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THE YEN INFLECTION EXECUTIVE ABSTRACT

EXECUTIVE ABSTRACT

The end of the cheapest money 2
the world.

The Bank of Japan's exit from yield curve control, layered on top of an Iran-driven
energy shock and a fiscally aggressive Takaichi administration, has loaded the global
system with a foreseeable "grey swan": the unorderly unwind of the Yen-funded carry

trade. For PIF and peer sovereigns, this volatility is the entry point, not the exit.

For nearly a decade, the suppression of Japanese government bond yields under
YCC functioned as the anchor of global liquidity. Japanese institutions exported capital
— most visibly into the ~$1.2 trillion of US Treasuries held by Japan — and global
macro funds borrowed Yen at near-zero cost to fund positions in higher-yielding
currencies. The dismantling of that architecture in March 2026 has now initiated a
systematic repricing of every asset that was, knowingly or not, priced off Japanese
forbearance.

What follows is an assessment of how the inflection is propagating — through
Japanese fiscal vulnerability, through the Strait of Hormuz, through the carry-trade
plumbing, through SoftBank's all-in posture on OpenAl — and a concrete five-part
allocation directive for PIF's Vision, Strategic, and Financial portfolios under the 2026-
2030 framework.
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- THE YEN INFLECTION EXECUTIVE ABSTRACT - FINDINGS

Key findings

iPurpose -

The BoJ is now hawkish under fiscal duress.

The April 27-28 meeting held the policy rate at 0.75% by a 6-3 vote — the highest level of
internal dissent since January 2016. The 10-year JGB yield has reached 2.73%, its highest
since May 1997. The OECD path implies 2.00% by end-2027.

Takaichi fiscal expansion is on a collision course with normalization.

With debt-to-GDP above 230% and a supplementary energy-subsidy budget now in play,
Japan faces credible fiscal-dominance risk: hike to defend the currency and crack the
sovereign curve, or capitulate and import hyperinflation.

Hormuz is the multiplier.

Brent has moved from a $72 baseline to over $87 with spikes toward $120. Japan imports
more than 90% of its crude from the region; BoJ board member Masu has explicitly warned
the shock could exceed 1973 in severity.

The carry trade unwind is the grey swan.

OMFIF has formally flagged it as a primary 2026 systemic risk. Yield compression, FX-
intervention risk, and Japanese capital repatriation are converging. Small open economies
(Malaysia, Brazil, Colombia) face projected 15-20% currency depreciations.

The architecture to exploit this is already in place.

PIF's ~$925B AUM, the $51B Japanese-bank MoU stack (Mizuho, MUFG, SMFG, JBIC,
NEXI), and the Vision/Strategic/Financial portfolio split give the Fund a near-unique ability to
fund Japanese acquisitions in Yen, deploy as a buyer in the liquidity vacuum, and monetize
the Al-energy nexus through Alat.
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- THE YEN INFLECTION § 01 - THE DEMISE OF YCC

The demise of yield curve control and the
March 2026 pivot.

The architecture is gone. For nearly a decade the Bank of Japan's yield curve
control regime functioned as the ultimate anchor of global liquidity — capping 10-
year JGB yields at 1.00% and forcing hundreds of billions of dollars of Japanese
capital abroad in search of return. The dismantling of that anchor in March 2026 has
begun a systematic repricing of global risk assets that is now manifesting violently in

the second quarter.

The transition from the Kuroda-era accommodation to the Ueda-era normalization has proven
materially more complex than initial market consensus projected. At the April 27-28, 2026
meeting, the BoJ Policy Board voted 6-3 to hold the benchmark rate at 0.75%. Three dissenters
argued for an immediate move to 1.00%. That margin represents the highest level of internal
monetary dissent since January 2016 and signals an accelerating hawkish bias inside an
ostensibly cautious central bank.

The driver is the structural and imported inflation that has refused to behave. The Bod has
upwardly revised its core CPI projections, how forecasting inflation to remain near the 2.0%
target through fiscal years 2026 and 2027. The April Summary of Opinions reads, plainly, as
market preparation for further rate increases as early as June. The OECD projects the policy rate
at 2.00% by end-2027 to contain price pressures and stabilize the currency.

2.73% 6-3 $1.2T

10-year JGB yield, mid-May Policy Board vote to hold at Japan's US Treasury holdings
2026 — highest since May 0.75% — highest dissent — largest foreign creditor,
1997. since January 2016. now repatriating.

