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» Draft budget supports public sector wage hikes; goal of returning kouji. hamada@daiwa.co.jp
spending to normal remains difficult due to many issues other than
coronavirus; breaking from 30 years of deflation seen as essential Daiwa Securities Co. Ltd ‘

The FY24 draft budget and JGB issuance plan were set on 22 December.

MOF is planning to issue Y1.7tn in closely-watched Japan Climate Transition Bond (CT
bonds) between April 2024 and March 2025. The issuance timing and maturities are
expected to be determined around March 2024. At this juncture, the most likely options are
to issue the entire amount at one time in Apr-Jun or conduct two issuances, specifically in
Apr-Jun and from July.

The JGB issuance plan includes an almost Y20tn decrease for the calendar-based JGB
market issuance due in part to a big decrease for refunding bonds. The flow-based
average maturity has lengthened to about the same level as that before the coronavirus
outbreak. We expect a slowing effect for interest expense growth, even if yields rise.

The draft budget realizes support for public sector wage increases. The policies of the
Kishida administration have consistently pursued the goal of breaking Japan free from 30
years of deflation. The goal of returning spending to normal involves reducing the
contingency reserves from Y5.0tn to Y1.0tn. However, there are many other issues that
need to be addressed besides the coronavirus and the scale of expenditures has not
returned to pre-coronavirus levels. Overcoming 30 years of deflation is essential for
achieving fiscal consolidation.

Issuance of Y1.7tn in CT bonds; likely options are one issuance
(Apr-Jun) or two (Apr-Jun + from Jul)

Calendar-based issuance of CT bonds in FY24 (Apr 2024 to Mar 2025) is set at Y1.7tn
(Chart 2). The issuance timing and maturities are still undetermined. First, Y0.8tn each of
5-year and 10-year bonds will be issued in February 2024 as the initial bonds. Based on
the results, decisions will be made in March after holding discussions at the Meeting of
JGB Investors and the Meeting of JGB Market Special Participants.

Strictly speaking, not all GX Economy Transition Bonds will be issued as CT bonds. This is
because administrative and interest expenses are not included in how the CT bonds are
used. However, in FY23-24, there are still a few uncovered expenses and it is likely that
almost all of the GX Economy Transition Bonds will be issued as CT bonds.

The timing for issuing CT bonds can be predicted to some extent depending on whether
the GX Economy Transition Bonds, for which budgetary measures were taken, are new
issuance or refunding bonds (Chart 1). Between April 2024 and March 2025, the most
likely options are just one issuance in Apr-Jun or two issuances, specifically in Apr-Jun and
from July.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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Chart 1: Budgetary Measures for GX Economy Transition Bonds and Anticipated Timing for CT Bond Issuance
2024 2025
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun
I(Peri - .
23 (Period for ﬁnallzan?n of receipts and
1 expenditures)
Fy24 i(Period for ﬁnaIizaﬁ?n of receipts and
! expenditures)
) me————)
Budgetary measures for GX Economy Transition Bonds _ Actual issuance of CT bonds -
Feb 2024 Apr-Jun 2024 Apr 2024-Mar 2025 Apr-Jun 2025
FY23 inifial budget Newly-issued bonds Y0.5in Y0.5n
Refunding bonds Y1.1n Y11t
FY23 supplementary budget Newly-issued bonds Y0.2n Y0.2n
Refunding bonds Y0.8n Y0.8n
FY24 initial budget Newly-issued bonds  Y0.7tn Y0.4n Y0.3n
Total of FY23-24 budget Y3.3n Apr 2023-Mar 2024 Apr-Jun 2025
Y1.6tn Y0.3tn

Source: MOF; compiled by Daiwa.

The initial budget for FY23 included Y1.6tn in GX Economy Transition Bonds, consisting of
newly issued and refunding bonds. This Y1.6tn in CT bonds will be issued in February
2024.

The FY23 supplementary budget added Y1.0tn in GX Economy Transition Bonds. Of that
amount, Y0.2tn are newly issued bonds, so they must be issued by the end of the FY23
period for the finalization of receipts and expenditures (Apr-Jun 2024). That is, in FY24,
MOF must issue Y0.2tn in CT bonds in Apr-Jun.

