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Bond selling contagion risks spreading to FX

FX View: The heavy selling in fixed income has eased and with that the US dollar
has modestly retraced recent gains. The fixed income selling has been significant
and the 2-year UST bond vyield jumped 72bps from Jackson Hole through to
yesterday — that was the largest 21-day jump in yields since just prior to the US
regional banking crisis in 2023. The scale of losses that have likely been realised
by market participants raises the risk of contagion to other areas of the financial
markets. Profitable positions could be cut leaving Al-related equity gains vulnerable
to selling. In FX, carry has been a profitable trading strategy and with volatility on
the rise there are increased risks of an FX carry liquidation. EM FX volatility has
risen as has JPY volatility. The yen is the top performing G10 currency today
following further rhetoric from Tokyo that signals continued opposition to yen
depreciation. If bond vyields rise or further or even just remain at these elevated
levels there is an increasing risk of broader risk reduction. The current divergence
between equity and bond market volatility looks unsustainable.

Trade Ideas: We are maintaining our long USD/SEK trade idea.

JPY Flows: This week we analyse the monthly Balance of Payments data for
July. The current account surplus rebounded reflecting the jump back in the
investment income surplus.

What Does the US Bond Market Rout Mean for FX? The recent UST sell-off
has been driven primarily by higher real yields and weak duration demand rather
than inflation compensation.
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US dollar can extend gains but rates
move highlights danger ahead

Biggest yield move since US banking
turmoil in 2023

Al correction risks are growing as
yields continue to rise

USD: The building risk of fixed income selling spreading

The US dollar has today retraced some of the gains recorded this week following some
respite in fixed income markets with yields lower on some optimism that progress has
been made toward the reopening of the Strait of Hormuz. The retracement is modest
reflecting an understandable level of scepticism — we have been here before. For this
to extend we will need to hear some positive noises from Washington. The respite is
welcome after what has been a brutal move in global bond markets, led by the US
Treasury market. In our view this move has raised the danger level and risks of broader
financial market instability is increased. That could have significant implication for FX
market conditions as well.

The recent US yield move is very significant and has caught a lot of the ‘fast money’
market participants off guard, resulting in notable losses and forced selling which has
reinforced the move higher. Taking the period since the start of Jackson Hole in August
(which culminated with Fed Chair Warsh’s hawkish speech), the 2-year UST bond yield
has surged 72bps to yesterday’s close. That's a move that took place over 21 days
and is the largest 2yr yield jump over that same length of time since 3 March 2023.
On that occasion it was a big enough yield move to cause turmoil by bringing to the
fore issues in the US regional banking sector. News of the collapse of Silicon Valley
Bank (SVB) broke a few days later followed by Signature Bank and the news prompted
a huge turnaround in the rates market as investors positioned for the Fed having to cut
rates. The 2-year yield plunged 89bps in two days following the news. The US dollar
had advanced over 4% in the month ahead of SVB collapse as US yields jumped and
the dollar had fully retraced the move a month after the banking collapse. We are not
suggesting further banking trouble now but the 2023 events do highlight the scale of
the recent move has consequences for risk takers and the likely losses that have been
suffered raise the risks of consequences going forward. There is now an increased
incentive amongst market participants to cover those losses which raises the risk of
profitable trades being liquidated to lock in profits.

Strong risk appetite has been a consistent feature of financial market conditions,
despite the geopolitical risks and the surge in energy prices. Al-related equities is an
obvious area that could be vulnerable to a correction if yields remain elevated or extend
further. The Nasdag Composite did hit a new high this week but only just breaking
above the June high before correcting lower. The Nasdagq is still basically flat relative
to the close at the end of May. Possible signs that yields are starting to bear down on
risk. There are substantial profit cushions there if there was a move to lock in profits to
cover fixed income losses. Mag 7 is up 19% over the last three months versus 5% for

21-DAY CHANGE IN 2-YR UST YIELD BIGGEST SINCE 2023 3MTH RETURNS GAP- S&P 500 VERSUS MAG 7
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FX carry liquidation risks

