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Reasons behind the lack of an increase in JGB issuance despite economic measures
worth Y40tn
Discussion about FY22 On 12 November, Nikkei published an article with a headline stating that fiscal expenditures
COVID-19 contingency for economic measures would exceed Y40tn. The size of the figure in that headline was Y5tn
reserves has finally more than that in a Sankei Shimbun article published on 5 November stating that additional
begun economic measures of Y35tn were being considered. There is a possibility that COVID-19

contingency reserves in the FY22 initial budget were added. We think that expenditures
related to the FY21 supplementary budget have been largely unchanged from those in the
Sankei Shimbun article. Prime Minister Fumio Kishida appears to be keeping fiscal discipline
in mind while trying to formulate large-scale economic measures. In the revisions to the JGB
issuance plan for the FY21 supplementary budget, we thus maintain our view that (1) the
aggregate JGB issuance amount will be largely unchanged from the initial plan and (2) the
amount of calendar-basis market issuance will remain flat.

Following an article by Mainichi Newspaper, we pointed out previously that upcoming
economic measures will include COVID-19 contingency reserves in the FY22 initial budget. In
the economic measures formulated in December 2020, Y5tn in COVID-19 contingency
reserves were included in the FY21 initial budget. While the rate of new COVID-19 infections
has now subsided in Japan, continued caution is necessary, as the number of cases is still
increasing worldwide. The government needs to prepare for all contingencies in the FY22
initial budget. In the Nikkei article, we finally see mention of economic measures including
items such as COVID-19 contingency reserves being included in the FY22 initial budget, rather
than only programs funded by the FY21 extra budget. The sources for the Sankei Shimbun
and Nikkei articles are not necessarily the same, and we can’'t do a precise comparison to
account for the difference. However, if we postulate that Y5tn in COVID-19 contingency
reserves will be added to the FY22 initial budget, the same amount as in the FY21 initial
budget, the difference in the figures given in the headlines can be explained. As this amount
is included in the FY22 initial budget, this will not lead to an increase in the JGB issuance to
fund the FY21 extra budget.

The Sankei Shimbun article states that a portion of the budget carried forward from FY20 to
FY21 (about Y10-14tn) will be used in the financial resources for the Y35tn. We think that
programs that were already booked in FY20 will be rehashed and included once again. If this
view is correct, the aggregate JGB issuance amount after the supplementary budget in the
FY21 issuance plan will be largely unchanged from that in the initial budget due to an upward
revision to FY21 tax revenues, utilization of surplus in the FY20 results, and reduction in the
issuance amount of FILP bonds in line with a delay in the FY21 FILP plan. In our view, even
if the aggregate issuance amount were increased, the amount of calendar-basis market
issuance would remain flat due to the utilization of front-loading issuance of refunding bonds.
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We agree with the tone of the Nikkei article, namely that it is important to achieve wise
spending of economic measures, rather than simply focusing on increasing the scale of the
measures. However, the current economic measures are not heading towards focusing on
increasing the scale of the measures. During the time between the publication of the Sankei
Shimbun article and that of the Nikkei article, we saw adjustments made among the ruling
parties—i.e., the Liberal Democratic Party (LDP) persuaded Komeito, which has an
aggressive fiscal stance, to reduce such spending. We do not think that expenditures have
ballooned further.

For example, the LDP added an annual income cap of Y9.6mn to the cash handout to people
aged 18 or younger (Y100,000 per person), countering Komeito’s campaign promise that it
would provide an across-the-board handout. Currently, it is to be based on the income of the
head of the household, but Chair of the LDP Policy Research Council Sanae Takaichi, who
called for an aggressive fiscal stance in the LDP leadership election, is now playing the role
of cutting expenditures further, and insists that giving a handout to double-income families
in which each annual income is close to Y9.6mn would be unfair. It is possible debate will
continue starting the beginning of the week regarding whether or not to base it on the entire
household income rather than just the income of the head of the household.

Similarly, through negotiations with the LDP, across-the-board provision of reward points
worth Y30,000 to Individual Number Card holders, another campaign promise by Komeito,
was changed to conditional provision of a maximum of Y20,000. The requirements include
procedures to use the card as a health insurance card and/or to link the card to
deposit/savings accounts, things cardholders appear to be hesitant to do. We think the
estimated amount of expenditures in this program has decreased from around Y3tn to about
Y1tn.

Thus far, Prime Minister Kishida has insisted that there will be no redistribution without
growth, and that economic measures worth several tens of trillions of yen should be
formulated. However, as far as we can see from the process with which economic measures
are being formulated, he appears to be keeping the maintenance of fiscal discipline in mind.
Concerns about a substantial increase in the JGB issuance amount, such as an increase in
the number of auctions, would appear to be unnecessary.



Daiwa’s View: 15 November 2021

Daiwa

Securities

IMPORTANT

This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be
made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise
changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the
content of this report, which may not be redistributed or otherwise transmitted without prior consent.

Ratings

Issues are rated 1, 2, 3, 4, or 5 as follows:

1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months.

2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months.

3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months.
4: Underperform TOP1X/benchmark index by 5-15% over the next 12 months.

5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months.

Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for
Taiwan, and S&P/ASX 200 for Australia.

Target Prices
Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment.

Disclosures related to Daiwa Securities

Please refer to https://Izone.daiwa.co.jp/I-zone/disclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities held by
Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other disclosures
concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa Securities.

Explanatory Document of Unregistered Credit Ratings

This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:
https://lzone.daiwa.co.jp/I-zone/disclaimer/creditratings.pdf

Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law

(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)
If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the
following items.

= |n addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with
you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the
commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of
your securities, if you are a non-resident.

= For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand
with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.

= There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest
rates, exchange rates, stock prices, real estate prices, commaodity prices, and others. In addition, depending on the content of the transaction, the loss could
exceed the amount of the collateral or margin requirements.

= There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.

= Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as
certified public accountants.

* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current
market conditions and the content of each transaction etc.

** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company
and you based on current market conditions and the content of each transaction etc.

When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take
responsibility for your own decisions regarding the signing of the agreement with our company.
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Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type Il Financial
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