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This report examines JGB trading trends contained in the Trading Volume of Over-the
Counter (OTC) Bonds (February) data released by the Japan Securities Dealers Association
on 20 March 2023.

February Trading Volume of Coupon JGBs

(Y bn) Total

Investor type Superlong Long-term Intermediate
Major banks 2154 61.7 375.8 98.7
Life & nonife insurers 190.5 219.3 -20.4 8.4
Regional banks (I+11) 61.1 -39.4 -48.9 27.2
Trust banks 1,381.9 746.2 511.8 123.9
Foreigners 103.1 -302.6 -593.3 999.0

Source: Japan Securities Dealers Association (JSDA); compiled by Daiwa Securities.
Note: Figures in shaded columns indicate turning from net buying or net selling from previous month.

Review of market trends

Super-long JGB yields declined sharply compared to the end of January. Yields fell at the
start of the month and again at the end of the month. The decline at the end of the month
was apparently due to the sizable impact of big duration extensions. During the month of
February, there were reports that Kazuo Ueda would be appointed the next BOJ governor.
However, there was no major change in the market’s outlook for monetary policy, perhaps
because the final Monetary Policy Board meeting under current BOJ Governor Haruhiko
Kuroda will take place in March. That is why there was very little movement in the long-term
zone in February.

Summary

Trading activity in February was a bit slower compared to the previous month, in line with our
prior impressions. There was no Monetary Policy Board meeting scheduled for February
and, as mentioned above, it was difficult for investors to trade based on expectations for
policy revisions. Market liquidity was also low. As such, the amount of trading in the long-
term zone by deposit-taking institutions and foreign investors apparently declined from the
previous month. As for the super-long zone, where yields have fallen significantly from the
previous month, trust banks were large net buyers, while buying amounts among insurance
companies remained at a low level. Demand for JGBs among insurance companies tends to
increase just before the end of the fiscal year, but their net buying amounts seem to suggest
that investment needs are not increasing at the moment.

In March, after the BOJ meeting passed with no policy changes, JGB yields declined
significantly, mainly in the long-term zone. Also, the ongoing financial uncertainty originating
from the US has shaken markets. Japan yields fell sharply from the beginning of the month
as the prospect of an FF rate hike receded. Under the current situation, prices of various
assets are moving significantly and market volatility is increasing. As such, we want to
carefully inspect the next JSDA report to confirm investment trends among the various
investor groups amid such conditions.
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Trading trends by investor category

® Major banks

In the long-term zone, where expectations for policy revisions have smoldered, major
banks became net buyers for the first time since November 2022. Trading in February was
tepid across all zones, especially the medium-term zone, where trading levels were
significantly lower than the previous month and the average for the Oct-Dec 2022 quarter.

® Insurance companies

While the buying of super-long JGBs came to around Y1.0tn, the selling amount was also
high. As a result, the net buying amount was below the average for the Oct-Dec 2022
guarter. However, most of the selling appears to have involved super-long JGBs with
shorter remaining maturities, so we can probably point to insurance companies as a
generator of yield curve flattening pressure.

® Regional banks (incl. second-tier regional banks)

Similar to major banks, regional bank trading across all zones was lower compared to the
previous month. This was probably due to the lack of market shocks after the new BOJ
governor was selected, coupled with a wait-and-see approach ahead of the BOJ’s March
meeting.

®  Trust banks

Trust banks were net buyers across all zones. In particular, the net buying amount for long-
term JGBs reached its highest level for FY22. At the end of February, there were
indications that trust banks may have purchased JGBs along with lengthening durations.
This net buying seems to support such indications.

® Foreigners

The net selling of long-term JGBs narrowed, while the net buying of medium-term JGBs
exceeded the average for the previous fiscal year. As a result, foreigners became net
buyers of coupon-bearing JGBs overall. We were left with the impression that policy
revision-related catalysts strong enough to move the market were lacking in February and,
as such, it is possible that trading was somewhat subdued.