JPY appears best placed to benefit in

G10 space

the S&P 500. Meta has advanced by 36.5% in one month on the launch of its Muse Al
agent. But conditions are getting more challenging as yields advance higher. Oracle
closed yesterday at the lowest level since the end of July with the markets spooked by
the news that Oracle sent a force majeure notice on a major New Mexico data centre
project that suggests hyperscalers are becoming more concerned with potential delays
to projects due to the growing opposition to data centres in the US. Calls for a
slowdown in Al development are getting louder. This backdrop and a continued rise in
US yields could be the catalyst for a larger Al-related sell-off. What really stands out
this week is the divergence that has taken place between bond market and equity
market volatility. The VIX remains around the 15-level while at the same time bond
market volatility (MOVE) has surged. This divergence is rare and is unlikely to last.

In the FX space, it's obvious where the profitable trades are — FX carry. A popular
strategy that has seen significant returns with FX volatility at remarkably low levels. EM
FX volatility has recently jumped leaving EM FX carry more vulnerable to a larger clear-
out of positions. 1mth implied volatility has jumped to levels not seen since the initial
period of the conflict in the Middle East. But there is plenty of scope for a move still
higher in vol with EM vol still below the peaks from earlier this year and following
Liberation Day in 2025 and following Trump’s election win in 2024.

The yen is outperforming again today and there are signs that rhetoric from Tokyo is
having an increasing impact on the yen. The comments from FM Katayama that
President Trump expressed concerns to PM Takaichi over yen weakness and
additional comments this afternoon opposing yen weakness and adding that PM
Takaichi “is not a reflationist” point to Tokyo’s continued opposition to yen weakness.
Growth Strategy Minister Miura was also very explicit is stating the “era of ‘Abenomics-
style’ reflationary policies” is over. What is telling is not necessarily the comments but
the reaction. The advance of the yen today we believe highlights signs of a changing
dynamic in the USD/JPY market. The joint intervention, the checking of rates in
USD/JPY and now these comments all point to higher hurdle for USD/JPY to retrace
back higher. A key change is the level of yields. The BoJ has upped the pace of
tightening and we believe that pace will be maintained with another hike in December.
The yen therefore could well be best positioned to advance on any broadening out of
investor selling from fixed income to risk assets. FX carry has been a consistent
profitable trading strategy and an FX vol spike would change the risks. USD/JPY vol is
now much less stable with 1mth implied swinging from a low of 6.0 through to 10.0 on
first intervention and then BOJ rate hike speculation. Given the SNB policy meeting
this week that signalled little risk of any monetary tightening the franc may not see as
much safe-haven demand. Rates remain at zero and the SNB is opposed to franc
appreciation. The MoF in Japan would welcome some further yen strength.

EM CARRY RETURNS AT RISK FROM VOL SPIKE RATES / EQUITY VOL DIVERGENCE IS WIDE
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Weekly Calendar

Indicator/Event Period @ Consensus Previous

JPY 28/09/2026 00:50 BoJ Monetary Policy Meeting Minutes -- - mn
GBP 28/09/2026 11:00 BoE MPC Member Ramsden Speaks -- -- I

