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Rise in long-term yield does not mean risk-on movement  
The US jobs report (released at the end of last week) was the complete opposite from the 
ADP report that was announced last Thursday and increased concerns about overheating of 
the labor market. In particular, the unemployment rate among African Americans, considered 
an early indicator of potential problems in the US labor market, rose to 6%. This makes us 
wonder if we are seeing a turning point in the US labor market, including the service sectors. 
With the latest jobs report not being that weak, it is unlikely to lead the Fed to take a wait-
and-see stance regarding a rate hike in July. However, this data indicates evidence that the 
balance in the labor market is improving. In that sense, the report did not raise the probability 
of a second additional rate hike, which resulted in a slight decline in the 2-year yield from 
4.98% to 4.95%. 
 
 Rise in long-term yield does not mean risk-on movement 
Meanwhile, immediately after the jobs report was announced, the US long-term yield 
declined to 3.999%, but then rose and closed at 4.06% (+3bp). A (forced) interpretation of 
the situation, drawing comparisons with price movements in the OIS market, would seem to 
indicate that the market had likely developed a greater sense that interest rates would 
remain high longer, harking back to the Fed’s “higher for longer” motto. However, last 
Friday’s market saw a relatively large depreciation in the US dollar (DXY: 103.11 → 102.27) 
and a drop in US stock prices. This feels slightly inconsistent when interpreted in the context 
of risk-on movements, such as stronger expectations for a soft landing and reduced 
concerns about a recession. 
 
Obviously, price movements taking place on one day cannot be assessed entirely and with 
consistency using economic data from that one day. However, as a rule of thumb, these 
kinds of inconsistent price movements may warn of irregularities in the market, such as a 
decline in liquidity. Recently, I have got the impression that these kinds of price movements 
have continued for a while. If this trend is promoted going forward, it could be a sign that 
market prices will be more likely to diverge from fair values based on fundamentals for the 
time being. While this is a good investment opportunity from a long-term perspective, one 
must keep an eye out for greater divergence in the short term. 
 

 Price movements following interview with BOJ Deputy Governor Uchida 
Speaking of inconsistent movements, the yen appreciated sharply at the end of last week 
(the USD/JPY rate went from Y144.07 to Y142.21 and the EUR/JPY rate from 156.9 to 
155.94) amid a rise in the 10-year US real yield from 1.77% to 1.80%. The yen strengthened 
markedly, by nearly Y1.8, against the dollar. It also appreciated by nearly Y1 against the 
euro. It is important to point out here certain Japan-specific factors besides the difference in 
relative yields. I suspect the article about the interview with BOJ Deputy Governor Shinichi 
Uchida that was released by Nikkei at midnight last Thursday (6 Jul) might have slightly 
increased speculation about policy revisions by the BOJ. 
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 Daiwa’s View: 10 July 2023 

Last Friday in her report, our chief market economist Mari Iwashita commented about the 
interview with BOJ Deputy Governor Uchida, stating “This interview has been perceived as 
an attempt to counteract speculation that the BOJ will remove its yield curve control (YCC) 
policy at the July Monetary Policy Meeting (MPM), which had been smoldering among 
some market participants” (our house view). 
 

Meanwhile, looking at the JPY yield market at the end of last week, after the interview, 
there was a certain degree of caution regarding YCC revisions, as indicated by a 
somewhat large rise in the 10-year JGB yield from 0.405% to 0.435% and a jump in the 
1M-forward 10Y swaption (JPSTAA10) from 44.76bp to 49.95bp. That said, the 10-year 
JGB yield has not yet reached the upper limit of the trading band of 0.5%, and the 1M-
forward 10Y swaption remains at a level that is 10bp lower than what it was during Feb-Apr 
2023. These movements indicate that (1) the interview with Deputy Governor Uchida 
slightly increased the market’s caution regarding YCC revisions at the July MPM, but also 
that (2) the market is not entirely convinced that the YCC will be revised. 
Even after the release of the interview, the 1M-forward 1M swap rate is roughly flat at -
0.05%, meaning that no speculation at all has emerged regarding removal of negative 
interest rates at the July MPM. This seems to be evidence that a growing portion of the 
market holds the view that the YCC will be removed first, followed by negative interest 
rates later on. In his interview, Deputy Governor Uchida discussed removal of negative 
rates, asserting that it was a 0.1% rate hike, and that given the current economic and price 
conditions, the BOJ thought there was still a long way to go before it would be able to 
make a decision about the issue. Appropriately decoupling long-term interest rates from 
short-term rates in this way during policy revisions constrains the extent to which long-term 
interest rates rise when making YCC revisions. This will be an important foundation from 
which the BOJ will make revisions to the YCC going forward without causing market 
confusion. 

 
JPY Swaption (1M10Y)    JPY Forward Swap Rate (1M1M) 

  

 

 

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