JAPANESE GOVERNMENT BONDS

Quarterly Newsletter of the Ministry of Finance of Japan

WHAT'S NEW

The Ministry of Finance (MOF) formulated and announced the FY2008 JGB Issuance Plan
in December 2007. This Plan is in line with the two fundamental goals of the debt management
policies. These are, namely, to ensure smooth and stable pnancing, and to minimize medium- to
long-term pnancing costs. Please see page 3 about JGB Issuance Overview. We outline the Plan
below.

The plan calls for issuance of ¥25.3 trillion in new pnancial resource bonds, holding it below
the amount for the previous pscal year. With progress made in debt management policies to date,
the issuance of refunding bonds falls by ¥7.3 trillion from the previous pscal year to ¥92.5 trillion,
while the issuance of Fiscal Investment and Loan Program (FILP) bonds falls by ¥10.2 trillion
from the previous fscal year to ¥8.4 trillion, owing in part to the ¥7.6 trillion direct undertaking by
Postal Savings, etc wiped out because of the termination of transitional measures for FILP system
reform. As a result, JGB total issuance falls by ¥17.5 trillion from the previous pscal year to ¥126.3
trillion, which is two consecutive years of large issuance reduction. Below ¥130 trillion[] issuance
is the prst time in eight years after FY2000. JGB Market Issuance.(Calendar Base) falls by ¥4.5
trillion-from the previous pscal year to ¥105.1 trillion, which is three consecutive years. of issuance
reduction.

The plan takes both debt management policies and market needs and trends into consideration.
Broken down by maturity, the 40-year bonds prst issued in November 2007 will be made regular
issuance of ¥0.4 trillion per year, in response to the.increasing demands for long-term assets-mainly
from life insurance companies and pension funds. Issuance amounts of 15-year yoating-rate bonds,
5-year bonds, and TBs (6-month) 'will be reduced. For JGB Market Issuance (Calendar Base),
please see the table below.

JGB Market Issuance for FY2008 (Calendar Base)

(trillion yen)
FY2007 FY2007 FY2008
(initial) (supplementary budget) (initial)
(@) (b) ®0 @
40-year ] 0 02 x 2 0O 04 0.4
30-year 06 x 4 0 24 06 x 4 0 24 06 x 4 0 24 u]
20-year 08 x 12 0O 96 08 x 12 O 96 08 x 12 O 96 ]
10-year 19 x 12 0O 228 19 x 12 0O 228 19 x 12 0O 228 O
5-year 20 x 12 0 240 20 x 12 0O 240 19 x 12 0O 228 vi2
2-year 17 x 12 0O 204 17 x 12 0O 204 17 x 12 0O 204 0
1-year TBs 14 x 12 0O 16.8 14 x 12 0O 168 14 x 12 0O 16.8 ]
6-month TBs 20 x 3 0O 60 30 x 2 0 60 3.3 v 27
. 10 x 2 0O
15-year Floating-rate| 1.0 x 4 0O 40 07 x > 0O 34 06 x 4 0O 24 v 16
10-year Inflation-indexed) 05 x 6 0O 30 05 x 6 0O 30 05 x 6 0O 30 O
Auction for Enhanced-liquidity) 0.1 x 6 0O 06 01 x 12 0O 12 01 x 12 0O 12 0.6
Total 109.6 109.6 105.1 v 45

Note I Non-price competitive auction Il is held after the primary auction of 40-year, 30-year, 20-year, 10-year, 5-year, 2-year, 15-year floating-
rate, and 10-year inflation-indexed bonds.

Note 2: JGB market issuace (Calender Base) refers to JGBs issued by scheduled auctions from April to next March.

Note 3: Only the total issuance amount is shown for 6-month TBs, because TBs and FBs are expected to be issued as unified bills starting within
FY2008.
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We will implement the following measures for the progress in debt management.

First, we will buy-back outstanding JGBs with ¥9.8 trillion transferred fund from the Special Account for the Fiscal
Investment and Loan Program to the Special Account for the Government Debt Consolidation Fund in FY2008. This is
intended to curtail debt service cost including interest payments by reducing outstanding amount of General Bonds, as
well as both curb and level future funding needs. As for the breakdown, about ¥3.0, ¥3.4 and ¥3.4 trillion are planned
to be bought-back from the market, Fiscal Loan Fund and Bank of Japan, respectively. Consequently, the outstanding
amount of General Bonds will increase by approximately ¥7 trillion from around ¥547 trillion at the end of FY2007 to
around ¥553 trillion at the end of FY2008. Below ¥10 trillion increase is the second time since FY1992, following FY 2006
when ¥12 trillion was transferred from the Fiscal Loan Fund Special Account and the pgure shrank to approximately ¥5
trillion increase.

