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Previewing BOJ's interim assessment of JGB
purchases

» BOJ to keep planned JGB purchase reductions through March
2027

» Expect BOJ to cut monthly purchases by Y100bn per quarter from
April 2027 Kengo Shiroyama

» BOJ JGB holdings, current account balances pose no obstacle to O
further reductions kengo.shiroyama@daiwa.co.jp

Daiwa Securities Co. Ltd. “L

The Bank of Japan (BOJ) will conduct an interim assessment of its plan to reduce JGB purchases
at the June Monetary Policy Meeting (MPM). It has already published planned JGB purchase
amounts through March 2027, and it will be some time before the plan from April 2027 (to be set
as part of this interim assessment) actually impacts JGB supply-demand. That said, the major
potential size of this impact makes the interim assessment a growing focus of attention, and in
this report we therefore lay out our current expectations for it.

To gauge how the market views reductions in JGB purchases, we turn first to the minutes of the
most recent Bond Market Group meeting, held in December 2025. Most participants expressed
positive views, for instance that the reduction has been "conducted in a gradual and predictable
manner, without surprises, and has not generated unnecessary volatility." Some participants also
noted that "the moves reflect views on fundamentals and on monetary and fiscal policy, and likely
represent the market's price-discovery function working as intended." There seem to have been
few negative views on the reductions even in the context of rising yields.

If anything, many participants see the reduction in purchases as supporting the recovery of JGB
market functioning. One comment was that "to restore the market's price-discovery function and
liquidity, the amount held by the market needs to rise further." Naturally, a situation could emerge
in which the JGB market destabilizes to the point of harming the real economy and it is no longer
appropriate for the BOJ to continue reducing purchases. At present, however, volatility is rising
but has not reached extreme levels (Chart 1), and the asset-swap (ASW) spread (which captures
cash-bond-specific supply/demand conditions) also remains stable (Chart 2). We think the
market’s positive view of the reduction policy per se remains largely unchanged at this point.

Chart 1: S&P/JPX JGB VIX Index Chart 2: JGB ASW Spreads
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The minutes of the May 2025 Bond Market Group meeting, held just before the previous interim
assessment in June 2025, included the view that "from the standpoint of preserving predictability,
the current plan should be maintained, without revisions such as accelerating the reduction or
making a large one-off cut." Preserving predictability while conducting balance-sheet reductions
(quantitative tightening, QT) is critical to maintaining market stability, and we think the BOJ is very
likely to retain its published purchase plan through March 2027 at the upcoming interim
assessment.

The May 2025 minutes also inform our view on the pace of reductions from April 2027.
Discussions on the eventual level of monthly purchases diverged, with some advocating cutting
them to zero while others argued for halting reductions at around Y3tn. On the whole, however,
many participants saw monthly purchases of around Y1-2tn as the rough benchmark, with one
noting that “monthly purchases should be reduced to the Y1-2tn level that prevailed before JGB
purchases were sharply increased.”

Given that monthly purchases are already scheduled to shrink to Y2.1tn in Jan—Mar 2027, the
view that reductions should halt at around Y3tn has clearly not been adopted. We think the BOJ
has (for now) Y1-2tn in mind as the rough target for monthly purchases. A drop to Y2.1tn would
reach the upper bound of that range, but given the size of the BOJ's JGB holdings, we think
reductions will continue somewhat further.

Given the above, we expect the BOJ to announce a plan at the June MPM that again slows the
pace of reductions from Apr—Jun 2027, cutting monthly purchases by Y100bn per quarter. That
would mean purchases in Jan—Mar 2028 fall to Y1.7tn, approaching the midpoint of the Y1-2tn
benchmark range. We think the BOJ will conduct another interim assessment in mid-2027 and

decide on the purchase policy from April 2028 while checking market conditions.

If JGB purchases proceed as we assume, we estimate that the BOJ's holdings will shrink to
around Y430tn by end-FY27 (Chart 3). Using the past-projection case in the Cabinet Office's
medium- to long-term economic and fiscal projections as the assumption for outstanding JGB
issuance, we also estimate that the BOJ's share of outstanding JGBs will fall to 35-39% by end-
FY27 (Chart 4).

Chart 3: Amount of BOJ’s JGB Holdings Chart 4: BOJ's Share of Outstanding JGBs
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While the BOJ's JGB holdings are set to decline, we think the high level relative to overseas
central banks (whose holdings are roughly 10-30% of outstanding issuance) will ensure market
stability from a stock perspective despite the reduction in purchases. From a flow perspective,
BOJ JGB purchases as a percentage of issuance will keep falling unless JGB issuance drops
sharply from FY27; but as long as that pace remains gradual and considerate of market
conditions, it is unlikely to undermine market stability.

On a slightly different subject, we also think the BOJ will be monitoring current account balances
as a gauge of financial system stability. These totaled around Y470tn at end-April, roughly 70% of
2025 nominal GDP (Chart 5), far above the 8-10% that the Fed used as its rough threshold for
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balance-sheet reductions under its ample-reserve regime. Direct Japan/US comparisons may not
be entirely appropriate, but it does not alter the conclusion that Japan's current account balances
are very large. Even if they contract as the BOJ's JGB holdings decline, the gradual downtrend
implied by our estimates (around Y50tn per year) means that balances will likely remain elevated
for some time, even if we factor in a decline in operational balances outside JGB purchases.

Based on trends in BOJ JGB holdings and current account balances, we see no major obstacles
to continuing to reduce JGB purchases from Apr—Jun 2027. On that basis, our current assumption
is that monthly purchases will be cut by Y100bn per quarter from Apr—Jun 2027. The BOJ's
response could of course shift depending on subsequent market developments, and we will
initially be watching the discussion at the Bond Market Group meeting scheduled for 21-22 May.

Chart 5: Monetary Base (amount outstanding)
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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.
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