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Daiwa’s View 

10-year UST yield above 4% and JGB reversion  

 Conditions more likely to encourage JGB reversion compared to last 
year  

 

I am pleased to announce that I was awarded first place in the 2023 Nikkei Veritas Analyst 
Rankings (Fixed Income Analyst Category). Allow me to express my deepest gratitude to 
everyone for their support. 

 
10-year UST yield above 4% and JGB reversion  

Nikkei Veritas ranked me as the top fixed income analyst in its rankings for 2023. I want to 
thank everyone for their support. This honor of receiving the top ranking for the first time is 
especially moving for me as it coincides with the (planned) appointment of Kazuo Ueda, who 
was a professor at the University of Tokyo when I was an undergraduate there. Since the 
end of World War Two, it has been customary to fill the post of BOJ Governor with someone 
from the BOJ or MOF. However, this year will be one of change beyond such unwritten rules 
of the past. We feel that Ueda's appointment symbolizes that Japanese finance, which had 
become stuck in a certain sense, has reached an inflection point in terms of steering its 
course in a direction that places more emphasis on academic approaches. In order to further 
evolve our reports so that they are more appropriate for a new era of monetary policy, we will 
continue to provide information with a greater emphasis on data. 
 
 10-year UST yield briefly tops 4% on higher terminal rate 
Meanwhile, the 10-year US Treasury yield briefly topped 4% over the past week. The main 
factor was the change in the trajectory for US interest rate hikes. Even compared to 3 
November, when the 10-year US Treasury yield was above 4%, a rise in the expected 
terminal interest rate (point at which Fed stops raising rates) of about 30bp (from 5.17 to 
5.46%) was factored in. The higher expected terminal rate is likely due to a change in 
perception of the economic situation and the resulting expectations for dot chart changes 
(hike) at the March FOMC meeting. 
 

10Y US Yield   OIS 3-month Forward Rates 

 

 

  

Source: Bloomberg; compiled by Daiwa Securities.  Source: Bloomberg; compiled by Daiwa Securities. 
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 Daiwa’s View: 7 March 2023 

 Differences compared to last year’s 10-year UST yield move over 4% 
That said, there are some differences compared to the last time the 10-year US Treasury 
yield topped 4%, in November 2022. Comparing the 3-month forward overnight index swap 
(OIS) rate to 3 November 2022, the expected terminal rate rose by about 30bp, while the 
expected 3-year forward OIS yield has diverged downward by about -30bp. A similar 
phenomenon can be observed with the 5-year Treasury yield and the 5-year/5-year 
forward Treasury yield. While the 10-year US Treasury yield has moved above 4% and the 
5-year yield has climbed to 4.25%, the 5-year/5-year forward yield remains in a 3-4% 
range at 3.62%. Even looking at the breakeven inflation (BEI) rate, the 10-year BEI rate 
rose to 2.52%, near the upper end of its range, but the 5-year/5-year forward BEI rate, 
which indicates long-term expectations, remained stable at 2.28%. Here, we can see that 
most of the increase was due to the 5-year BEI rate increase to 2.79%. Of course, the 
extent of inverted yields has certain limits, so if the terminal rate rises to some extent, the 
10-year US Treasury yield would also rise in tandem. However, the current trend of rising 
US Treasury yields led by short/medium-term maturities suggests that the market remains 
confident that the 10-year US Treasury yield will return to the 3-4% range over the long 
term, even if it briefly tops 4%. This is a significant difference from the situation when the 
10-year US Treasury yield rose last year. 
 

5Y US Yields   5Y5Y US Yields   

 

 

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

 
 JGB reversion 
However, the Fed's higher rate hike trajectory is directly linked to expectations among 
investors in non-USD assets, including Japanese investors, that hedging costs will remain 
stuck at high levels. This is one factor likely to encourage Japanese investors to return to 
JGBs in the next fiscal year and beyond. Of course, the extreme inverse correlation 
between rising US Treasury yields and falling super-long JGB forward yields seen last 
week will not continue and a return to the normal relationship that is to some extent tied to 
the 10-year US Treasury yield seems likely. Still, there is the strong possibility that JGB 
yields have shifted slightly lower relative to the 10-year US Treasury yield. The future for 
JGB yields is expected to be a mix of upward pressure brought about by US Treasury 
yields and downward pressure brought about by investors returning JGBs due to higher 
hedging costs. This is probably another difference from situation when the 10-year US 
Treasury yield rose last year. 
 

10Y US Yield, Hedging Cost, JGB Yields    10Y US Yield, 20Y10Y JGB Yield   

 

 

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