The second-order effect is severe and underpriced. Japan currently holds approximately $1.2
trillion in US Treasuries — the largest foreign creditor position in the world. The era of near-
zero domestic rates necessitated that outward capital flow. As the BoJ permits the domestic
curve to steepen, the incentive structure for Japanese life insurers, pension funds, and
institutional allocators inverts. With 10-year JGBs offering competitive risk-adjusted returns,
repatriation is already underway. The withdrawal of stable, long-duration demand for US debt is
mechanically pushing US term premia higher, forcing the market to demand higher yields to
absorb ongoing US fiscal issuance.
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Key indicators: pre-March 2026 baseline, May 2026 status, projected targets

Indicator Pre-March 2026 May 2026 Target (end 2026/27)
BoJ benchmark rate < 0.10% (NIRP) 0.75% (6-3 vote) 1.00% - 2.00%
10-year JGB yield ~1.00% (YCC cap) 2.73% > 3.00%

USD/MJPY ~140.00 155.00 - 159.00 Volatile - intervention risk
BodJ core CPI projection 1.6% - 2.0% 1.9% - 2.0% Sustained near 2.0%
Japan US Treasury holdings ~$1.2 trillion Active liquidation Accelerated repatriation
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- THE YEN INFLECTION § 01 - THE DEMISE OF YCC

The market for US Treasuries has, for fifteen years, depended on a buyer that was
indifferent to yield because its domestic alternative paid zero. That buyer is now a

seller — and a price-sensitive one.

— ANALYTICAL ASSESSMENT

The implication for term premia is structural rather than cyclical. As long as Japanese institutions
can earn 2.7%+ on long-dated domestic paper without currency risk, the marginal yen of
overseas allocation becomes harder to justify. This is not a single repatriation event; it is the
gradual, persistent unwinding of a decade-long allocation pattern. Allocators underwriting USD
duration exposure should model a higher floor on US 10-year yields and a wider USD-funded
credit spread regime than the 2015-2024 distribution would suggest.

A further complication: the BoJ holds extraordinary quantities of JGBs on its own balance sheet
as a legacy of YCC and prior quantitative easing programs. Active balance-sheet reduction —
quantitative tightening in the Japanese context — sits behind the policy-rate question as the
next, harder decision. The market consensus is that the BoJ will favor passive runoff over
outright sales, but the trajectory of long-end yields will determine whether that posture survives
2027.

What this means for the Yen as a funding currency

For the entirety of the 2013-2024 period, the Yen was the world's premier funding currency
because three conditions held simultaneously: structurally low domestic rates, low realized FX
volatility, and a credible policy commitment from the BoJ to keep both anchored. In May 2026
all three conditions have weakened materially. Rates are rising. Realized and implied volatility are
spiking on each intervention rumor. The policy commitment is fractured 6-3.

The relevant question for allocators is no longer whether the Yen can remain the world's funding
currency at scale. It cannot. The relevant question is how disorderly the transition to a multi-
funding-currency regime will be — and which assets were priced off the old regime in ways their
holders have not yet recognized.
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- THE YEN INFLECTION § 02 - FISCAL DOMINANCE

The Takaichi administration's collision with
normalization.

The Bank of Japan's normalization mandate is now on a collision course with the
expansionary fiscal doctrine of Prime Minister Sanae Takaichi. The result is the most

credible fiscal-dominance scenario in any major developed economy today.

Having secured an overwhelming electoral mandate in late 2025, the Takaichi administration has
championed proactive public finance, strategic technology investment, and aggressive
consumption stimulus aimed at a "strong economy." The platform initially buoyed Japanese
equities. It has since precipitated a severe confidence crisis in the sovereign bond market.

The arithmetic is unforgiving. Japan operates with a debt-to-GDP ratio above 230% — the
highest among major developed economies. Decades of primary deficits and an aging
demographic have entrenched the burden. The Japanese public sector — central government,
BoJ, and public financial institutions — has effectively functioned as a highly leveraged
sovereign wealth fund financed in borrowed fiat. The equilibrium depended absolutely on the
maintenance of ultra-low borrowing costs.

In May 2026 the fragility was exposed. Reports emerged that the Takaichi administration was
preparing a substantial supplementary budget to finance energy subsidies — directly
contradicting prior assurances that the government would rely solely on non-tax revenues and
avoid new bond issuance. The bond market reaction was immediate and violent. By mid-May
the 10-year benchmark yield reached 2.730% in Tokyo interdealer trading, its highest level since
May 1997. Strategists at Sumitomo Mitsui Trust Asset Management revised forecasts to warn
that the long-term rate could breach 3.00% before year-end.

Why this is structurally different from prior episodes

Fiscal dominance occurs when a central bank is functionally prohibited from raising rates
because doing so would render sovereign debt-service costs mathematically unsustainable. If
Takaichi continues to expand the deficit to fund energy subsidies, the BoJ must choose between
two catastrophic outcomes:

Path A — Hike aggressively. Defend the currency at the cost of triggering a systemic sovereign
debt crisis as debt-service costs spiral past fiscal capacity. A domestic recession follows
immediately. The political cost is total.

Path B — Capitulate. Cap yields through renewed quantitative easing, allow the Yen to hyper-
depreciate, and import hyperinflation through the energy and food channels. The reputational
cost to the Bod's independence is similarly total, and the inflationary damage is paid by

households.
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The international community recognizes the vulnerability. US Treasury Secretary Scott Bessent
met with Prime Minister Takaichi and Finance Minister Satsuki Katayama, publicly stating that
"excess volatility in the currency market is undesirable." Coordinated diplomatic language of
that form is Washington's tacit approval for Japan to deploy its ~$1.2 trillion in foreign exchange
reserves — primarily US Treasuries — to intervene directly. But executing those interventions
requires liquidating US Treasuries, which mechanically pushes US yields higher, creating a
negative feedback loop that runs through the broader global economy.
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- THE YEN INFLECTION § 02 - FISCAL DOMINANCE

Tokyo's only good option is to drain the reserve that the rest of the world has
implicitly relied upon. There is no version of this in which the long end of the US
Treasury curve is not the bill-payer.

