
 
 
 

Important disclosures, including any required research certifications, are provided on the last page(s) of this report. 

 
 
 
 

Daiwa’s View 

JGB yield outlook for 2022 (Part 2) 

 Our end-2022 outlook is a 20yr yield of 0.8% and 30yr yield of 1.1% 

 
 
JGB yield outlook for 2022 (Part 2)   

Our end-2022 forecasts for the 20yr and 30yr JGB yields are 0.8% and 1.1%, respectively. 
We think that the Jul-Sep or Oct-Dec quarter could bring an important JGB buying opportunity. 
If risk-off sentiment deepens, the market is expected to post developments under the 
downside scenario, similar to our US yield forecasts. 
 
JGB Yield Forecasts for 2022 (%) 

 
Source: Compiled by Daiwa Securities. 

 
 Conclusion of the BOJ’s Comprehensive Assessment is still appropriate 

In the bond market, it is widely recognized that the BOJ intends to allow relatively free 
fluctuations of superlong yields. I also think this view is true (still appropriate) provided the 
following two points are confirmed—(1) operations to control long-term yields are not 
obstructed and (2) the impact on the economy (output gap) is not large. 
 
In its Comprehensive Assessment in September 2016, the BOJ examined the impact of the 
term structure of interest rates on economic activity and prices, and stated that “short- and 
medium-term interest rates have a larger impact on economic activity than longer-term 
rates,” and “an excessive decline and flattening of the yield curve may have a negative 
impact on economic activity by leading to a deterioration in people's sentiment, as it can 
cause uncertainty about the sustainability of financial functioning in a broader sense.” Also, 
the BOJ examined the effect of the decline in the yield curve on the output gap (Appendix 8), 
and concluded that “decreases in short- and medium-term yields have larger monetary 
easing effects than decreases in long- and super-long-term yields.” 
 

Comprehensive Assessment: Developments in Economic Activity and Prices as well as Policy Effects since the Introduction of 
Quantitative and Qualitative Monetary Easing (21 Sep 2016)   

・The impact of interest rates on economic activity and prices as well as financial conditions depends on the shape of the yield curve. In this 

regard, the following three points warrant attention. First, short- and medium-term interest rates have a larger impact on economic activity than 
longer-term rates. Second, the link between the impact of interest rates and the shape of the yield curve may change as firms explore new ways 
of raising funds such as issuing super-long-term corporate bonds under the current monetary easing, including the negative interest rate policy. 
Third, an excessive decline and flattening of the yield curve may have a negative impact on economic activity by leading to a deterioration in 
people's sentiment, as it can cause uncertainty about the sustainability of financial functioning in a broader sense. 
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 Superlong JGB yields are correlated with US long-term yield 
We can observe a strong correlation between overseas yields and the 20yr JGB yield, for 
which free fluctuations are largely accepted. For example, the scattered diagram using 
data from June 2021 derives a beta between the 20yr JGB yield and a US long-term yield 
of around 0.25, an intercept of around 0.1, and a determination coefficient of at least 0.9. In 
addition, the trends of the 20yr JGB yield as well as the average for 10yr US and German 
yields also show a very close correlation between the two. This data strongly suggests the 
possibility that global factors (not speculation about policy revisions by the BOJ) are the 
main cause of the surge in the 20yr JGB yield since the beginning of the year. 
 
Given this trend, we think that US yield forecasts will provide significant clues when 
forecasting the 20yr JGB yield at end-2022 (although a slight time lag is expected to 
occur). In Daiwa’s View reports, our end-2022 forecast for the US long-term yield is 2.7% 
(with a lower limit of 1.7% and upper limit of 3.8%). Applying these forecasts to the 
aforementioned regression equation, the 20yr JGB yield at end-2022 is roughly estimated 
at 0.78% (with a lower limit of 1.05% and upper limit of 0.53%). 
 

10yr Yields in Japan and US (scatter diagram)  20Y JGB Yield, Average for 10Y US and European Yields  

 

 

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

 
10yr US Yield, 20yr JGB Yield (forecast results via regression equation, %) 

 
Source: Compiled by Daiwa Securities. 

