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Bear steepening due to packed supply schedule

Temporary normalization  Yesterday, US and European government bond yields posted bear steepening, with the 10-

of excessively strong year US Treasury yield rising 5bp. Looking at other risk assets, the NASDAQ Index ended

demand for bonds? higher, while the DJIA and commodities ended lower. This does not feel like a return to
reflation trade.

Yesterday, yields rose at an accelerated pace due to the supply of an enormous number of
corporate bonds combined with setups for Treasury auctions. From the outset, the issuance
of a large number of corporate bonds was slated for the bond issuance window after Labor
Day. That said, an enormous number of bonds totaling more than $36.2bn were issued
yesterday alone (chart on next page). This week’s schedule for Treasury auctions is packed,
with an auction yesterday for 3-year notes ($58bn), another today for 10-year notes ($38bn),
and one tomorrow for 30-year bonds ($24bn). On top of this, the number of corporate bonds
supplied yesterday corresponded to the scale of a Treasury auction, which probably had a
considerable impact on Treasury yields, as well.

That said, the 10-year US Treasury yield is still in the upper 1.3% range, despite a d/d gain.
Looking at the breakdown, the yield is balanced with a 5-year yield of 0.82% and a 5-year
forward 5-year yield of 1.97%. These are at an appropriate level or lower in light of
fundamentals. Therefore, we might be able to interpret this as the supply/demand balance
being temporarily normalized by this concentrated supply during a time when there has been
excessively strong demand for bonds due to QE. If yields rose due to this factor alone, the
rise may be trimmed back down again after the end of this round of supply.
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Issuance List of US Corporate Bonds (7 Sep)

Date Issuer Coupon (%) Maturity Sz;‘;?d Currency Ou;;t;n:)ing
7-Sep|DANSKE BANK A/S 1.549 09/10/27 73 usb 1000
7-Sep|DANSKE BANK A/S 0.976 09/10/25 55 usb 1000
7-Sep[NESTLE HOLDINGS 1.500 09/14/28 40 usb 1000
7-Sep|NESTLE HOLDINGS 1.150 01/14/27 35 usb 500
7-Sep[NESTLE HOLDINGS 1.875 09/14/31 50 usb 1000
7-Sep|NESTLE HOLDINGS 25 09/14/41 60 usb 500
7-Sep|NESTLE HOLDINGS 0.606 09/14/24 18 usb 1,500
7-Sep[NESTLE HOLDINGS 2.625 09/14/51 68 usb 500
7-Sep|TORONTO DOM BANK 1.25 09/10/26 47 usp 1,400
7-SepTORONTO DOM BANK 2 0910/31 67 usb 900
7-8ep|TORONTO DOM BANK FRN 09/10/26 usb 300
7-5D{TORONTO DOM BANK FRN 09/10/24 usD 900
7-Sep|TORONTO DOM BANK 0.7 09/10/24 30 usb 1,000
7-SeD{TEXAS INSTRUMENT 27 09/15/51 75 usD 500
7-Sep|TEXAS INSTRUMENT 19 09/15/31 55 usD 500
7-Sep|BANCO SANTANDER VAR 09/14/27 90 usb 1,500
7-SeD{TEXAS INSTRUMENT 1425 09/15/26 30 usD 500
7-Sep|AMERICAN HONDA F 0.75 08/09/24 35 usb 1,000
7-Sep| JOHN DEERE CAP FRN 0710/23 usb 750
7-Sep|ADM 2.7 09/15/51 80 usb 750
7-Sep| JOHN DEERE CAP 0.625 09/10/24 2 usb 500
7-Sep|oxC TECH €O 2375 09/15/28 125 usD 650
7-SeD|CATERPILLAR FINL FRN 09/13/24 usD 750
7-Sep|pxC TECH CO 18 09/15/26 usb 700
7-Sep|CATERPILLAR FINL 06 09/13/24 2 usD 750
7-Sep|EFE 3.83 09/14/61 185 usb 500
7-Sep|CATERPILLAR FINL 115 09/14/26 37 usb 500
7-Sep|GA GLOBAL FNDING FRN 09/13/24 usb 500
7-Sep|AMPHENOL CORP 22 09/15/31 87 usb 750
7-Sep|GA GLOBAL FNDING 1.95 09/15/28 85 usb 500
7-Sep|HOME DEPOT ING 275 09/15/51 82 usD 1,000
7-Sep|HOME DEPOT INC 1875 09/15/31 57 usb 1,000
7-Sep|GA GLOBAL FNDING 0.8 09/13/24 45 usb 500
7-Sep|HOME DEPOT INC 15 09/15/28 4 usb 1,000
7-Sep|UNION PAC CORP 2.95 0310/52 97 usb 850
7-Sep|RBC 1.05 09/14/26 usb 2,500
7-Sep|\WASTE CONNECTION 2.95 01/15/52 105 usb 850
7-Sep|UNION PAC CORP 2375 05120131 73 usD 1,000
7-Sep|\WASTE CONNECTION 22 01/15/32 85 usb 650
7-Sep|MET TOWER 1.25 09/14/26 45 usb 500
7-Sep|pACKAGING CORP 3.05 10/01/51 110 usb 700
7-Sep|pECO ENERGY CO 2.85 09/15/51 88 usb 375
7-Sep|SOUTHERN GAS 3.15 09/30/51 123 usb 450
7-Sep|ENTERPRISE PRODU 33 02115/53 1375 usb 1,000
7-8ep|pBS GROUP HLDGS 1194 03/15/27 37 usb 800

Total 36,275

Source: Bloomberg (command: NIM3); compiled by Daiwa Securities.
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of comments Meanwhile, a rise in European yields (10-year German yield up 5bp) appears to be a direct

speculating on scaling reflection of discussion about scaling back monetary easing. The market has already
back monetary easing in  factored in the fact that tomorrow’s ECB Governing Council meeting will discuss reduction

Europe

of QE (PEPP) and the announcement of a slowdown in the pace of government bond
purchases, something we have already issued a preview report on.

One new factor was an interview with a former ECB official in yesterday’s MNI entitled
ECB Hikes May Be Closer Than Thought, which included the opinion that “the ECB may
have to hike more quickly than it thinks in order to safeguard the financial system.” This
has further solidified the impression of a rapid hawkish shift by central banks which are
falling behind the curve, a feeling that has been easily evoked since the June FOMC
meeting. In the current environment in which the scaling back of monetary easing is
expected to be discussed, this interview appears to have poured salt on the wound and
had an impact on the market to a certain degree.

Ahead of the Governing Council meeting, German yields have already undergone a certain
degree of correction due to hawkish comments by officials since the latter part of last
month and a surge in yields around that time (the 10-year German yield rose from —0.50%
on 20 Aug to —0.32% on 7 Sep). However, given the timing, which overlaps with the
packed supply schedule in the US Treasury market, we need to be attentive to these
developments. German yields are still in the range of ‘reversal’ from the excessive drop
following the strategy review in July (charts below). However, if yields continue to rise from
now on due to additional hawkish surprises, such surprises may also start to have a certain
degree of impact on global yield trends beyond the reversal range.
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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 TOP1X/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://Izone.daiwa.co.jp/I-zone/disclaimer/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://lzone.daiwa.co.jp/I-zone/disclaimer/creditratings.pdf

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.

= |n 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 Il Financial
Instruments Firms Association
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