— ANALYTICAL ASSESSMENT

The reflexive risk to PIF's USD duration book

For sovereign allocators with material exposure to long-dated US Treasuries — a category that
includes most major sovereign wealth funds — the implication is concrete: the marginal seller of
long-duration USD paper in 2026-2027 is not the Federal Reserve. It is the Japanese Ministry of
Finance, intervening to defend its currency, and Japanese institutional allocators, repatriating to
capture domestic yield. Neither is price-sensitive in the conventional sense. Both are persistent.

The Financial Portfolio's USD duration allocation should be re-tested against a scenario in which
US 10-year yields settle structurally 75-150 bps above the consensus 2024 distribution, with
significantly higher realized volatility around inflation prints. The convexity of long-duration
positions cuts hard in this regime; recommendations in §08 address the rebalancing posture.

The political constraint on Path A

The Takaichi administration has political incentives that reinforce the fiscal expansion. Energy
subsidies are immediately popular, electorally cheap to advertise, and directly counteract the
household real-wage erosion caused by the weak Yen and imported inflation. The administration
will defend the subsidy posture politically even as the BoJ signals discomfort. Markets should
not assume an early coordinated handoff.

The most plausible near-term sequence is therefore: continued fiscal expansion through 2026,
accelerating bond-market revolt at the long end, direct FX intervention financed by US Treasury
liquidation, and — only after sufficient market dislocation — a forced political accommodation
between the Kantei and the BoJ. The duration of that sequence is the variable that matters most
for allocators positioning around the eventual snap-back.
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- THE YEN INFLECTION § 03 - THE GEOPOLITICAL CATALYST

The Iran war, the Hormuz blockade, and the
stagflation channel.

The fundamental catalyst forcing the BoJ's hand and exposing Japan's fiscal fragility
1s the Iran war that began in late February 2026. What started as a regional military
confrontation involving US and Israeli strikes on Iranian assets rapidly became a

systemic shock to global energy, shipping, and financial markets.

The conflict immediately repriced geopolitical risk premia across asset classes. Brent moved
from a baseline of $72 per barrel to over $87, with extreme volatility spikes pushing prices
toward the $120 threshold during peak escalation phases.

The locus of the threat is the Strait of Hormuz. The Strait facilitates transit of approximately 20
million barrels of crude oil and petroleum products daily — roughly one-fifth of global
petroleum consumption and more than 25% of all seaborne oil trade. The imposition of a de facto
blockade, combined with warnings from the US Maritime Administration regarding retaliatory
strikes, has forced large fleets of crude and LNG tankers to drop anchor outside the conflict
zone. Saudi and Emirati bypass infrastructure exists but cannot absorb the disrupted volume; up
to 30% of global petroleum trade is exposed to immediate disruption risk.

The energy shock has the potential to inflict more severe economic damage on
Japan than the 1973 oil crisis.

— KAZUYUKI MASU, B0OJ POLICY BOARD

For Japan, the implications are existential rather than cyclical. The nation is structurally reliant on
external energy, importing more than 90% of its crude from the Middle East. BoJ Policy Board
member Kazuyuki Masu has explicitly warned that the energy shock driven by the Iran war
could exceed the damage of the 1973 crisis. The transmission mechanism is cost-push inflation:
as global oil prices surge, Japanese import costs rise, the trade balance deteriorates, and
downward pressure on the Yen intensifies.

Governor Ueda has noted that the current Yen weakness is amplifying the domestic impact of
higher global oil prices. Unlike prior cycles where a weak Yen was celebrated for export
competitiveness, the 2026 depreciation is purely destructive. It is eroding household purchasing
power and ensuring that real wages continue to contract despite the highest nominal wage
growth in decades. The toxic combination of contracting domestic demand, surging input costs,
and elevated inflation has significantly elevated the probability of a protracted period of
stagflation. If the Middle Eastern conflict extends beyond six months, quantitative models
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project sustained Brent volatility above $125, an outcome that would virtually guarantee a
severe recession across the Asian manufacturing bloc.
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- THE YEN INFLECTION § 04 - THE CARRY TRADE UNWIND

The anatomy of the Yen carry-trade unwind.

The convergence of BoJ normalization, Japanese fiscal fragility, and the Middle
Eastern energy shock has brought the global system to the precipice of a major

liquidity event: the unorderly unwind of the Yen-funded carry trade.

Mechanics of the Q12026 expansion

The carry trade is a foundational arbitrage strategy in global macro: borrow in a structurally low-
rate funding currency (historically the Yen) and deploy the proceeds into higher-yielding
currencies. Through the first quarter of 2026 the strategy delivered roughly 12% in returns — its
strongest annual start in three years.

