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Launch of Takaichi Administration and term premium

The Takaichi administration, which advocates for “responsible expansionary fiscal policy,” has
gotten off to a start. And, key cabinet members have made statements condoning increased
issuance of JGBs to meet fiscal needs. This, in addition to discussions about increasing defense
spending, is a key point of interest for bond investors. As for the administration’s relationship with
the central bank, Prime Minister Sanae Takaichi has expressed the view that the government
holds the ultimate responsibility for macroeconomic policy, including monetary policy. Leaving
aside whether this conflicts with the sensitive issue of central bank independence, there is no
doubt that the relationship between the government and the central bank is changing from what it
used to be with the Kishida and Ishiba cabinets. In light of this situation, this report examines the
impact of fiscal policy and central bank balance sheet policy (QE/QT) on the long-term yield,
particularly the term premium.

Chart 1: Daiwa JGB Term Premium (10yr: DWJGTP10)

2.5% 1.0% 0.95%
mmmm Risk neutral yield
2.0% Term prem\gm 0.8% 0.81%
e oNg-term yield

1.5%
0.6%

1.0%
0.4%
0.5%

0.2%

0.0% e Term premium

e Risk neutral y\eld
00% F——————————

-0.5%

2006
2007
2008
2009
1
1
1
1
1
1
1
1
1
1
2020
2021
2022
2023
2024
2025
Jan-24
Mar-24
May-24

Source: Compiled by Daiwa.

Update to term premium model

In our Daiwa Memorandum in June 2024, we conducted a regression analysis on the Daiwa JGB
Term Premium to quantitatively analyze the impact of the outstanding balance of JGBs and the
BOJ's JGB holdings. We also presented a similar analysis at the MOF’s Study Group on
Government Debt Management in May 2025. This report is an improved version that incorporates
discussions with experts from that study group.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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In our June 2024 analysis, we used the logarithms of the outstanding JGB balance and the
amount of the BOJ’s JGB holdings as variables for fiscal policy and QE/QT. This time, however,
we use their ratios to nominal GDP, which are more common when discussing fiscal policy, as
explanatory variables. With these variables, both the balance (i.e., the stock) and the change in
the balance (i.e., the flow) may have an impact on term premium simultaneously. Therefore, this
time, by including both stock and flow variables in the estimation formula, we aim to gain a more
detailed understanding of their respective impacts. For the flow variables, we use the y/y increase
in the outstanding JGB balance and the increase in the BOJ's JGB holdings’, each divided by
nominal GDP. The other explanatory variables for the term premium, namely the JGB VIX and the
US Treasury term premium, remain unchanged from the previous analysis.

Term premium is influenced by fiscal policy “stock” variables and QE/QT
“flow” variables

Chart 2 shows the results of regression analyses that incorporate only stock variables, only flow
variables, and both stock and flow variables as explanatory variables. First, looking at the stock
variables, we find that the amount of BOJ JGB holdings is negatively significant in the model
including both stock and flow variables, but the level of significance is not necessarily high.
Moreover, the amount of BOJ JGB holdings is not significant at all in the “stock only” model.
Meanwhile, the outstanding JGB balance is clearly and positively significant in both models (the
“stock only” model as well as the model including both stock and flow variables).

Next, looking at the flow variables, we find that the increase in BOJ JGB holdings is negative in
both models. However, the amount of JGBs issued has negative coefficients in both models.
Their signs are contrary to expectations, and their significance is not high. Moreover, the results
suggest that the amount of JGBs issued is not significant in the “flow only” model, and has no
impact.

