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10-year US yield returned to 3.5% level in just four business days 
Yesterday, the 10-year US yield declined to 3.595%, returning to the 3.5% level just four 
business days after logging 3.85% on 26 May. The MOVE Index, which shows bond volatility 
and had risen to 145.4 on 26 May, fell to 124.6 yesterday. It was a rapid decline due to the 
emergence of market factors from both the Fed and fundamentals. 
 
The market’s pricing in of a rate hike in June had temporarily exceeded a 60% probability, 
but that appears to have declined to below 25% as of last night. I think the Fed’s true 
intentions were generally made clear by changes in the statement at the May FOMC 
meeting and by Fed Chair Jerome Powell’s comment that the Fed could afford to look at the 
data for careful consideration, which he made on 19 May, pushing back against market 
speculation (when the market’s pricing in of a rate hike in June exceeded a 50% probability). 
The Fed’s intentions appear to have finally been understood, with (1) several Fed officials 
making remarks accepting a pause in rate hikes in June and (2) Wall Street Journal reporter 
Nick Timiraos (who may be unofficially putting out messages for the Fed?) writing an article 
implying that the Fed would skip a rate hike in June. The Fed is currently grappling with the 
very difficult challenge of deferring rate hikes in June without conveying the message that it 
intends to put an end to rate hikes. So, the market probably needed time to digest this. 
 
Meanwhile, what was also striking yesterday was the sluggishness of the ISM Manufacturing 
Index as well as the sharp drop in the Backlog of Orders, Customers’ Inventories, and Prices 

subindexes. About seven months have passed since November 2022, when the 10-year yield 
minus the federal funds rate became negative. Therefore, we would not be surprised if we 
started to catch a glimpse of cumulative effects from tightening. However, it is surprising to 
see the ISM Manufacturing Index, which should be in a cyclical recovery phase thanks to 
significant dollar depreciation (Dollar Index: DXY 114→101), currently being suppressed to 
this degree. 
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Source: Bloomberg; compiled by Daiwa Securities.  Source: Bloomberg; compiled by Daiwa Securities. 
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 Daiwa’s View: 2 June 2023 

If tightening effects (pressure), equivalent to the impact of 10% depreciation of the dollar, 
are emerging at this time, it would be easy to imagine a worsening of data in 2H FY23, 
when we could see a concentration of negative factors, such as (1) cumulative tightening 
effects starting to make a full-scale contribution towards the end of the year, following a 
one-year lag after the emergence of negative yields, (2) the widely-expected depletion of 
excess savings, and (3) an approximately $1.5tn cut in expenditures (in new fiscal year 
from Oct), which is an additional factor due to the debt ceiling agreement. 
 
 Substantial improvement in Bond Market Survey 
Yesterday, the BOJ announced its quarterly Bond Market Survey. The DI for bond market 
functioning came in at -46, confirming a remarkable rebound from -64 in the previous February 
survey, although there is still room for improvement. It showed an improvement even when 
compared with the November 2022 results in the survey, immediately before the decision to 
widen the trading band in December 2022. At the end of last year, the BOJ made clear that its 
stance was to engage in a waiting game, recognizing that time would be needed for the 
functioning of the bond market to recover. Measures have probably produced a certain degree 
of results. 
 
This recovery in functioning of the yen bond market has also clearly manifested in the municipal 
bond market. The spread of regularly-issued 10-year municipal bonds vs. JGBs was only T+12 
in July 2022, which widened to +30bp in April 2023. But, it improved to +29bp in May and it is 
expected to continue to improve to +25bp to +26bp in June. That said, the extent of the 
recovery is still less than half the total change, suggesting that there is still great room for 
improvement. Having the aim of boosting recovery of the functioning of the corporate bond 
market, the BOJ would seem to have little incentive to risk stopping the trend towards recovery 
in market functioning that has just begun by causing a surprise with the YCC policy at the June 
Monetary Policy Meeting. 
  

Degree of Bond Market Functioning: Current Situation (Nov 2022 
survey) 

 Degree of Bond Market Functioning: Current Situation (May 2023 
survey) 

  

 

 
Source: Excerpted from BOJ materials.  
Note: Comments and graphics added by Daiwa Securities. 

 Source: Excerpted from BOJ materials.  
Note: Comments and graphics added by Daiwa Securities. 

 
Degree of Bond Market Functioning: Change from Three Months 
Ago (Nov 2022 survey) 

 Degree of Bond Market Functioning: Change from Three Months 
Ago (May 2023 survey) 

 

 

 
Source: Excerpted from BOJ materials.  
Note: Graphics added by Daiwa Securities. 

 Source: Excerpted from BOJ materials.  
Note: Graphics added by Daiwa Securities. 

 
  

Deterioration in bond market 
functioning, which caused BOJ to 
widen trading band in Dec 2022, … 

 

…shifted to significant recovery (but 

took longer than expected) 
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