23 June 2025

<] Fixediieaii Japanese report: 23 June 2025

Daiwa
Daiwa’s View Securities

. FICC Research Dept.
Unexpected plan to reduce issuance of 20-year P

JGBs

» Contrary to media reports on 19 Jun, issuance of 20-year JGBs to
be reduced by Y200bn/auction starting Jul

» This, together with Jun BOJ MPM, makes it clearer the care and
consideration authorities are giving to 20-year sector

» Probably aiming to use 20-year sector as bulwark to prevent
turmoil in 30- and 40-year yields from spreading to o1.3.5555.6773 b
intermediate/long-term sectors Ty e
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On 20 June, the MOF held the 114th Meeting of JGB Market Special Participants (Primary Dealer
meeting) and released explanatory materials on the same day. The materials included its JGB
issuance plan from July onwards, which proposed a reduction of Y100bn per auction for both 40-
year and 30-year JGBs, a reduction of Y200bn for 20-year JGBs, a reduction of Y100bn for
liquidity enhancement in the superlong zone, and increases for 2-year JGBs, T-Bills, and liquidity
enhancement in the intermediate zone. On 19 June, the media had reported that issuances/per
auction in the superlong zone would be reduced by Y100bn each (as we reported), which was
regarded as being in line with the consensus, so the plan to reduce the issuance of 20-year JGBs
by Y200bn came as a surprise.

Kazuya Sato

Chart 1: Outline of Proposed FY25 JGB Issuance Plan Revised in Jun (Y tn)

®  Given the market’s needs, the MOF plans to immediately reduce the issuance of 40-year and 30-year JGBs by
Y 100bn/auction and reduce the issuance of 20-year JGBs by Y200bn/auction starting July. It also plans to reduce the
issuance of liquidity enhancement in the superlong zone by Y100bn/auction.

® The reduced issuance in superlong JGBs is to be addressed by increasing the issuance of 2-year JGBs and T-Bills, as
well as by reflecting the results of upturns in sales to households.

[ ) Going forward, the MOF will continue to implement appropriate debt management, carefully watching market conditions
and investor trends.

FY25 JGB Issuance Plan (by financing method, Y tn)

Issuance amount (per auction) Annual issuance amount
Current E After revision ! Change Current | After revision Change
Market issuance by periodic auctions 172.3 171.8 -0.5
40yr JGBs 0.5 0.4 (Jul-) -0.1 3.0 25 0.5
30yr JGBs 0.8 0.7 (Jul-) -0.1 9.6 8.7 0.9
20yr JGBs 1.0 0.8 (Jul-) 0.2 12.0 10.2 -1.8
10yr JGBs 26 26 - 312 312 -
5yr JGBs 24 24 - 28.8 28.8 -
2yr JGBs 26 2.7 (Oct) +0.1 312 31.8 +0.6
TBs (1yr) 3.2 3.3 (Jan-) +0.1 38.4 38.7 +0.3
TBs (6mo) 0.4 0.7 (Oct) +0.3 24 4.2 +1.8
Liquidity enhancement auction: 15.5-39yr 0.45 0.35 (Aug-) 0.1 2.7 2.3 04
5-15.5yr] 0.65 0.65 - 78 7.8 -
1-Byr 05 0.6 (Sep-) +0.1 3.0 34 +0.4
10yr JGB linkers 22 22 -
Climate Transiton JGBs
Others (sales to household, efc.) 46 5.1 +0.5
Total 176.9 176.9 -

Source: MOF; compiled by Daiwa
Note: Our translation.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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Care and consideration given to 20-year JGBs

This unexpected reduction has made clearer the care and consideration authorities are giving to
the superlong sector, particularly the 20-year sector. The latest reduction plan probably reminded
many market participants of the amounts to be offered in Jul-Sep that were announced at the
BOJ’s June Monetary Policy Meeting (MPM). In the latest quarterly schedule, the BOJ maintained
the amounts for purchase in the 10- to 25-year zone, in which the ratio of the amounts to be
purchased to the amounts to be issued is relatively high, which made it clear the consideration
being given to that sector. Due to the latest plan to reduce the issuance of 20-year JGBs, the ratio
of purchases to issuances is expected to rise to 50.6%, which is about 10ppt higher than in the
intermediate/long-term sector. This implies that the BOJ and the MOF are acting in concert.

