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Very weak GDP growth rate in Japan 
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Yesterday, the US long-term yield declined to 4.24% in response to weak retail statistics 
and solid data on unemployment compensation. The 10-year real yield, which surged after 
the CPI shock, declined to 1.94%, temporarily falling from the 2% threshold. Adding a 
breakeven inflation rate of 2.3% to a real yield of 2% (which is used as a point of 
reference) gives an estimated 10-year yield of 4.3%. Assuming the term premium does not 
post another surge, it is probably OK to say that dip-buying of 10-year USTs at around 
4.5% would prove beneficial. 
 
Sluggish GDP growth rate in Japan cannot be ignored 
Meanwhile, what attracted attention yesterday were Japan’s economic statistics. 
Specifically, Oct-Dec 2023 real GDP shrank by 0.4% q/q annualized, weaker than the 
market consensus of +1.1% and our Chief Economist Toru Suehiro’s estimate of -0.3%. 
These statistics, which were largely in line with our economist’s estimate, which was the 
only negative growth projection in the Bloomberg survey, show how the latest GDP data 
was a negative surprise. Looking at contributions from domestic and foreign demand 
revealed a discouraging situation, with domestic demand, such as private consumption, 
remaining weak (-0.3%pt q/q), but foreign demand lending support (+0.2%pt). After the 
data was released, the 10-year JPY OIS rate declined substantially from 0.94% to 0.91%. 
 
As everyone knows, the BOJ signaled that the end of the negative interest rate policy was 
approaching by raising its FY24 growth rate projection from 1.0% to 1.2% in the January 
Outlook for Economic Activity and Prices report, adding that “the likelihood of realizing this 
outlook has continued to gradually rise.” Of course, there is unlikely to be a change to the 
fixed course of eliminating negative rates, even after the release of the GDP data. That 
said, while the FY24 growth rate consensus is +0.8%, the projection of our Chief 
Economist Suehiro, whose estimate for the Oct-Dec 2023 growth rate was almost spot on, 
is +0.5%. If the growth rate were to fall below the BOJ’s projections after “the first force” 
has waned, the likelihood of getting an additional rate hike from 0.25% to 0.5% may 
decline. In his speech on 8 February, BOJ Deputy Governor Shinichi Uchida stated “it is 
hard to imagine a path in which it would then keep raising the interest rate rapidly,” given 
the current outlook. Therefore, if the outlook were to worsen, the upside for the JPY rate 
would likely be limited for a short time. 
 
Comparing the current situation with the beginning of November 2023, when the 10-year 
JGB yield hit 0.97% at one point, we find that the 1-year forward 1-month OIS rate is 
approaching the level it was at in early November, rising to the 0.3% level, reflecting 
mounting speculation about the elimination of negative interest rates. However, the 1-year 
forward 10-year OIS rate is sluggish at 1.07%, far below the 1.28% it was at in the 
beginning of last November. 
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Source: Bloomberg; compiled by Daiwa.   Source: Bloomberg; compiled by Daiwa.  

 
It has been found that the rise in JGB yields at the beginning of November was led by the 
term premium in response to the effects of a surge in UST term premiums. However, 
projections for the terminal rate have not risen substantially at this point, although 
elimination of negative interest rates now appears imminent. Deducting the recent 
OIS/JGB spread of 20bp provides a point of reference for the 10-year JGB yield one year 
from now at the upper 0.8% level. If US yields one year from now are lower than current 
levels, this estimate will likely decline slightly. 

 
10yr JGB Term Premium  10yr JPY Swap Rate, Overseas Yields 

  

 

 
Source: MOF; compiled by Daiwa.   Source: Bloomberg; compiled by Daiwa.  
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IMPORTANT 
 
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. 
 
Disclosures related to Daiwa Securities 
Please refer to https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities 
held by Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other 
disclosures concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa 
Securities. 
 
Explanatory Document of Unregistered Credit Ratings 
This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:  
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf. If you need more information on this matter, please contact the Research 
Production Department of Daiwa Securities. 
 
 
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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