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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 yield 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 AI-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 yields 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. 

 

BROAD-BASED USD GAINS ACROSS G10 AS GLOBAL YIELDS RISE 

 

Source: Bloomberg, as of 25th September 13:30 BST (Weekly % Change vs. USD) 
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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 3rd 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. AI-related equities is an 

obvious area that could be vulnerable to a correction if yields remain elevated or extend 

further. The Nasdaq Composite did hit a new high this week but only just breaking 

above the June high before correcting lower. The Nasdaq 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  

  

Source: Bloomberg, Macrobond & MUFG GMR Source: Bloomberg, Macrobond & MUFG GMR 

US dollar can extend gains but rates 

move highlights danger ahead 

Biggest yield move since US banking 

turmoil in 2023  

 

AI correction risks are growing as 

yields continue to rise   
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the S&P 500. Meta has advanced by 36.5% in one month on the launch of its Muse AI 

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 AI development are getting louder. This backdrop and a continued rise in 

US yields could be the catalyst for a larger AI-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  

  

Source: Bloomberg, Macrobond & MUFG GMR Source: Bloomberg, Macrobond & MUFG GMR 

FX carry liquidation risks 

 

JPY appears best placed to benefit in 

G10 space   
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Weekly Calendar 

Ccy Date GMT Indicator/Event Period Consensus Previous Mkt 
Moving 

JPY 28/09/2026 00:50 BoJ Monetary Policy Meeting Minutes 
 

-- -- !!! 

GBP 28/09/2026 11:00 BoE MPC Member Ramsden Speaks 
 

-- -- !! 

AUD 29/09/2026 05:30 RBA Cash Rate Target 
 

-- 4.35% !!! 

CAD 29/09/2026 13:30 GDP MoM Jul 0.00% 0.30% !!! 

USD 29/09/2026 15:00 CB Consumer Confidence Sep -- 89.4 !! 

USD 29/09/2026 15:00 JOLTS Job Openings Aug -- 7.271m !!! 

GBP 29/09/2026 16:00 BoE MPC Member Mann Speaks 
 

-- -- !! 

JPY 30/09/2026 00:50 Industrial Production MoM Aug -- -0.20% !! 

AUD 30/09/2026 02:30 Monthly CPI Indicator YoY Aug -- 3.50% !!! 

CNY 30/09/2026 02:30 Official Manufacturing and Non-
Manufacturing PMIs 

Sep -- 49.8 / 49.0 !!! 

CNY 30/09/2026 02:45 RatingDog Manufacturing and Services 
PMIs 

Sep -- 51.5 / 51.4 !! 

GBP 30/09/2026 07:00 GDP QoQ 2Q 0.40% 0.60% !!! 

EUR 30/09/2026 08:55 Germany Unemployment Change Sep -- 4k !! 

GBP 30/09/2026 10:30 BoE FPC Meeting Minutes  -- -- !! 

EUR 30/09/2026 13:00 Germany CPI YoY Sep -- 2.90% !!! 

USD 30/09/2026 13:15 ADP Nonfarm Employment Change Sep -- 38k !! 

USD 30/09/2026 13:30 Core PCE Price Index MoM Aug -- 0.20% !!! 

JPY 01/10/2026 00:50 Tankan Large Manufacturers Index 3Q -- 22 !!! 

JPY 01/10/2026 00:50 BoJ Summary of Opinions 
 

-- -- !!! 

CHF 01/10/2026 07:30 CPI YoY Sep -- 0.80% !! 

GBP 01/10/2026 09:00 BoE Governor Bailey Speaks 
 

-- -- !!! 

EUR 01/10/2026 14:30 ECB President Lagarde Speaks 
 

-- -- !!! 

USD 01/10/2026 15:00 ISM Manufacturing PMI Sep -- 54.6 !!! 

USD 02/10/2026 13:30 Nonfarm Payrolls Sep -- 162k !!! 

USD 02/10/2026 13:30 Unemployment Rate Sep -- 4.1% !!! 

USD 02/10/2026 13:30 Average Hourly Earnings MoM Sep -- 0.3% !!! 

Source: Bloomberg, Macrobond & MUFG GMR 

 
Key Events: 
 

• 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.          
          