 

Of course, speculation about the next BOJ governor (post-Kuroda) and differences in 
where Japan is in the economic cycle compared to US and Europe will likely delay 
declines in JGB yields compared to US and European yields. Meanwhile, superlong JGB 
yields have risen sharply largely in line with US yields as their upper limit is not restricted 
by fixed-rate purchase operations by the BOJ. This is leading to a situation in which we 
can expect higher investment returns from superlong JGB yields than before. If the 
tendency for the correlation with US yields continues, investment returns from superlong 
JGB yields will take on the property of being close to investing in US Treasuries without 
currency hedging costs. 
 

 Fading of speculation by nonresident investors makes it easier to invest 
In mid-June, when sharply increasing yields in the US and Europe increased speculation of 
a BOJ policy change, pressures from the shorting of JGB yields by nonresident investors 
peaked, the LCH-JSCC spread in the 20yr zone momentarily exceeded 5bp, and the JGB-
swap spread rapidly increased from a YTD average of -10bp up to positive territory. 
Meanwhile, as of 8 August, with the 20yr JGB yield down to 0.8% and the JPY swap rate 
down to 0.74%, the LCH-JSCC spread narrowed to below 1bp. That the superlong LCH-
JSCC spread declined to its level at end-FY21 is an indication there has been an easing of 
the shorting pressure on JGB yields from nonresident investors. In contrast, the absolute 
level of the 20yr JGB yield is still high compared with the 0.6-0.7% level at which it was 
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trading at end-FY21. Its current level can be justified based on the previously noted 
balance with US long-term rates, but we see the possibility of the 20yr JGB yield dropping 
back to around the 0.6-0.7% level when US long-term rates eventually recover to their 
neutral level (2.5%).  
 

20yr JGB Yield, 20yr JPY Swap, Swap Spread  LCH-JSCC (20yr JPY swap)  

 

 

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

 
 Attractive forward yields above 1.5% and carry and roll profits 

The 10yr forward 10yr yield is currently above 1.5%, in balance with the 10yr/20yr spread 
of 62bp. This shows that the 20yr JGB's carry and roll profits of over 1.5% offer an 
attractive return. Of course, carry and roll is a measure of the static shape of the yield 
curve and not necessarily the ideal measure within the current period of high volatility, but 
if volatility declines, this level of carry and roll will probably attract some attention. Here as 
well, we expect the stabilization (peaking) of US long-term rates to cause volatility to 
decline.  
 

JGB 10yr Forward Yields  Carry and Roll Return (JGB as of 8 Aug, annualized %)  

 

 

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

 
 The 20yr forward 10yr JGB yield is rising toward US levels 

Looking at forward yields on 10yr JGBs, the 20yr forward 10yr, a component of the 30yr 
yield, has risen to over 2%. Compared with overseas, with the 20yr forward 10yr yield 
currently at 2.29% for US Treasurys and 1.06% for German Bunds, the JGB's forward yield 
is close to that for Treasurys and about 1ppt higher than for Bunds. This seems somewhat 
hard to justify, given how Japan's fundamentals compare with the fundamentals of the 
other two countries.  
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20yr-forward 10yr Yields in Japan, US, and Europe 

 
Source: Bloomberg; compiled by Daiwa Securities. 

 
Assuming that Japan's potential growth rate is in the low 0% range, this JGB forward yield 
above 2% is pricing in an expectation that in 20 years the BOJ will have fully met its price 
stability target and raised its policy rate to 2%. Although this is a welcome forecast, from an 
investment perspective, based on the low risk from fundamentals of a future rise in interest 
rates, this seems to offer a favorable risk/reward trade-off (if the expectation is that the 
policy rate will be raised to at least 2% and that it can be sustained there, it would be best 
to short the 30yr forward 10yr yield).  
 
Using two data points, the 10yr BEI and the 5yr forward 5yr inflation swap rate, to 
determine what inflation expectations are in Japan, the US, in Europe, we get 2.36-2.47% 
for the US, 2.07% for Germany, and 0.84% for Japan. This data is not consistent with 
Japan reaching its 2% inflation target.  
 
Market-based Inflation Expectations in Japan, US, and Europe 

 
Source: Bloomberg; compiled by Daiwa Securities. 

 

Using the 20yr forward 10yr yield and the 5yr forward 5yr inflation swap for a simple picture 
of real forward rates, we get about 0% for the US, around -1% for Germany, and about 
+1.2% for Japan. Thus, Japan has by far the highest real forward rate. This suggests that 
the reason the 20yr forward 10yr JGB yield has risen to a level on par with that for US 
Treasurys can be attributed to either weak supply-demand or demand for a term premium 
rather than to fundamental factors such as inflation expectations and hitting inflation 
targets.  
 