Second, the average maturity of JGB Market Issuance (Calendar Basis) is lengthened further by 4 months from that of
FY2007 to 7 years and 4 months.

Third, TBs and FBs are expected to be issued as the uniped bill starting within FY2008.

Fourth, we will extend simulation period of Cost-at-Risk analysis to more than 30 years from 10 years now in order to
enable quantitative debt management more suitable for our debt structure.

Fifth, we will continue interest rate swap transactions along with considering to enhance risk management methods
such as increasing frequencies of margin calls. The maximum amount of the notional principal of the swap transactions
for FY2008 is ¥1.8 trillion, which is the same as that of FY2007.

We will implement the following measures to improve and enhance market liquidity.

First, the total Buy-back amount from the market will be expanded to about ¥3.0 trillion from ¥1.8 trillion, focusing
on 15-year yoating-rate bonds. Buy-back amount of 15-year yoating-rate bonds in FY2008 is ¥1.2 trillion, while that in
FY2007 is ¥0.48 trillion. There is presently a liquidity shortage of outstanding issues of 15-year yoating-rate bonds, and
new issuance is carried out at undervalued prices as compared with theoretical prices. By reducing the issuance amount
of 15-year yoating-rate bonds and expanding the amount of Buy-back, as described above, we intend to enhance liquidity
and reduce pnancing costs.

In addition, in order to promote the stripping, which is separating the principal and interest components of a security,
we will implement new Buy-back program for coupon STRIPS as a temporary measure. The Buy-back amount of coupon
STRIPS will be ¥40 billion per year.

Second is the initiative on Auction for Enhanced-liquidity. Auction for Enhanced-liquidity is thought to have yielded
a certain effect in their target zones to date, while we have veriped market needs for expansion to additional zones. In
FY2008, therefore, the goal will be to move from "enhancing the liquidity of "zones" with structural lack of liquidity" to
"enhancing the liquidity of "“issues" with a structural lack of liquidity." From targeting 20-year bonds with 11 to 16 years
remaining to maturity, we will expand our target issues to include pxed-rate coupon-bearing bonds with 6 to 29 years
remaining to maturity. Fixed-rate bonds with maturities from 9 to 11 years and 19 to 21 years, inyation-indexed bonds, and
15-year yoating-rate bonds will be excluded from our target issues. Target issues within zones of Auction for Enhanced-
liquidity have been excluded from Buy-back in FY2007. In FY2008, securities issued under Auction for Enhanced-
liquidity will be excluded from Buy-back for a period of six months after issuance.

Third, we will establish a scheme of Special Auction for Enhanced-liquidity in FY2008 in order to respond to such
temporal lack of market liquidity as seen in the squeezes.

Fourth, we will establish reopening of 15-year yoating-rate bonds as a general rule from Feb. 2008.

Fifth, we will shorten periods between auction dates and issuance dates. The periods will be 3 days in general.

To broaden JGB investor base, we will also implement the following measures:

First, we will develop the super long-term bonds market further in response to the increasing demands for long-term
assets mainly from life insurance companies and pension funds by the initiatives such as regular issuance of 40-year bonds
and Buy-back for coupon STRIPS.

Second, in views of promoting JGB holdings by households, we will reduce early redemption penalty of non-
marketable JGBs for retail investors by 20% from Apr. 2008, as well as we will make an efforts to expand financial
institutions which join New Over-The-Counter Sales system for marketable bonds.

Third, we will continue overseas IR Tours to promote JGB holdings by foreign investors.

Fourth, we will strengthen the dialogue with foreign Debt Management Offices by such efforts as sponsoring
Government Borrowers Forum in Tokyo in May 2008.