The profitability was predicated on persistent deviation from uncovered interest-rate parity.
UIRP theory holds that the yield differential captured by investing in a higher-rate currency
should be offset by that currency's depreciation against the funding currency over time. In
practice, the extreme suppression of cross-asset volatility (measured through indices such as
the VIX and JPYVIX) emboldened hedge funds, asset managers, and institutional investors to
leverage these positions heavily. Major institutions — including Citi and Goldman Sachs —
actively recommended equally-weighted baskets of EM currencies (Mexican Peso, Brazilian
Real, Colombian Peso, Turkish Lira, Nigerian Naira) funded entirely by short Yen positions. The
Colombian Peso in particular became a favored target due to its petrocurrency status, benefiting
directly from the elevated oil prices driven by the Iran war.

The tipping point and the grey-swan designation

The Official Monetary and Financial Institutions Forum has formally designated the sharp unwind
of the Yen carry trade as a primary "grey swan" event for 2026 — a highly consequential,
foreseeable systemic risk that markets are failing to adequately price. The triggers are
materializing simultaneously.
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THE YEN INFLECTION § 04 - THE CARRY TRADE UNWIND

The triggers materializing simultaneously

iPurpose -

Compression of yield differentials. As the BoJ hikes and US rate expectations
fluctuate against inflation prints, the pure interest-rate arbitrage narrows, reducing
gross profitability.

Surging implied volatility. Carry trades are short-volatility strategies; they produce
stable returns only in low-variance environments. The threat of direct FX intervention
by the Japanese Ministry of Finance to defend a Yen trading erratically between 155
and 159 against the Dollar has caused a sharp spike in Yen implied vol. As volatility
rises, VaR models at prime brokerages automatically trigger risk-reduction protocols
and force liquidation of leveraged positions.

The repatriation imperative. With 10-year JGB yields at 2.73%, Japanese institutional
capital is being aggressively repatriated to domestic markets. That natural flow creates
structural buying pressure on the Yen, independent of any speculative positioning.
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THE YEN INFLECTION § 04 - THE CARRY TRADE UNWIND

The self-reinforcing feedback loop

When the threshold for an unorderly unwind is breached, the dynamics become self-reinforcing.
To close a Yen carry trade, an investor must sell the high-yielding global assets (US Treasuries,
EM equities, corporate credit) and buy Yen to repay the original loan. Mass Yen purchasing
causes the currency to appreciate rapidly. A rapidly appreciating Yen destroys the capital
position of remaining carry-trade investors and triggers margin calls that force further asset
liquidation and additional Yen purchasing. The loop is recursive and accelerates with each turn.

Quantitative models analyzing the impending 2026 liquidity shock project severe
macroeconomic ramifications. The concurrent liquidation of low-yielding foreign assets and the
repatriation of Japanese institutional capital are expected to produce profound systemic
liquidity vacuums. Small, open economies with substantial foreign portfolio investment exposure
— Malaysia, Brazil, Colombia — face the threat of rapid currency depreciations in the 15-20%
range. Existing policy frameworks and EM foreign reserve buffers are largely inadequate to
mitigate shocks of this magnitude, requiring immediate macroprudential coordination and a
restructuring of sovereign wealth fund allocations to survive the volatility.

Drivers of 2026 inflows and unwind sensitivity

Target currency Primary driver for 2026 inflows Unwind exposure

Colombian Peso Petrocurrency status; elevated Brent High — vulnerable to sudden oil correction
(cop) pricing and capital flight

Brazilian Real High nominal yields; agricultural High — exposed to forced deleveraging by
(BRL) commodity pricing hedge funds

Mexican Peso Nearshoring; strong US trade Medium — buffered by US resilience, exposed
(MXN) linkages to broad EM sell-off

Turkish Lira (TRY) Extreme nominal yield differentials Extreme — highly sensitive to global liquidity

contraction
The carry trade is short volatility, short Yen, and long every other risk asset at

once. When 1t unwinds, it unwinds all three simultaneously.

— ANALYTICAL ASSESSMENT
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- THE YEN INFLECTION § 05 - EQUITY BIFURCATION

Bifurcation, SoftBank, and the OpenAl
concentration risk.

The intersection of extreme currency depreciation, rising energy costs, and monetary
normalization has fractured the valuation landscape of the Japanese equity market.
Foreign investors and sovereign allocators deploying into Japan must navigate an
environment in which traditional value metrics have been heavily distorted by the FX

overlay.

The bifurcation of the Japanese equity market

The historic Yen weakness — trading at multi-decade lows near 160 to the Dollar — functions as
a massive temporary subsidy for Japanese multinationals. For the upper echelon of the TOPIX,
which derives roughly 49.5% of total sales from overseas markets, the weak Yen artificially
inflates repatriated earnings. Driven by the automotive, machinery, and technology export
sectors, TOPIX EPS growth (excluding outliers like SoftBank) is projected to accelerate from +4%
year-over-year in FY2025 to a remarkable +14% in FY2026.

The aggregate index performance obscures severe domestic distress. Small and mid-cap
equities, retail conglomerates, and utility providers are heavily oriented toward domestic
demand. These entities are absorbing the catastrophic impact of Yen depreciation through
skyrocketing costs for imported raw materials, food, and fuel. Unable to fully pass these
increases onto a domestic consumer base suffering contracting real wages, domestic-focused
corporations are experiencing severe margin compression. As the BoJ raises rates, the debt-
servicing cost for highly leveraged "zombie companies" rises, foreshadowing a wave of
corporate restructuring and insolvency in the domestic sector.

