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This Month’s Special!

What's New = The 44™ meeting of the Advisory Council on Government Debt Management Contents
Monthly Topic = 1. Breakdown by JGB Holders (end of Mar.2017)
2. Basic Policies for Economic and Fiscal Management and Reform

1. What’s New
WHAT’S NEW Monthly Topic
. . . IR Special Office
The 44" meeting of the Advisory Council on Government Debt Management P 1

The 44th meeting of the Advisory Council on Government Debt Management was
held on May 31, 2017. 2. JGB Primary
(Agenda) Market

1. JGB Issuance Plan for FY2017 (report) (notel) P.6

2. Overseas IR activities (report) 3. The Auctions for

3. Revision of JGB Market Special Participants Scheme (report) (note 2) Enhanced-Liguidity

4. Future trends in JGB markets and debt management policy and JGB Buy-Back
P.7

Financial Bureau explained agenda 1, 2 and 3. In agenda 2, overseas IR activities

in FY2016 were explained as follows: 4. JGB Secondar

: . . . . . Market
(i) 10 overseas IR tours covering 14 countries and 20 cities (98 meetings with -

central banks, pension funds, insurance companies, asset management
companies, etc.)

[North America] U.S. 5. Investor Trends and
[Latin America] Mexico JGB Outstanding
[Europe] U.K., France, Germany, Denmark, Sweden, Switzerland, Belgium P10
[Asia and Pacific] Singapore, Hong Kong, New Zealand, Australia, Philippines

P8

(i) 141 meetings in Japan, including regular visits (twice a year) to Tokyo offices of (| JSS=«elale]ulleF-Tale |
foreign central banks Financial Trends

(iii) 6 presentations at seminars (3 in Japan, 3 overseas) --P.14

(iv) Continuation of monthly issuance of English newsletters that contain a wealth || RraTYYaT T
of information about JGBs, etc.

After the explanation from the Financial Bureau, council members Ms. Nishioka of
Sumitomo Mitsui Banking Corporation and Mr. Inaida of Nomura Securities Co., Ltd.
explained Japanese and world economy and financial markets. This was followed
by a free exchange of opinions among the attendees on several points such as
perspectives on demand for JGBs and trends in some economic indicators.

Notel) JGB Issuance Plan for FY2017: http://www.mof.go.jp/english/jgbs/debt management/plan/
Note2) Revision of JGB Market Special Participants Scheme:
http://www.mof.go.jp/english/jgbs/topics/press release/20170327-04e.htm
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MONTHLY TOPIC
1. Breakdown by JGB (including T-Bills) Holders (end of Mar.2017)

On June 27, the Bank of Japan (BOJ) released the Flow of Funds Accounts for the 1st Quarter 2017.
The shares of JGB (including T-Bills, hereinafter referred to as “JGBs”) holders were updated as follows:

» The total amount of JGBs and T-Bills outstanding decreased by 0.4 trillion yen to 1,082.9 trillion yen.

» BOlJincreased its holdings of JGBs by 6.7 trillion yen to 427.3 trillion yen. BOJ is now holding around 40 percent

of outstanding JGB:s.

» The balance of JGBs held by domestic Banks in Q1 fell by 6.8 trillion yen to 225.8 trillion yen.

(The end of Dec. 2016)
Others General Government
Households: 120 (ex Pubhc Penslons)
Foreigners 1.6 1. 1’;
1148 1% 03% Flscal Loan Fund
Pension Funds_  10.6% 00
313 0.0%
2.9%
Public Pensions

49.0
4.5%

Total ¥1,083.2 trillion

Source: Bank of Japan “Flow of Funds Accounts (Preliminary Figures)”

< JGB Holdings by Foreign Investors >

(Unit: trillion yen)

(The end of Mar. 2017)

Households General Government
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-

(Unit: trillion yen)

Total ¥1,082.9 trillion

Foreign investors’ JGB investment has featured a focus on shorter-term issues. At the end of March
2017, they held 5.8% of JGBs (excluding T-Bills) and 51.9% of T-Bills.
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2. Basic Policies for Economic and Fiscal Management and Reform 2017

“Basic Policies for Economic and Fiscal Management and Reform 2017” was decided by the Cabinet

on June 9, 2017. Its major aim is to improve productivity through investment in human resources.

