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Daiwa’s View 

Good opportunity to buy on dips  

 Buying on dips recommended for both JGB and UST yields  

 

 

 
 

Good opportunity to buy on dips 

 Forward yields are not rising 
Last night, the US market saw important movements: (1) a pause in the rise of short-
term/intermediate yields, (2) bull flattening led by forward yields, (3) a rebound in stock price 
indices, and (4) a pause in reversals of value/growth rotations. Of note is that the forward 
yield stayed at the fair level of around 2%, without rising, while the number of expected rate 
hikes in 2022 has already reached about four rate hikes, approaching the limit at this stage. 
This appears to have led to the pause in rising yields, particularly the 10-year real yield. 
 
The 5-year/30-year UST yield spread has now flattened to around 56bp. The 2-year/10-year 
UST yield spread also tightened to about 19bp in light of the 2-year forward 2-year/10-year 
spread (2-year forward yields mirror the future forecast). This warns that a recession may 
occur within three years if the Fed accelerates the pace of rate hikes beyond the currently-
priced level (although the time frame is, of course, not limited to end-2022). Based on past 
experience during previous periods of rate hikes, the Fed is unlikely to ignore signals from 
the yield curve, which is a reliable leading indicator. Given forward yields, which are not 
currently rising, we think the Fed will probably focus on balance sheet reduction (QT), rather 
than on rate hikes, in tapering easing measures. 
 
Also key is whether QT will cause a rise in forward yields. The market is confident (?) of a 
rise in forward yields, but if that does not happen, the uptrend in US yields will let up. 
 

5Y5Y UST Yield  2Y10Y UST Spreads   

 

 

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

 
 
 
 

2.04

1.00%

1.50%

2.00%

2.50%

3.00%

Apr-20 Jul-20 Oct-20 Jan-21 Apr-21 Jul-21 Oct-21 Jan-22

Longer  run  

(median)

UST: 5Y5Y fwd

84

19

-50BP

0BP

50BP

100BP

150BP

200BP

250BP

300BP

350BP

Jan-00 Jan-03 Jan-06 Jan-09 Jan-12 Jan-15 Jan-18 Jan-21

(Spot)  2Y10Y

2Y-forward  2Y10Y

Japan Fixed Income 
12 January 2022 

Japanese report: 12 January 2022 

 

Fixed Income Research Section 

FICC Research Dept.  

Chief Strategist 

Eiichiro Tani, CFA 
(81) 3 5555-8780 

eiichiro.tani@daiwa.co.jp 
 
 

 
Daiwa Securities Co. Ltd. 

Buying on dips 
recommended for both 

JGB and UST yields 

 

mailto:eiichiro.tani@daiwa.co.jp


 

- 2 - 

 
 

 
 Daiwa’s View: 12 January 2022 

 The rise in JGB yields will also let up 
Yesterday, the 10-year JGB yield rose to 0.15%. We recommend buying on dips for the 
following three reasons. 
 
The first reason is currency exchange rates. Currency exchange rates fluctuate when the 
market factors in expectations of rate hikes, not actual rate-hike actions (this applies to 
yields, as well). As mentioned above, assuming that rate-hike pricing in short-
term/intermediate US yields is letting up, the possibility of a sharp depreciation in the yen 
will decline. This is likely to diminish the possibility that the BOJ will aggressively take a 
hawkish stance to prevent excessive depreciation of the yen. 
 
The second reason is the consistency with which large-lot selling of JGB futures has taken 
place immediately before the close of the session, which has been observed recently 
several days in succession. If we can say that this pronounced movement is in line with 
overseas/equity market trends, such as reversals of value/growth rotations, which have 
also been remarkable, this selling flow may let up soon (although we can’t say for sure that 
the selling ended yesterday). 
 
The third reason is how the level feels (rate-hike pricing). The 10-year JGB yield has now 
reached 0.15% (with a 5-year yield of –0.03% and 5-year forward 5-year yield of 0.33%). 
Given that the 10-year yield has been 0.05% at cruising speed thus far (with a 5-year yield 
of –0.1% and 5Y5Y yield of 0.2%), we can say that the current yield level has fully factored 
in a 10bp hike in the 10-year yield target. Moreover, as shown by the fact that the 3-year 
forward 3-month JGB yield and the 5-year forward 3-month JGB yield have risen to 0% 
and 0.09%, respectively (right-hand chart below), short-term yields have also fully factored 
in the removal of zero interest rates within five years, as well as the removal of negative 
interest rates within three years. 
 

10Y JGB Yield  Forward 3M JGB Yields 

 

 

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

 
While it is highly likely that a change in wording regarding risk assessment by the BOJ in 
January’s Outlook for Economic Activity and Prices report will be a first step towards 
removing one of the bulwarks against tapering of easing, at the moment, I am skeptical 
about the need to price in further rate hikes beyond the current level, which has already 
factored in one rate hike. In short, if the current yield level is partly formed by the 
aforementioned flow of JGB futures driven by overseas factors, we can recommend buying 
on dips before the selling of futures is reversed. If the 10-year yield changes course after 
rising to around 0.175%, its peak logged in Feb-Mar 2021, we recommend speeding up the 
pace from the small-lot buying level and considering front-loaded investment by using 
budget earmarked for next fiscal year. 
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This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be 

made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise 

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 

content of this report, which may not be redistributed or otherwise transmitted without prior consent.  

 

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. 

 

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. 
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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 

certified public accountants.  

 

* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current 

market conditions and the content of each transaction etc. 

** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company 

and you based on current market conditions and the content of each transaction etc.  

 

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. 
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