Of the Y1.0tn in GX Economy Transition Bonds added in the FY23 supplementary budget,
the remaining Y0.8tn are refunding bonds, so they can be issued at any time in FY24. The
Y0.7tn in GX Economy Transition Bonds in the initial FY24 budget are all newly issued
bonds. Of that amount, Y0.4tn is likely to be issued by March 2025. There is the option to
issue the sum of both (Y0.8tn + Y0.4tn = Y1.2tn) along with Y0.2tn in Apr-Jun 2024 for the
entire amount. Another option is to issue part of the amount, specifically the Y0.2tn amount
in Apr-Jun and then issue the remainder separately at some time from July. Discussions
will be held in March to determine which option is better.

Of the Y0.7tn in GX Economy Transition Bonds included in the initial FY24 budget, the
remaining Y0.3tn are also newly issued bonds. This issuance is currently scheduled for the
FY24 period for the finalization of receipts and expenditures (Apr-Jun 2025).

A supplementary budget for FY24 may be compiled and the issuance of GX Economy
Transition Bonds could increase. In that case, the timing for the CT Bond issuance,
maturities, and amounts would be reexamined.
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JGB issuance plan lengthens average maturity

The amount of refunding bonds in the FY24 JGB issuance plan is Y22.0tn less versus the
initial plan for FY23. As a result, calendar-based market issuance also declined by Y19.3tn.

Bidding for 20-year bonds has been weak, so the issuance of this maturity will be cut (by
Y0.2tn/auction) a bit earlier than that for other maturities, from January 2024. From FY24,
issuance amounts per auction will be reduced by Y0.1tn for the 10-year bond, Y0.2tn for
the 5-year bond, and Y0.3tn for each the 2-year bond and 1-year TB, with larger reductions
for the shorter maturities. There will be no issuance of 6-month T-bills.

Chart 2: FY24 JGB Issuance Plan
< Breakdown by Legal Grounds >

2023

» Total of initial budget and »
Initial Initial
extrabudget

(@) (b) ()

Newly-issued bonds :

Reconstruction bonds 0.1 0.0 01 0.0 0.1
GX Economy Transition Bonds 0.5 15 0.7 02 | 09
Children special bonds 0.0 0.0 0.2 0.2 0.2
FILP bonds 120 50 100 20 50
Refunding bonds 157.6 155.1 135.5 220 9.6
Total 2058 206.1 1815 | %3 246

<Breakdown by Financing Methods >
2023
Total of initial
After revision in
Initial budgetand extra Initial
Dec
budget

(@) (b) | (cHb) (dHa)

JGB market issuance (calendar base)
Non-price competitive auction ||, etc. 7.0 6.4 6.2 0.2 53 A7 -1.0
Adjustment between fiscal years 3.0 39 31 0.8 0.0 3.0 341
Subtotal financed in the market 200.3 200.6 200.6 0.0 176.3 24.0 243
Sales for households 35 35 35 0.0 35 0.0 0.0
BOJ rollover 20 20 20 0.0 17 03 03
Total 205.8 206.1 206.1 0.0 1815 243 246

< Calendar-based Market Issuance Amounts)

2024
Total of initial budget and extra budget % After revision in Dec Initial
(Total: a) (Total: b) (Total:c) | (cHa)
40-year 07 x 6 times 42 07 x 6 times 42 07 x 6 times 42 : 00 | 0.0
30-year 09 x 12 times 108 0.9 x 12 times 108 0.9 x 12 times 108 0.0 0.0
12 X 9
20-year 1.2 x 12 times 144 1.0 . 3 times 138 1.0 x 12 times 120 24 -1.8
10-year 27 x 12 times 324 27 x 12 times 324 26 x 12 times 31.2 -1.2 -1.2
5-year 25 X 12 times 30.0 25 x 12 times 30.0 23 x 12 times 276 24 24
2-year 29 x 12 times 348 29 x 12 times 348 2.6 x 12 times 312 36 36
TBs 50.7 50.7 384 -12.3 -12.3
10-year inflation-index ed 0.25 x 4 times 1.0 0.25 x 4 times 1.0 0.25 x 4 times 10 0.0 0.0
Japan Climate Transition Bonds 1.6 14 14 0.2
Liquidity Enhancement Auction 120 12.0 132 12 12
Total 190.3 191.3 171.0 -19.3 -20.3