AUD  29/09/2026 05:30 RBA Cash Rate Target - 4.35% m
CAD  29/09/2026 13:30 GDP MoM Jul 0.00% 0.30% m
usbD 29/09/2026 15:00 CB Consumer Confidence Sep -- 89.4 I
USD  29/09/2026 15:00 JOLTS Job Openings Aug - 7.271m m
GBP 29/09/2026 16:00 BoE MPC Member Mann Speaks -- -- I
JPY 30/09/2026  00:50  Industrial Production MoM Aug - -0.20% 1l
AUD 30/09/2026 02:30  Monthly CPI Indicator YoY Aug - 3.50% m
CNY 30/09/2026 02:30  Official Manufacturing and Non- Sep -- 49.8/49.0 m
Manufacturing PMls
CNY 30/09/2026 02:45  RatingDog Manufacturing and Services Sep -- 51.5/51.4 I
PMis
GBP 30/09/2026 07:00 GDP QoQ 2Q 0.40% 0.60% m
EUR 30/09/2026 08:55  Germany Unemployment Change Sep -- 4k I
GBP 30/09/2026 10:30 BoE FPC Meeting Minutes -- -- I
EUR  30/09/2026 13:00 Germany CPI YoY Sep -- 2.90% m
usD 30/09/2026 13:15  ADP Nonfarm Employment Change Sep -- 38k I
USD  30/09/2026 13:30  Core PCE Price Index MoM Aug - 0.20% m
JPY 01/10/2026 00:50  Tankan Large Manufacturers Index 3Q -- 22 m
JPY 01/10/2026 00:50 BoJ Summary of Opinions -- -- m
CHF 01/10/2026  07:30  CPI YoY Sep - 0.80% 1l

GBP 01/10/2026 09:00 BoE Governor Bailey Speaks -- -- m
EUR 01/10/2026 14:30  ECB President Lagarde Speaks -- -- m

usD 01/10/2026 15:00  ISM Manufacturing PMI Sep - 54.6 m
uUsD 02/10/2026 13:30  Nonfarm Payrolls Sep -- 162k m
usD 02/10/2026 13:30  Unemployment Rate Sep -- 4.1% m
usD 02/10/2026 13:30  Average Hourly Earnings MoM Sep -- 0.3% m

Source: Bloomberg, Macrobond & MUFG GMR

Key Events:

e A busy month for G10 central banks (every G10 central bank met in September) comes to an end with the RBA meeting on Tuesday.
The OIS market is pricing a 90% probability of a 25bp hike and we expect the RBA to deliver. A hawkish speech by Governor Bullock
last Friday suggests a hike is a done deal and indeed if energy prices remain elevated, another hike again is a risk. That's not our
core view but a risk. The jobs data this week did show a rise in the unemployment rate despite a near 40k increase in employment.
Some added labour market slack might help limit further rate hikes beyond next week.

e The schedule of economic data releases is heavy next week and will culminate with the US jobs report for September on Friday. Data
ahead of that will help shape expectations (JOLTS; ADP ISM) but the current 100k consensus would be a positive outcome following
the stronger than expected 162k increase in August. A 100k increase would also be double the current 12mth average, above the
3mth average (71k) and close to the 6mth average (107k). A consensus print and a slight uptick in the annual wage growth rate (3.2%
from 3.1%) would likely keep UST bond yields elevated as it would unlikely prompt a rethink of future Fed rate hike expectations.
Inflation remains the more important indicator for determining near-term Fed policy expectations.

e  The schedule next week also includes key inflation data for Europe with national CPI data followed by the flash estimate for euro-

zone CPI. The headline rate is expected to jump to 3.5% and would be consistent with further monetary tightening by the ECB,
especially if crude oil prices do not soon start to retrace lower.
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Open Trade Ideas

LONG USD/SEK — OPENED @ 9.8500 (TARGET @ 10.300 & STOP-LOSS @
9.600)

We are maintaining our long USD/SEK trade idea. The Riksbank left its monetary
stance unchanged at its meeting this week but delivered a more hawkish message
than the markets were expecting. The Riksbank made clear it would deliver a rate hike
this year and a further hike is priced for Q1 next year. We were expecting a hike this
year and while the Riksbank was more hawkish, the dominant determinant of the next
big move for SEK is likely going to related to broader financial market conditions. Given
the scale of global fixed income selling, we see greater risks of a broadening of risk off
conditions that would clearly undermine SEK. Even if financial market conditions
remain contained, the moves in yields abroad are still likely to be more than in Sweden
with the Riksbank likely to remain more cautious than most other central banks.

