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Superlong JGBs: Points of reference after policy revisions becoming fixed

€ Superlong JGBs and policy revisions

One focus of attention regarding superlong JGBs is whether the previous correlation with
global yields will be maintained after policy revisions by the BOJ. While the topic of policy
revisions has a direct impact on the short-term/long-term sector, its impact on the superlong
sector is highly uncertain, as fundamentals are the most important elements there.

€ 20Y10Y JGB vield is correlated with global yields

In that respect, we confirm the correlation since November 2020 between the US long-term
yield and the 20Y-forward 10Y JGB yield (20Y10Y JGB yield), which is a specific element of
the 30Y JGB yield. Firstly, the 20Y10Y JGB yield reached a peak at 2.63% on 24 October
2022, when the US yield set a record high on a closing basis at 4.24%. Secondly, the
20Y10Y JGB yield was at 2.11% yesterday, which was largely consistent with the regression
line with the US long-term yield (chart below). These facts imply that the correlation between
superlong JGB yields and US yields has not changed substantially since the BOJ’s surprise
Monetary Policy Meeting (MPM) in December 2022.
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¢ Adjusted 10Y10Y JGB yield is also correlated with global yields

Meanwhile, the 10Y-forward 10Y JGB vyield (10Y10Y JGB yield, which is approximately
equal to the latter half of the 20Y yield) is currently around 2.23%, which has diverged to
some extent from the regression line derived from the correlation with the US long-term yield
(chart on next page). If we regard this divergence as important, one would tend to draw the
conclusion that some kind of significant change has happened in the 20Y sector since the
emergence of speculation about policy revisions.
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That said, it is obvious that the 10Y10Y JGB yield (the latter half of the 20Y yield) is
impacted to some extent by the fact that the upper limit of the 10Y JGB yield (the first half
of the 20Y yield) is artificially capped by the YCC at 0.5%. In particular, a rapid rise has
been seen in the 10Y10Y JGB yield level vs. the 20Y10Y JGB yield level since the MPM in
December 2022, when most market participants started to anticipate the removal, or loss
of effectiveness, of the YCC in the near future (left-hand chart below). This implies that
there is an increased need to adjust for the impact of the 0.5% cap on the 10Y yield when
examining the 10Y10Y JGB yield.

Therefore, we tentatively made a scatter chart of the US yield and the adjusted 10Y10Y
JGB yield. Specifically, we regarded the 10Y swap spread (the difference between the 10Y
swap OIS yield and 10Y JGB yield) as a distorted part of the 10Y JGB yield, and deducted
the 10Y swap spread since the December MPM (when the overall yen bond market started
to price in the removal, or loss of effectiveness, of YCC at full scale) from the 10Y10Y JGB
yield. The adjusted data shows that the existing correlation has been largely maintained
(right-hand chart below).
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The examination above leads us to infer two important things. One is that it is highly likely
that superlong JGB yields will rise (or decline) if the US long-term yield rises (or declines).
This would not be a surprise in the sense that the existing relationship would likely be
maintained. The other inference, which may be somewhat surprising, is that it is possible
that the superlong JGB sector has finished factoring in the removal, or loss of
effectiveness, of the YCC due to policy revisions, and, therefore, superlong JGB yields
may not rise much even if the BOJ revises its policy in 2023 under the new BOJ Governor.

| was surprised that the market consensus regarding the 10Y JGB yield after removal of
the YCC formed much earlier than previously expected due to the fact that the MPM in
December 2022 had been so surprising (if the YCC were removed right now, the 10Y yield
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would be around 0.7-1.0%). Of course, the announcement of the removal, or loss of
effectiveness, of the YCC would cause short-term confusion. However, if superlong JGBs
are currently pricing in the 10Y JGB yield level after the removal, or loss of effectiveness,
of the YCC, it is highly likely that the topic of policy revisions by the BOJ itself has peaked
out.

Points of reference for superlong JGB vyields: 20Y: 1+2—1.5%; 30Y: 1+2+2.25—51.75%?
In any case, if the correlation between US yields and superlong JGB yields is maintained,
a general idea of the points of reference for the levels of the upper limits for the 20Y yield
and the 30Y yield after the removal, or loss of effectiveness, of the YCC can be obtained
by totaling the market consensus regarding the upper limit level for the 10Y yield after the
removal, or loss of effectiveness, of the YCC. It could be said that the levels of
10Y1%+10Y10Y2%=20Y1.5% and 10Y1%+10Y10Y2%+20Y10Y2.25%=30Y1.75% are
appropriate to some extent as points of reference regarding the upper limits after the
removal, or loss of effectiveness, of the YCC, although these are about 25bp lower than
the levels before the introduction of unprecedented easing by Governor Haruhiko Kuroda.
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4: Underperform TOP1X/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://Izone.daiwa.co.jp/I-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
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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/I-zone/disclaimer/creditratings.pdf
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(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)
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following items.
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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
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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 Il Financial
Instruments Firms Association, Japan Security Token Offering Association


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