2023 2024

Total of initial budget and extra budget % (After revision in Dec) Initial
(Total: a) (Total: b) Total:c) | (cHa) |
1-year . 12 times 42.0 . 12 times 42.0 . 12 times 384 :
6-month 87 87 0.0 8.7 8.7

Source: MOF; compiled by Daiwa.
*Same as initial budget.
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From a “return to normalcy” perspective, we compared the calendar-based market
issuance in the initial plan for FY24 with that for FY20, which was compiled before the
coronavirus outbreak, and FY21, when total issuance peaked (Chart 3). The total issuance
amount has decreased by Y50tn from FY21. However, this is still Y42.0tn more compared
to FY20. By maturity, 6-month T-bills returned to zero issuance, while issuance for the 1-
year T-bill, 2-year bond, and 5-year bond increased by Y16.8tn, Y7.2tn, and Y4.8tn,
respectively. That said, issuance of long-term and super-long-term bonds has also
increased by a combined Y10.8tn.

Chart 3: Calendar-based Market Issuance Amounts by Maturity in FY20, FY21, and FY24 (initial plans)

2024
(per auction) (Total: a) t(pt-:r auction) (Total: b) | (per auction) (Total: c) 2024 21524

40-year 0.5 X 6 times 3.0 0.6 x 6 times 36 0.7 X 6 times 42 12 ‘ 0.6
30-year 0.7 X 12 times 84 0.9 x 12 times 108 0.9 X 12 times 10.8 24 0.0
20-year 0.9 x 12 times 10.8 1.2 x 12 times 14.4 1.0 x 12 times 12.0 12 24
10-year 21 x 12 times 252 26 X 12 times 312 26 X 12 times 312 6.0 0.0
5-year 19 x 12 times 228 25 x 12 times 30.0 23 x 12 times 276 48 24
2-year 20 x 12 times 240 3.0 x 12 times 36.0 26 X 12 times 312 72 48
TBs

1-year 18 x 12 times 216 35 x 12 times 420 3.2 x 12 times 384 16.8 36

6-month 0.0 4.2 0.0 0.0 412
10-year inflation-index ed 0.4 x 4 times 16 02 x 4 times 08 0.25 x 4 times 1.0 06 0.2
Japan Climate Transition Bonds 0.0 0.0 14 14 14
Liquidity Enhancement Auction 14 114 132 18 18
Total 128.8 2214 171.0 422 50.4

Source: MOF; compiled by Daiwa.

The average maturity in FY24 will lengthen to just under nine years on a calendar basis
(flow), which is roughly the same as that before the coronavirus outbreak. The average
maturity also continued to lengthen on an outstanding amount (stock) basis. As such, a
“return to normalcy” has been realized.

If JGB yields rise, an increase in interest expenses is inevitable over the long run.
However, the longer the average maturity, the slower the pace of growth for interest
expenses due to the slower pace for replacing bonds with higher yields.

Chart 4: Weighted Average Maturity of JGBs

Market issuance (flow-basis) Outstanding amount (stock-basis)

(FY) (at the end of FY)

2015 8 years and 9 months | 2015 8 years and 5 months |

2016 8 years and 10 months | 2016 8 years and 7 months |

2017 9 years and 0 month ‘ 2017 8 years and 10 months |

2018 8 years and 11 months | 2018 9 years and 0 month ‘

2019 9 years and 0 month ‘ 2019 9 years and 2 months |

2020 6 years and 8 months | 2020 8 years and 11 months I

2021 7 years and 3 months ‘ 2021 9 years and 0 month I

2022 7 years and 7 months | 2022 9 years and 2 months ‘

2023 8 years and 1 month | (Estimate) 2‘02:? 9 years and 6 months |(Estimate)

{itial) ita

2“0(2;4 8 years and 7 months | (Estimate) %O?f' 9 years and 7 months | (Estimate}
(Note) Up to FY2022: Actual (Note) Outstanding amount of general bonds. Up to FY2022: Actual

Source: Excerpted from MOF materials.
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Initial budget proposal for FY24 also supports wage increases

The Kishida administration has called on Japan’s business community to increase wages
to realize the goal of income growth exceeding price inflation in FY24 in order to break
Japan free from 30 year of deflation.

