JCTB: latest auction shows greenium is back

Rose Choy"”

On 25 May 2026, the 9" Japan Climate Transition Bond (JCTB) was auctioned. These bonds have

their proceeds designated for Japan’s GX transformation programme, and can therefore be
considered sustainable investments. In previous issuances there has been a notable lack of

‘greenium’, where green bonds are priced at tighter yields to equivalent vanilla bonds.!

In this auction however, the new bond priced at around 4bps greenium to the existing traditional
bond of the same coupon and tenor. The bonds also had a larger bid/cover ratio than previous
tranches, at around 4.6 times indicating increased investor demand (although it is worth noting the
issue size was smaller at JPY250bn, equivalent to about USD1.57bn). Full details of Japan’s JCTB
issuance and primary market greenium is shown in Table 1.

A lower issuance yield could imply emerging demand for JCTBs. We offer two observations that

could potentially explain some of this demand, despite the smaller issue size :

» Recentincreases in the JGB yield may have reduced the preferred duration for investors,

thus increasing demand for this risk bucket.

= Collateral eligibility rules mean these bonds can be posted to BoJ which may lower the

hurdle rate for such investments.

Either way, where thematic-labelled bonds can be issued at tighter yields than vanilla products,
this suggests increased investor demand for such projects. And for the issuer, it offers attractive
funding for transition projects.

Table 1. Greeniums of JCTBs at issue. Source: Bloomberg Finance L.P., accessed 2 Jun 2026.
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! For earlier analysis please see "Latest 5yr JCTB auction receives warm reception despite market volatility",
AFIl, 18 Jul 2025 and "Twin bonds: recap ahead of Denmark’s EuGB issuance", AFIl, 19 Sep 2025.

Not investment advice. First published 04 Jun 2026. Important disclaimers at end of the document.

(*) Anthropocene Fixed Income Institute (www.anthropocenefii.org). Author for contacts: rco@anthropocenefii.org
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Japan yield moves

The first point for consideration is Figure 1. JGB historical yields (2000-2026). Source:
movements in the overall yields. Bloomberg Finance L.P., accessed 2 Jun 2026.
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yield surge, fueled by the Middle East war,
concerns on fiscal discipline under Takaichi’s administration, and risks that the Bank of Japan
could be behind the curve on raising rates.

The term premium has also continued to rise for 10 years and above maturity JGBs, reflecting JGB
supply-demand dynamics. The Bank of Japan (BoJ) has been gradually reducing the pace of its
JGB purchases, and they have held about 49% of the JGB market.?

This heightens a risk of further sell-off in yen rates. JCTBs are currently offered in the 5 and 10 year
maturity buckets and the 10-year maturity is more vulnerable in that scenario.

Thus, 5-year JCTBs should be the duration of choice for duration sensitive buyers, and also the
sweet spot for banks’ investments.

Collateral eligibility considerations

Secondly, there is a factor which is not new,  Table 2. Loan disbursements under the “Funds-supplying
but may be receiving increased attention operations to support financing for climate change responses
)

(2024-2026)
the fact that JCTBs can count towards

eligible climate-related collateral for the Vol ao el .
, i X . loans to be Outstanding

Bank of Japan’s climate-response financing Auction disbursed balance of

operations. announced (bn JPY) loans (bn JPY)
29/1/2026  10,955.2 21,114.6

Eligible investments are entitled to the 17/7/2025  10,159.4 17,129.8

effective funding rate under this facility, and 29/1/2025  6,970.4 14,206.5

are conducted via an auction-style process, LS 2O7 T s N 11,962.6
29/1/2024  4,726.8 8,166.6

with 1 year maturity, but rollovers are
granted during the implementation period which is until FY2030.3

This funding operation, announced since 2021, is used to support the financing of the private
sector for climate change activities, through which the BoJ provides loans against eligible
collateral. The BoJ approach differs slightly from the ECB collateral framework that penalises
climate risk by adding a climate factor adjusting down the collateral valuation, discouraging

2" Japanese Government Bonds", Ministry of Finance, Japan, May 2026.
3 "Fund-Provisioning Measure to Support Efforts on Climate Change", Bank of Japan, Jan 2021.
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lending to assets with high climate transition risk.* The BoJ instead rewards banks with cheaper
funding linked to the climate-related assets on the bank balance sheet. This allows JCTBs to
become more widely usable and valued as collateral and more attractive for banks to hold. JCTBs
are also qualified as green investments to contribute to addressing climate change.

Under this facility, the amounts disbursed have gradually increased from 2024 to the most current
reported on Jan 29, 2026. Please see Table 2 (on the previous page) for details. The auctions have
been conducted on a bi-annual basis. Although there is no description of the collateral being
posted for this facility, it is nevertheless encouraging to see an increasing amount of loans to be
disbursed and outstanding under this facility. This could potentially provide an additional, policy-
linked source of demand for JCTBs.

Conclusions

Sovereign green bonds in developed markets and Japan Climate Transition Bonds have historically
priced with only a small greenium (if any) of around 1-2 bps at primary issuance (including
Denmark’s EuGBs in 2025). However, the latest JCTB priced with a notably larger greenium of
about 4 bps.

This could suggest a meaningful pocket of investor demand, with buyers demonstrably willing to
accept a lower yield on JCTBs relative to comparable JGBs. This pricing dynamic should support
ongoing issuance.

Version Log

Date Comment

04 June 2026 Document published

15 June 2026 Document updated to reflect that eligible investments are entitled to the
effective loan rate, rather than 0% for the facility. Added statement on JCTB
qualifying as green investments to contribute to addressing climate change.

4 Please see AFII’s paper on ECB collateral, "The reformed SSA trader: Please shower before entering the
pool", AFIl, 15 Aug 2025.
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IMPORTANT DISCLAIMER:

This report is for information and educational purposes only. The Anthropocene Fixed Income
Institute (‘AFII’) does not provide tax, legal, investment, accounting, or any requlatory or requlated
advice or services. This report is not intended to provide, and should not be relied on for, tax, legal,
investment, accounting, or requlatory or requlated advice or services. Nothing in this report is
intended (i) as investment advice, as an offer or solicitation of an offer to buy or sell, or as a
recommendation, endorsement, or sponsorship of any security, company, issuer, or fund or (ii) to
express a particular investment proposal in respect of a financial instrument or an issuer, or (iii) to
propose a particular investment decision in respect of a financial instrument or an opinion as to the
present or future value or price of any financial instrument or (iv) to recommend or suggest any
investment strategy.

AFll is not responsible for any investment decision made by you. You are responsible for your own
investment research and investment decisions. This report is not meant as a general guide to
investing, nor as a source of any specific investment recommendation. Unless attributed to others,
any opinions expressed are our current opinions only. AFll does not take into account your own
circumstances or assets and AFll assumes no direct or indirect responsibility or liability for any
investment decisions you make, and you remain fully responsible for your own research, legal and
regulatory compliance, and decisions.

Certain information presented may have been sourced from third parties. AFll believes that such
third-party information is reliable, and has checked public records to verify it wherever possible, but
does not guarantee its accuracy, timeliness or completeness; and it is subject to change without
notice.

Any reference to an issuer’s creditworthiness or likelihood of positive or negative performance in the
current or future market is purely observational and should not be taken as a recommendation,
endorsement or advice in relation to such issuer or its securities.

AFll is a non-profit organisation that provides fixed income investors with the insights and tools they
need to align their portfolios with ambitious climate and nature targets. For more information about
the Institute, please visit www.anthropocenefii.org.
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