One theory that has been circulating in the market to explain supply-demand is that the 
progress life insurers have made toward regulatory compliance has reduced their potential 
need for purchasing superlong bonds1. In a media interview published on 4 August, the 
MOF's Financial Bureau Chief Michio Saito, who is known as "Mr. JGB," said that the 

                                                                    
1 Because the average residual maturity of JGBs declined sharply when the pandemic broke out but has since been rising (on a flow basis, it 
has lengthened since FY20, from six years and eight months, to seven years and three months, and then to seven years and nine months), if 
there is actually a reduction of JGB issuance, including to ensure resilience to interest rate risk, that is likely to be accompanied by a reduction in 
the issuance of TDBs, TBs and FBs, as well. 
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shallowness of the investor base and limited demand in the superlong zone can be 
attributed to worries that a 50yr JGB will be issued, a comment that supports the theory of 
worsening supply-demand. Supply-demand is probably one reason why superlong forward 
yields are as high as they are.  
 
It has not been long since we saw a sharp rise in the 20yr forward 10yr yield for JGBs 
compared to that for Treasurys and Bunds, and numerous critical events have occurred 
recently, both overseas with the invasion of Ukraine, consequent rise in inflation, and large 
rate hikes by the Fed and ECB, and in Japan with the upper house elections and 
approaching end of BOJ Governor Kuroda's term. Taking this into account, there are plenty 
of reasons for long-term investors to be cautious, and since the beginning of July hedged 
Treasury yields have turned negative, considerably worsening the environment for 
investing in foreign bonds. Based on this, I am currently of the opinion that it is too early to 
determine whether there has been a structural worsening of supply-demand from life 
insurers and that there is a good chance of investors’ return to JGBs in the second half of 
CY22.  
 
If continued issuance increases lead to a significant widening of the mismatch between 
superlong JGB supply-demand and the government's debt management becomes 
inconsistent with its policy of issuing government bonds steadily and smoothly and holding 
down medium- to long-term funding costs, the government may consider adjusting 
issuance amounts in the future.  
 

 Comparison with hedged foreign bonds 
Japan's outward investment in securities (bonds and notes) has totaled over Y15tn of net 
selling YTD. This is a very large number, even compared with previous years when there 
was substantial net selling in the first half of the year, including in 2002, 2006, 2013, and 
2014 (see Chart below). The well-known cause of this is the decline in hedged foreign 
bond yields (into negative territory) resulting from yield curve flattening (and inversion) 
triggered by central bank rate hikes in the US and Europe and from the rise in hedging 
costs brought by the currency basis becoming deeply negative. Because hedged foreign 
bonds are unlikely to start generating investment returns in 2H CY22, we still see a high 
probability of the rising investment attractiveness of JGBs bringing an inflow of funds into 
the JGB market (a return to JGBs).  
 

Investment in Foreign Securities (intermediate/long-term bonds)  20yr JGB Yield, Hedged 10yr US Yield  

 

 

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

 
 Our end-2022 outlook is a 20yr yield of 0.8% and 30yr yield of 1.1% 

Simply put, in 1H CY22 Japanese investors were net sellers of foreign bonds at a record-
high levels while also being cautious with JGBs, but in 2H, assuming it remains difficult to 
invest in hedged foreign bonds, what else is there to invest in besides JGBs? Based on the 
detailed explanation outlined in this report, although there are still concerns over who will 
replace Mr. Kuroda as BOJ governor (and who will be named deputy governors) and 
whether there will be future policy adjustments, as well as a possibility that uncertainty over 
high inflation in Europe and the US could cause the market to swing back, we expect 
downward pressure on JGB yields to steadily increase over time and bring the 20yr yield to 
0.8% and the 30yr yield to 1.1%. Ultimately, we expect a peaking of US long-term yields 
and reduction in their volatility to trigger a decline in JGB yields.   
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20yr JGB Yield Bollinger Band (20-day cycle)  10yr US Yield Bollinger Band (20-day cycle)  

 

 

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

 
UST and JGB Yield Forecasts for 2022 (%) 

 
Source: Compiled by Daiwa Securities. 
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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. 
 
Corporate Name: Daiwa Securities Co. Ltd.  
Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108  
Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial 
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