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The most notable event will be the 30-year JGB FICC Research Dept.

auction

» Yesterday’s 10-year JGB auction had a favorable outcome, a reassuring
factor regarding investor demand in intermediate/long-term zones

» That said, the most notable event will be tomorrow’s 30-year JGB auction

» Focus will be on whether auction goes smoothly amid market
segmentation, critical illiquidity, weaker demand from life insurers, and

less attractive investment return for overseas investors (i.e., a tighter Eiichiro Tani -
$ASW) 81-3-5555-8780 :
» A 30-year JGB compound yield of 2.7% would become a barrier in terms eiichiro.tani@daiwa.co.jp

of balance vs. UK gilts
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Yesterday’s 10-year JGB auction, which attracted great attention from the global market, turned
out to be much better than expected, which was a relief. In addition to the lowest accepted price
(Y99.03) exceeding the advance estimate (Y98.95), the bid-to-cover ratio came in at 3.66X, the

highest since April 2024, which is good news. This seems to be a reassuring factor regarding
demand for intermediate/long-term bonds.

Daiwa Securities Co. Ltd.

Of course, this outcome will likely serve as an important factor to consider during the revision to
the MOF’s issuance plan, which is likely to be implemented from July onwards. It is likely to
accelerate discussions towards the widely-anticipated reduction in the issuance of superlong
JGBs and the supplementary increase in the issuance of short-term and intermediate JGBs.

30-year JGB auction

That said, the most notable event in the global market will be tomorrow’s 30-year JGB auction,
not the 10-year JGB auction. The current JGB market is experiencing segmentation between
zones up to 10 years and zones of more than 10 years, with liquidity declining markedly in the
superlong zone, which is segmented from long-term JGB futures (approximately 7 years). We
must carefully monitor the situation to see whether the market can absorb a new supply of
superlong JGBs worth Y800bn under these circumstances. (As of June, there has yet to be a
reduction in the amount issued.)

Recently, the presence of Japanese insurers has declined sharply in the superlong JGB market,
while that of overseas investors has increased rapidly. Therefore, a global comparison of the
valuation of 30-year JGBs has become indispensable from the perspective of overseas investors.
In this regard, when comparing the dollar-denominated yield of cash flows of the on-the-run 30-
year JGB (CTJPY30, see Chart on next page), we found that the position has improved
somewhat since the release of our previous report.

Specifically, the dollar-denominated yield of the CTJPY30 is now 5.39%, and the dollar-
denominated asset swap spread ($ASW) is +126bp, both of which are around 13bp tighter than
the 5.54% and $ASW of +139bp at the time of the release of our previous report. Even after
taking into account the 3—5bp tightening in superlong $ASW across the global market during this
period, the JGB’s outperformance (tightening about 8-10bp) is still quite significant.

One specific factor, the speculation about the MOF’s revision to the JGB issuance plan, probably
had a positive impact. As a result of this outperformance, the $ASW for the 30-year JGB has now
shifted to around the midpoint between the UK ($ASW: +101bp) and France ($ASW: +150bp).
Tomorrow’s auction will test whether overseas investors will continue investing in JGBs in a
situation in which the relative position has improved somewhat (i.e., investment returns are
declining).

Important disclosures, including any required research certifications, are provided on the last page of this report.
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Challenge of exceeding UK

In order to further outperform the global market going forward, the 30-year JGB yield needs to
exceed the valuation of UK gilts on a dollar-denominated basis. Of course, if we were to see
improvement with JGB market segmentation and the liquidity of superlong JGBs, there would be
a reasonable chance of yields declining further. However, if people assume that it will be difficult
to sustain the outperformance of JGBs’ dollar-denominated valuation vs. UK gilts (assuming that
US yields and XCCY remain constant), the 30-year JGB compound yield is likely to encounter a
barrier around 2.7%.

30yr Government Bond Yields and Dollar-denominated ASW in Major Nations (as of the morning of 4 Jun)

ORI ISIN Maturit date diﬂﬂ.ﬁilznyc.yeld diﬁﬂ.ﬁﬁnﬁw DRt CLsU LR e der?om:ted

governmentbonds (%, compound) (bp) (%) ASW (bp)
us US912810UK2 5/15/2055 4.98 84 4.98 84
Switzerland CH0344958472 05/24/2055 0.36 -26 4.24 12
Germany DE000BU2D004 8/15/2054 3.01 33 458 46
Australia AU0000300535 6/21/2054 4.94 57 4.69 56
UK GB0OBPSNBB36 07/31/54 5.37 78 5.15 101
Japan JP1300861R49 3/20/2055 2.81 59 5.39 126
France FR0014000HF4 5/25/2055 3.96 118 5.62 150
Italy IT0005611741 10/1/2054 435 166 6.23 209

Source: Bloomberg compiled by Daiwa.
Note: Figures are rounded off.

Reference: 30yr Government Bond Yields and Dollar-denominated ASW in Major Nations at Time of Our Previous Report (as of the
morning of 26 May)

Or-hefun 30y7 ISIN Maturiy date dtgg?rluﬁ:;;nycéld diﬁﬂ.ﬁiﬁnﬁﬁw Dollr-denominated yield der?oc::;:ned

government bonds (%, compound) (bp) (%) ASW (bp)
us US912810UK2 5/15/2055 5.04 87 5.04 87
Switzerland CH0344958472 05/24/2055 0.49 -24 4.25 1
Germany DE000BU2D004 8/15/2054 3.08 37 447 51
Australia AU0000300535 6/21/2054 5.1 64 4.76 61
UK GB0OBPSNBB36 07/31/54 5.48 82 5.23 107
Japan JP1300861R49 3/20/2055 2.91 65 5.54 139
France FR0014000HF4 5/25/2055 4.05 123 G/ 155
Italy IT0005611741 10/1/2054 447 172 6.32 216

Source: Bloomberg compiled by Daiwa.
Note: Figures are rounded off.
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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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