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Second supplementary budget expected to reduce total
JGB issuance by Y5tn

» We expect the FY26 second supplementary budget to reduce total JGB
issuance by Y5tn, while increasing retail JGB issuance by Y4tn

» Front-loading issuance of refunding bonds in FY26 could shift from utilization
(reduction) to accumulation

» The increased scope to utilize front-loading issuance in FY27 leads us to

revise down our forecast for the y/y increase in calendar-base JGB market Koji Hamada
issuance from Y12tn to Y10tn kouji_hamaglgfjffaig;

» This further increases the likelihood that the increase can be absorbed
primarily through higher TDB issuance Daiwa Securities Co. Ltd. ‘

Conclusion

We expect the FY26 second supplementary budget to reduce the combined issuance of newly-
issued bonds and refunding bonds by Y5tn. Sales for households (retail JGB issuance) are
expected to be revised upward by Y4tn. We expect calendar-base JGB market issuance to
remain unchanged. Adjustment between fiscal years, which stood at +Y4.4tn after the first
supplementary budget, is likely to turn negative, to —Y4.6tn, after the second supplementary
budget. This would mean a shift from the utilization (reduction) of front-loading issuance of
refunding bonds to the accumulation of such issuance.

In FY27, there will be greater scope to utilize front-loading issuance of refunding bonds. We
revise down our forecast for the y/y increase in calendar-base JGB market issuance from Y12tn
in our previous report to Y10tn. This further increases the likelihood that the y/y increase can be
absorbed primarily through higher TDB issuance.

Chart 1: Scale and Schedule of Policy Expenditures in Supplementary Budgets Formulated in Nov—Dec

Cabinet approval

Cabinet approval

Supplementary  Policy expenditures date for , Difference in . . Date submitted
date for following Diet session .
budget number (Y tn) supplementary . LEVE to the Diet
fiscal year’s budget
budget
2013 - 55 12-Dec 24-Dec 12 Ordinary session 24-Jan
2014 - 35 9-Jan 14-Jan 5 Ordinary session 26-Jan
2015 - 31 18-Dec 24-Dec 6 Ordinary session 4-Jan
2016 3rd 05 22-Dec 22-Dec 0 Ordinary session 20-Jan
2017 - 27 22-Dec 22-Dec 0 Ordinary session 22-Jan
2018 2nd 26 21-Dec 21-Dec 0 Ordinary session 28-Jan
2019 - 43 13-Dec 20-Dec 7 Ordinary session 20-Jan
2020 3rd 19.2 15-Dec 21-Dec 6 Ordinary session 18-Jan
2021 = 316 26-Nov 24-Dec 28 Extraordinary session 6-Dec
2022 2nd 291 8-Nov 23-Dec 45 Extraordinary session 21-Nov
2023 = 1341 10-Nov 22-Dec 42 Extraordinary session 20-Nov
2024 = 13.9 29-Nov 27-Dec 28 Extraordinary session 9-Dec
2025 = 17.7 28-Nov 26-Dec 28 Extraordinary session 8-Dec
2026 ) ) . .
2nd 20 Mid-late Dec Mid-late Dec 0~10 Ordinary session Jan
(forecasts)

Source: MOF; compiled by Daiwa.
Note: Because a general election was held in December 2014, FY14 supplementary budget and FY15 budget were approved by the Cabinet in January of the following year.

Important disclosures, including any required research certifications, are provided on the last page of this report.
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A “small-scale year-end supplementary budget” is the most likely scenario for
the FY26 second supplementary budget

Even in fiscal years when the economy has expanded steadily and no large-scale supplementary
budget has been required, a small-scale supplementary budget has been formulated at year-end.
Previously approved expenses are reduced in line with budget execution during the fiscal year,
and the tax revenue forecast is revised. Additional policy expenditures are kept to a minimum and
limited to items such as disaster recovery expenditures.

During the 2010s, when the economy remained firm under Abenomics, “small-scale year-end
supplementary budgets” were approved by the Cabinet either on the same day as the following
fiscal year’s budget or a few days to around one week earlier.

In FY21-25, large-scale supplementary budgets were formulated in November in response to the
COVID-19 pandemic and rising prices. Revisions to tax revenue forecasts and reductions in
previously approved expenses were also included in those budgets.

