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Revision to yield outlook: We now expect 10-year JGB yield to be 1.65% 
at end-FY25 
In this report, we have revised our projection for the 10-year JGB yield at end-FY25 to 1.65%. We 
had projected that it would be 1.5% in the previous report (before Trump’s “reciprocal tariffs” were 
announced), but we have revised it upwards in response to changes in the market environment in 
light of rapid developments in US-China trade relations. Major factors behind the rise in yields 
are: (1) the fact that, due to progress with US-China negotiations, there is once again an 
increased chance of the BOJ’s terminal rate reaching 1%—a probability that had declined after 
Trump tariffs were announced—and (2) widening of the term premium. 
 
Shift in market environment due to improved US-China relations 
With trade talks between the US and China progressing more rapidly and significantly than 
expected, the market has quickly shifted into risk-on mode. During the period of turmoil after the 
Trump administration’s announcement of “reciprocal tariffs,” the expected value of the terminal 
rate declined throughout the entire market, including our forecast. However, following the 
agreement to reduce tariffs, the market has again started to price in a terminal rate of around 
1.0%, and the long-term yield has risen to about 1.5%. With concerns about a US recession 
having receded substantially, some financial institutions have withdrawn their previous projections 
of a US recession. 
 
Although the BOJ has pushed back the timing for achieving its price target in its latest Outlook 
Report, it is basically maintaining its stance of raising interest rates to a neutral level. We still 
forecast that the policy interest rate will reach 1.0% at end-FY26. Based on this assumption, it 
would be possible for us to forecast, as before, that the 10-year yield will be 1.5% (terminal rate + 
50bp), but we have revised it upwards to 1.65% given the changes in the market environment. 
 
     
 
   
 
 
 

 
 
 

JGB Yield Outlook 

 
Source: Compiled by Daiwa. 
*Estimated fluctuation range of 20-day moving average in main scenario. 
   

    
 
 
 
 
 
 

 

Term-end Term-end Term-end Term-end
Policy  rate 0.50 0.50 0.50 0.75
2yr 0.60 ~ 0.90 0.75 0.65 ~ 0.95 0.80 0.70 ~ 1.00 0.85 0.75 ~ 1.05 0.90
5yr 0.75 ~ 1.40 1.00 0.80 ~ 1.45 1.05 0.85 ~ 1.50 1.10 0.90 ~ 1.55 1.15
10yr 1.10 ~ 1.90 1.50 1.15 ~ 1.95 1.55 1.20 ~ 2.00 1.60 1.25 ~ 2.05 1.65
20yr 1.95 ~ 2.75 2.35 2.00 ~ 2.80 2.40 2.05 ~ 2.85 2.45 2.10 ~ 2.90 2.50
30yr 2.50 ~ 3.30 2.90 2.50 ~ 3.30 2.90 2.50 ~ 3.30 2.90 2.50 ~ 3.30 2.90
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Two factors supporting higher yields 
First factor: Terminal rate once again has an increased chance of reaching 1% 
After Trump tariffs were announced, the expected value of the terminal rate declined to around 
0.75% as the probability of suspended rate hikes increased due to concerns about the negative 
impact on the economy. However, progress with US-China negotiations has raised expectations 
for progress with US tariff negotiations with many countries, including China. Therefore, we are 
once again seeing an increased probability of a scenario with continuous rate hikes. 
 
It is still true that, with tariffs imposed, trade conditions are worse than they were before the 
Trump administration. However, while the impact from this may gradually appear in hard data 
going forward, if tariff negotiations progress further, it is likely the market will disregard the hard 
data, which is a reflection of past tariff conditions, as something it has put behind it, and is seeing 
in the rearview mirror. Furthermore, as there are still positive factors for the economy, such as 
deregulation and tax cuts, forward-looking expectations will likely continue if the environment 
allows market sentiment to remain favorable. 
 
Second factor: Widening of term premium 
The 10-year yield is considered to be the sum of the priced-in terminal rate (the yield curve 
starting from the policy interest rate) and the term premium. However, the term premium has now 
expanded beyond the previously assumed 50bp. This reflects the impact of superlong yields 
pushing up the long-term yield. 
 
Since the Trump tariff shock, superlong yields have remained significantly diverged from the 
priced-in terminal rate and the long-term yield. The superlong JGB market had already been 
experiencing worsening supply/demand conditions due to demand for life insurers to comply with 
regulations running its course. On top of this, we saw the addition of an unprecedented risk in the 
form of Trump’s tariffs, leading to a decline in hedging function and a deterioration in risk appetite. 
As a result, the market has become aware of the risk premium on superlong bonds, and the yield 
spread between swap and cash bonds has widened unexpectedly. This widening of the risk 
premium in the superlong zone is spreading to the long-term yield. 
 

Terminal Rate, Long-Term Yield 

 
Source: Bloomberg; compiled by Daiwa. 

 
Long-term Yield Pushed Up from Both Ends of Yield Curve 

 
Source: Compiled by Daiwa. 

 
Outlook for market developments 
With the market having resumed pricing in rate hikes, it is now at the beginning of an upward yield 
trend. In light of the progress with US-China negotiations, we think the market is now at the early 
stage of a new upward cycle. If the current market sentiment were maintained, the previous high 
of around 1.6% would be well within reach. This level factors in a terminal rate of around 1.1%, 
which is higher than our projection (1.0%). 
 
Market participants have less psychological resistance to levels that have been reached in the 
past, so those levels tend to be reached more easily the second time around. In fact, the market 
might not view 1.6% as the goal, and could set its sights even further ahead. Considering the 
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“beauty contest” aspect of the market, it is highly probable that yields could rise above their 
theoretically appropriate levels. 
 
We expect the BOJ to maintain the status quo with regard to its “interim assessment” of the pace 
of QT, which is scheduled for the June BOJ monetary policy meeting. As the market largely 
shares this view, the impact on the future yield outlook will likely be limited. As noted in our 
previous report, the impact from QT is nonlinear, and we think the market has already factored in 
most of it. 
 
Conclusion 
We expect the 10-year JGB yield to be 1.65% at end-FY25. This level is the sum of the 1.1% 
terminal rate expected by the market and an expanded term premium of 55bp. While the market 
environment has changed substantially due to the tariff policies of the Trump administration and 
progress with US-China trade talks, our forecast for the BOJ’s terminal rate of 1.0% remains 
unchanged. 
 
For the time being, the market is likely to be driven mainly by developments resulting from policy 
changes, such as tariff negotiations. The changes in sentiment associated with these 
developments will influence the yield level. Given the widening of the term premium, as well, we 
believe that the 10-year yield will likely reach a level higher than our previous forecasts. 
 

 

https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1237785&report_type=html
https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1237785&report_type=html


 

- 4 - 

  
Daiwa’s View: 20 May 2025    

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. 
 
Corporate Name: Daiwa Securities Co. Ltd.  
Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108  
Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial 

Instruments Firms Association, Japan Security Token Offering Association 
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