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USD/JPY appears overbought, likely to normalise to lower levels


USD/JPY saw a recent strong rise in response to higher Treasury yields



USD strength appears to be running ahead of its fundamentals



As such, USD/JPY looks toppish and may correct towards 107 by end of 2021

In the last couple of months, the biggest reaction to the recent spike in Treasury yields was seen in the Japanese
Yen (JPY). The USD/JPY currency pair surged sharply from 105 to 110 between late February and late March
2021. This strong rally mirrored the sizable jump in the 10-Year US Treasury yield – from 1.34% to 1.74% in the
same period – which was a result of a brighter global economic outlook.
With no clear shifts in monetary policy by both the United States (US) and Japan, this resurgence for USD/JPY
appears to run ahead of the fundamentals. This is especially so when the Federal Reserve remains ultraaccommodative and is unlikely to hike rates until the risks posed by the pandemic have clearly passed. With US
interest rates likely to hover near zero over the next two years, it will be challenging for the USD to hold on to its
recent gains.
In line with our expectations of a modestly weaker USD this year, we foresee that USD/JPY will start to normalise
lower alongside the reduced near-term volatility in bond markets. Our latest forecasts for USD/JPY are 109 in
2Q21, 108 in 3Q21, and 107 in both 4Q21 and 1Q22.
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Source: Bloomberg. Data as at 31 March 2021.
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product and if applicable, the prospectus or constituting document of the investment or insurance product. Nothing in
this publication constitutes accounting, legal, regulatory, tax, financial or other advice. If in doubt, you should consult
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