SoftBank Group, OpenAl, and the Vision Fund windfall

Within the Japanese equity sphere, the gravitational pull of Al has created extreme
concentration risks, best exemplified by the operations of SoftBank Group. For the fiscal year
ending March 2026, SoftBank reported total investment gains of JPY 7.28 trillion
($47.4B), driving a net profit of $31.7B and returning the Vision Funds to profitability.

A granular look at those results reveals profound vulnerabilities. Of the $46B gain recorded by
the Vision Fund, an astonishing $45B was directly attributable to the surging valuation of a single
asset: OpenAl. Following a series of massive funding rounds, OpenAl's valuation reached
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approximately $852B (with secondary-market valuations fluctuating heavily), giving SoftBank an
estimated 13% ownership stake based on total commitments.
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- THE YEN INFLECTION § 05 - EQUITY BIFURCATION

Excluding the gains from OpenAl, SoftBank's underlying portfolio experienced severe distress.
The Vision Fund posted massive losses on legacy holdings including Coupang, DiDi Global, and
Klarna, while the broader SoftBank entity recorded an investment income loss of $3B after
stripping out currency effects and expenses.

The concentration risk has not gone unnoticed by global credit. S&P Global Ratings recently
revised its outlook on SoftBank from "stable" to "negative," citing the deterioration in asset
liquidity and portfolio quality. The agency noted that SoftBank's deepening financial
commitment to OpenAl has compromised its broader financial capacity. To fund its Al ambitions
— including the "Stargate Project" data-center initiative pursued alongside OpenAl — SoftBank
has been forced into the systematic liquidation of highly liquid, performing assets. During the
fiscal year, SoftBank generated $1.4B by selling down core positions in T-Mobile and Nvidia
simply to maintain liquidity for OpenAl capital calls.

Despite the warnings, SoftBank remains structurally committed to the pursuit of artificial super-
intelligence. On March 31, 2026 the firm entered a definitive agreement to make follow-on
investments of up to $40.0B (approximately JPY 5.98 trillion) into OpenAl Global, LLC.
While SoftBank intends to syndicate $10B of the commitment to co-investors, the scale of the
allocation means SoftBank's corporate viability is now inextricably linked to the commercial
trajectory of generative Al. CFO Yoshimitsu Goto has attempted to reassure markets by citing a
$22.2B cash position capable of covering two years of bond redemptions, alongside disciplined
adherence to a Loan-to-Value ratio held between 20-25%. Nevertheless, the SoftBank paradigm
illustrates the extreme volatility inherent in the current Japanese technology sector.

Headline strength obscuring underlying concentration risk

Metric Value / status Implication

Total investment gains JPY 7.28T ($47.4B) Headline profitability obscures underlying
weakness

OpenAl-specific gain ~$45B Extreme concentration - >95% of Vision Fund
gains

Investment income ex-Vision -$3B loss Legacy assets and FX dragging performance

Fund

OpenAl follow-on commitment Up to $40.0B Full pivot to artificial super-intelligence
infrastructure

S&P outlook Downgraded to Credit markets pricing liquidity deterioration

"Negative"
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- THE YEN INFLECTION § 06 - PIF 2026-2030

The Japan integration and the $51 billion MoU
stack.

Under the chairmanship of Crown Prince Mohammed bin Salman and the executive
leadership of Governor Yasir Al-Rumayyan, the Public Investment Fund has approved
and initiated its 2026-2030 strategic framework. Having grown AUM from $150B
in 2015 to over $925B as of May 2026, the Fund is transitioning from aggressive
deployment into a mature epoch focused on sustained value creation and capital

efficiency.

The new strategy restructures the Fund's holdings into three operational pillars: the Vision
Portfolio, the Strategic Portfolio, and the Financial Portfolio. The explicit mandate of the Vision
Portfolio is to catalyze the development of six globally competitive domestic ecosystems —
including advanced manufacturing, urban livability, and clean energy infrastructure — by
harnessing cross-sector synergies and enabling the Saudi private sector.

A central geopolitical and economic pillar of the framework is the aggressive pivot toward Asia,
with Japan designated as an apex priority. Governor Al-Rumayyan has stated unequivocally that
"Japan is a main partner for us," emphasizing deeper integration into Asian supply chains and
advanced procurement processes. PIF has committed to more than doubling its direct Japanese
investment footprint, projecting an increase from roughly $11.5B in 2024 to an estimated $27B
by end-2030. This capital injection is projected to contribute up to $16.6B to the Japanese
economy, alighing Saudi capital with Japan's broader corporate governance reforms.

The $51billion financial MoUs

To build the financial architecture required to execute a $27B deployment strategy, PIF
executed a masterstroke of institutional diplomacy in late 2024 by signing Memorandums of
Understanding worth an aggregate of up to $51B with five of Japan's premier financial
institutions: Mizuho Bank, Sumitomo Mitsui Financial Group, MUFG Bank, the Japan Bank for
International Cooperation, and Nippon Export and Investment Insurance.