Key Elements of the Basic Policies

Expansion of a “Virtuous Cycle of Growth and Distribution”
Work style reform and investment in human resources

- Implement “the Action Plan for the Realization of Work Style Reform”

* Invest more in human resources, improve the quality of university education, enrich recurrent education

Acceleration of growth strategies and other measures
- Promote “Investments for the Future Strategy 2017”
Stimulating personal consumption
Regional reinvigoration and support for SMEs and microenterprises
Securing the foundations for a safe and secure life and a sustainable economic society

B Steady implementation of Integrated Economic and Fiscal Reform

-+ Aim at achieving both the 600 trillion yen GDP target and the fiscal consolidation target for FY2020
* Improve productivity through strengthening investments into human resources and R&D

B Short-term principles in economic and fiscal management and guiding principles in budget
formulation for FY2018

* The importance of achieving the fiscal consolidation target has not changed. Aiming at achieving a primary

surplus by FY2020 and steady reduction in the public debt to GDP ratio

+ Steadily advance the three reforms of exiting deflation and achieving economic revitalization, expenditure
reform, and revenue reform, under the basic policy that there can be no fiscal soundness without

economic revitalization

~

J

For more information, see:
http://www5.cao.go.jp/keizai-shimon/kaigi/cabinet/2017/decision0609.html (Japanese)

http://japan.kantei.go.jp/97 abe/actions/201706/2article3.html

http://japan.kantei.go.jp/97 abe/actions/201706/9article3.html
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IR SPECIAL OFFICE

» On June 21 Mr. Taku Otsuka, State Minister of
Finance, made a speech at the investor
conference in Paris. He delivered the
presentation “Japan’s Economy and Policy
Development” to around 100 participants from
global official institutions such as central banks
and debt management authoirities.

In the presentation, he talked about the
Japanese economy and public finance, as well
as Japan’s role in the global economy. He
explained there are three challenges confronting Japan, each starting with the letter
“D,” and presented solutions for each issue. The three “D”’s are Deflation, Demographic
change and Debt.

To overcome deflation, Mr. Otsuka emphasized that household and corporate
savings must be utlized to enhance consumption and investment. Among the
structural policy efforts to this end, he introduced the Japanese government’s recent
decision on “Investments for the Future Strategy 2017”.

On Japan’s demographic change, he
referred to work-style reform and new
technologies as solutions, along with Prime
Minister Abe’s encouraging remarks: “Japan’s
demography is not an onus, but a bonus.”

Regarding debt, he pointed out it is
3. Japarisroe in the giobal economy A imperative to advance fiscal consolidation
toward primary surplus, while maintaining
economic growth to GDP 600 trillion yen, both
of which have deadlines set in FY2020.

Mr. Otsuka also mentioned Japan’s important
contribution to the worldwide expansion of
trade and investment, which is necessary for containing the threat of de-globalization.

Finally, Mr. Otsuka referred to another important event in 2020, the Tokyo Olympic and
Paralympic Games. He conveyed to the audience his wife’s warm welcome to the
event, as she is endeavoring for the success of the games as incumbent Minister in
charge.

Mr. Otsuka is grateful for the participants’ attention and the positive responses to his
and his wife’s invitation to Tokyo 2020.

il

'« Economy and Policy Development
- ) Taku Otsuka

Three -Ds to overcome; Defiation. Demographic Change. Dbt

| 1. Economic prospects of Japan and developments of structural reform

| ~ =
Economic condition / Two savings | Work-Style Reform

‘ 2. Fiscal condition and Japanese government bonds

Frame of fiscal consolidation / Debt management p
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In the same week, the JGB IR team led by Mr. Ichikawa, Deputy Director-General of
the Financial Bureau, visited Switzerland, Austria, France and Italy to have meetings with

investors and the authorities.

The team gave an update on the Japanese economic situation for investors, and
elaborated on the growth strategy. The BOJ’s monetary policy continues to provide a
highly accommodative environment for the business sector, and fiscal policy aims at
achieving both consolidation and economic growth through rationalizing the budget
and improving the quality of public spending. The team also pledged that the
Japanese debt management office will keep good communication with the marketin
formulating and managing its debt management plan. The team also visited debt
management authorities in some countries and had useful exchanges of views on debt

management practices and market environments.

