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Bloomberg released a detailed breakdown of Japan’s FY22 general account settlement on
29 June, ahead of the government’s official announcement slated for early July. The media
and others have focused on the large size of the net surplus, which will partially finance
plans to increase defense spending. The JGB market, on the other hand, has focused more
on the Y12tn reduction in new JGB issuance. The government will compile the FY23
supplementary budget between this fall and before the end of the year. A potential snap
election before that could also impact the compilation of that supplementary budget, so it
will be interesting to see the extent to which spending will expand. Still, it is assumed that
the Y12tn reduction in new JGB issuance in FY22 should allow for a reasonable amount of
front-loaded JGB issuance. The FY23 supplementary budget has more room to use
front-loaded JGBs, which is expected to be a factor in curbing the amount of
calendar-based JGB market issuance.

FY22 general account settlement focus on Y12tn reduction in new JGBs
Bloomberg’s report is probably quite accurate and most of the key figures were included.
Here, we filled in the numbers for the FY22 general account settlement, rearranged the
items, and compared them to the actual settlement for FY21 (Chart 1). In terms of
expenditures, the amount of unused money (amount not spent during fiscal year, not
carried over to the next fiscal year, and determined not to be spent) appears to have been
quite large at Y11.3tn. This is probably because the government did not use up Y2.8tn in
reserves for coronavirus and high-inflation support measures, as well as Y1.0tn in reserves
to support Ukraine (A in Chart 1).

Chart 1: FY21 Actual, FY22 Projected Results for General Account Settlement (as reported by Bloomberg)

(Y tn) FY21 actual FY22 projected
results
Lower than expected expenditures (positive factor) 6.3 11.3 A
Unused 6.3 1.3
Higherthan- (+ factor) / lower-than- (- factor) ex pected revenue from other than new JGBs 40 41 B
Taxrevenue 3.2 28 C
Non-tax revenue 0.8 13
Total for higher/lower-than-ex pected ex penditures and revenue 10.3 154 D=A+B
Reduction in new JGB issuance (positive factor) 8.0 -12.0 E
Total for higher/lower-than-ex pected ex penditures and revenue after new JGB issuance reduction 23 34 F=D+E
Tax allocated to local govemments, others (about 30% of higher-than-ex pected tax revenue went to tax allocated to local govemments) 0.9 0.8 G
Net surplus 14 26 H=F-G

Source: MOF, Bloomberg; compiled by Daiwa Securities.

Important disclosures, including any required research certifications, are provided on the last page(s) of this report.




Japan’s FY22 fiscal surplus reported at Y2.6tn: 3 July 2023 D -

Securities

Tax revenue was Y2.8tn higher than the estimate in the second supplementary budget (C in
Chart 1) and non-tax revenue was Y1.3tn higher than expected. As such, total revenue was
apparently Y4.1tn higher than expected (B in Chart 1).

The total for unused expenditures plus higher than expected revenue came to Y15.4tn (D in
Chart 1). Since fundraising to this extent is no longer needed, new JGB issuance can be
reduced by Y12tn from the initially planned issuance amount (E in Chart 1). It is assumed
that the issuance of front-loaded JGBs has increased to roughly the extent that new JGB
issuance is no longer needed.

Factor reducing calendar-based JGB market issuance in FY23 supplementary
budget

A regular supplementary budget is usually prepared in late December of each fiscal year.
However, in the case of FY23, the administration of Fumio Kishida could dissolve the Diet
and hold a snap election before the end of this year. The supplementary budget after the
coronavirus outbreak was much larger in scale, swelling by units of Y10tn, partly due to
strong requests from the ruling Liberal Democratic Party of Japan (LDP) for additional
outlays. The FY23 supplementary budget could also be inflated again with awareness of
the potential for a snap election. That said, the government has already downgraded the
novel coronavirus to Class 5 (common infectious disease such as seasonal flu). The 2023
Basic Policy on Economic and Fiscal Management and Reform (Basic Policy) included the
passage, “The government will work to return the expenditure structure to normal and
ensure that emergency spending is not prolonged or made permanent more than
necessary.”

Turning to Nagata-cho (National Diet Building location, synonymous with Japanese politics),
Prime Minister Kishida emphasized fiscal discipline when he prepared the FY23 budget at
the end of last year. This year, however, he changed his stance. Apparently, there was the
view that the 2023 Basic Policy may not specify the sources of funding for increased
spending on defense and child care (to reverse falling birthrate). In fact, that is exactly what
has happened with the Basic Policy. The exact size of the FY23 supplementary budget is
still hard to envision.

Half of the Y2.6tn net surplus for FY22, or Y1.3tn, has so far been available to finance the
FY23 supplementary budget. However, going forward, these funds will be transferred to the
defense coffers. Meanwhile, as tax revenues for FY22 were revised upward, the tax
revenue outlook for FY23 may likewise shift upward. Also, for FY23 there is still a total of
Y5.0tn remaining in reserve funds for coronavirus & high-inflation support measures and
reserves for emergency response for Ukraine.

Furthermore, even if the FY23 supplementary budget entails increased issuance of JGBs,
the extra leeway for utilizing front-loaded JGBs is likely to curb the amount of
calendar-based JGB market issuance. In regards to this leeway for utilizing front-loaded
JGBs, we note that the Fiscal Investment and Loan Program had also planned Y 18.6tn for
FY22, but spent only Y12.9tn of that amount, leaving Y5.7tn unspent. With the government
not issuing FILP bonds, trillions of yen may have gone to front-loaded JGBs.

Net surplus is fraction of budget; want to watch increasing tax revenue trend

As mentioned above, the total for unused expenditures plus higher than expected revenue
in FY22 came to Y15.4tn, but the amount of new JGBs was reduced by Y12tn. Furthermore,
it appears that about 30%, or Y0.8tn (G in Chart 1), of the higher-than-expected tax revenue
increase went to tax allocated to local governments. The net surplus is only a fraction of the
total after subtracting new JGBs and tax allocated to local governments.

The reason for reducing the amount of new JGBs is a provision in the law requiring the
issuance of deficit-financing bonds to control the amount of JGBs issued each fiscal year.

In terms of funding increased defense spending, tax revenue increasing steadily to a record
high of Y71.1tn would be desirable. The easy way would be to finance this funding through
increased tax revenues from economic growth.
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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, commodity 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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