Hawkish Riksbank not enough to
abandon long USD/SEK view with risk
conditions fragile
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FX Portfolio

Trade idea Notional Entry Date Current Spot P&L Portfolio

Contribution

Closed Trades

Long EUR/USD USD 5mn 10/05/2024 1.0770 1.0840 1.0570 1.1070 32,498 -3,484 29,014
Long MXN/ZAR USD 5mn 07/06/2024 1.0300 1.0050 1.0050 1.0850 -121,359 1,812 -119,547
Short EUR/JPY USD 5mn 14/06/2024 168.00 171.10 171.10 162.50 -92,262 -2,194 -94,456
Long AUD/USD USD 5mn 05/07/2024 0.6735 0.6585 0.6585 0.7035 -111,359 -1,544 -112,903
Long GBP/SEK USD 5mn 12/07/2024 13.660 13.920 13.360 14.160 95,168 2,149 97,317
Short NZD/CHF USD 5mn 02/08/2024 0.5170 0.5000 0.5270 0.5000 164,410 -215 164,195
Short NZD/CAD USD 5mn 09/08/2024 0.8270 0.8430 0.8430 0.8030 -96,735 -1,578 -98,313
Short USD/JPY USD 5mn 06/09/2024 143.30 142.80 146.30 138.30 17,446 -7,717 9,729
Long AUD/USD USD 5mn 27/09/2024 0.6890 0.6810 0.6740 0.7100 -58,055 589 -57,466
Long USD/NOK USD 5mn 11/10/2024 10.720 11.020 10.500 11.020 139,925 530 140,455
Long EUR/USD USD 5mn 08/11/2024 1.0760 1.0570 1.0700 1.0100 88,290 3,857 92,147
Long USD/CAD USD 5mn 06/12/2024 1.4090 1.4390 1.3850 1.4550 106,458 1,471 107,194
Long GBP/USD USD 5mn 10/01/2025 1.2250 1.2550 1.2550 1.1750 -122,449 -885 -123,334
Short EUR/JPY USD 5mn 07/02/2025 157.60 161.89 163.00 150.00 -171,320 -9,487 -180,807
Long USD/SEK USD 5mn 14/03/2025 10.120 9.9200 9.9200 10.420 -98,814 5,245 -93,569
Long USD/CAD USD 5mn 28/03/2025 1.4300 1.4050 1.4050 1.4750 -87,413 1425 -85,988
Long EUR/NZD USD 5mn 25/04/2025 1.9040 1.9035 1.8700 1.9600 -1,314 -3,305 -4,619
Short USD/JPY USD 5mn 16/05/2025 145.95 144.00 149.40 138.30 66,804 9,179 57,625
Long USD/ZAR USD 5mn 13/06/2025 17.910 18.020 17.650 18.350 30,709 - 1,963 28,746
Short USD/NOK USD 5mn 27/06/2025 10.070 10.060 10.270 9.6000 4,965 104 5,070
Long EUR/GBP USD 5mn 04/07/2025 0.8625 0.8674 0.8475 0.8850 27,978 -4,894 22,084
Long USD/JPY USD 5mn 18/07/2025 148.30 147.70 145.70 153.30 -19,335 11,240 -8,095
Long NOK/CHF USD 5mn 08/08/2025 7.8727 7.9760 7.7520 8.1151 65,607 12,022 77,629
Short USD/JPY USD 5mn 15/08/2025 147.00 147.80 149.50 143.50 -27,211 -13,990 -41,201
Long NZD/SEK USD 5mn 12/09/2025 5.5557 5.4449 5.4168 5.6945 -99,717 1,511 -98,206
Short USD/JPY USD 5mn 07/11/2025 153.40 156.00 156.00 148.50 -84,746 -4,292 -89,038
Long EUR/GBP USD 5mn 19/09/2025 0.8710 0.8730 0.8550 0.8900 11,481 -15,091 -3,610
Short CAD/CHF USD 5mn 03/10/2025 0.5705 0.5765 0.5825 0.5525 -53,041 -16,310 -69,351
Long AUD/GBP USD 5mn 12/12/2025 0.4980 0.5200 0.4980 0.5280 220,884 -1,297 219,587
Long EUR/JPY USD 5mn 12/01/2026 184.50 181.50 181.50 190.00 -81,301 4,384 -76,917
Short EUR/USD USD 5mn 09/03/2026 1.1570 1.1750 1.1750 1.1300 -105,877 5,936 -99,942
Long AUD/SEK USD 5mn 11/05/2026 6.6850 6.6640 6.5700 6.8950 -15,609 7,665 -7,944
Short GBP/CHF USD 5mn 30/03/2026 1.0600 1.0670 1.0800 1.0200 -32,994 -21,659 -54,603
Long USD/NOK USD 5mn 19/06/2026 9.6900 9.8500 9.5000 10.100 82,559 -728 81,832
Long EUR/GBP USD 5mn 17/07/2026 0.8500 0.8575 0.8395 0.8700 44,118 -3,053 41,065
Short USD/BRL USD 5mn 10/07/2026 5.1150 5.1900 5.2600 4.9600 -73,314 61,095 -12,219
Long AUD/JPY USD 5mn 07/08/2026 111.20 114.50 109.20 114.50 148,381 6,286 154,667
Short EUR/JPY USD 5mn 04/09/2026 181.30 180.90 184.30 186.30 11,031 -1,818 9,214
Open Trades