Total JGB issuance amounts have shown large reductions for two consecutive years, but the outlook for JGB issuance
is still in vast amounts. The MOF intends to pursue all possible means for the continued appropriate implementation of
debt management policies.
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JGB Issuance Overview

00 Breakdown by Fiscal Needs[

(billion yen)
FY2007 FY2007 FY2008
(initial) (supplementary budget) (initial)
(a) (b) (b) O (a) (c) (€0 ()
New Financial Resource Bonds 25432.0 25432.0 O 25,348.0 v 84.0
Construction Bonds 5,231.0 6,094.0 863.0 5,212.0 v 19.0
Special Deficit-financing Bonds 20,201.0 19,338.0 v 863.0 20,136.0 v 65.0
Refunding Bonds 99,806.0 99,578.5 v 2275 92,542.0 Vv 7,264.0
FILP Bonds 18,600.0 18,600.0 O 8,400.0 | v 10,200.0
Public Offering 11,000.0 11,000.0 O 8,400.0 v 2,600.0
Transitional Measures 7,600.0 7,600.0 O O v 7,600.0
Total 143,838.0 143,610.5 v 227.5 126,290.0 | v 17,548.0
O Breakdown by Financing Methods [ ey
FY2007 FY2007 FY2008
(initial) (supplementary budget) (initial)
(a) (b) (b) O (a) (c) © 0 (a

JGB Market Issuance (Calendar Base) 109,600.0 109,600.0 O 105,100.0 v 4,500.0
Non-price Competitive Auction Il 2,586.0 3,876.3 1,290.3 2,514.0 v 720
Adjustment by Depleting Front-loaded Issuance 6,246.0 4,728.1 v 15179 1,053.7 v 51923
Subtotal Financed in the Market | 118,432.0 118,204.5 v 2275 108,667.7 v 9,764.3
Non-marketable JGBs for Retail Investors 6,330.0 6,330.0 O 6,200.0 v 130.0
OTC Sales for marketable Bonds 1,820.0 1,820.0 O 1,800.0 v 200
Subtotal for Households 8,150.0 8,150.0 O 8,000.0 v 150.0
Bank of Japan 9,656.0 9,656.0 O 9,622.3 v 33.7
FILP Bonds 7,600.0 7,600.0 O O v 7,600.0
(Postal Savings) (5,500.0) (5,500.0) (o) (O) | (v 5500.0)
(Pension Reserves) (1,600.0) (1,600.0) (o) (O) | (v 1,600.0)
(Postal Life Insurance) (500.0) (500.0) (o) () ( v 500.0)
Subtotal for Public Sector 17,256.0 17,256.0 O 9,622.3 v 7,633.7
Total 143,838.0 143,610.5 v 227.5 126.290.0 | v 17,548.0

0 The maximum amount of front-loaded issuance of Refunding bonds in FY2008 is O 20 trillion.

0 The maximum amount of interest rate swap transactions in FY2008 is [0 1.8 trillion on notional principal basis.

O Already-issued JGBs will be bought-back with O 9.8 trillion transferred fund from Special Account for the Fiscal Investment and
Loan Program in FY2008; about [ 3.0 trillion from the market, about [ 3.4 trillion from Fiscal Loan Fund, and about [ 3.4 trillion

from Bank of Japan.
In addition, coupon STRIPS will be bought-back through the new buy-back program with the amount of O 40 billion from the
market in FY2008.

O About [J 100 billion of FILP bonds will be bought-back from Bank of Japan in FY2008 with the revenues from securitization of FILP
loans.

Note 1: Figures may not sum up to the total because of rounding.
Note 2: JGB Market Issuance (Calendar Base) refers to JGBs issued by scheduled auctions from April to next March.
Note 3: “Non-price Competitive Auction [ ” is estimated at 3% of the JGB Market Issuance excluding TBs and bonds issued in Auction for Enhanced-liquidity.
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Auction Calendar for Jan. - Mar. 2008