The explicit objective is to facilitate two-way capital flows through both debt and equity
channels. From a strategic treasury perspective, the $51B facility serves three critical functions:
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Liability-driven hedging. By securing JPY-denominated credit, PIF and portfolio
companies can execute multi-billion-dollar acquisitions of Japanese assets without
exposing the sovereign balance sheet to FX volatility. If the Yen appreciates sharply
(as is highly probable in a carry-trade unwind), the increased value of acquired
Japanese equity is offset by the increased cost of Yen-denominated debt,
neutralizing the currency risk.
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THE YEN INFLECTION § 06 - PIF 2026-2030

Syndication and co-investment. The MoUs provide a structured conduit for Japanese
institutional capital to co-invest alongside PIF in domestic Vision 2030 megaprojects
— importing Japanese expertise in advanced manufacturing and infrastructure
directly into the Saudi economy.

Access to ultra-low-cost capital. Despite recent BoJ hikes, Japanese rates remain
structurally below US and European levels. The MoUs guarantee PIF access to deep
pools of Yen-denominated liquidity, optimizing the Fund's blended cost of capital.
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- THE YEN INFLECTION § 06 - PIF 2026-2030

Sovereign borrowing and the 2026 debt-issuance campaign

As PIF enters its most capital-intensive deployment phase — having already invested over
$199B in new domestic projects between 2021 and 2025 — reliance on international debt
markets has accelerated. The imperative is heightened by the Saudi state budget reality: driven
by elevated expenditure to support the economy through the Iran-war disruptions, the Kingdom
posted a first-quarter 2026 budget deficit of SR 125.7B ($33.5B). PIF must operate as a
highly agile, independent raiser of capital to avoid draining state reserves.

The 2026 issuance campaign has been exceptionally successful. In January 2026, PIF raised
$2B through a 10-year US-dollar Sukuk. The order book exceeded $11B, allowing the issuance to
price tightly at approximately 120 bps over US Treasuries. This was followed rapidly by a
benchmark multi-tranche conventional bond offering with 3-year, 7-year, and 30-year maturities,
underwritten by Citi, Goldman Sachs, HSBC, and J.P. Morgan, pricing at roughly 130, 135, and
170 bps over US Treasuries respectively.

PIF is uniquely positioned to exploit its Japanese banking relationships to issue "Samurai bonds"
— Yen-denominated corporate bonds issued in Japan by foreign entities. As recent Samurai
issuances by Alphabet and the Egyptian government demonstrate, PIF can tap deep Japanese
retail and institutional markets to secure long-duration capital at fractional yields compared to
the US Dollar market — a window that the BoJ's normalization path is steadily closing.

Instruments, pricing, and strategic purpose

Issuance Instrument Maturity / pricing Strategic purpose

January 2026 USD-denominated 10-year - ~120 bps Shariah-compliant capital - >5x
Sukuk ($2B) over UST oversubscribed

Mid-2026 multi- Conventional USD 3-yr + 7-yr - 30- Funding domestic transformation

tranche bonds yr amid $33.5B state deficit

Spread profile Conventional USD ~130 - ~135 - ~170 Locking in duration before global
bonds bps over UST term premia rise

Forward JPY Samurai bonds Via $51B MoU stack Asset-liability matching -

capacity structurally lower JPY yields
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The MoU stack is, in effect, a pre-positioned currency hedge against the carry-
trade unwind — funding committed before the volatility, denominated in the

currency most likely to appreciate.

— ANALYTICAL ASSESSMENT
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- THE YEN INFLECTION § 07 - GAMING, AI, ENERGY

Gaming IP, the Alat initiative, and the Al-
ehergy hexus.

The sectoral allocation of PIF's $27 billion Japanese expansion strategy is not
uniform; it is highly concentrated, targeting dominance in digital entertainment,

video gaming, and the foundational infrastructure of artificial intelligence.

The aggregation of Japanese gaming intellectual property

Through its subsidiaries — primarily Savvy Games Group and the Electronic Gaming
Development Company — PIF is executing a systematic rollup of minority stakes across the
premier tier of Japanese game developers. In early 2026, EGDC raised its stake in Capcom (the
publisher of Resident Evil and Street Fighter) to 6.04% at a cost of approximately $617M.
Combined with direct PIF holdings, total Saudi-affiliated control over Capcom now exceeds the
10% threshold.

The pattern is broad and multi-billion-dollar. PIF holds substantial stakes in Nintendo, Nexon,
Bandai Namco, Koei Tecmo, and Square Enix, alongside a near-total 96% buyout of the Japanese
developer SNK. The Fund's influence extends globally through its participation in the investment
group attempting the $55B acquisition of Electronic Arts. Japanese regulatory filings categorize
these as "pure investments" intended to generate capital gains and dividends; the strategic
reality is that PIF is securing board-level influence and deep IP relationships necessary to build
out the tourism, travel, and entertainment ecosystem mandated by the 2026-2030 framework.
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- THE YEN INFLECTION § 07 - GAMING, AI, ENERGY

The Alatinitiative and the Al-energy monetization thesis

Beyond digital entertainment, PIF is positioning Saudi Arabia at the apex of the global Al
hardware supply chain. The insight driving the strategy, articulated by Governor Al-Rumayyan, is
that the ultimate constraint on the proliferation of artificial general intelligence is not
semiconductor manufacturing or compute availability, but raw electrical energy. The exponential
power consumption of hyperscale data centers aligns precisely with the structural advantage of
the Middle East: abundant, deeply subsidized, scalable energy.

