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10yr JGB yield on track to reach 3% amid rising global yields 
On 18 August (Tokyo market), JGB yields continued to rise in line with the global trend of rising 
yields. As of the close on that day (3:00 PM), the 10-year JGB yield stood at 2.935% (simple 
yield), up 1.5bp from the previous day to move closer to the key 3% level. Despite some 
concerns, the 5-year JGB auction produced solid results. However, weakness in the super-long 
sector, as evidenced by a 6bp rise in the simple yield on the on-the-run 30-year JGB, spilled over 
into the 10-year sector. 
 
Rising JGB yields are viewed as the result of various factors, including global factors such as 
rising long-term yields in the US and Europe, monetary policy factors, including the increased 
probability of a rate hike in September, and fiscal factors, which have been a long-standing theme 
in the JGB market. Nikkei QUICK’s August survey of 123 bond market participants asked, “What 
factors are you monitoring that could cause yields to rise over the near term? (select up to two).” 
67% of participants cited concerns about fiscal expansion, 40% cited concerns about delays 
normalizing monetary policy (worries that BOJ is falling behind the curve), and 33% that 
expressed worries about inflation.  
 
Market mindful of terminal possibly exceeding 2% 
The survey also covered forecasts for the BOJ’s terminal rate. Here, the average rate was 1.76% 
and the mode was 1.50%. Meanwhile, the 2-year forward 1-year OIS rate, which many market 
participants use as a benchmark for terminal rates, has risen above 2%. Indeed, as of 18 August, 
it had climbed to 2.30%. The 2-year forward 1-month OIS rate also stands at 2.27%, indicating 
that the market is aware of the risk that the policy interest rate could top 2%, at the very least. The 
background likely entails concerns about a widening output gap due to proactive fiscal policy1, in 
addition to the “behind the curve” concerns mentioned above. 
 
Even though we continue to assume a terminal rate of 1.75%, the aim of this report is to examine 
the 10-year JGB yield level under a risk scenario in which the policy interest rate is raised to 
2.50%. The results indicated that, barring any changes in the various assumptions, the 10-year 
JGB yield could rise to the mid-3% range. Meanwhile, if the uncertainties regarding fiscal and 
monetary policy currently priced into the yield curve subsides and the term premium narrows, the 
10-year JGB yield could remain at around 3% even if the policy interest rate rises to 2.50%. 
 
 

 

 
1 Shun Otani (17 Aug 2026).Daiwa’s View: Proactive fiscal policy and reassessment of terminal rate ~ Upside risk from perspective of Taylor 
rule. 

https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=2148177&report_type=htm
https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=2148177&report_type=htm
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Chart 1: Market-Based Benchmarks for Terminal Rate 

 
Source: Bloomberg; compiled by Daiwa. 

 
Analysis using 10-year JGB yield matrix 
Our strategist Kazuya Sato created a matrix based on the results of a regression analysis of 10-
year JGB yield levels from 1990 to the present2, using the policy interest rate and the 10-year 
UST yield. This matrix has been frequently mentioned in this series of reports when measuring 
benchmarks for the 10-year JGB yield3. If Japan’s policy interest rate is 1.75% and the 10-year 
UST yield is 4.75%, then the fair value of the 10-year JGB yield would be 2.76%. Meanwhile, if 
the policy interest rate is raised to 2.0%, the 10-year JGB yield would land at 2.94%, which is 
roughly in line with the current level. Also, if the policy interest rate is raised to 2.50%, the 10-year 
JGB yield would rise to 3.31%. 
 
Chart 2: 10yr JGB Yield Matrix (regression analysis using the policy rate and UST yields) 

 
Source: Bloomberg; compiled by Daiwa. 
Notes: 1) The range represents an 80% confidence interval. 

2) The data period is Jan 1990 to Nov 2025. 
3) The explained variable is the 10yr JGB yield, and the explanatory variables are the BOJ policy rate and the 10yr UST yield.  