Long USD/SEK USD 5mn 18/09/2026 9.8500 9.9046 9.6000 10.300 29,302 1,586 29,302

Source: MUFG GMR; Changes in stops/targets in bold italics. (1) Current levels reflect intraday pricing. (2) The portfolio represents hypothetical, not actual, investments.
Furthermore, we do not actively manage these hypothetical positions on a daily basis and changes tend to be made only through this publication on a weekly basis. To reflect
the level of conviction of our trades we run trades in two different amounts: High conviction trades = USD 10mn & Basic conviction trades = USD 5mn
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FX Positioning

The Commodity Futures Trading Commission (CFTC) publish weekly reports revealing positioning for the following currencies:
AUD, BRL, CAD, CHF, EUR, GBP, JPY, MXN, NZD, RUB, USD (implied) and ZAR. We have applied z-scores to the positioning
data to provide a signal of how stretched current positions are compared to averages over the last two years.

BREAKDOWN BY INVESTORS

Asset Manager/Institutional Leveraged Funds Asset Manager/ Insitutional &
Leveraged Funds
Mo. of contracts ~ Z-Score No. of contracts ~ Z-Score No. of contracts ~ Z-Score
AUD -46,396 - AUD 61,135 1.58 AUD 14,739 0.58
BRL 57,476 0.39 BRL 16,105 1.49 BRL 73,581 0.74
CAD -9,186 0.97 CAD -39,022 0.97 CAD -48,408 1.05
CHF -36,121 0.10 CHF -14,964 - CHF -51,085
EUR 251,608 EUR -28,156 -1.01 EUR 223,542
GBP -89,211 GBP 18,878 -1.12 GBP -70,333
JPY 53,845 0.45 IPY 23,170 1.63 IPY 77,015 101
MXN 53,346 0.58 MXN 090,008 MXN 143,354 1.54
NZD 10,170 NZID -1,766 0.75 NZD 8,404 1.92
UsD -267,453 -0.39 usD -128,930 UsD -396,383
ZAR 22,032 IAR 3,542 0.21 ZAR 25,574 1.49
JPY POSITIONING TURNS LONG AUD LONGS EXTEND FURTHER
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Source: Bloomberg, CFTC, Macrobond & MUFG GMR (as of 15! September 2026)

Key Takeaways:

e  The latest IMM positioning data for the week ending 15" September was revealing and JPY positioning underlined the bigger impact
the latest bout of JPY buying intervention has had on positioning amongst Leveraged Funds. Positioning turned long JPY for the first
time since July 2025. However, the data is to 15" September and USD/JPY has rebounded more notably since then and hence the
long JPY positioning may not have been extended further to the week ending 22" September. Still, joint intervention has had a more
notable impact and the ‘checking of rates’ by the BoJ should make market participants more cautious on buying USD/JPY
aggressively.