To monetize the advantage, PIF's technology manufacturing subsidiary Alat has committed
$100B by 2030 to establish Saudi Arabia as the premier global tech hub. Alat has executed
strategic partnerships with the SoftBank Group, Carrier Corporation, and Dahua Technology. By
integrating with SoftBank — which is simultaneously attempting to build the "Stargate" Al
supercomputing infrastructure in partnership with OpenAl — PIF inserts itself directly into the
most critical technological arms race of the century. The strategy is synergistic: PIF offers
SoftBank and OpenAl the massive, localized, low-cost energy grids necessary to power AGI
training clusters, and in exchange secures localized advanced manufacturing, robotics R&D, and
technology transfer for the Saudi domestic economy.

Compute is downstream of energy. PIF holds the upstream.

— ANALYTICAL ASSESSMENT
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- THE YEN INFLECTION § 08 - STRATEGIC DIRECTIVES

Five concrete actions for the Vision, Strategic,
and Financial portfolios.

The convergence of BoJ normalization, the Iran-driven energy shock, and the
looming carry-trade unwind presents a macroeconomic environment fraught with
systemic risk. For a sovereign possessing $925B in AUM, a $51B Japanese financial
architecture, and unparalleled access to energy resources, the volatility provides a

generational opportunity for risk-adjusted outperformance.

Execute immediate liability-driven hedging on Japanese exposure.

The current USD/JPY exchange rate (high 150s) is a historically anomalous
undervaluation of the Yen. As the BoJ is forced to hike to contain imported inflation, and
as the carry-trade unwind forces mass capital repatriation, a violent and sudden Yen
appreciation is highly probable.

The Strategic and Vision Portfolios must immediately cease funding
Japanese equity acquisitions using unhedged USD.

Fully activate the $51B MoU credit facilities with Mizuho, MUFG, and SMFG.
All future acquisitions of Japanese tech, gaming, and semiconductor assets
are to be funded directly through JPY-denominated borrowing, establishing
a perfect liability hedge. If the Yen appreciates by 20% during a carry-trade
shock, FX translation gains on the underlying equity are offset by the
increased JPY-debt liability cost, insulating the sovereign balance sheet from
FX volatility.
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Capitalize on the global liquidity vacuum via private credit.

A violent Yen carry unwind will spike cross-asset volatility and trigger margin calls
across the global hedge-fund and asset-management complex. Forced deleveraging
will produce indiscriminate selling of high-quality corporate bonds, EM debt, and
equities — and a parallel contraction in bank lending.

The Financial Portfolio must maintain a substantial buffer of liquid, short-
duration US Treasuries to act as apex predator during the liquidity vacuum,
acquiring deeply discounted high-quality public assets.

Overweight structured private credit in mission-critical software,
infrastructure, and embedded B2B platforms. While generic software
models may face rising default rates under stress, embedded usage-based
platforms remain resilient — allowing PIF to dictate terms and capture
starting yields approaching 9-10% with substantial equity downside
protection.
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THE YEN INFLECTION § 08 - STRATEGIC DIRECTIVES

Monetize the Al-energy arbitrage.

SoftBank's $40B follow-on commitment to OpenAl illustrates that global capital is
consuming the software and compute layers of the Al revolution while structurally
underpricing the physical energy constraint. PIF is uniquely positioned to break that
bottleneck.

Shift the deployment focus of the Alat $100B initiative away from minor
component manufacturing and entirely toward hyperscale data-center
infrastructure.

Structure joint ventures with SoftBank, Microsoft, and OpenAl through the
Strategic Portfolio. Offer long-term fixed-price energy contracts utilizing
Saudi solar and hydrocarbon reserves — strictly contingent on localization of
primary AGI training clusters within the Kingdom. This transforms Saudi
Arabia's energy reserves into the physical foundation of global artificial
intelligence.

iPurpose : IPU-WP-2026-05 : UNCLASSIFIED 28 / 33



Hedge the sovereign portfolio against structural stagflation.

The Hormuz blockade and the ensuing Brent spike demonstrate that the global
economy remains acutely vulnerable to supply-side energy shocks. A protracted
conflict produces stagflation — high inflation, rising rates, contracting growth — which
severely penalizes traditional 60/40 asset allocations.

The Financial Portfolio structurally overweights real assets, global
infrastructure, and hard commodities. These asset classes have high
inflation beta and directly capture pricing premia from geopolitical supply-
chain fragmentation.

Within fixed income, rapidly transition exposure toward floating-rate
instruments and TIPS. Concurrently, PIF continues its aggressive sovereign
debt program — both Samurai bonds and USD Sukuks — to lock in long-
duration capital immediately, preempting the inevitable rise in global term
premia as Japanese institutions repatriate from their $1.2T in US Treasury
holdings.
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- THE YEN INFLECTION § 08 - STRATEGIC DIRECTIVES

Transition to active shareholder governance in Japan.

