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Intriguing RV graphs: JGB market after September rate hike 
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Key points  

■ Since formation of Takaichi Cabinet, JGB yields have risen, led by 10yr sector, 
amid concerns about BoJ falling behind the curve; 2s10s JGB yield spread 
widening 

■ But this trend has recently reversed; expectations for accelerated rate-hiking 
pace emerging following coordinated US-Japan forex intervention, remarks 
from US Treasury Secretary Scott Bessent 

■ Sep meeting to provide opportunity for assessing sustainability of reversed 
trend; focus on policy decision vote counts, tone at BoJ Governor’s press 
conference 

 

In this report we examine relative value (RV) graphs of the 2s10s JGB yield 
spread, as well as the 10-year break-even inflation rate (BEI) and the USD/JPY 
exchange rate (Graph 1, 2). 

The trend that has persisted since the Takaichi administration took office is now 
reversing. Until now, JGB yields had been rising, particularly the 10-year sector 
(Graph 1), mainly driven by concerns over the risk that the BoJ could fall behind 
the curve. A rise in market participants’ inflation expectations (10-year BEI [break-
even inflation rate]), on the back of the view that the BoJ will continue to hike its 
policy interest rate at a gradual pace, have been driving up JGB yields (Graph 1, 
2). As we pointed out in our August 10, 2026 Fixed Income Commentary 
(“Intriguing RV graphs: Revisiting relationship between JGB yields and exchange 
rates”), Japan falling into a spiral of rising inflation expectations and yen 
depreciation may also have contributed to the higher JGB yields around the 10-
year zone (Graph 1, 2). As such, according to a textbook approach, an interest rate 
hike should have led to a flattening of the yield curve, but that did not happen, and 
the 2s10s JGB yield spread has continued to widen. Recently, however, these 
trends have clearly reversed (Graph 1). 
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Graph 1: 2s10s JGB yield spread (compound basis) 

 
Note: Yield spreads calculated by MUMSS using Bloomberg on-

the-run bond yields (compound basis). 
Source: MUMSS, from Bloomberg data 

Graph 2: 10-year BEI and USD/JPY 

 
Note: Breakeven inflation rate (BEI) = nominal interest rate – real 

interest rate (yield on inflation-linked JGBs). 
Source: MUMSS, from Bloomberg data 

 

The trigger for this trend reversal was the coordinated yen-buying intervention 
conducted by Japan and the US at the end of July. In response, the view that the 
US government is pressuring the BoJ to raise rates has gained traction. The further 
yen depreciation and the accelerating 10-year JGB yield rise (driven by concerns 
that BoJ may fall behind the curve) could result in higher 10-year UST yields. There 
is the view that, ahead of the US midterm elections, the US government took the 
step of coordinating currency intervention to prevent such a development. In fact, 
there has been a series of statements by US Treasury Secretary Scott Bessent 
that seemed to urge the BoJ to accelerate rate hikes or suggested that he was 
convinced the Bank would do so. Such comments included, “I believe that 
(Governor Ueda) will do what is needed (August 4),” “(I expect Governor Ueda to) 
do the right thing (August 30),” and “I have information that the market doesn’t 
have. And it’s my belief that the Japanese government and that the BoJ will do the 
things that will lead to a stronger yen (August 31).” As a result, the market has 
started to price in a faster pace for interest rate hikes in Japan. Prior to the 
coordinated US-Japan currency intervention, the TONA/OIS market had priced in 
roughly one rate hike every six months. It is now pricing in a pace approaching one 
hike per quarter, broadly in line with most other major countries (Graph 3). 
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Graph 3: One-month TONA OIS forward rates 

 
Note: As of September 11 
Source: MUMSS, from Bloomberg data 

 

Therefore, we can probably assume that whether the reversed trend will continue 
depends on whether the BoJ actually accelerates its pace of rate hikes. In that 
sense, the September 17-18 Monetary Policy Board meeting is likely to provide an 
opportunity to assess the BoJ’s commitment to hiking interest rates. The market 
views a 25bp hike at the September meeting as almost certain. What comes next 
is the real issue. For example, vote counts on the policy decision can provide 
important clues for predicting the subsequent pace of interest rate hikes. If the 
decision to raise interest rates is unanimous, the view that even doves are in favor 
of the hike is likely to reinforce the aforementioned reversed trend. Naturally, we 
will also pay close attention to Governor Ueda’s tone at his post-meeting press 
conference. If Ueda were to effectively accept the market’s pricing in of rate hikes 
that are approaching a quarterly pace, we expect the 2s10s JGB yield spread to 
continue to narrow, and make any widening unlikely, at least for now. 

