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1. Japanese Economy




1-1. Real GDP and Level of Contribution
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1-2. GDP by expenditure
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1-3. Japanese economic outlook

(% Change from the previous year)

FY2009 FY2010 FY2011
Real GDP -
Government - Economic Outlook 2. 6 1.4
(January 2010)
Nominal GDP -4.3 0.4
Real GDP -
Bank of Japan - Forecast of the Majority of Policy 2 ) 2 l ) 8 2 O
Board Members (April 2010)
* the median of the forecasts of Policy Board members CPI
(excluding fresh food) B 1 " 6 _O . 5 O . 1
(% change from the previous year)
CY2009 CY2010 CY2011
IMF - World Economic Outlook
(April 2010) Real GDP '52 19 20

OECD - Economic Outlook

(May 2010) Real GDP -5.2 3.0 2.0




2. Debt Issuance and Debt Outstanding




2-1. FY2010 Japan’s Fiscal Condition

(Trends in General Account Tax Revenues, Total Expenditures,
and Government Bond Issues)

(Trillion yen)
120 [Flow]
FY2010
Bond Dependency Ratio 48.0% Total Expenditures
General Account Primary Balance -23.7 trillion yen 1026

100 | [Stock]

As of end-FY2010

Government Bonds Outstanding

92.3
Approx. \637 trillion (134% . . 9 89
(General Bonds Outstanding) PP ( ) 82

80 - 788 785
Long-term Debt Outstanding of Approx. \862 trillion (181%) 757 0 75.9
Central and Local Governments
.
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(Note 1) FY1975-2008: Settlement; FY2009: Second revised budget; FY2010: Initial Budget
(Note 2) The special deficit-financing bonds outstanding include refunding bonds for long-term debts transferred from JNR Settlement Corporation, National Forest Service, etc.

(Note 3) General Account Primary Balance is calculated based on the easy-to-use method of National Debt Service minus Government Bond Issues, and is different from the Central
Government Primary Balance on an SNA basis. 6
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2-2. Historical Changes in JGB Issuance Plan

(trillion yen)
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2-3. Market Issuance Plan by JGB Types
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2-4. Market Issuance Plan by JGB Types

(trillion yen)
FY2009 (hitia) FY2009 @nd Suppkm entary budget) FY2010 (hitia)
(@) (b) (b) - @ (©) (©-@® (c) - (b)
02 X 1time
40-year 02 x 4 times 0.8 1.1 +0.3 03 X  4times 1.2 +04 +0.1
0.3 X 3times
05 X 2times
30-year 05 Xx 6 times 3.0 40 +1.0 06 X 8times 48 +1.8 +0.8
06 X 5times
09 X 3times
20-year 09 X 12times 10.8 12.6 +1.8 1.1 X 12 times 13.2 +24 +0.6
1.1 X  9times
19 X 3times
10-year 19 X 12 times 22.8 21 X b5times 25.0 +22 22 X 12times 26.4 +3.6 +14
22 X  4times
20 X 3times
5-year 20 X 12times 24.0 23 X  4times 27.2 +3.2 24 X 12 times 28.8 +48 +1.6
24 X btimes
20 X 3times
2-year 20 X 12times 24.0 24 X  b5times 28.4 +44 26 X 12times 31.2 +72 +28
26 X  4times
19 X 3times
TBs (1-year) 1.9 X 12 times 22.8 23 X  4times 27.4 +4.6 25 X 12times 30.0 +72 +26
25 X  btimes
TBs (6-month) 0.9 5.5 +4.6 0.9 — A 46
15-year Floating-rate 03 x 1 time 0.3 — A 03 03 X 1 time 0.3 — +0.3
10-year Inflation-Indexed 03 X 1 time 0.3 — A 03 03 X 1 time 0.3 — +0.3
; _ 0.3 X 3 months
AN 03 X 12 months 36 6.3 +2.7 06 X 12 months 7.2 +36 +0.9
0.6 X 9 months
Total to the Market 113.3 137.5 +24.2 1443 +31.0 +6.8

Note 1: In addition to the above plan, 40-year, 30-year, 20—year, 10-year, 5—year, 2-year, 15—year Floating-rate and 10—-year Inflation-Indexed bonds will be issued via Non—price competitive auction II, which will be held for JGB Market
Special Participants after the price—competitive auction(the amount assignable to each Market Special Participant will not exceed 15% of the amount awarded to it in the price—competitive auction).