• 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. 
 

• 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 Entry 
Level 

Current S/L Target Spot P&L Carry 
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                             

  

                                        JPY POSITIONING TURNS LONG                          AUD LONGS EXTEND FURTHER   

                      

Source: Bloomberg, CFTC, Macrobond & MUFG GMR (as of 15th September 2026) 

Key Takeaways: 
 

• The latest IMM positioning data for the week ending 15th 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 15th 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 22nd 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. 

 

• 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  

 

 

 

 

 

 

 

   

 
 
 
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).  

Source: Macrobond, Bloomberg & MUFG Research 
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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 

 

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  

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 

 

Source: Bloomberg and MUFG GMR 

 

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. 

 

DISTRIBUTION OF US 30YR YEILDS SINCE 2010  

 

Source: Bloomberg and MUFG GMR 
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DXY SENSITIVITY 

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) 

 

Source: Bloomberg and MUFG GMR 

FX Implications 
 

• 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. 
 

• 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. 
 

• As long 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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CERTIFICATION 

The author(s) mentioned on the cover of this report hereby certify(ies) (or, where multiple authors are responsible, individually certify with respect to each security that 
the author 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.  
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registered office at World Trade Center, Tower Two, level 5, Strawinskylaan 1887, 1077 XX  Amsterdam. MUS(EU) is authorized by the European Central Bank and 
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(3) MUFG Securities Americas Inc. (“MUSA”) which is registered in the United States with the Securities and Exchange Commission (“SEC”) and regulated by 
the Financial Industry Regulatory Authority (“FINRA”) (SEC# 8-43026; CRD# 19685); 
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(5) MUFG Securities Asia Limited (“MUS(ASIA)”) which is incorporated in Hong Kong, licensed under the Hong Kong Securities and Futures Ordinance and 
regulated by the Hong Kong Securities and Futures Commission (Central Entity Number AAA889). MUS(ASIA) is registered as a foreign company under the 
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In respect of the financial services provided to wholesale clients in Australia, MUS(ASIA), MUSE and MUSA 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, CO 03/1100, and CO 03/1102, respectively. Each of MUS(ASIA), MUSE, MUSA, are regulated under the laws of Hong Kong, the United 
Kingdom and the United States respectively, which differ from Australian laws. 

 

The banking related businesses within MUFG (together referred to in this material as “MUFG Bank”) are:  
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(6) MUFG Bank’s Riyadh branch is regulated by the Saudi Central Bank and has its registered address at 13th Floor, East Wing Al Nakhlah Tower, King Fahd 
Road, As Sahafah Dist, Riyadh 13315, Kingdom of Saudi Arabia. 

(7) MUBK’s Canada branch (MUFG Bank, Ltd., Canada Branch (“MUBK Canada Branch”) principal office is located at 200 Bay Street, Suite 1800, Toronto, 
Ontario, M5J 2J1, Canada. MUFG Bank’s Canada branch is an authorized foreign bank branch permitted to carry on business in Canada pursuant to the Bank Act 
(Canada); Deposits with MUFG Bank Canada are not insured by the Canada Deposit Insurance Corporation.  

(8) MUBK’s Hong Kong branch is a licensed bank by the Hong Kong Monetary Authority and registered with the Securities and Futures Commission of Hong 
Kong to carry out Type 1 and Type 4 regulated activities in Hong Kong. 

(9) MUBK’s Singapore branch is licensed as a bank by the Monetary Authority of Singapore under the Banking Act of Singapore, an exempted capital markets 
service entity and an exempt financial adviser under the Securities and Futures Act and Financial Advisers Act of Singapore respectively.  

(10) MUBK’s Auckland Branch is authorised by the Reserve Bank of New Zealand to carry on banking business in New Zealand under the Banking (Prudential 
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GENERAL DISCLAIMERS  

This report is for information purposes only and should not be construed as investment research (as defined under regulatory rules of the United Kingdom and the 
European Economic Area) or a solicitation of any offer to buy or sell any security, commodity, futures contract or related derivative (hereafter “instrument”) or to 
participate in any trading strategy. This report does not constitute a personal recommendation and does not take into account the individual financial circumstances, 
needs or objectives of the recipients. Recipients should therefore seek their own financial, legal, tax or other advice before deciding to invest in any of the instruments 
mentioned in this report. 