From May 29 to May 31, Ms. Kimata, Director for debt
management and JGB investor relations, and Mr. Ikeda,
Section Chief, visited Toronto and Chicago to have
meetings with investors. In the meetings, they were
pleased to have fruitful discussions and learned a lot about
recent trends in JGB investment.

After staying for 3 days in the two cities, the IR team
headed to Mexico City and then joined the 16th
International Monetary Fund Public Debt Management
Forum. In this forum, Ms. Kimata made a presentation to
report on medium-term structural trends in Japan to the
attendees. Presentations and discussions in the forum were
very instructive and we hope our presentation also helps
other country’s debt management policy.

If you have any questions regarding the contents of this newsletter,
please do not hesitate to contact us at: JGB-IR@mof.go.jp
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Breakdown by JGB and T-Bill Holders (The end of Mar. 2017 QE)
JGB and T-Bill Holders

(trillion yen)
General
Government
Households (ex Public
Foreigners 12.5 Others  Pensions)
116.4 1.2% 11.7 3.8 Fiscal
) 11% 0.4% iscal Loan
Pension 10.8% Fund
Funds 0.0
30.8 T 0.0%
2.8% "“x..\

Public
Pensions
49.0

JGB Holders 45%

BOJ

T-Bill Holders

Banks,etc.
225.8
20.9%

Total 1,082.9 trillion yen

Banks,etc.
2133
22.0%

Notel: “JGB” includes FILP Bonds. “T-Bills” is the sum of “Treasury Bills (TBs) " and “Financial Bills (FBs) "with a maturity of 1 year or less and TBs and FBs have been jointly
issued since February 2009.
Note2: “Banks, etc.” includes Japan Post Bank, “Securities investment trust” and “Securities companies”.

Note3: “Life and Nonlife insurance” includes Japan Post Insurance.
Source: Bank of Japan “Flow of Funds Accounts (Preliminary Figures)”

Breakdown of Outstanding Amount of General Bonds by Remaining Years to Maturity
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850 830.6
805.4
g0 F | 7741 A W20 yrs-
Y £ < 1 ¢ NS BN 047 [
70 F | 105.0 ©10-20 yrs
/
700 - 669.9 6.7% o w910 yrs
650 || i 8% 17.7% 18.4%
594.0 4.6% 16.5% o8-9yrs
wo B[ ||
541.5 545.9 14.9% w
| Aot U Ee— 14.4%------4  W-------]  WB------ PP - - - -~ 400, Pi— 4.5% SE— 0 [ 07-8yrs
a0 0 14.4% 4.3% 4.9% B
B | PO | SR b 4.4% | N ey | S 4.8% f-oooooe )| il | IR I | 867 yrs
= % 4.7% -
500 14.5% 14.8% - 5.6% A5G 45% 5.0% 4.8%
d Bl W GHLE D 51% ... f— 53% oo f—-H o —H Tl
450 | —1 ” = 5.2% 4.8% 4.8% e 5.0% 4.3% 4.4% 4.8% O5-6 yrs
wo Bl 620 l------ 550 [|------- | 4.6% Y] - VT m— Y7 | E— 5.0% [f-ounnnf P17 | — 4.4% ||-----
6.0% 5.5% 4.9% Y L% D45y
[ ks o ) g | AT%l el 7.8 W] 78% e T A% [ 78% [ ..{6.8%
350 5.6:/n 5.6% . . 7.8% D3-4yrs
s00 BT 5.3% Jho-ooov 8.8% f|-------|Hp--ooe- W [ T i 5T | 8.29% |f---17.8% [ 8.20% ||
8.6% 8.4% 9.0% 8.6% m2-3 yrs
= 8.4% G
250 96 — 8.6% 8.1% ¢ 7.8% 7.9% 7.7%
K R B YRS 7T9%H I R N I L — o1-2yrs
200 b | [ o
_ ' 12.4% 12.0% 11.1%
11.9% 10.6% 10.5% =-1yr
150 | 13.0% f2i 1 Y
11.5% AT
100 /- T T T T T T T B | T
s0 B[ [286% 17.0 17.8 18.3% 18.2%) 17.9% 17.3% 16.4% 15.1 14.3%
o e=="0 e — e — = e == ———— |
FY2007 FY2008 FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015 FY2016 o el &)
Average
YTM* 6Y1M 6Y3M 6Y5M 6Y8M 7YOM 7Y3M 7YTM 8YOM 8Y5M 8YTM
Average YTM"
(excluding saving [ GY 1M 6Y4M 6Y6M 6Y10M 7Y1M 7Y5M 7Y8M 8YOM 8Y5M 8Y8M . .
bonds) years to maturity