Note 2: With regard to 6-month TBs, only the total amount is listed because TBs and FBs are issued as unified bills (Treasury Discount Bills).
Note 3: 40-year bonds will be issued in May, August, November and February. 30-year bonds will be issued in April, June, July, September, October, December, January and March in FY2010.
Note 4: The issuance of the 15-year Floating—rate bonds and 10-year Inflation—Indexed bonds in FY2010 could be called off, taking in the market conditions.



2-5. Average Maturity

(FY)

05

2 3 4 5 6 7 8 (year)

[The Average Maturity of JGB Market Issuance “Calendar Base” ]

(Note) FY2005-2008: Actual figures, FY2009: Figures based on 2nd Supplementary budget,
FY2010:Figure based on the initial issuance plan
10



2-6. Basic Philosophy of the JGB Issuance Plan & -

@ Predictability

The JGB issuance plan for the fiscal year is to be formulated and
announced at the end of the previous year, which provide market
participants with the predictability for the market issuance.

€ Transparency

The JGB issuance plan is to be formulated in consultation with the
market participants, including primary dealers and investors, so that
the plan could reflect market needs properly. The record of such
consultation is to be made public on the JGB web-pages.

@ Flexibility

Responding to the change of the market conditions after formulating
the issuance plan, we would flexibly review and revise the plan by
conferring with the market participants.
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2-7. Outstanding JGBs

(\ trillion)
800 Total: 767
7670
7162 FILP Bonds
700 Lo 6812 6770 1 lisoo|
6663 06706 130
12222
6206 \
600 ——————————————————————————————————————————————— - ——1394F —— {1389 Cfrees_ _freap - — -
5488 1216 / 637.0
500 1967 / 5940 Special Deficit-
7777777777777777777777777777777777 4900 _ _Jo18 |- - - A L~ -f- - /- — R = - .
75.6 / I / A 55 Financing Bonds
4362 4990 5317 392.2 392
400 438 3556
3045
3676 R . 279.9 2885 3210
3317 4211 2306 General
300 2952 o 19911 Bonds
2580 1345 4 024 637
107.8
83.1 .
200 + - - - - - - . - - - -] . - Construction
Bonds
24
100 1874 197.2 209 2163 2220 A, 77 7/ 7 e AP 7y 7/ °
1749 ; .
0
97 98 99 00 01 02 03 04 05 06 07 08 09 10
(FY)

(Note) Figures are based on nominal amount.
FY1997-FY2009: Actual figures, FY2010:initial

12



As of

90/01
G0/0!
¥0/01

€0/01
¢0/01

10/01
¢1/60
L1/60
01/60
60/60
80/60
L0/60
90/60
G0/60
¥0/60

€0/60
¢0/60

10/60
¢l/80
L1/80
01/80
60/80
80/80
L0/80
90/80
G0/80

¥0/80
€0/80
— ¢0/80
, 10/80
5

3.190%
3.480%
1.220%

Jun. 17

S.
Germany 2.660%

u.
U. K
Japan

S N e TSN a A e,

U.S. 10-year

/

Japan 10-year

¢lL/L0
LL/LO
0L/L0
60/L0
80/L0
L0/L0O

Germany 10-year ‘

(%)

|

2-8. Long-term Interest Rate

4.0
35
3.0
25
2.0

5

0

13

Jun.17



2-9. Breakdown of JGB Holders
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(Source) Bank of Japan “Flow of Funds”
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2-10. Financial Surplus of Deficit per Nominal GDP

(Percent of Nominal GDP)
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2-11. Outline of “Issue brief of the Study Commission of

medium-term fiscal management”
(Apr. 6, 2010 National Policy Unit) D

Provisional translation

I . Basic Concepts ~Emphasize Integrity and be based on prudent economic assumptions~

People are requesting the Government ever more strongly to ensure social safety-net such as employment and the social security
systems. In order for the Government to fulfill such roles, fiscal consolidation is essential. It will also contribute to relieve people’s

anxieties about the future as well as to gain a foothold in economic growth.