Auction Date Issue Auction Date Issue Auction Date Issue Auction Date Issue
1/ 8 (Tue) | FB (13-week) 1/28 (Mon)| Auction for Enhanced-liquidity =~ 2/19 (Tue) | 15-year Floating-rate 3/12 (Wed)| FB (13-week)
1/ 9 (Wed)| TB (6-month) 1/30 (Wed)| FB (13-week) 2/20 (Wed)| FB (13-week) 3/13 (Thu) | Auction for Enhanced-liquidity
1/ 9 (Wed)| 10-year 1/31 (Thu) | 2-year 2/21 (Thu) | Auction for Enhanced-liquidity ~ 3/14 (Fri) | TB (1-year)
1/11 (Fri) | FB (13-week) 2/ 5 (Tue) | TB (6-month) 2/26 (Tue) | 20-year 3/17 (Mon)| FB (Approx. 2-month)
1/15 (Tue) | TB (1-year) 2/ 5 (Tue) | 10-year 2/27 (Wed)| FB (13-week) 3/18 (Tue) | FB (13-week)
1/16 (Wed)| FB (13-week) 2/ 6 (Wed)| FB (13-week) 2/28 (Thu) | 2-year 3/18 (Tue) | 20-year
1/16 (Wed)| 5-year 2/ 7 (Thu) | 10-year Inflation-Indexed 3/ 4 (Tue) | FB (6-month) 3/25 (Tue) | 2-year
1/18 (Fri) | 30-year 2/13 (Wed)| FB (13-week) 3/ 4 (Tue) | 10-year
1/23 (Wed)| FB (13-week) 2/13 (Wed)| 5-year 3/ 5 (Wed)| FB (13-week)
1/24 (Thu) | 20-year 2/14 (Thu) | TB (1-year) 3/11 (Tue) | 5-year
Note 1: The above calendar may be changed or added in light of changes in circumstances. In such cases, it will be announced in advance.
Note 2: Each issue amount will be announced about one week prior to each auction date.
Note 3: The issue date of the Financing Bills auctioned on March 17, 2008 is March 21, 2008 and, the maturity date is May 2, 2008.
Auction Results
Bonds and Treasury Bills
. Amounts of Yield at Yield Amountsof Non- | AmountsofBidsAc- | Amounts of Bids Ac-
. . Nominal o Amounts of P ) )
Auction Type of Security Issue Maturity Coupon Competltlve Bids Accepted the Lowest| atthe competitive Bids cepteda_t_theNon;pnce— cepteda.tyheNun:prlce-
Date Number Date Bids S Accepted | Average | Tendered/Accepted | competitive Auction 0 | competitive Auction 0
*) -~ (billion yen) . . o " o
(billion yen) Price Price (billion yen) (billion yen) (billion yen)
12/21/2007 2-year 264 1/15/2010 | 0.7% | 3,666.30 1,549.20 | 0.702% | 0.698% 13.999 136.50 0.0
12/18/2007 20-year 99 12/20/2027 | 2.1% | 3,097.40 73190 | 2.150% | 2.145% - 67.20 0.0
12/17/2007 TB (1-year) 428 | 12/22/2008 - 5,878.30 1,294.19 | 0.6050% | 0.5900% - 105.80 -
12/11/2007 5-year 68 12/20/2012 | 1.1% 5,170.30 1,809.50 | 1.093% | 1.087% 11.231 178.50 0.0
12/ 6/2007 | 10-year Inflation-Indexed 14 12/10/2017 | 1.2% 1,722.00 499.70 | 1.220% - - - 7.8
12/ 4/2007 10-year 289 | 12/20/2017 | 15% | 5,502.40 1,724.60 | 1.479% | 1.478% 6.729 167.90 160.6
11/29/2007 2-year 263 | 12/15/2009 | 0.8% | 4,685.00 153570 | 0.779% | 0.777% 14.082 148.90 1453
11/21/2007 20-year 98 9/20/2027 | 2.1% | 2,670.20 731.00 | 2.064% | 2.062% - 68.00 771
11/15/2007 | 15-year Floating-rate 47 11/20/2022 | -0.45%| 2,498.20 656.30 - - - 42.40 68.0
11/15/2007 TB (1-year) 427 11/20/2008 - 6,779.40 1,283.43 | 0.6527% | 0.6476% - 116.50 -
11/ 8/2007 5-year 66 9/20/2012 | 1.1% | 4,591.30 1,823.70 | 1.091% | 1.078% 8.055 167.80 1713
11/ 6/2007 40-year 1 3/20/2048 | 2.4% 501.20 99.90 | 2.435% - - - -