-12-



(trillon yer) Time-to-Maturity Structure of Outstanding JGB (Mar. 2017)
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Scheduled redemption of JGB at maturity in July, 2017

(billion yen)
Types The amount of redemption at maturity Scheduled redemption date
15-Year Floating-Rate Bonds 676.6 July 20
2-Year Bonds 2,499.2 July 15
Treasury Bill 3,371.4 July 20
Total 6,547.3

Note.1: The figures are based on the outstanding JGBs at the end of May, 2017.

Note.2: The figures are the scheduled redemption at maturity and may be different from the actual redemption due to Buy-back of JGBs.
Note.3: The figures do not include "JGB for Retail Investors".

Note.4: If the redemption date coincides with bank holiday, the payment of redemption is carried out on the following business day.
Note.5: Figures may not sum up to total because of rounding.

Market-held Balance of the Inflation-Indexed Bonds
(as of May 31, 2017)
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General Bonds Issuance Amount and Outstanding

(trillion yen)
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Note 1: Issuance Amount: revenue basis, FY2005-2015: actual, FY2016: estimates, FY2017: initial budget
Note 2: Outstanding: nominal basis, FY2005-2015: actual, FY2016: estimates, FY2017: initial budget
Source: Ministry of Finance
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6 ECONOMIC AND FINANCIAL TRENDS
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Prices
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INFORMATION

English Publications on JGBs Frequency URL
Debt Management
Message from the Financial Bureau As needed http://Awww.mof.go.jp/english/jgbs/debt management/message.htm
About JGBs As needed http://www.mof.go.jp/english/jgbs/debt_management/quide.htm
About the Debt Management Policy As needed http://Awww.mof.go.jp/english/ighs/debt management/about.htm
JGB Issuance Plan As needed http://www.mof.go.jp/english/jghs/debt_management/plan/index.htm
Auction Calendar
Auction Calendar Monthly http://www.mof.go.jp/english/igbs/auction/calendar/index.htm

Historical Data of Auction Results

Each Auction

http://www.mof.go.jp/english/jgbs/auction/past_auction_results/index.html

Topics
Product Characteristics of the JGB As needed http://www.mof.go.jp/english/igbs/topics/bond/index.html
Treasury Discount Bills (T-Bills) Annual http:/iwww.mof.go.jp/english/jgbs/topics/t_bill/index.htm
Japanese Government Guaranteed Bonds Annual http://www.mof.qgo.jp/english/jgbs/topics/gov_guaranteed bonds/index.htm
Interest Rate Swap Semiannual http://www.mof.go.jp/english/jgbs/topics/swap/index.htm
Taxation of Government Bonds As needed http://www.mof.go.jp/english/igbs/topics/taxation2016/index.html
For Individual Investors As needed http:/iwww.mof.go.jp/english/jgbs/topics/individual/index.htm

Data
Central Government Debt Quarterly http://www.mof.go.jp/english/igbs/reference/gbb/index.htm
Interest Rate Daily http://www.mof.qgo.jp/english/igbs/reference/interest_rate/index.htm
STRIPS Monthly http://www.mof.qgo.jp/english/ighs/reference/jgbstat/index.htm

Dialogue with the market

Advisory Councils on Government Debt Management http://Awww.mof.go.jp/english/about_mof/councils/gov_debt management/index.htm!

Each Meeting

Meeting of JGB Market Special Participants Each Meeting http://Awww.mof.go.jp/english/about_mof/councils/igbsp/index.html

Meeting of JGB Investors Each Meeting http://www.mof.go.jp/english/about_mof/councils/igb_investor/index.html

Publications
Debt Management Report Annual http://www.mof.go.jp/english/jgbs/publication/debt_management_report/index.htm
JGB Newsletter Monthly http://www.mof.qgo.jp/english/ighs/publication/newsletter/index.htm

To subscribe to our Newsletter mailing list,
please email: JGB-IR@mof.go.jp

Debt Management Policy Division, Financial Bureau, Ministry of Finance
3-1-1 Kasumigaseki, Chiyoda-ku, Tokyo 100-8940 Japan
Phone: 81-3-3581-4111
Web: www.mof.go.jp
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