
 
 
 

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

 
 
 
 

Daiwa’s View 

Overshoot correction or full-scale uptrend? 

 Highly likely that current rise will be within overshoot correction range 

 

 

 

 

 
Overshoot correction or full-scale uptrend?  

 A rebound from the overshooting range 
The 10-year US Treasury yield rose to the 1.3% level, surfacing from a range below 1.25%, 
which I view as an overshoot. The 10-year yield declined to 1.12% at one point, balanced 
between a 5-year yield of 0.6% and 5-year forward 5-year yield of 1.75%. However, it 
appears that the trend has finally reversed course, reflecting the following two factors: (1) 
comments by Fed Vice Chair Richard Clarida that won’t allow rate-hike pricing to recede 
excessively and (2) the satisfactory jobs report. 
 
That said, an important point is whether (1) this reversal will be within the range of an 
overshoot correction or (2) we will see a resurgence of momentum for a full-scale uptrend 
(aiming for a 10-year yield of 2%) due to reflation expectations. Unfortunately, I think the 
former is likely under the current circumstances. 
 
The 5-year OIS yield has now risen to 0.74%, which is close to an OIS curve estimated 
assuming a rate-hike trajectory with the first rate hike in early 2023, two rate hikes in the first 
fiscal year (50bp), and one rate hike per fiscal year thereafter (25bp, Scenario 2 in chart 
below). While it would be difficult for the rate-hike timing to be moved up substantially 
beyond the current timing, the comments by Clarida act as a check against significant delays 
in the timing. The consensus regarding rate-hike timing is likely to stabilize around where it is 
now—somewhere between end-2022 and the first half of 2023. Therefore, it is highly likely 
that the 5-year yield level will also be stable. 
 

OIS Yield Curve, Simulation by Rate-hike Scenario   5Y OIS Yield, UST Yield 

 

 

 

Source: Bloomberg; compiled by Daiwa Securities.  Source: Bloomberg; compiled by Daiwa Securities. 
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 Daiwa’s View: 12 August 2021 

 
UST Yields (%) 

 
Source: Bloomberg; compiled by Daiwa Securities. 
 

If the upside potential for the 5-year yield is not large, a full-scale uptrend in the 10-year 
US Treasury yield would require a significant rise in the 5-year forward 5-year yield. 
However, as I describe below, we think the chance of seeing such a rise soon appears 
small, given (1) the longer-run projection and (2) stock effects. 
 
The market estimate for the longer-run projection, which is a benchmark of the 5-year 
forward 5-year yield, is 2-2.25%, which justifies the rise in the 5-year forward 5-year yield 
from 1.75% to 1.97% over the past several days (a rebound from the overshoot). 
Meanwhile, these market estimates for the longer-run projection mean that it would be 
rather difficult to see a continued rebound at a similar pace. 
 

Looking at forward OIS yields, as well, the rebound in 3-month OIS yields with 5-year 
forward inception thereafter is surprisingly small. This implies that a holdover from the 
widespread pattern of “secular stagnation” during the pre-pandemic period has not been 
eliminated even after the latest jobs report, which is one factor behind the decline in 
forward real yields. The difference is clear when compared to the Jan-Mar 2021 period 
when the potential growth rate was expected to be boosted by promotion of a policy for a 
high-pressure economy. 
 
We also mustn’t overlook central banks’ holdings of government bonds and stock effects, 
which were the focus of yesterday‘s Daiwa’s View. While tapering suspends further 
increases in the outstanding amount of government bonds held, that doesn’t mean a 
decrease of holdings accumulated via monetary easing thus far (the latter means balance 
sheet reductions, i.e., quantitative tightening). In Daiwa’s View reports, we have put an 
emphasis on stock effects as one factor behind the excessive decline in yields. Therefore, 
viewing short-covering as the only reason for recent strong demand for US Treasuries is 
wrong, in our view. 
 
It is highly likely that stock effects will continue to constrain long-term yields going forward. 
It would be better not to expect a return to the reflation market that was seen in the Jan-
Mar period. 
 

US 5Y-forward 5Y Yield, Longer Run   Forward 3M OIS Yields  

 

 

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