 

* The next issue is scheduled on September 28. Thank you for your understanding. 

 

 
Takahiro Otsuka 

Senior Fixed Income Strategist 
8:00 JST, September 14, 2026 

0.75%

1.00%

1.25%

1.50%

1.75%

2.00%

2.25%

2.50%

Jul-26 Oct-26 Jan-27 Apr-27 Jul-27 Oct-27

As of Sep 11

Quarterly rate hikes

(Starting point)

(TONA)
Hike to 1.25%

Hike to 1.75%

Hike to 1.50%

Hike to 2.00%

Hike to 2.25%

Hike to 2.50%

How committed is 
BoJ? Keeping eye 
on policy decision 
vote counts, tone at 
Ueda’s press 
conference 



 

- 4 - 
 Fixed Income Commentary 

 

  

Appendix A 

 Analyst Certification  

The analyst(s) mentioned on the cover of this report hereby certify(ies) (or, where multiple analysts are responsible, individually certify 
with respect to each security that the analyst covers in this report) that the views expressed in this report accurately reflect their 
personal views about the subject company(ies) and its (their) securities, and also certify(ies) that they have not been, are not, and will 
not be receiving direct or indirect compensation in exchange for expressing any specific recommendation(s) or view(s) in this report. 
 
 

 Disclosures  

Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. ("MUMSS") has established organizational and administrative arrangements such 
as appropriate policies and procedures to monitor activities and/or communication between the research department and other 
business areas of MUMSS and to monitor correspondence and personal brokerage accounts of all those involved in the production of 
research. 

MUMSS policy prohibits its analysts and members of their households for whom the analysts act as proxies or those whose securities 
investment activities are influenced by the analysts from dealing in the securities of any companies in the analysts' areas of coverage. 

Analysts are paid in part based on the profitability of MUMSS, which includes investment banking revenues. 
 

 
 
 
 
 
 
 
   

Disclaimers  

This report has been prepared by MUMSS solely for the purpose of supplying information to the clients of MUMSS and/or its affiliate(s) 
to whom it is distributed. This report is not, and should not be construed as, a recommendation, solicitation or offer to buy or sell any 
securities or related financial products. 

All statements in this report attributable to MUMSS are based only on publicly available information. The authors of this report are 
prohibited from using or even obtaining any insider information. As a subsidiary of Mitsubishi UFJ Financial Group, Inc. ("MUFG"), 
MUMSS does not, as a matter of corporate policy, cover MUFG for investment recommendation purposes. 

This report has been prepared by MUMSS solely from publicly available information. The information contained herein is believed to 
be correct and reliable but has not been independently verified. This report does not purport to contain all the information that a 
prospective investor may require. MUMSS and/or its affiliate(s) do not make any guarantee, representation or warranty or accept any 
responsibility or liability as to the accuracy, reliability, completeness, adequacy or appropriateness of such information. Information 
contained herein may not be current due to, among other things, changes in the financial markets or economic environment. 

Opinions reflected in this report are subject to change without notice. MUMSS and/or its affiliate(s) have no obligation to update the 
opinion and information contained in this report. Content presented herein is solely a reflection of the best judgment of MUMSS at the 
time of publication. MUMSS and/or its affiliates assume no responsibility for the content of any third-party websites located at URLs 
appearing in this report. 

MUMSS may have issued, and may in the future issue, other communications that are inconsistent with, and reach different conclusions 
from, the information presented herein. MUMSS has prepared and published this report wholly independently of any of its affiliates, 
and thus any comments, views, outlook, ratings or target prices expressed in this report may differ substantially from any similar reports 
issued by affiliates which may be based upon different sources and methodologies. 

Regarding any securities or related financial products mentioned either directly or indirectly in this report, there is risk that investors 
may, upon a sale of investments, receive less than the originally invested capital due to factors including fluctuations in share price, 
changes to issuers' management and/or financial profiles, related changes to external evaluations, and changes in interest and/or 
foreign exchange rates. 

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. The report does not constitute 
a personal recommendation and has been prepared without regard to the individual financial circumstances, needs or objectives of 
persons who receive it. The securities and investments related to any securities or related financial products discussed in this report 
may not be suitable for all investors. Readers should independently evaluate particular investments and strategies, and seek the advice 
of their own professional and financial advisers as to the legal, business, financial, tax and other aspects before making any investment 
or entering into any transaction in relation to the securities mentioned in this report. 