Japan is undergoing a generational shift in corporate governance, prioritizing capital
efficiency, share buybacks, and dividend growth. Net equity supply is deeply negative,
providing a structural floor for valuations. PIF's Japanese investment posture should
evolve from passive accumulation to active engagement.

With stakes routinely exceeding 5% in major corporations (Capcom,
Nintendo, SNK and the broader gaming roster), PIF possesses material
voting leverage. The Fund actively pressures Japanese boards to accelerate
capital return programs, divest non-core subsidiaries, and mandate
operational integration with the domestic gaming and entertainment
ecosystems being constructed inside Saudi Arabia under the 2026-2030
strategy.

This posture both maximizes financial returns and fulfills the strategic
mandate of domestic economic transformation — the dual mandate that
distinguishes a sovereign investor from a generalist allocator.

Sequencing

The five directives are not independent. Directive 01 (JPY-funded acquisitions) must precede
Directives 03 and 05 (Japanese tech and gaming deployment), or the FX risk is uncontained.
Directive 02 (private credit overweight) and Directive 04 (real assets and TIPS) operate
concurrently and define the defensive posture of the Financial Portfolio. The total package is
internally consistent and self-reinforcing.

The window for execution is narrow. Each of the conditions that creates the opportunity —
anomalously weak Yen, suppressed JPY rates relative to the end-2027 trajectory, depressed
Japanese gaming equity multiples, and the open Samurai-bond issuance window — is closing on
a time horizon measured in quarters, not years. The Fund's competitive advantage is its
prepared architecture. The constraint is decision velocity.

The window is open. Execution is the variable.

— ANALYTICAL ASSESSMENT
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THE YEN INFLECTION § A1l - SOURCE APPARATUS

Source apparatus, analytical notes, and
verification posture.

This briefing is synthesized from open-source reporting, central bank publications,
sovereign disclosures, and credit-rating agency commentary available as of May

2026. It contains no classified or restricted material.

Provenance and verification posture

Specific figures cited herein — JGB yield levels, USD/JPY ranges, the BoJ April 27-28 vote split, the SoftBank FY
March 2026 results, the OpenAl valuation, the PIF AUM and MoU figures, and PIF's January 2026 Sukuk and
multi-tranche pricings — should be cross-verified against primary issuer and central-bank statements prior to
citation in any counterparty communication or formal allocation memorandum. The narrative architecture and
analytical conclusions stand independent of any single data point; figures are illustrative of magnitude and
direction, not authoritative as to the precise basis point or dollar.

Primary categories of source material

Central bank publications. Bank of Japan Statement on Monetary Policy (April 27-28, 2026); Summary
of Opinions; Governor Ueda's press conference remarks; Policy Board member commentary (including
remarks attributed to Kazuyuki Masu).

Multilateral institutional analysis. OECD Economic Outlook projections for Japan policy rates 2026-
2027; OMFIF "grey swan" series identifying carry-trade unwind risk; Bank for International Settlements
quarterly cross-border capital data.

Sovereign and treasury disclosures. Japanese Ministry of Finance reserves data; US Treasury TIC
report (Japan as largest foreign holder); Saudi Ministry of Finance Q12026 budget statement reporting
the SR 125.7B deficit.

PIF disclosures and public statements. Public Investment Fund 2026-2030 strategy announcements;
Governor Yasir Al-Rumayyan public remarks on Japan as a primary partner; PIF's January 2026 USD
Sukuk offering circular and subsequent multi-tranche bond pricing terms.

Corporate filings and credit reports. SoftBank Group FY ending March 2026 results disclosure; S&P
Global Ratings outlook revision to "Negative"; SoftBank Investor Relations commentary from CFO
Yoshimitsu Goto regarding cash position and LTV.

Major financial press. Reuters, Bloomberg, Nikkei Asia, and Financial Times reporting on the May 2026
supplementary-budget signaling, JGB market reaction, and US-Japan currency coordination
commentary attributed to Treasury Secretary Bessent.

Strategist research notes. Citi and Goldman Sachs EM currency-basket recommendations; Sumitomo

Mitsui Trust Asset Management long-rate forecasts; J.P. Morgan and Goldman Sachs structured private-
credit commentary.
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- THE YEN INFLECTION § A1l - SOURCE APPARATUS

Confidence calibration

Macroeconomic structural assessments (the BoJ policy trajectory, the mechanics of carry-trade
unwind, Japan's energy import vulnerability) are held at high confidence. Specific quantitative
projections (15-20% EM currency depreciation ranges, the 2027 BoJ rate target, the long-rate
breach above 3.00%) are held at moderate confidence and reflect the published range of
reputable institutional forecasts as of May 2026. The strategic directives in §08 are analytical
recommendations; final allocation decisions remain a matter for the relevant investment
committees.

Distribution and use

This briefing is intended for sovereign-fund executives, treasury principals, and senior allocators.
It is unclassified and composed entirely of open-source material. Forwarding is permitted with
attribution retained.
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