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Daiwa’s View 

10-year JGB yield of 0% 

 Reduction in Sep operation schedule deserves attention 

 

 

 

 
10-year JGB yield of 0% 

The yield curve in the US Treasury market flattened yesterday (the 5-year yield edged up 
from 0.65% to 0.67%, but the over 10-year zone was unchanged). 
 
When the news was released that the ADP report substantially undershot the market 
estimate, the 5-year yield and the 10-year yield declined to exactly 0.6% and the 1.12% 
level, respectively. However, when Fed Vice Chair Richard Clarida expressed his opinion 
that tapering would start later this year and rate hikes would occur in 2023, the 5-year yield 
rose sharply from 0.6% to 0.69%. The fact that short-term/intermediate yields advanced 
sharply in response to the vice chair’s comment, which was consistent with existing 
messages, means that slightly excessive speculation on a delay in rate hikes is growing in 
the market, and such speculation has been suppressed. 
 
If Vice Chair Clarida’s comment is the consensus of the chair and vice chairs (which is 
likely), last night’s 5-year yield of 0.6%, which reflects rate-hike expectations, will be the 
near-term bottom. Meanwhile, if the Fed’s stance is more hawkish than the market 
estimate—i.e., it doesn’t put emphasis on an economic peak or the spread of the Delta 
variant—this will diminish expectations of reflation via high-pressure economic policies, 
which could easily lead to the resurgence of a flattening bias. 
 

US Treasury 5-year Yield  US OIS Yield Curve by Rate-hike Scenario (timing, pace) 

 

  

 

Source: Bloomberg; compiled by Daiwa Securities.  Source: Bloomberg; compiled by Daiwa Securities. 

 
Yesterday, the details of quarterly refunding were announced. (The total amount was 
disclosed on 2 Aug.) For August, the scheduled auction size of coupon-bearing bonds was 
unchanged, as expected, while that of TIPS was increased by $1bn. In addition, in the 
previous May documents, the advisory committee proposed cutting the issuance of 
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 Daiwa’s View: 5 August 2021 

Treasuries in the future. This time, the Treasury Department stated that it “will continue to 
monitor the fiscal outlook while considering potential ways to reduce auction sizes in a 
manner that is aligned with borrowing and liquidity needs. … with an expectation of 
announcing an initial set of auction size reductions as soon as the November refunding 
announcement.” The issuance of Treasuries is likely to decrease, although this is in line 
with our forecasts and the market consensus. If the reduction starts in November, the 
Treasury issuance amount will decrease at almost the same time as tapering. Therefore, 
positive and negative factors regarding supply/demand conditions for Treasuries are likely 
to offset each other. 
 

 10-year JGB yield reached 0% 
Yesterday, the yield of on-the-run 10-year JGBs finally reached 0%. The 10-year German 
Bund yield also fell to a threshold of –0.50%, with the 30-year yield also falling into 
negative territory. As such, falling yields are a global phenomenon. JGB yields are also 
unable to resist this trend, facing downward pressure. Up to the 10-year sector, yields are 
no longer positive, which is creating downward pressure in the superlong zone as well, 
with the 20-year yield declining to around 0.37%. In light of the absolute value, we have not 
seen this level for a while. However, a 10-year/20-year spread of 37bp is the median of our 
estimate range (30-45bp), and the 10-year forward 10-year yield is at 0.76%. This is not a 
situation like with US yields, in which one would need to point out a sense of overheating. 
If the 10-year JGB yield remains 0%, flattening is likely to intensify towards a 10-year/20-
year spread at the mid-30bp level. 
 
Moreover, the medium/long-term impact of a 10-year JGB yield of 0% at this stage is 
strong. If the threat of a 10-year JGB yield of 0% continues, the market will inevitably 
sense a cut in JGB purchase amounts in the operation schedule to be announced in 
September. However, in the operation schedules released in March and June, the 
purchase amount was decreased by Y250bn each time for two consecutive quarters. If the 
BOJ reduces the amount again in September, the issue of consistency with the current 
policy framework of expanding the monetary base will attract attention (Second fork in the 
road is approaching). In this regard, the Summary of Opinions from the Monetary Policy 
Meeting on 15-16 July included the opinion that “it is important not to tighten monetary 
policy prematurely,” which may have been a warning from a reflationist board member 
regarding the policy of expanding the monetary base. The cornerstone of the yield curve 
control policy is the balance between quantity and interest rates. If this warning heightens 
the hurdle for cutting purchase amounts in the schedule to be released in September, JGB 
yields are likely to face downward pressure similar to that in the global market. 
 

Summary of Opinions at Monetary Policy Meeting on 15-16 July 2021 (28 Jul 2021)   

・Even though the year-on-year rate of change in the CPI excluding fresh food is likely to increase on the back of a rise in commodity prices, 

there is a long way to go to achieve the price stability target of 2 percent and maintain that level in a stable manner. Thus, it is important not to 
tighten monetary policy prematurely. 

 
  Increase in Amount Outstanding of JGB Holdings at BOJ (y/y) 

   

 
  Source: Bloomberg; compiled by Daiwa Securities. 
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If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the 

following items.  

 

 In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with 
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