e  The appetite for buying the Australian dollar was also maintained with Leveraged Funds buying further and the long AUD position

reaching a size not seen since May. The RBA will likely hike rates next week, taking the policy rate to 4.60% so carry remains
attractive. However, if FX vol picks up further AUD is one that will suffer. AUD is the worst performing G10 currency this week.
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JPY Flows — Balance of Payments

Chart 1 : Japan Current Account - Trade Balance vs Investment Income Balance - 3mth Sum Chart 2 : Japan Trade & Services Balance - 3mth Rolling Sum
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Chart 3 : Japan Enery Trade Balance; 3mth Sum
Chart 4 : Japan Purchase/Sale Foreign Bonds to the US
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Chart 5 : Japan Purchases/Sales of Bonds to/from Key EZ Countries
Chart 6 : Japan Purchases/Sales Foreign Bonds to UK
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Source: Macrobond, Bloomberg & MUFG Research

Key Takeaways:

. The Balance of Payments data for July were released earlier this month and there has been a lurch lower in the 3mth sum for investment income
in June and July which reflects s sharp drop in the investment income surplus in June. June often tends to be one of the smallest surplus months
of the year and is down to the portfolio investment surplus falling sharply — this is a seasonal pattern with the portfolio income balance dropping
sharply in June and December every year (Chart 1). The overall current account surplus rebounded in July but the trade and services balances
remained in deficits (Chart 2). Still, overall the sheer scale of investment income surpluses means that Japan’s external position remains healthy
without or without the trade in goods and services.

. What Chart 3 is clearly indicating is that Japan has returned to the international markets for meeting their energy demands. After the conflict
began at the end of February, Japan refrained from large buying abroad and energy imports remained roughly stable. Japan instead tapped into
its own strategic reserves. But the energy deficit has started to surge underlining a negative terms of trade impact is now being felt. The 3mth
sum of the energy fuel deficit has increased from JPY 4.9trn in June to JPY 6.7trn in August — a sharp deterioration over just two months. This
is data from monthly trade data not the current account. It's a factor that will partially counter the efforts of the MoF to strengthen the yen.

. Chart 4 shows the Japan flow to the US bond markets and in July was subdued with modest selling of JPY 345bn worth of US bonds and followed
JPY 761bn worth of sales in June. July was the fourth month from the seven this year in which Japanese investors were sellers of US bonds —
perhaps evidence of more caution on investing in US bonds. That caution is not so evident in flows to European bond markets. Japanese
investors have bought notably for three consecutive months with notable buying of German bonds in May and July and large buying of French
bonds in June (Chart 5). UK bond purchases slowed in July after strong buying in June (Chart 6).
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What Does the US Bond Rout Mean for FX?

The US Treasury sell-off has intensified over recent weeks, pushing the 30Y UST yield to its highest level since 2004.
Conventional market narrative suggests that such a dramatic rise in yields should provide significant support for the USD. Yet
market participants remain divided over whether the recent move reflects stronger growth, persistent inflation pressures or fiscal
concerns. In this report, we decompose the rise in long-dated UST yields into its underlying drivers and assess the implications
for FX. While the recent repricing has been concentrated in the real-yield component rather than inflation expectations,
understanding the source of higher real yields is equally important for evaluating the likely impact on the dollar.

YIELD DECOMPOSITION

The recent rise in UST yields has frequently been framed as a reflection of inflation concerns and fiscal deterioration. However,
a decomposition of the 30Y UST yield suggests a different story. The 30Y UST yield has risen to 5.46%, its highest level since
2004. While breakeven inflation has remained comparatively stable near the low 2% area, while most of the repricing has
occurred through the real-yield component.

Historically, inflation-driven yield increases have produced mixed FX outcomes because market participants flag weaker
purchasing power and future monetary instability. In contrast, higher real yields increase the inflation-adjusted return available
on US assets and have generally been associated with a stronger US dollar. The current selloff should therefore be viewed as
a real-rate repricing event rather than an inflation repricing event.