Chart 2: Results of Regression Analysis

Explained variable
Explanatory variables JGB term premium (TP_JGB)
) ) Both stock and flow
Only stock variables  Only flow variables .

variables

JGB VIX 1.7 b 9.60 b 9.68 b
JGBV] (0.000) (0.000) (0.000)

UST term premium 0.33 b 0.23 b 0.29 b
TP_UST (0.000) (0.000) (0.000)

BOJ’s JGB holdings/GDP ratio 0.1 -0.33 b
BOJ/GDP (0.411) (0.018)

Outstanding JGBs/GDP ratio 0.79 i 1.14 b
JGB/GDP (0.003) (0.000)

Increase in BOJ's JGB holdings/GDP ratio -2.29 b -1.85 b
D_BOJ/GDP (0.000) (0.000)

Increase in JGB Issuance/GDP ratio 043 -1.45 >
D_JGB/GDP (0.436) (0.039)

Constant term -15296 = 9.75 * -17180
Intercept (0.000) (0.048) (0.000)
Determination coefficients 0.7858 0.8244 0.838

Source: BOJ, Bloomberg; compiled by Daiwa.

Notes: (1) One, two, and three stars indicate statistical significance at the 10%, 5%, and 1% level, respectively.
(2) P-value shown in parentheses.
(3) Monthly data from Jan 2008 to Jun 2025.
(4) Used our estimates for JGB term premium.

" BOJ policy board member Hajime Takada also emphasizes the y/y change in the amount of outstanding JGBs in the market, which is the
total outstanding balance of JGBs excluding the amount held by the BOJ. Details are given in his speech on 20 Oct 2025 entitled “Economic
Activity, Prices, and Monetary Policy in Japan: Japan as a Leading Asset Management Center.”
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All in all, with regard to the outstanding balance of JGBs, the stock (as a ratio to GDP) has an
impact on the term premium, but the impact of the flow is minimal. In contrast, with regard to BOJ
JGB holdings, the flow has a larger impact than the stock. Indeed, as the MOF smooths out JGB
issuance by utilizing front-loading refunding bonds and other measures, the impact of the flow
seems to be limited. Conversely, with regard to BOJ JGB purchases, due to flexible adjustments
to the amounts purchased, the flow may have a greater impact than the stock, which had
previously been said to have a greater impact.

Impact of fiscal policy and QT on term premium

To get a picture of the situation in quantitative terms, we confirm the coefficients of the model,
incorporating both stock and flow, and find that a 1% deterioration in the ratio of outstanding JGBs
to nominal GDP pushes up the term premium by about 1bp. Meanwhile, a y/y 1% increase in the
ratio of BOJ JGB holdings to nominal GDP pushes down the term premium by about 2bp.

Reviewing the Cabinet Office's “Economic and Fiscal Projections for Medium to Long Term
Analysis” shows that the national government debt-to-GDP ratio in “the projection of past trend
case” is expected to rise from the recent level of around 175% to about 185% over the next ten
years. In contrast, in the “transferring to a new economic stage case,” although the debt balance
itself does not change significantly, the debt ratio is projected to decline to about 160% due to an
increase in nominal GDP, resulting in a 25% difference between the two scenarios. Applying this
to our model would serve as a factor that could bring about a 25bp change in the term premium.
The level of the fiscal premium will differ depending on whether the growth strategy envisioned by
the Takaichi administration leads to actual growth.

Furthermore, based on the QT simulation introduced in a previous report?, projecting the future
ratio of BOJ JGB holdings to GDP shows that it will decrease at a pace of about 5% to 7.5% per
year from 2026 onwards. Applied to our model, this would serve as a factor that raises the term
premium by about 10bp to 15bp. While the market already appears to have priced in QT itself to
some extent, any change in its perception of the situation will likely affect the long-term yield via
the term premium.

Chart 3: Outstanding Government Debt/GDP Ratio Chart 4: Change in BOJ’s JGB Holdings/GDP Ratio
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Source: Cabinet Office's “Economic and Fiscal Projections for Medium to Long Term Analysis;” Source: BOJ; compiled by Daiwa.
compiled by Daiwa.

2 This time, we used the "QT continuation scenario," which is the more intermediate case among the three scenarios shown in our report
Daiwa’s View: BOJ’s quantitative tightening and optimal balance sheet debate on 21 Oct 2025.
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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
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