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In our 22 April report, we introduced three recent “largest-ever” records. Of these, we focused on
“largest ever” yen-buying position held by speculators. In this report, we want to focus on the
“largest ever” foreign investor net buying of super-long JGBs (Y2.18tn) in March.
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Market fragmentation or new normal?

In our 10 April report, we briefly touched on our sense that the recent JGB yield/JGB market price
formation should be described as “market fragmentation.” This is not a yield curve change. Curve
trading is a strategy based on the assumption that continuity exists between each maturity in the
bond market and that changes in the way the bonds are connected provides trend ideas (source
of alpha). However, there is a sense on the current JGB market that the connection between the
long-term and super-long JGB zones has been lost or diluted.

Is this really just a temporary phenomenon? Or will it continue? We think the average and median
assessment among the current market participants is that this is a temporary (transitory) collapse
of supply/demand conditions in the super-long JGB zone. That said, we feel that when looking
back at the present time from the distant future, the “largest ever” net buying of super-long JGBs
by foreign investors may be remembered as a symbolic event that reflected structural changes
and a “new normal” for the JGB market. (See our separate report for details on the impact of the
foreign investor share on the JGB market.)

Price leader change

The net buying of super-long JGBs to the tune of Y2.18tn in March was large enough to clearly
convey the increased presence of foreign investors in the super-long JGB zone. Here, the key
point to keep in mind is that there could have possibly been a shift in price leadership from yen-
based investors, specifically “domestic life insurers” with a home country bias, who have been the
price leaders in the JGB super-long zone, to non-yen-based investors, or “foreign investors”
without a home country bias toward Japan (= seeking extra risk premiums).

As for the super-long JGB supply-demand balance, we often hear market participants say that
while Japanese life insurers have largely completed their response to the new regulations and
demand from yen-based investors is declining, the issuance of super-long JGBs has not been
reduced to a degree that matches the decline in demand from life insurers. Perhaps that is true.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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Trading Volume of Over-the Counter (OTC) Bonds (Foreigners, Y bn)
Super-long-term Long-term Medium-term
Buy Sell Net Buy Sell

Oct -24 | 5476.7 5014.7 462.0 6,736.0 5695.7 1,040.3 9,362.8 92132 1496
Nov -24 47038 5,207.9 -504.1 5,887.0 53335 553.5 9,286.1 8,633.7 652.4
Dec -24 3,608.1 3,999.9 -3918 6,974.5 6,162.1 8124 8,191.2 77412 450.0
Jan -25 5,664.0 5,302.5 3615 6,720.5 6,674.2 463 10,526.0 9,102.2 14238
Feb -25 5,965.9 47253 1,240.6 78295 70425 787.0 11,6304 11,1512 4792
Mar -25 7,741.0 5,558.2 2,182.8 8,631.6 7,938.7 692.9 13,7125 10,563.0 31495

Source: Japan Securities Dealers Association; compiled by Daiwa.

However, will the reduction in super-long JGB issuance actually fall in line with the declining
demand among life insurers? (Can that be considered an implicit assumption?) Japan'’s fiscal
problems and other factors could create a new need to structurally rely on foreign investor
demand to absorb the huge JGB bids at a time when Japan is unable to achieve sufficient
reductions in issuance. In that case, the JGB market price leader could change to foreign
investors.

Taken in this context, it is no wonder that different pricing than before has been observed in the
JGB short/medium-term zone and super-long zone. Recently, swap spreads have also become
suddenly more negative. This is not a temporary phenomenon such as a “collapse,” but rather a
shift in the JGB market from the past when yen-based investors dominated prices to a new era in
which price formation is led by foreign investors who demand extra risk premiums. In other words,
this demand for extra JGB risk premiums may reflect a shift to a “non-yen-based investors” basis.
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Role of BOJ

If that is the case, then the BOJ should be cautious about expanding its direct involvement in the
market, even if there is a somewhat large price action (of course, limited involvement in times of
shocks such as the British “Truss Shock” is an option that should be considered separately from
the perspective of financial system stability and other factors). As Japan moves away from
monetary easing and into a world with interest rates, if the BOJ were to mistake a reasonable
change in the risk premium level due to such a change in price leaders as a decline in market
functioning, and then intervene in the market through operations and other means, it would be
going against the objective of restoring market functioning.

If JGB issuance is reduced to the point where it is in step with the demand of domestic investors,

the risk premium would decrease. Issuers, not the BOJ, are the ones in a position to change their
behavior in a manner that impacts the risk premium over the medium to long term (up to Treasury
Secretary Scott Bessent, not Fed Chairman Jerome Powell, in the case of the US).
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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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