Although the first FY26 supplementary budget was formulated in June to address rising prices, a
second supplementary budget will be required at year-end. The Takaichi administration has been
incorporating expenditures previously included in supplementary budgets into the initial budget,
making it highly likely that additional policy expenditures will be kept to a minimum. The Yomiuri
Shimbun reported on 7 October that the supplementary budget would be small in scale and
limited to necessary programs, including disaster response measures. Cabinet approval is
expected either on the same day as the FY27 budget, sometime after 20 December, or a few
days to around one week earlier.

Newly-issued bonds expected to be reduced by Y2.3tn

We forecast general account expenditures and revenues under the FY26 second supplementary
budget. Newly-issued bonds are expected to be reduced by Y2.3tn.

Chart 2: Expenditures and Revenues in General Account Supplementary Budgets Formulated in Nov-Dec (Y tn)

Local Transferto  Reduction in Surplus from
Policy Other . National Debt previously Tax Non-tax B . Newly-issued
allocation tax the previous

expenditures  expenses Consolidation  approved revenues revenues fiscal bonds
iscal year

rants
g Fund expenses

(forecasts)

Source: MOF; compiled by Daiwa.
Notes: 1) Because a general election was held in December 2014, FY14 supplementary budget and FY15 budget were approved by the Cabinet in January of the following year.
2) Reductions in previously approved expenses include reductions in contingency reserves.
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Policy expenditures

As no total amount has been reported, we provisionally assume roughly Y2tn. We expect the
breakdown to include disaster recovery, national resilience, defense, and personnel expenses.

Reductions in previously approved expenses

Most of the reductions are expected to come from interest payments. A larger amount is budgeted
each fiscal year to provide for the possibility of a sharp rise in interest rates, but the amount
actually required becomes clearer in November—December.

The 10-year market yield has continued to rise this fiscal year and exceeded the assumed
interest rate of 3.0% in September. However, the government issued JGBs in the first half at
yields below the assumed rate. Moreover, an increasing number of JGBs issued in the second
half will not reach their first interest payment dates within the fiscal year. Reductions in previously
approved expenses are therefore unlikely to approach zero, and we assume a reduction of
around Y0.8tn (-Y1.2tn in FY25).

Tax revenue

The FY26 tax revenue estimate uses the FY25 budget after supplementary revisions as its
starting point. However, actual FY25 tax revenue exceeded the revised budget estimate by
Y3.5tn. As tax revenue growth has remained firm in FY26, we expect an upward revision of
Y4.5tn.

Surplus from the previous fiscal year

Surpluses from the previous fiscal year have historically been incorporated into the current fiscal
year’s supplementary budget. Under the Public Finance Act, at least half must be transferred to
the Government Debt Consolidation Fund, while the remainder has been used to finance
supplementary budgets and defense expenditures.

However, the Y2.6tn net surplus recorded in the FY25 settlement may be incorporated into the
FY27 initial budget, rather than the FY26 second supplementary budget. This is because the
FY26 second supplementary budget will not require additional funding, whereas the FY27 budget
will require substantial funding for measures including a consumption tax cut.

Newly-issued bonds

We forecast a Y2.3tn reduction, the first reduction since FY14-15. This would reflect the tax
revenue upside generated by inflation and the smaller scale of policy expenditures resulting from
the incorporation of supplementary-budget expenditures into the initial budget.

Lower total JGB issuance and higher sales for households to shift front-
loading issuance of refunding bonds from “utilization” to “accumulation”

Under the FY26 second supplementary budget, we expect newly-issued bonds to be reduced by
Y2.3tn and refunding bonds by Y2.7tn, resulting in a total reduction in JGB issuance of Y5tn.

We expect calendar-base JGB market issuance to remain unchanged, while sales for households
(retail JGB issuance) will be increased by Y4tn and adjustment between fiscal years will be
reduced by Y9tn. Adjustment between fiscal years would therefore decline from +Y4.4tn after the
first supplementary budget to —Y4.6tn after the second supplementary budget, and front-loading
issuance of refunding bonds would likely shift from “utilization” to “accumulation.”