The initial budget for FY24 revises the official prices set by the government for the medical
and welfare sectors, including medical/nursing care reimbursements. This includes better
compensation (salary, other considerations) for medical and nursing care workers. The
official prices set by the government for childcare will increase in order to improve
compensation (salary, other considerations) for childcare workers. The government
significantly increased its contribution to the national budget for compulsory education and
the salaries of public elementary and junior high school teachers/staff were increased.

Widening the base of wage increases for those whose wages are determined by the
government’s official prices and budgets should encourage the expansion of private sector
wage hike efforts. The Kishida administration’s policy goals on this front are clear and
consistent.

Medical care, welfare, childcare, education, and other such services are essential to
people’s lives, but salaries in those fields are low relative to the hard work involved. Also,
labor shortages have become a pressing issue. This improvement in worker compensation
(salary, other considerations) is likely to help alleviate these issues.

Despite ending coronavirus-related outlays, spending yet to return
to normal

Spending to address the coronavirus outbreak has run its course and the government’s
“Basic Policies for Economic and Fiscal Management and Structural Reform” specifies that
the spending structure will return to normalcy.

During the coronavirus outbreak, the FY20 supplementary budget included reserves for
responding to the pandemic (maximum of Y11.5tn). Y5.0tn was allocated in the initial
budget for FY21. Since then, the government has continued to use the contingency
reserves of Y5tn, changing its utilization in order to respond to rising prices and wage
increases. The amount was finally reduced to Y1.0tn in the FY24 budget (Chart 5).

Chart 5: Expenditure and Revenue Items of FY24 General Account Initial Budget (Y tn)

2023 2024 Change

Ex penditures Total 1144 1121 2.3
Social security 36.9 377 0.9

National defense (cany-over to defense build-up funds) 34 0.0 34

National defense (others) 6.8 79 141

Contingency reserves to address inflation and wage hikes 50 1.0 4.0

Local allocation tax grants, etc. 16.4 17.8 14

National debt service 253 270 1.8

Redemption of national debt (fix ed-rate transfer) 15.7 16.3 0.6

Interest of public debt, etc. 84 96 1.2

Other ex penditures 20.7 20.6 0.1

Revenues Total 1144 1121 2.3
Tax revenues 69.4 69.6 0.2

Other revenues 9.3 75 1.8

Newly-issued bonds 35.6 34.9 0.7

Source: MOF; compiled by Daiwa.

However, total spending in the initial budget remains roughly the same with an increase of
more than Y10tn vs. FY19-20 (pre-coronavirus). In addition to the growing social security
costs due to the aging of the population, the government has also begun to address
soaring prices, ending 30-years of deflation, increased defense spending, and the
declining birthrate. Interest expenses have also increased due to higher yields. Even after

-5-
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ending the coronavirus response, returning to the pre-pandemic expenditure scale is
becoming more difficult.

The FY24 budget secured some of the financial resources for new policy responses by
reworking expenditures. In addition to these efforts, the government must also devise ways
to keep fiscal stimulus to a minimum, while still breaking Japan free from 30 years of
deflation and increasing tax revenues. Over the long term, halting the declining birthrate
will be one key to realizing better fiscal health.
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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 TOPIX/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://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/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://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit _ratings.pdf. If you need more information on this matter, please contact the Research
Production Department of Daiwa Securities.

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.

= In 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.

Corporate Name: Daiwa Securities Co. Ltd.

Registered: Financial Instruments Business Operator, Chief of Kanto Local Finance Bureau (Kin-sho) No.108

Memberships: Japan Securities Dealers Association, The Financial Futures Association of Japan, Japan Investment Advisers Association, Type II Financial
Instruments Firms Association, Japan Security Token Offering Association
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