US 30Y TREASURY YIELD DECOMPOSITION

=== 30Y nominal yield —— 30Y real yield —— 30Y breakeven inflation 5.46%

3.22%

2.24%

2021 2022 2023 2024 2025 2026

Source: Bloomberg and MUFG GMR

The rise in UST yields in recent periods has been driven predominantly by higher real yields
rather than inflation compensation.

TERM PREMIUM

9

While the decomposition clearly points to higher real yields as the dominant driver of the sell-off, this doesn’t mean the move
reflects stronger growth expectations alone. Real yields rise due to expectations of stronger long-run growth and higher real
interest rates, but they also rise due to elevated/rising term premiums, the compensation demanded by investors for duration
risk.

The recent rise in the 10Y ACM term premium suggests that investors are increasingly demanding compensation to hold long-
duration US Treasuries following concerns surrounding fiscal sustainability, elevated debt issuance and greater uncertainty
around the long-run path of interest rates. Historically, growth-driven increases in real yields have tended to generate a
stronger and more persistent USD response than increases driven primarily by term premium. This is due to tighter financial
conditions and raise concerns about the attractiveness of US assets, creating a more ambiguous impact on the dollar.
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US 10Y ACM TERM PREMIUM
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AN EXTREME YIELD ENVIRONMENT

The current yield backdrop is extraordinary by post-GFC standards. The US 30Y Treasury yield currently stands at; 99.98th
percentile since 2010 and 92.8th percentile over the full available sample (2004 to present).The significance of this result is that
yields have returned to levels last observed in the mid-2000s despite a considerably less favourable fiscal backdrop. Compared
with the last period when the 30Y Treasury yield traded near current levels, federal debt and fiscal deficits are substantially
higher today. That reality has understandably increased investor focus on fiscal sustainability and Treasury supply dynamics.
However, our analysis suggests that the FX implications continue to be driven primarily by real-rate developments.
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DXY SENSITIVITY

1

To quantify the impact of higher real yields on FX, we perform a rolling regression analysis of DXY returns against changes in
the US 30Y real yield. Current estimates suggest that a 10bp increase in the US 30Y real yield is associated with
approximately a 0.25%-0.30% appreciation in DXY. Importantly, the estimated sensitivity remains modestly above its long-
run historical average.

This result suggests that, despite growing market discussion around fiscal deficits, Treasury supply and term premium dynamics,
the traditional relationship between higher US real yields and a stronger dollar has not materially broken down. While the market
narrative surrounding Treasury yields has evolved, FX markets continue to respond primarily through the relative-return channel.
Higher real yields increase the attractiveness of USD-denominated assets and continue to provide support for the dollar.

ROLLING REGRESSION (6M WINDOW)

—=-=- Average = 0.21%

0.5

0.0

DXY move (%) per 10bp increase in 30Y real yield

-0.5

2000 2004 2008 2012 2016 2020 2024 2028
Source: Bloomberg and MUFG GMR

FX Implications

e  The recent Treasury sell-off has been driven primarily by higher real yields rather than inflation expectations, making it more supportive for
the USD than a comparable inflation-driven yield increase. However, elevated term premiums suggest that a growing portion of the move
is linked to duration risk and fiscal uncertainty. Historically, growth-driven increases in real yields have generated a stronger USD response
than term-premium-driven increases. As a result, the positive USD implications of the current sell-off may be somewhat weaker than a
simple real-yield decomposition would imply.

e Nevertheless, the relationship between higher US real yields and a stronger dollar remains intact. Our rolling regressions suggest that DXY
sensitivity to real-yield changes remains above its long-run average.

e Aslong as US real yields continue to move higher, the balance of risks remains tilted in favour of USD strength, particularly against low-

yielding FX. However, an increasing share of the move driven by term premium rather than growth would argue for a more measured USD
response than historical experience might otherwise suggest.
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