: 31 Jan vs. 28 Feb Positions of JGB Futures: Foreigners
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JGB Trading Volume by Investor Type
Major Banks (Y bn)
Superlong Long-term Intermediate Total
Buy Sell Net Buy Sell Net Buy Sell Net Buy Sell Net
Feb-23 97.6 159.3 61.7 419.7 43.9 375.8 323.0 4a1.7 -98.7 840.3 624.9 215.4
Jan-23 34.0 304.0 -270.0 178.3 399.5 -221.2 2,516.7 975.4 1,541.3 2,729.0 1,678.9 1,050.1
CY224Q Avg 524.9 460.5 64.3 590.2 315.4 274.9 1,721.9 1,440.2 281.7 2,837.0 2,216.1 620.9
FY21 Avg 391.6 4291 -37.5 959.1 882.2 76.9 1,206.0 799.3 406.7 2,556.6 2,110.5 446.1
Source: JSDA; compiled by Daiwa Securities.
Life & Non-life Insurers (Y bn)
Superlong Long-term Intermediate Total
Buy Sell Net Buy Sell Net Buy Sell Net Buy Sell Net
Feb-23 1,038.9 819.6 2193 458 66.2 -20.4 7.5 79.9 -84 1,156.2 965.7 190.5
Jan-23 1,112.0 1,558.2 -446.2 56.9 2244 -167.5 125.6 82.6 43.0 1,294.5 1,865.2 -570.7
CY224Q Avg 972.2 423.6 548.6 102.8 1134 -10.6 102.8 83.0 19.9 1,177.8 619.9 557.9
FY21 Avg 996.1 391.3 604.8 81.8 112.0 -30.1 93.8 98.9 5.1 1,171.8 602.2 569.6
Source: JSDA; compiled by Daiwa Securities.
Regional Banks (Y bn)
Superlong Long-term Intermediate Total
Buy Sell Net Buy Sell Net Buy Sell Net Buy Sell Net
Feb-23 2271 266.5 -39.4 73.7 122.6 -48.9 21.2 0.0 272 328.0 389.1 61.1
Jan-23 432.3 783.3 -351.0 175.8 568.7 -392.9 1111 17.0 %.1 719.2 1,369.0 -649.8
CY224Q Avg 479.5 361.8 1"7.7 228.8 260.4 -31.6 130.7 63.2 67.5 839.0 685.4 153.6
FY21 Avg 410.8 283.0 121.7 370.6 322.3 48.3 54.5 259 286 835.8 631.2 204.7
Source: JSDA; compiled by Daiwa Securities.
Trust Banks (Y bn)
Superlong Long-term Intermediate Total
Buy Sell Net Buy Sell Net Buy Sell Net Buy Sell Net
Feb-23 2,087.3 1,341.1 746.2 1,468.3 956.5 511.8 1,612.3 1,488.4 123.9 5,167.9 3,786.0 1,381.9
Jan-23 1,360.4 1,949.8 -589.4 1,893.8 2,666.5 -172.7 2,055.6 1,973.1 82.5 5,309.8 6,589.4 -1,279.6
CY224Q Avg 1,79.6 1,7153 81.3 1,437.1 1,8433 -406.2 1,933.7 1,695.3 2384 5,167.5 5,254.0 -86.5
FY21 Avg 1,665.0 1,220.0 445.0 1,454.9 1,304.2 150.8 1,728.2 1,455.8 272.6 4,848.1 3,979.9 868.4
Source: JSDA; compiled by Daiwa Securities.
Foreigners (Y bn)
Superlong Long-term Intermediate Total
Buy Sell Net Buy Sell Net Buy Sell Net Buy Sell Net
Feb-23 2,756.5 3,059.1 -302.6 6,499.9 7,093.2 -593.3 5,064.6 4,065.6 99.0 14,321.0 14,217.9 103.1
Jan-23 3,778.2 4,023.8 -245.6 9,721.7 13,212.3 -3,484.6 4,510.7 4,899.4 -388.7 18,016.6 22,135.5 -4,118.9
CY224Q Avg 3,560.8 3,387.7 173.2 5,506.9 6,577.8 -1,070.8 4,568.6 4,452.5 116.1 13,636.4 14,418.0 -781.6
FY21 Avg 2,636.7 2,387 308.0 4,155.3 3,635.6 519.7 3,847.3 2,872.5 974.7 10,639.3 8,836.8 1,802.4

Source: JSDA; compiled by Daiwa Securities.
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Portfolio Investment Liabilities (Long-term debt securities, Y bn)

Jan-23

Dec-22 -202.1
Nov-22 -22.9
CY22 4Q Avg -283.8
CY21 Avg 220.6
CY20 Avg 386.4

China

4.0
0.0
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185.7

Singapore
-383.7
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-167.0
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Hong Kong

-73.9

485
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Cayman
Islands

3233
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48.5
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Belgium| Luxembourg

-327.4 5427
37.8 0.9
-129.5 -295.7
144.1 -90.2
92.9 -153.1

Source: MOF; compiled by Daiwa Securities.
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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://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/l-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.

= 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 Il Financial
Instruments Firms Association, Japan Security Token Offering Association


https://lzone.daiwa.co.jp/l-zone/disclaimer/e_disclaimer.pdf
https://lzone.daiwa.co.jp/l-zone/disclaimer/creditratings.pdf