Refunding bonds

We expect a reduction of Y2.7tn. Actual TB issuance in FY25 was substantially below the revised
plan following the supplementary budget. The amount of JGBs scheduled to mature in FY26 will
therefore be lower than planned, reducing refinancing requirements. Refunding bond issuance
was also reduced by Y1.3—-2.5tn in each of the supplementary budgets formulated in November—
December of FY23-25.
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Existing bridge bonds

In past supplementary budgets formulated in November—December, issuance of existing bridge
bonds, including GX Economy Transition Bonds, was increased to finance economic measures.
For FY27, however, issuance amounts broadly in line with previous post-supplementary levels
were included in the budget requests as a result of the incorporation of supplementary-budget
expenditures into the initial budget. We therefore expect no additional issuance under the FY26
second supplementary budget.

Sales for households (retail JGB issuance)

The FY26 plan was Y5.9tn both in the initial plan and after the first supplementary budget.
However, sales have been strong, with Y6.2tn already issued between April and October. As we
expect issuance to continue at a faster pace than assumed in the initial plan, we assume an
upward revision of Y4.0tn.

Adjustment between fiscal years

A positive “adjustment between fiscal years” primarily indicates the utilization of front-loading
issuance of refunding bonds through a reduction in issuance, while a negative figure indicates an
increase in issuance.

Adjustment between fiscal years in FY26 was +Y1.2tn in the initial budget. Under the first
supplementary budget, newly-issued bonds were increased by Y3.1tn, but adjustment between
fiscal years was increased by the same amount, leaving calendar-base JGB market issuance
unchanged. Adjustment between fiscal years therefore stood at +Y4.4tn after the first
supplementary budget.

We also expect calendar-base JGB market issuance to remain unchanged under the second
supplementary budget. The Y5tn reduction in total JGB issuance and the Y4tn increase in sales
for households (retail JGB issuance) would result in a Y9tn reduction in adjustment between fiscal
years. After the second supplementary budget, adjustment between fiscal years would therefore
turn negative, to —Y4.6tn, and front-loading issuance of refunding bonds would shift from
“utilization” to “accumulation.”

Chart 3: JGB Issuance Plan (actual results and forecasts, Y tn)

FY25 FY27

Post- First Post-first Second Post-second Difference from

Category supplementary | Initial plan | supplementary supplementary | supplementary supplementary |Initial plan* the FY26 initial
budget budget budget budget* budget* plan*

JGB issuance plan (by legal grounds)

Newly-ssued bonds 403 296 34 327 23 304 420 124
Bridge bonds for economic security T o0 | - I 0 — 50 50
Reconstruction bond o T 00 . 00 o w0 00 00 | 00 00
GX economy transition bond 14 10 — 1.0 0.0 1.0 16 06
Children special bonds N o 11 05 — 05 0o 05 04 01
Semricc;nductorar{dAlbondsr o T 7 00 o 08 o o OASV - 0.0 - OA87 I 05 -0.3 7
FLPbonds o T 120 0 130 o o130 00 130 | 100 30
Refunding bonds 1347 1358 - 1358 A 1331 1367 09
Total 1896 1807 31 1838 50 1788 1962 15.5
JGBi plan (by financing methods)
Calendar-base JGB marketissuance 1787 168.5 — 168.5 0.0 168.5 178.5 10.0
Non-price competitive auctions I ' 55 | 50 — 50 00 50 56 06
Fiscal year adjustment | . 00 12 Y 44 90 46 | M 19
Sales for households o T 54 59 o 59 40 99 90 31

Source: MOF; compiled by Daiwa.
* indicates forecasts.
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Negative “adjustment between fiscal years” in FY26 to affect the FY27 plan

If adjustment between fiscal years turns negative after the FY26 second supplementary budget,
front-loading issuance of refunding bonds will increase. If the additional front-loading issuance is
carried over in full to the following fiscal year, the scope to utilize front-loading issuance in FY27
will also increase.

In our 7 October report, we forecast FY27 adjustment between fiscal years at +Y1.1tn. In this
report, we raise the forecast by Y2tn to +Y3.1tn. This would involve utilizing in FY27 part of the
—Y4.6tn in adjustment between fiscal years after the FY26 second supplementary budget.

In conjunction with this revision to adjustment between fiscal years, we lower our forecast for the
yly increase in calendar-base JGB market issuance in FY27 from Y12tn to Y10tn. This further
increases the likelihood that the y/y increase can be absorbed primarily through higher TDB
issuance.
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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, Investment Management Association of Japan, Type II
Financial Instruments Firms Association, Japan Security Token Offering Association
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