If the BOJ were to combine its purchase operation categories in the superlong zone (10-25yr
zone and over 25yr zone), the ratio purchased in the 10- to 25-year zone would decline due to
averaging out. As the BOJ moves forward with QT, the market will be increasingly interested to
know which sectors will see a prioritization of reductions in purchases. That said, a certain degree
of consideration will be required with respect to whether the high ratio of purchases in the 10- to
25-year zone should automatically serve as a reason to reduce purchases there.

Chart 2: BOJ’s JGB Purchases Since Start of QT by Remaining Maturity and Type (Y bn, %)

Target zone Jul-Sep Jul-Sep Jul-Sep
Jun MPM Media reports PD meeting
(19 Jun) (20 Jun)
150.0 150.0 150.0 100.0 100.0 100.0 100.0
Up fo 1yr
3 1,400.0 1,300.0 1,200.0 1,100.0 975.0 975.0 975.0
-3yr
4 <53.8> <50.0> <46.2> <42.3> <375> <375> <3715>
25 1,500.0 1,300.0 1,200.0 1,100.0 975.0 975.0 975.0
-5yr
d <65.2> <56.5> <522> <458> <40.6> <406> <40.6>
510 1,600.0 1,500.0 1,300.0 1,200.0 1,050.0 1,050.0 1,050.0
-10yr
Y <61.5> <57.7> <50.0> <46.2> <404> <404> <404>
10.95 450.0 450.0 450.0 405.0 405.0 405.0 405.0
-25yr
Y <45.0> <45.0> <45.0> <405> <405> <45.0> <50.6>
150.0 150.0 150.0 150.0 150.0 150.0 150.0
More than 25yr
<12.0> <120> <120> <155> <132> <155> <155>
60.0 60.0 50.0 50.0 50.0 50.0 50.0
Inflation-indexed bonds
<L72.0> <L720> <60.0> <60.0> <60.0> <60.0> <60.0>
Total 5,310.0 4,910.0 4,500.0 4,105.0 3,705.0 3,705.0 3,705.0

Source: BOJ, MOF; compiled by Daiwa.
Note: While figures in upper columns denote monthly purchases (amounts offered, Y bn), those in lower columns show the ratio of purchases to issuances (%).

After the Primary Dealer meeting, MOF officials were reported as having commented that the
market called for a reduction in the issuance of 20-year JGBs. We cannot ignore that these calls
as well as concerns about the schedule (the 20yr JGB auction is scheduled for 24 Jun) may have
been factors in prioritizing reductions in the issuance of 20-year JGBs. However, we think that the
authorities had more important macro-level considerations, besides these factors.

At the end of May, BOJ Governor Kazuo Ueda stated in the Diet that, if superlong yields were to
fluctuate significantly, the BOJ would closely monitor the impact on market trends and the
economy, keeping in mind that the impact from this could spread to long-term and even short-
term/intermediate yields. In terms of the macro economy, there is a significant difference between
a situation in which a surge in superlong yields is contained within that sector and one in which
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the impact spreads to the intermediate/long-term zone, which is the main funding maturity zone
for companies.

We believe that this series of recent decisions aims to improve the supply/demand balance in the
20-year sector and to use the 20-year sector as a bulwark to prevent turmoil in 30- and 40-year
yields from spilling over into the intermediate/long-term sectors (which would have a major impact
on the macro economy).

Implications for market

The MOF probably decided on this unexpected reduction in the issuance of 20-year JGBs after
giving overall consideration to the extent of the impact on the entire yield curve and macro
economy, rather than just the superlong sector. In the zones up to 20 years, we anticipate a
marginal decline in the risk of a yield surge due to deterioration of supply/demand conditions in
the superlong JGBs. The 20-year JGB auction on the 24th and the 30-year JGB auction slated for
early July will serve as a test for how effective the announcement of reductions in JGB issuance
proves to be for zones over 20 years.

The latest explanatory materials included a chart indicating that (1) the average maturity on a
stock basis (after the reduced issuance) would be shortened by two months vs. that in the initial
plan and (2) it would be shorter than that in the previous fiscal year. In our previous report, we
pointed out that one reason for the deteriorating supply/demand balance for superlong JGBs was
the fact that the average maturity on a stock basis has been lengthening since FY20. The
shortening of the average maturity on a stock basis due to the latest reductions means a
straightforward reduction in the amount of interest rate risk in the market. While this may tend to
be overshadowed by the unexpected reduction in the issuance of 20-year JGBs, we think it is
also an important point in the latest materials.
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IMPORTANT DISCLOSURES

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


https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf

