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Ultra-Long End Leads Rate Rise on Persistent Inflation Concerns
Amid Middle East Uncertainty

The yield on 10-year Japanese government bonds has continued to rise even after hitting 2.5% at the
end of April—a level not seen in about 29 years—and stood at around 2.6% as of May 14. This trend
reflects rising inflation concerns stemming from the de facto blockade of the Strait of Hormuz amid
escalating tensions in the Middle East. A notable indicator is the 10-year BEI (Breakeven Inflation Rate),
which has surpassed the Bank of Japan’s price stability target of 2.0% and risen to the 2.1% range. Given
Japan’s structural shift toward an inflationary economy and the tendency for inflation expectations to form
adaptively, even an energy shock could lead to current price increases spilling over into an upward
deviation from the underlying inflation rate. In this regard, the stability of long-term inflation expectations is
crucial; however, the rise in the 10-year BEI suggests that the anchor may be becoming unanchored.

That said, it cannot be categorically stated that the Bank of Japan’s policy response is lagging. Looking
at the “underlying inflation rate” indicated by the Bank of Japan, while there is some variation across
indicators, overall it is gradually approaching 2%. If the policy response were indeed lagging, interest rate
hikes should be becoming apparent even in the short-term segment; however, in reality, there has been no
significant change in the market’s pricing of rate hikes within the year. Rather, interest rate increases have
been more pronounced in the long-term interest rates recently. This trend suggests that, particularly with
the rising share of foreign investors holding ultra-long-term JGBs, JGBs have become structurally
susceptible to shifts in global risk appetite. Consequently, rising overseas interest rates—such as those
driven by rate hikes in other countries—are more likely to spill over into domestic rates.
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Important Information

This Presentation (“Presentation”) is provided to its intended recipient (the “Recipient”) and is not intended for redistribution or public
use. The data and information presented are for informational purposes only. The information contained herein should be treated as
confidential and may not be transmitted, reproduced, or used in whole or in part for any other purpose, nor may it be disclosed without
the prior written consent of Daiwa Asset Management. By accepting this material, the Recipient agrees not to distribute or provide this
information to any other person.

This Presentation is intended for use by professional investors only. Investors should independently evaluate specific investments and
strategies and seek their own investment advice. Daiwa Asset Management shall not be held liable for any consequences resulting from
any investment in any strategy or product discussed in this Presentation. No investment strategy can guarantee performance results.
Past performance is no guarantee of future results. All investments are subject to investment risk, including the loss of principal. For
more detailed information, including a description of the risks and rewards associated with the funds mentioned, please refer to the
UCITS prospectus, the Key Investor Information Document (KIID), and the most recently published annual and semi-annual reports.

This Presentation was prepared to provide information regarding the investment capabilities of Daiwa Asset Management. It should not
be construed as an offer or a solicitation to purchase or subscribe to the funds mentioned in this material. This is a marketing
communication. Potential investors should refer to and read the UCITS prospectus and KIID for more detailed information prior to
making an investment decision.

The information, statements, forecasts, and projections contained in this Presentation, including any expressions of opinion, are based
on sources believed to be reliable, but their accuracy, correctness, or completeness are not guaranteed. The performance of
investments, if referred to herein, is based on past data and is neither necessarily an indication nor a guarantee of future performance
of such investments. The performance data in this material does not account for any taxes or fees, if applicable, and does not represent
the final return for potential investors. Daiwa Asset Management has made all reasonable efforts to ensure that the information
contained herein is current, but it is subject to change without notice. Daiwa Asset Management, or any of its affiliates, accepts no
liability whatsoever for any direct or consequential loss arising from any use of this material or its content.

The TOPIX Index Value and the TOPIX Marks are subject to the proprietary rights owned by JPX Market Innovation & Research, Inc.
or affiliates of JPX Market Innovation & Research, Inc. (hereinafter collectively referred to as "JPX"), and JPX owns all rights and know-
how relating to TOPIX, such as the calculation, publication, and use of the TOPIX Index Value and the TOPIX Marks. JPX shall not be
liable for any miscalculation, incorrect publication, or delayed or interrupted publication of the TOPIX Index Value. No Licensed Product
is in any way sponsored, endorsed, or promoted by JPX, and JPX shall not be responsible for any damage resulting from the issuance
and sale of the Licensed Product.
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