 
Since this model is based on estimates using a long-term data set spanning 35 years from 1990 
onward, the period of high interest rates in the early 1990s is also included in the analysis. 
Furthermore, it offers the advantage of grasping a stable view of the relationship between the 10-
year yields, policy interest rates, and UST yields. This makes the results easy to understand 
intuitively. Meanwhile, this model assumes that the relationships between the variables are linear. 
The regression analysis assumes that the coefficient of the policy interest rate is 0.74 and, 
regardless of the JGB yield level, a 100bp increase in the policy interest rate would lift the 10-year 
JGB yield by 74bp. However, in reality, if policy interest rate hikes continue, approaching the 

 
2 Kazuya Sato (23 Jan 2025). Daiwa Memorandum: 10-year JGB yield with policy interest rate at 0.5%. 
3 Shun Otani and Kazuya Sato (5 Dec 2025). Daiwa’s View: Market must be prepared for a rise above 2% / Long-term yield would reach the 
lower half of 2% range given a terminal rate of 1.5%. 
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terminal rate level, there would be a strong likelihood of pressure on the yield curve to flatten. As 
such, it is important to note that the relationship between the policy interest rate and the 10-year 
JGB yield may differ from past average trends. 
 
Image of yield curve based on Nelson-Siegel model 
In this series of reports, our executive strategist Eiichiro Tani has analyzed the JGB yield curve 
using the Nelson-Siegel model4. This is a classic model for explaining yield curves that have been 
in use since the 1980s. It represents the yield curve at a given point in time using the four 
parameters of long-term component β0, short-term component β1, medium-term component β2, 
and the speed of convergence to the long-term level τ. This model is known for its ability to grasp 
complex curve changes while being easy to understand intuitively. 
 
When the Nelson–Siegel model is applied to zero-coupon JGB yields as of the close on 18 
August, β0, which represents the equilibrium interest rate at the super-long end of the yield curve, 
is estimated at 5.71%, while β0 + β1, which represents the yield level as maturity approaches 
zero, is estimated at 1.11%. In order to have an image of the 10-year JGB yield level in the event 
that the policy interest rate is raised to 2.5%, let’s assume β0 + β1 equals 2.50% and reconstruct 
the yield curve with all other parameters held constant. That produces a 10-year JGB yield of 
3.73% and a 30-year JGB yield of 4.46%. 
 
Meanwhile, the figure of 5.71% for the super-long equilibrium level seems quite high, even when 
compared to Japan’s potential growth rate. Applying the Nelson-Siegel model to the US and 
German yield curves as of the end of July, we calculate β0, which is 5.81% and 4.16%, 
respectively. β0 tends to be calculated on the high side when the super-long zone of the yield 
curve steepens. We assume that Japan’s current yield curve is reflecting (pricing in) concerns 
about fiscal policy and the BOJ “falling behind the curve.” Assuming that Japan’s β0 declines from 
5.71% to either 4.00%, roughly the same level as Germany’s, or 5.00%, roughly midway between 
the US and German levels, the resulting yield curves imply 10-year JGB yields of 2.71% and 
3.00%, respectively. 
 
Chart 3: Nelson-Siegel Model-implied JGB Yield Curves at a 2.5% Policy Rate 

 
Source: Bloomberg; compiled by Daiwa. 

   

 
4 Eiichiro Tani (6 Jan 2026). Daiwa’s View: JGB yield curve changes implied by Nelson-Siegel’s τ. 
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Image of 10yr JGB yield if policy interest rate reaches 2.50% 
Based on the results of the analysis provided above, if Japan’s policy interest rate is raised to 
2.50% and, barring any significant changes for the other assumptions, we cannot rule out that the 
10-year JGB yield could rise to the mid-3% range. Meanwhile, the current JGB yield curve could 
be steepening due to the pricing in of uncertainties surrounding fiscal policy and the conduct of 
monetary policy (in the form of term premiums). As a result, the Nelson-Siegel model estimates β0 
to be at a high level, comparable to that of the US. If these concerns subside and the risk 
premium priced into the super-long zone declines, the 10-year JGB yield could remain at just 
under 3% (close to current level) even if the policy interest rate is raised to 2.50%. 
 
The government’s “Basic Policy on Economic and Fiscal Management and Reform” formulated 
this summer includes raising the real growth rate to around 1% at an early stage, while 
maintaining price stability and achieving nominal growth of around 3%. In light of the Domar 
condition, which evaluates fiscal sustainability based on the relationship between the nominal 
economic growth rate (g) and interest rates (r), a 10-year JGB yield of 3% is a critical threshold at 
which the relative magnitudes of g and r may reverse. With a 10-year JGB yield of 3% in sight, 
questions are once again being raised about whether consistent fiscal management is possible. 
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IMPORTANT DISCLOSURES 
 
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 
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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 
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(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.  
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