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Daiwa’s View 

10-year US yield temporarily topped 2.5% 

 We need to pay increasing attention to impact of rising yields of safe 
assets on peripherals 

 
 

Risky assets outperform – coming from valuations where they were excessively penalized for their riskiness – until they’re priced more like safe 
assets. Then they underperform until they once again offer adequate risk premiums. 

Source: Excerpted from Mastering the Market Cycle by Howard Marks. 

 
10-year US yield temporarily topped 2.5% 

At the end of last week, the 10-year US Treasury yield temporarily topped 2.5% and closed 
at 2.47%. (The 5-year yield rose to 2.55%.) Therefore, the 5-year/10-year yield spread 
deepened to -8bp. The 5-year/30-year spread also narrowed to only 3.8bp, and is about to 
fall into negative territory. 
 
 

10Y UST Yield, Inflation Expectations, Real Yield    US 5Y/30Y Spread  

 

 

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

 
When thinking about the market in FY22, we get the impression that the impact of the rise in 
the yields of safe assets like this on the price of other assets cannot be ignored. Under 
normal circumstances, asset yields would be ranked in the following way: government bond 
yields < corporate bond yields < equity earnings yield. The yield spread between long-term 
government bonds and corporate bonds is referred to as the corporate bond spread, while 
that between long-term government bonds and stocks is referred to as the yield spread. Due 
to rising yields and a substantial rebound in stock prices since the March FOMC meeting, 
the S&P 500 yield spread fell below 3% at the end of last week for the first time since 
September 2021. With 3% being the lower limit for the range since the Global Financial 
Crisis, we think the yield spread has reduced leeway for providing a cushion for price 
declines in the future. The following warn of the possibility that the market is approaching a 
turning point as the Fed intensifies its hawkish stance: (1) risk premiums that are losing room 
for downside (too high vs. the Fed’s 2% target), (2) the 10-year nominal yield rising above 
the longer-run rate, catching up to the level of inflation expectations, and (3) the inversion of 
the US Treasury yield curve. 
 

10Y  US  
inflation 

ex pectations, 

2.98

10Y  US  yield, 
2.47

10Y  real  yield, -0.51

-1.50%

-0.50%

0.50%

1.50%

2.50%

3.50%

Oct-15 Oct-16 Oct-17 Oct-18 Oct-19 Oct-20 Oct-21

10Y  US   real  yie ld

10Y  US   in flation expectations

10Y  US   yie ld

3.8

-50bp

0bp

50bp

100bp

150bp

200bp

250bp

300bp

350bp

Jan-00 Jan-03 Jan-06 Jan-09 Jan-12 Jan-15 Jan-18 Jan-21

USYC5Y30 Index

Japan Fixed Income 
28 March 2022 

Japanese report: 28 March 2022 

 

Fixed Income Research Section 

FICC Research Dept.  

Chief Strategist 

Eiichiro Tani, CFA 
(81) 3 5555-8780 

eiichiro.tani@daiwa.co.jp 
 
 

 
Daiwa Securities Co. Ltd. 

We need to pay 
increasing attention to 
impact of rising yields of 
safe assets on 

peripherals 

mailto:eiichiro.tani@daiwa.co.jp


 

- 2 - 

 
 

 
 Daiwa’s View: 28 March 2022 

 
 

S&P 500 Yield Spread   Yields of Government Bonds, Corporate Bonds, and Stocks, 

 

 

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

 
That said, we are not assuming that the market will reach a turning point immediately. The 
balance of the reverse repo facility (which has been described by the Fed as excess 
liquidity) is currently as much as around $1.7tn (about Y200tn). A special note should be 
made of the unusual situation in which we are seeing concentrated demand to this extent 
for placing bids for the reverse repo facility, with which only a 0.3% yield is gained, despite 
the rise in the 2-year US Treasury yield to 2.27% on rising expectations of rate hikes. In 
other words, collection of excess liquidity—i.e., progress with QT—is seen as holding the 
key to optimizing risk premiums. 
 
In this respect, after disclosing QT parameters in the minutes of the March meeting (to be 
disclosed on 6 Apr), and using that as an opportunity to send a message to the market, the 
Fed is apparently considering deciding to start QT all at once at the May FOMC meeting. 
Once the Fed starts QT, excess liquidity will decrease, so, the tone of the market may start 
to change. That said, it is estimated that (1) one to two years will be needed to eliminate 
excess liquidity and (2) about three years will be needed to reach the final targets for 
balance sheet reductions. Therefore, it is true that an enormous amount of excess liquidity 
will linger in the financial system for the time being, despite the start of collection. It is not 
easy to accurately forecast the timing of changes in valuations. 
 
In Daiwa’s View reports, we have revised our US yield outlook and set the upper limit for 
rate-hike projections in the upside scenario at 5%. The appropriateness of this 5% upper 
limit level is also backed up by discussions about risk premiums. According to the chart 
above showing yields of government bonds, corporate bonds, and stocks, we can see that 
it would be difficult for the equity earnings yield to be maintained at 5% if the policy interest 
rate level rose to 5%. In other words, a policy interest rate of 5% can be seen as a level at 
which inflation would be brought under control by forcibly collapsing prices of risk assets 
and cooling the economy/demand for goods and services via reverse wealth effects should 
we see neither inflation being brought under control nor valuation corrections even after 
the start of QT. 
 
In any case, as we deal with the unsettling circumstances of FY22, the impact of the Fed’s 
rate hikes and collection of excess liquidity will likely leave us unable to put our minds at 
rest. We need to formulate our investment plans with regard to JGBs as well after having 
sufficiently anticipated such drastic changes in the market environment. 
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IMPORTANT 

This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be 

made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise 

changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the 

content of this report, which may not be redistributed or otherwise transmitted without prior consent.  

Ratings 

Issues are rated 1, 2, 3, 4, or 5 as follows: 

1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months. 

2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months. 

3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months. 

4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months. 

5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months. 

Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for 

Taiwan, and S&P/ASX 200 for Australia. 

Target Prices 

Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited 

to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment. 

Disclosures related to Daiwa Securities 

Please refer to https://lzone.daiwa.co.jp/l-zone/disclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities held by 

Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other disclosures 

concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa Securities. 

Explanatory Document of Unregistered Credit Ratings 

This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 

27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:  

https://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf 

Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 

(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)   

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 

you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the 

commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of 

your securities, if you are a non-resident. 

 For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand 

with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.

 There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest

rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could

exceed the amount of the collateral or margin requirements. 

 There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.

 Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as 

certified public accountants.

* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current

market conditions and the content of each transaction etc.

** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company 

and you based on current market conditions and the content of each transaction etc.

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take 

responsibility for your own decisions regarding the signing of the agreement with our company. 
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