MUMSS and/or its affiliate(s) shall not be liable in any manner whatsoever for any consequences (including but not limited to any direct, 
indirect or consequential losses, loss of profits and damages) of any reliance on or usage of this report and accepts no legal 

MUMSS and/or its affiliate(s) may have holdings in other financial interests or other products issued by the companies named in this 
report. MUMSS and/or its affiliate(s) may have a short or long position in respect to these financial interests or other products. 

An officer (or officers) of MUMSS (member of the board, executive director or auditing officer as stipulated by the Company Act of 
Japan (Law no. 86 of 2005, as amended, the Company Act)) serve(s) as an officer (or officers) in Mitsubishi UFJ Financial Group, 
Fukuoka Financial Group, The Bank of Fukuoka, Tokio Marine & Nichido Fire Insurance 

(Unregistered ratings) 
Credit rating information in this report identified as “unregistered” constitutes “unregistered credit ratings” assigned by credit rating 
agencies that are not registered under the Financial Instruments and Exchange Act of Japan. The registration system is designed to 
ensure the fairness of credit ratings through conduct regulations and supervision on credit rating agencies. Unregistered credit rating 
agencies are not subject to these regulations or supervision. For the significance of and points to note regarding unregistered credit 
ratings, please refer to “Explanatory Statement Regarding Unregistered Ratings” available on our website: 
http://rpt.sc.mufg.jp/public/mp/e04/372228/5ae04-239194-1781051325.pdf 



 

- 5 - 
 Fixed Income Commentary 

 

responsibility to any investor who directly or indirectly receives this material. 

The final investment decision must be made by the investor and the responsibility for the investment must be taken by the investor. 

Past performance should not be taken as an indication or guarantee of future performance. Unless otherwise attributed, forecasts of 
future performance represent analysts' estimates based on factors they consider relevant. Actual performance may vary. Consequently, 
no express or implied warranty can be made regarding future performance. 

MUMSS or any other company affiliated with MUFG or any of their directors, associates, connected parties and/or employees may 
deal in or otherwise have a financial interest in securities referred to in this report, or derivatives of such securities or other securities 
issued by companies mentioned in this report, for their own account or the accounts of others, may enter into transactions contrary to 
any recommendations contained herein, may act as market maker or may supply or seek to supply a wide range of financial services 
to the issuers of such securities or to their affiliates. In reviewing this report, an investor should be aware that any or all of the foregoing, 
among other things, may give rise to real or potential conflicts of interest. MUMSS is prohibited under Article 135 of the Company Act 
from dealing in the shares of MUFG for its own account. 

The securities referred to in this report may not be eligible for sale in all jurisdictions or to all categories of investors. This report is not 
directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, 
country or other jurisdiction where such distribution, publication, availability or use would be contrary to any law, regulation or rule. 

European Economic Area (EEA): This report is distributed in the EEA, by MUFG Securities (Europe) N.V. (“MUS (EU)”) and / or MUS 
(EU), Paris Branch. MUS (EU) is a member of MUFG, contact number +31 (0) 20 799 02 00. MUS (EU) is authorised and regulated by 
the Dutch Authority for the Financial Markets (“AFM”) and also regulated by De Nederlandsche Bank (“DNB”) in the Netherlands, MUS 
(EU) Paris Branch is regulated in France by the Autorité de contrôle prudentiel et de résolution (ACPR) and the Autorité des marchés 
financiers (AMF).  

For the avoidance of doubt this report is prepared for a “professional client” or “eligible counterparty” and not intended for a “retail client” 
as those terms are defined in the MIFID II Directive (2014/65/EU) and should not be passed on to any such persons. This report may 
be distributed to professional investors (or equivalent) in member states of the EEA by MUS (EU). This report has been prepared in 
accordance with MUS (EU)'s organisational and administrative arrangements for managing conflicts of interest. Such arrangements 
include policies which set out guidelines relating to the production of research including (but not limited to) restrictions on access to 
information, personal dealing and inducements. Further MUS(EU) related Policies, Disclosures and Notices can be found at 
https://www.mufgemea.com/governance/legal-and-regulatory/. 

