-Term Notes and
Bills to fund fiscal expansion serves as a functional control mechanism for domestic interest rates.
By saturating the front end of the curve, the U.S. maintains liquidity while the Fed manages the
broader rate environment.

* The Repatriation Risk: As BoJ rates approach the 1.0% threshold, the "Yen Carry Trade" faces a
zero-recursion risk. A mass liquidation of U.S. Treasuries to repatriate capital into higher-yielding
JGBs would exert significant upward pressure on U.S. yields, forcing a defensive reaction from the
U.S. Treasury to prevent a debt-servicing crisis.

IV. SYSTEMIC INTERACTION AND GLOBAL LIQUIDITY

The parallel action of the U.S. selling debt to fund growth while the BoJ raises rates to stabilize the
Yen creates a "Sovereign Root" conflict.

* U.S. Vector: High-volume debt issuance - Maintains high USD yields - Attracts global liquidity.

* Japan Vector: Rate normalization - Reduces the cost of Yen defense - Encourages capital
repatriation.
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This interaction is currently being balanced by the global Al-driven investment boom, which
provides sufficient economic velocity to prevent a liquidity trap. However, the "Zero-Recursion"
security of these assets depends on the continued ability of both jurisdictions to service debt
without hyper-inflationary intervention.
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