Certain information contained in this report has been obtained or derived from third party sources and such information is believed to be correct and reliable but has 
not been independently verified. MUBK and MUFG Securities do not make any guarantee, representation, warranty or undertaking, express or implied, as to the 
fairness, accuracy, reliability, completeness, adequacy or appropriateness of any information or comments contained in this report. Furthermore, the information may 
not be current due to, among other things, changes in the financial markets or economic environment. MUBK and MUFG Securities has no obligation to update any 
such information contained in this report. 

The information contained in this report may contain forward-looking information (“FLI”). FLI is information regarding possible events, conditions, or results of operations 
that is based on assumptions about future economic conditions and courses of action and may be presented as either a forecast or a projection. This report is not 
intended to forecast or predict future events. Past performance is not a guarantee or indication of future results. Upon receipt of this report, each recipient acknowledges 
and agrees that any FLI included herein should not be relied upon as a material consideration for any investment decisions taken by the recipient. Recipients should 
consult their own legal and financial advisers for additional information. Any prices provided herein (other than those identified as being historical) are indicative only 
and do not represent firm quotes as to either price or size. 

This report is proprietary to MUBK and MUFG Securities and may not be quoted, circulated or otherwise referred to without our prior written consent. Notwithstanding 
this, MUBK and MUFG Securities shall not be liable in any manner whatsoever for any consequences or loss (including but not limited to any direct, indirect or 
consequential loss, loss of profits and damages) arising from any reliance on or usage of this report and accepts no legal responsibility to any investor who directly or 
indirectly receives this material. 

 

MUBK covers banking business and is responsible for the publication of related research reports. MUFG Securities covers the securities business and is responsible 
for the publication of securities related research reports. References to “MUBK” shall be interpreted as a reference only for all matters related to bank products and 
references to “MUFG Securities” shall be interpreted as a reference only for all matters related to securities products.  

MUBK and/or its directors, officers and employees, from time to time, may have interest and/or underwriting commitment in the relevant securities mentioned herein 
or related instruments and/or may have a position or holding in such securities or related instruments as a result of engaging in such transactions. Furthermore, MUBK 
may have, or have had a relationship with or may provide or have provided corporate finance or other services to any company mentioned herein. 

 

COUNTRY AND REGION SPECIFIC DISCLAIMERS 

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 is 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. Each entity and branch within MUFG is subject 
to distinct regulatory requirements and certain products and services discussed in this document may not be available in all jurisdictions or to all client types. In this 
regard, please note the following jurisdictional specific disclaimers. 

 

Europe Middle East and Africa (EMEA): 

• United Kingdom (UK) and the European Economic Area (EEA): This report is only intended for a professional client or eligible counterparty and must not be 
passed onto a retail client, as defined under UK and EEA regulatory rules. It does not constitute investment research as those producing this report are not a research 
function and therefore this material has not been prepared under conditions designed to promote the independence of investment research including, but not limited 
to, the prohibition on dealing ahead of the dissemination of investment research. Under the Market Abuse Regulation (“MAR”) this report is a marketing communication 
which may amount to, or include, an investment recommendation and where so there are no plans to update the investment recommendation. Any prices mentioned 
in the investment recommendation were prices known by us when the recommendation was prepared. Further UK and EEA disclaimers, disclosures policies and 
notices can be found at  https://www.mufgemea.com/governance/legal-and-regulatory/, including the Fixed Income and Currency Products Dealing Disclosures, the 
Conflicts of Interest Summary Policy and MAR investment recommendation disclosures . 

 

• United Arab Emirates (UAE): This report is only intended for distribution to a professional client or market counterparty as those terms are defined under the 
rules of the Dubai Financial Services Authority and only a person meeting the criteria for these terms should act upon this report. 

 

• Qatar: This report is only intended for distribution to a Business Customer or Eligible counterparty as those terms are defined under the rules of the Qatar 
Financial Centre Regulatory Authority and only a person meeting the criteria for these terms should act upon this report. 

 

• South Africa: MUSE is permitted to offer and provide financial services to certain categories of sophisticated clients in South Africa under an exemption issued 
by the South African Financial Sector Conduct Authority, in terms of the Financial Advisory and Intermediary Services Act, 2002. 

 

 

The Americas (AMER): 
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• United States of America: 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: MUFG Securities 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. 

 

In relation to activities undertaken by MUSE in their capacity of a SD or SBSD, further disclosures and notices can be found at 
https://www.mufgemea.com/governance/legal-and-regulatory/. 

 

• Canada: MUSE operates under an International Dealer Exemption and Foreign Derivatives Dealer Exemption from registration within the provinces of Alberta, 
British Columbia, Manitoba, Ontario and Québec. MUSA operates under an International Dealer Exemption from registration with the securities regulators in all 
Canadian Provinces and Territories. When distributed by MUSE 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 dealer member 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 advice in any province or territory of Canada and is not tailored to the needs of the recipient. 

 

Asia-Pacific (APAC): 

• Hong Kong: Reports produced by MUFG Securities are 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. All enquiries from recipients of this report in Hong Kong must be directed to your usual sales 
contact in Hong Kong. 

 

• 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", MUBK’s 
Singapore branch and 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). Please contact your respective financial advisor in Singapore in relation to any matters arising from this report. 

 

• India: (i) MUS(INDIA) does not provide any advice/ recommendation to the prospective investors; (ii) the issuer is solely responsible for the completeness and 
accuracy of all information in the memorandum or otherwise provided to investors in connection with the debentures issued; (iii) MUS(INDIA) does not make any 
representations or warranties on the creditworthiness of the issuer of the securities, the information provided in the memorandum, or on the adequacy/ sufficiency and 
legal validity of the legal documentation or structure; (iv) investors must obtain independent advice in connection with the investment; and (v) MUS(INDIA) does not 
owe any duty of care to investors and expressly disclaims all liability.  

 

• Japan: This Note, when distributed by MUFG Securities affiliates located outside of Japan, is intended for distribution in accordance with Article 58-2 of the 
Financial Instruments Exchange Act 1948 (“FIEA”) i) to a “Financial Instruments Business Operator” engaged in “Securities-Related Business” as defined in the FIEA 
or ii) to the government, the Bank of Japan, a qualified financial institution defined in Article 209 of the Cabinet Office Ordinance Concerning Financial Instruments 
Business, Etc., or an Investment Manager. 

When distributed by Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. (“MUMSS”), this Note is intended for distribution to a “Professional Investor (tokutei-toushika)” 
as defined in the FIEA. 

 

• Australia: This Note 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 2001, and are wholesale clients for the purposes of section 761G of the Corporations Act 2001. This Note is not intended to be distributed or 
passed on, directly or indirectly, to any other class of persons in Australia. This Note is for informational purposes only, it does not make any recommendations and 
should not be relied upon for any investment purposes. For information on how we collect, use, store and secure personal information, please review our Privacy 
Policy. MUBK and MUFG Securities have established policies and procedures to identify and manage conflicts of interest to uphold the values of integrity, responsibility, 
accountability and trust, and to treat clients fairly.  MUBK and MUFG Securities have put in place the following arrangements to prevent conflicts of interest: information 
barriers to prevent the unnecessary exchange or misuse of confidential information; segregated deal teams to manage competing interests in a transaction; defined 
procedures for dealing with conflicts of interest, including procedures on crossing information barriers; reasonable steps by Compliance to ensure that information 
barrier arrangements remain effective and are effectively monitored. 

 

• New Zealand: This Note is only intended for distribution to persons in New Zealand who are wholesale clients as defined in clause 4 of Schedule 5 of the 
Financial Markets Conduct Act 2013, or are wholesale investors as defined in clauses 3(2) and 3, and clauses 36(b) of Schedule 1 of the Financial Markets Conduct 
Act 2013. This Note is not intended to be distributed or passed on, directly or indirectly, to any other class of persons in New Zealand. For information on how we 
collect, use, store and secure personal information, please review our Privacy Policy. 

 

• Thailand: In Thailand, MUSE has a derivatives dealer registration with the Securities and Exchange Commission, Thailand 
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