11/ 1/2007 10-year 288 9/20/2017 | 1.7% | 5,292.60 1,730.40 | 1.665% | 1.664% 5.062 163.70 342
10/30/2007 2-year 262 | 11/15/2009 | 0.8% | 5,633.90 1529.80 | 0.779% | 0.778% 14.568 154.30 94
10/25/2007 20-year 97 9/20/2027 | 2.2% 2,708.20 72520 | 2.149% | 2.145% - 74.10 0.0
10/16/2007 30-year 27 9/20/2037 | 25% | 2,059.10 546.20 | 2.491% | 2.488% - 53.10 58.8
10/16/2007 TB (1-year) 426 | 10/20/2008 - 6,072.70 1,308.35 | 0.7333% | 0.7262% - 91.60 -
10/12/2007 5-year 67 9/20/2012 | 1.3% 5,885.90 1,807.70 | 1.261% | 1.256% 11.144 180.20 185.1
10/ 4/2007 | 10-year Inflation-Indexed 13 9/10/2017 | 1.3% | 2,006.90 499.70 | 1.340% - - - 0.8
10/ 2/2007 10-year 288 9/20/2017 | 1.7% 4,705.00 1,735.00 | 1.685% | 1.681% 6.84 157.50 0.0
Note : (*)This column for 15-year Floating-rate bonds indicates the spread from the reference rate.
Financing Bills
. . Amounts of Amounts of Bids Yield at . Amounts of Bids Accepted at
AUEER e o y lesie MRSy Competitive Bids Accepted the Lowest WG L th_e the Non—price-competitivg Auction 0
Date SIEBUE | [0 L Date (billion yen) (billion yen) Accepted Price Average Price (billion yen)
12/19/2007 | 13-week 492 4/ 7/2008 12,731.10 4,207.77 0.5640% 0.5535% 309.2
12/12/2007 | 13-week 491 3/24/2008 15,019.90 4,184.34 0.5649% 0.5608% 344.59
12/11/2007 | Approx. 2-month 490 2/ 4/2008 9,985.10 2,854.63 0.5858% 0.5796% 1453
12/ 5/2007 | 13-week 489 3/17/2008 14,465.50 4,207.43 0.5390% 0.5364% 3215
12/ 4/2007 | 6-month 488 6/10/2008 12,949.40 2,744.75 0.5789% 0.5769% 255.2
11/28/2007 | 13-week 487 3/10/2008 15,807.80 4,222.83 0.5594% 0.5579% 316.1
11/20/2007 | 13-week 486 3/ 3/2008 17,168.40 3,891.21 0.5575% 0.5568% 344.7
11/14/2007 | 13-week 485 2/25/2008 16,996.80 3,926.85 0.5760% 0.5742% 304.08
11/ 7/2007 13-week 484 2/18/2008 16,614.30 3,908.02 0.5797% 0.5775% 3119
11/ 6/2007 | 6-month 483 5/14/2008 7,639.70 1,854.66 0.6135% 0.6095% 1453
10/31/2007 | 13-week 482 2/12/2008 15,297.10 3,880.40 0.5867% 0.5849% 3445
10/24/2007 | 13-week 481 2/ 4/2008 15,704.90 3,847.45 0.5908% 0.5867% 360.5
10/17/2007 | 13-week 480 1/28/2008 14,455.10 392457 0.6093% 0.6030% 305.37
10/10/2007 | 13-week 479 1/21/2008 11,624.10 3,949.09 0.5963% 0.5838% 279.9
10/ 9/2007 | Approx.2-month 478 12/ 4/2007 9,759.50 2,788.26 0.5515% 0.5407% 111.72
10/ 4/2007 | 6-month 477 4/10/2008 6,053.90 1,855.03 0.6268% 0.6028% 14491
10/ 3/2007 | 13-week 476 1/17/2008 12,745.30 3,938.14 0.5700% 0.5642% 287.8
Issues Re-opened through the Recent Auction for Enhanced-liquidity
. . Issue Numbers
Auction Date securities Re-opened Amounts (billion yen. face value)
12/13/2007 20-year #40 #41 #42 #43 #44 #47 #51 #52 #53 #54 #58 #59 #66 #67 #69
10.2 4.2 9.6 0.5 154 1.1 12.0 11.9 7.0 4.0 9.0 6.5 31 3.0 21
#41 #42 #44 #45 #49 #51 #53 #54 #55 #56 #58 #63 #65 #66 #69
1172772007 20-year 37 |79 [170 | 222 25 [ 164 | 94 |08 | 09 |31 |20 | 12 |10 | 22 | 86
#40 #43 #44 #45 #46 #54 #55 #56 #63 #68 #69
10718/2007 20-year 98 | 02 | 200 200 | 72 | 15 | 49 | 06 | 04 | 14 | 335
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