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Higher-for-Longer: A Structural Shift
in Global Interest Rates

Entering 2026, global bond markets are undergoing a significant
repricing. Despite a cooling phase in late 2025, long-term yields
have surged in January, driven by a "perfect storm” of fiscal
expansion, intensified competition for capital and shifting central
bank dynamics. The US 10-Year Treasury yield has climbed back
toward 4.3%, while international benchmarks, including Japan’s
long-term bond yields surging to record-highs, signaling a global
trend.
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Higher-for-Longer: A Structural Shift in Global Interest Rates

Executive Summary:

Global bond yields have moved significantly higher in a synchronised manner across major developed economies,
marking a decisive shift away from the ultra-low yield regime that defined the post-Global Financial Crisis (GFC) era.
What makes this phase distinctive is that the rise is no longer confined to the United States (USA) alone; yields are also
resetting meaningfully in Japan as well as in Europe (e.g., France, Germany), reflecting deeper structural changes in
inflation dynamics, fiscal policy, and central bank behaviour.

o Inthe US, resilient growth and sticky services inflation have forced markets to reprice the path of rate cuts, keeping long-
end yields elevated. The term premium has risen as investors demand greater compensation for duration risk amid large
fiscal deficits and heavy bond issuance. This has reinforced the idea that interest rates may remain structurally higher
than pre-pandemic norms.

o In Europe, particularly in France and Germany, bond yields have risen as inflation persistence, fiscal slippage, and
increased sovereign supply challenge assumptions of permanently low rates. The widening focus on fiscal sustainability
and defence- and energy-related spending has added upward pressure on yields, even as growth remains uneven.

e Japan represents a more profound regime shift. After decades of yield suppression, incremental policy normalisation and
rising domestic inflation have allowed Japanese government bond yields to move higher. Even modest increases in
Japanese yields carry outsized global implications, given Japan’s role as a major exporter of capital and a long-standing
anchor of global carry trades.

Taken together, the rise in global bond yields signals a return of price discipline and cost of capital across markets. Higher yields
are no longer a local phenomenon but a global adjustment, reshaping valuation frameworks across equities, credit, currencies, and
real assets.

Figure 1: US, Japan, Germany, and France 10-year government bond yields
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Source: Bloomberg, HDFC TRU. Note: Priced as on 20 Jan 2026.

Analysis of Japan’s Shifting Yield Curve:

e  The simple explanation for the material steepening of the Japanese government bond (JGB) yield curve is that nominal GDP
growth has been rising of late in Japan. Its nominal GDP growth has risen from a pre-Covid low of 0.5% yly in 2019 to 4.1%
yly in 3Q25 and 4.9% yly in the first three quarters of 2025.

e  Moreover, we note that the JGB yield curve is also being driven by a significant shift in behavior among domestic insurance
companies. These institutions have moved away from purchasing long-dated bonds (10Y+), as the necessity to "reach for
yield" has diminished. Since May 2024, when the 10-year JGB yields surpassed 1%, insurers have been able to meet their
asset-liability requirements without seeking riskier or longer-duration positions.

¢ In addition, soft demand in the auction for long-term Japanese bonds this week, further acted as the "last straw,"
causing prices to crash and yields to skyrocket because there simply weren't enough buyers.
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Figure 2: Japan 10-year, 20-year, 30-year and 40-year JGB yields
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Source: Bloomberg, HDFC TRU. Note: Priced as on 20 Jan 2026.

Calm before the Storm?

e The MOVE index tracks implied volatility on US Treasury options across key maturities. In that sense, it is the bond-market
equivalent of the VIX, but specifically for US Treasuries.

e Despite the sharp rise in global sovereign yields, the MOVE index, has remained relatively contained. This suggests that, so
far, markets are viewing the increase in yields as an orderly repricing rather than a disorderly shock, with expectations
adjusting in a gradual and controlled manner. However, this calm warrants close monitoring.

e Any sharp move higher in the MOVE index would signal rising stress in sovereign bond markets and could have broader
cross-asset implications. As such, the MOVE index remains a critical indicator to track in the coming days / months.

Figure 3: The MOVE Index (Volatility Gauge for US Treasuries)
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Source: Bloomberg, HDFC TRU. Note: Priced as on 20 Jan 2026.
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Disclaimer

This communication is being sent by the Investment Advisory Group of HSL IA., registered under SEBI (Investment Advisors) Regulations, 2013
under the Registration number INA000011538.

This note has been prepared exclusively for the benefit and internal use of the recipient and does not carry any right of reproduction or disclosure.
Neither this note nor any of its contents maybe used for any other purpose without the prior written consent of HSL IA, Investment Advisory Group
(HSL 1A). In preparing this note, we have relied upon and assumed, without any independent verification, accuracy and completeness of all
information available in public domain or from sources considered reliable. This note contains certain assumptions and views, which HSL IA
considers reasonable at this point in time, and which are subject to change. Computations adopted in this note are indicative and are based on
current market prices and general market sentiment. No representation or warranty is given by HSL IA as to the achievement or reasonableness
or completeness of any idea and/or assumptions. This note does not purport to contain all the information that the recipient may require.
Recipients should not construe any of the contents herein as advice relating to business, financial, legal, taxation, or other matters and they are
advised to consult their own business, financial, legal, taxation and other experts / advisors concerning the company regarding the
appropriateness of investing in any securities or investment strategies discussed or recommended in this note and should understand that
statements regarding future prospects may not be realized. It may be noted that investments in equity and equity-related securities involve a
degree of risk and investors should not invest any funds unless they can afford to take the risk of losing their investment. Investors are advised
to undertake necessary due diligence before making an investment decision. For making an investment decision, investors must rely on their
own examination of the Company including the risks involved. Investors should note that income from investment in such securities, if any, may
fluctuate and that each security’s price or value may rise or fall. Accordingly, investors may receive back less than originally invested. Neither
HSL 1A nor any of its employees shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including
lost profits arising in any way from the information contained in this material. This note does not constitute an offer for sale, or an invitation to
subscribe for, or purchase equity shares or other assets or securities of the company and the information contained herein shall not form the
basis of any contract. It is also not meant to be or to constitute any offer for any transaction. HSL IA and its affiliates, officers, directors, key
managerial persons and employees, including persons involved in the preparation or issuance of this material may from time to time, have long
or short positions in, and buy or sell the securities thereof, of company (ies) mentioned herein. HSL |A may at any time solicit or provide
commercial banking, credit, advisory or other services to the issuer of any security referred to herein. Accordingly, information may be available
to HSL IA, which is not reflected in this material, and HSL 1A may have acted upon or used the information prior to, or immediately following its
publication.

HSL IA neither guarantees nor makes any representations or warranties, express or implied, with respect to the faimess, correctness, accuracy,
adequacy, reasonableness, viability for any particular purpose or completeness of the information and opinions. Further, HSL IA disclaims all
liability in relation to use of data or information used in this report which is sourced from third parties.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the HSL 1A team and all its
activities are segregated from HSL IA activities. The proprietary desk operates independently, potentially leading to investment decisions that
may deviate from research views.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves,
Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP:
11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.:
INA000011538; CIN - U67120MH2000PLC152193

Investments in securities market are subject to market risks. Read all the related documents carefully before investing.

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of 1As) and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

This information is for educational/information purposes only.
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