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» We conduct a model-based analysis of the factors involved
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JGB term premium exceeded 100bp at one point

The term premium for JGBs is rising. It has continued to trend upward since the Bank of Japan
(BOJ) began normalizing monetary policy, and our DWJGTP10 model suggests that it has
trended above 100bp since 6 October, the trading day after the Liberal Democratic Party (LDP)
leadership ballot. (As of the 15th, it had slightly decreased to 97bp.) Notably, this is the first time
in the 16 years since 2009 that it has surpassed 100bp. The risk-neutral yield, an indicator of
short-term interest rate expectations, has fallen slightly, reflecting expectations for the BOJ to

postpone rate hikes and the risk premium to rise amid heightened political uncertainty. In this
report, we therefore consider fair value for the term premium.

Chart 1: JGB Term Premium, Risk Neutral Yield (10yr)
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JGB term premium factor analysis

We see four key determinants of the JGB term premium: (1) JGB volatility (SPJGBV), (2) US
Treasury term premium (ACMTP10), (3) JGB issuance, and (4) the value of the BOJ’s JGB
holdings. We presented our model for estimating the JGB term premium at the Ministry of
Finance's (MOF) Study Group on Government Debt Management.

The JGB term premium has risen 15bp since end-March, from 81bp to 96bp recently. JGB
volatility (one of our model’'s explanatory variables) fell by around 0.4ppt (from 4.23 to 3.84), while
the US term premium rose 21bp (from 38bp to 59bp). Multiplying these by their respective
coefficients results in around 2.3bp (= —0.4 * 4.7+21 * 0.2). The increase in JGB term premium
that can be explained by volatility and the US term premium is therefore around 2.3bp.

Even discounting for the Y11tn increase in JGB issuance from Y1,128tn at end-March to Y1,139tn
and the roughly Y20tn decline in the BOJ’s JGB holdings from Y574tn at end-March to Y555tn,
the change in term premium implied by our model is only around 6.3bp, nearly 10bp below the

actual level.
Chart 2: JGB Volatility, US Term Premium Chart 3: JGB Issuance Amount, Amond of JGBs Held by BOJ
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Chart 4: Changes in Estimated Term Premium and Explanatory Variables from March

Term premium | JGB volatility UST term premium  JGB issuance amount ~ BOJ's JGB holdings
(model estimates) SPJGBV ACMTP (Yt) (Yt)
As of end-Mar 56.4bp 423 38.3bp 1,127 574
Latest 62.8bp 3.84 58.7bp 1,139 555
(end-Sep) (end-Sep)
Difference 6.4bp -0.39 20.4bp 12 -19

Source: BOJ, Bloomberg; compiled by Daiwa.

We think JGB issuance is the variable for which market expectations have likely changed. The
potential shape of Japan's next government is in constant flux following the ruling coalition's loss
of its majority in both the upper and lower houses, Prime Minister Shigeru Ishiba's subsequent
announcement of his resignation, Sanae Takaichi's surprise win in the LDP leadership race,
Komeito's withdrawal from its coalition with the LDP, opposition parties’ move to explore an
alliance, and the Japan Innovation Party's (JIP) start of discussions on a coalition with the LDP. All
of the parties advocate policies that will increase fiscal spending; these include scrapping the
provisional gasoline tax, increasing the basic income tax deduction (to address the “annual
income barrier”), cutting the consumption tax, and cash transfers. We think this is resulting in
concerns about worsening government finances and rising JGB issuance that are in turn driving
up the term premium.
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Based on our model, we estimate that the increase in term premium since end-March equates to
JGB issuance of around Y1,414tn, Y250tn above the current actual figure. A simple calculation
suggests that the term premium factors in a Y25tn decline in government finances, almost
equivalent to total consumption tax revenue, over the next ten years. In his Daiwa Memorandum
published earlier today’, our strategist Ryoma Kawahara estimates the increase in fiscal spending
from the combined policies of the JIP and Democratic Party For the People (DPP) at around
Y10tn per year. Even factoring in concerning moves such as LDP president Sanae Takaichi
seeking the cooperation of Sanseito, a party with numerous extreme policy positions, the current
term premium seems somewhat excessive. We would naturally expect the risk-neutral yield,
another component of long-term yields, to rise if the BOJ continues hiking. However, with US
yields also falling, we think an entry point may be approaching from a risk hedging perspective.

" Ryoma Kawahara (17 Oct 2025). “Daiwa Memorandum: LDP’s coalition talks with JIP and impact on yields.”
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https://drp.daiwa.co.jp/rp-daiwa/member/report/reportFile.do?research_id=1593234&report_type=html

Daiwa Memorandum: 17 October 2025

Daiwa

Securities

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
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