United Kingdom: This report is distributed in the United Kingdom, by MUFG Securities EMEA plc. (“MUS(EMEA)”), a member of 
MUFG, contact number +44-207-628-5555. MUS(EMEA) is authorised by the Prudential Regulation Authority (“PRA”) and regulated 
by the Financial Conduct Authority (“FCA”) and PRA in the UK (FS Registration Number 124512). In the United States, MUS(EMEA) is 
a registered Swap Dealer (“SD”) with the Commodity Futures Trading Commission (“CFTC”) and a member of the National Futures 
Association (“NFA”). MUS(EMEA) is also a registered Security-Based Swap Dealer (“SBSD”) with the Securities and Exchange 
Commission (“SEC”). MUS(EMEA) Dubai Branch is registered in Dubai (No:1698498) with its registered office at Level 3, East Wing, 
The Gate, Dubai International Financial Centre, Dubai, United Arab Emirates. MUS(EMEA) Dubai Branch is regulated by the Dubai 
Financial Services Authority (No: F002623). For the avoidance of doubt this report is prepared for a “professional client” or “eligible 
counterparty” or “Market Counterparty” and not intended for a “retail client” as those terms are defined in the FCA and DFSA rules and 
should not be passed on to any such persons. 

This report has been prepared in accordance with MUS(EMEA)’s organisational and administrative arrangements for managing 
conflicts of interest. Such arrangements include policies which set out guidelines relating to the production of research including (but 
not limited to) restrictions on access to information, personal dealing and inducements. Further MUS(EMEA) disclaimers, disclosures, 
policies and notices can be found at https://www.mufgemea.com/governance/legal-and-regulatory/. 

United States of America: MUFG SECURITIES AMERICAS INC. (“MUSA”) is registered as a broker-dealer in the United States with 
the Securities and Exchange Commission and is a member of the Financial Industry Regulatory Authority (“FINRA”) (SEC# 8-43026; 
CRD# 19685). 

This report, when distributed by MUSA, is intended for Institutional Investors (“Institutional Accounts” as defined by FINRA Rule 
4512(c)). When distributed by a non-US affiliate of MUSA, this report is intended for distribution solely to “major U.S. institutional 
investors” or “U.S. institutional investors” pursuant to Rule 15a-6 under the U.S. Securities Exchange Act of 1934, as amended. 
Securities referenced in this report may have been underwritten by MUSA and/or its affiliates. Nothing in this report should be 
considered an offer or solicitation of an offer to buy or sell securities or any other financial product or a commitment of any kind with 
respect to any transaction. 

IRS Circular 230 Disclosure: MUSA does not provide tax advice. Accordingly, any discussion of U.S. tax matters included herein 
(including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or 
recommendation by anyone not affiliated with MUSA of any of the matters addressed herein or for the purpose of avoiding U.S. tax-
related penalties. 

Canada: MUFG SECURITIES (CANADA), LTD. (“MUS(CAN)”) is an investment dealer registered in Canada with the Ontario Securities 
Commission (“OSC”) and in each province and territory of Canada, a member of the Canadian Investment Regulatory Organization 
(“CIRO”), and a member of the Canadian Investor Protection Fund (“CIPF”). Customers’ accounts are protected by CIPF within the 
specified limits. 

In Canada, MUS(EMEA) and MUSA each operate under an International Dealer Exemption (“the exemption”) and exempt from 
registration with the securities regulators. MUS(EMEA) operates under the exemption in Alberta, British Columbia, Manitoba, Ontario 
and Québec. MUSA operates under the exemption in all Canadian Provinces and Territories. When distributed by MUS(EMEA) or 
MUSA, this report is only intended for a “permitted client” as that term is defined under the National Instrument 31-103 in Canada and 
is not intended for re-distribution to any other person. When distributed by MUS(CAN), this report is only intended for an “institutional 
client” as that term in defined under the CIRO Investment Dealer Partially Consolidated rules and is not intended for re-distribution to 
any other person. The information contained herein is not, and under no circumstances is to be construed as, a prospectus, an 
advertisement, a public offering, an offer to sell securities described herein, or solicitation of an offer to buy securities described herein, 
in Canada or any province or territory thereof. Under no circumstance is the information contained herein to be construed as investment 



 

- 6 - 
 Fixed Income Commentary 

 

advice in any province or territory of Canada and is not tailored to the needs of the recipient. 

Japan: This report, when distributed in Japan, is distributed by MUMSS, a member of MUFG, a Financial Services Agency registrant. 

Japanese equity transactions totaling JPY193,000 or less are subject to a maximum commission of JPY2,750 (tax included). Japanese 
equity transactions in excess of JPY193,000 are subject to a commission of up to 1.43% (tax included) of the transaction amount. 

No additional fees are charged on fixed income transactions, as the equivalent markup or markdown values are included in the quoted 
price. 

Material on foreign equities is based on securities filings or other public information that, under the laws of the relevant country, would 
be equivalent to a Form 10-K or similar disclosure, such as an annual report, quarterly report, or earnings release. The material does 
not contain any ratings, investment opinions, or earnings forecasts by MUMSS. Figures in this material may differ from those in foreign 
securities disclosures owing to differences in the scope of available data or when the materials were prepared.    

The business activities of foreign securities mentioned in these materials are not disclosed under Japan's Financial Instruments and 
Exchange Act (unless any such company is subject to the stipulations of the Financial Instruments and Exchange Act). The information 
in these materials about the relevant foreign securities is based on disclosure rules of the countries where the main exchanges for the 
securities are located. 

Foreign equity transactions are subject to both local and domestic brokerage fees. The local brokerage fee is determined based on 
market conditions and local circumstances at the time, and the amount cannot be recorded in advance. For details, please contact the 
branch office through which you make your transactions. The domestic brokerage fee is up to 1.1% (including tax) of the contracted 
transaction amount. Foreign equities may incur losses based on fluctuations in foreign exchange rates and other factors.   

When MUMSS purchases unlisted bonds (government bonds, municipal bonds, government-secured bonds, and corporate bonds) as 
the counter-party, only the purchase price will be paid. Bond prices may vary depending on fluctuations in interest rates and other 
factors, and bond transactions may incur losses. Foreign bonds may incur losses based on fluctuations in foreign exchange rates and 
other factors. 

Singapore: This report is only intended for distribution to an "institutional investor", "accredited investor" or "expert investor" as those 
terms are defined under regulation 2 of the Financial Advisers Regulation. It is solely for the use of such investors and shall not be 
distributed, forwarded, passed on or disseminated to any other person. Investors should note that, as a result of exemptions that apply 
when this report is distributed to "accredited investors" and "expert investors", MUS(ASIA) Singapore is exempt from complying with 
certain requirements under the Financial Advisers Act, including section 34 of the Financial Advisers Act (which requires a financial 
adviser to disclose all material information on certain investment products), section 36 (which requires a financial adviser to have a 
reasonable basis for making recommendations on investments) and section 45 (which requires a financial adviser to disclose any 
interests that it holds in securities that it recommends). 

Hong Kong: This report is only intended for distribution to a “professional investor” as that term is defined in the Securities and Futures 
Ordinance and should not be passed onto any other person.

Australia: In respect of the financial services provided to wholesale clients in Australia, MUS(ASIA), MUS(EMEA) and MUS(USA) are 
each exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001 of Australia under 
the Australian Securities and Investments Commission Class Order Exemption CO 03/1099, CO 03/1103 and CO 03/1100, respectively. 
Each of MUS(ASIA), MUS(EMEA) and MUSA, are regulated under the laws of Hong Kong, the United Kingdom and the United States 
respectively, which differ from Australian laws. This material is only intended for distribution to persons in Australia who are sophisticated 
or professional investors for the purposes of section 708 of the Corporations Act of Australia, and are wholesale clients for the purposes 
of section 761G of the Corporations Act of Australia. This material is not intended to be distributed or passed on, directly or indirectly, 
to any other class of persons in Australia. 

Other: This report may not be copied, published or distributed in Indonesia. This report may not be copied, published or distributed in 
the People's Republic of China (not including Hong Kong Special Administrative Region, Macau Special Administrative Region or 
Taiwan, the "PRC"), except under circumstances that will result in compliance with any applicable PRC laws and regulations. 

MUS (EMEA)'s branch in the Dubai International Financial Centre (DIFC) which operates under the trade name MUFG Securities (DIFC 
Branch) is registered as a Recognized Company in the DIFC and is authorized and regulated by the DFSA and is located at Level 3, 
East Wing, The Gate, Dubai International Financial Centre, P.O. Box 506894, Dubai, United Arab Emirates. 

MUFG Securities (DIFC branch) may only conduct business with and provide financial services to “Professional Client” or “Market 
Counterparty” but not to “Retail Client” as defined by the DFSA rules. 

Copyright © Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. All rights reserved. 

This report is the work of MUMSS and is protected under copyright laws. This report may not be altered, reproduced or redistributed, 
or passed on directly or indirectly, to any other party, in whole or in part, without the prior written consent of MUMSS. 

Nikkei 225 is owned by Nikkei Inc. 

Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. 

Otemachi Financial City Grand Cube, 1-9-2, Otemachi, Chiyoda-ku, Tokyo 100-8127, Japan 

MUMSS is a financial instruments firm registered under the Financial Instruments and Exchange Act of Japan, with the registered 
number 2336, issued by the Director, Kanto Local Finance Bureau. 

MUMSS is a member of the Japan Securities Dealers Association, the Investment Management Association of Japan, the Financial 
Futures Association of Japan, the Type II Financial Instruments Firms Association, and the Japan Security Token Offering Association.  

 