Fiscal consolidation plan must be based on prudent economic assumptions, which is distinct from the targeted growth rates in “The
New Growth Strategy.” The government should also emphasize integrity of fiscal management, and should strictly refrain from fiscal
management which relies on transfer of funds and/or deficits among different government’s accounts. The government should also
ensure strong commitment to fiscal rules, while incorporating flexible mechanisms in order to cope with economic fluctuations.

Il . Image of Fiscal Management Strategy ~Set both flow-based and stock-based targets~
Fiscal Consolidation Targets Fiscal Management Rules

For example, set a step-by-step targets such as below. Medium-n order to securely achieve fiscal consolidation targets, combining
and long-term fiscal consolidation targets should cover not only  multiple fiscal management rules such as below is desirable.
the central government but also the local governments.

. Politically-led/Top-down budget formulation system

Goals / Milestones (example) Target year

R I 1. Pay-as-you-go principle : to cover permanent increase in

= Achieving required primary surplus (flow target) expenditures or tax cuts by permanent expenditure cuts and/or

I11. Achieving primary balance FY 20XX revenue measures

11. Halvi i deficit (sh f GDP g o g g 9 .o .

g FY 20XX I11. Fiscal deficit ( or structural fiscal deficit) reduction rules :
|1 Establshing mecium-erm fscal framework for the Fvaory improving fiscal deficit (or structural fiscal deficit, which
= [nextthree years (FY2011-13) excludes cyclical factors) at consistent pace until the fiscal

(Note) As for the flow target, fiscal balance instead of the primary balance could also be used. (For C0nSO| | datl on target iS aChi eved

instance, the EU adopts fiscal deficit to GDP (within minus 3%) as a standard.)




2-11. Outline of “Issue brief of the Study Commission of

medium-term fiscal management”
(Apr. 6, 2010 National Policy Unit) @

Provisional translation

II. Image of Medium-term Fiscal Framework ~Binding overall expenditure framework, while
maintaining flexibility of budget allocation within the framework~

Medium-term fiscal framework would include binding framework of expenditures for the next three years
(initially, from FY2011 to FY2013), and the government will formulate each year’s budget request and budget
plan in line with the Framework.

It is important to combine binding force of macro-level expenditure frameworks with flexibility of micro-level
budget allocation. At a minimum, the government should consider to introduce “Pay-as-you-go” principle,
whereby covering permanent increase in discretionary expenditures, including the social security expenditures, by
permanent expenditures cuts and/or tax measures.

The Government should demonstrate its strong commitment to contain runaway government bond issuance.

IV. Other

To ensure necessary public services for the people, the government should make thorough discussions for
realizing fundamental tax reform in addition to comprehensive expenditure reforms. Fiscal consolidation is our
common and long-term challenge, and therefore supra-partisan efforts are called for.
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3. Inflation-Indexed Bond
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3-2. Outstanding and Buyback Amount of
10-year Inflation-indexed Bonds

(billion yen) (trillion yen)
800 2.8 10.0
93 9.5
1 Outstanding (right scale) it —
Buyback 630 680 1 9.0
700 8.5
—4— BOJ (Outright Purchases) ﬁ 660
7.9 j 79
— 600,/ 600 180
600 570 7.1
os e | 20
6.4 6.4
500 - [ ] ]
5.8 Y50 4 6.0
55 ]
50 [ ] 400
400 ] 1 50
40 10
300 - 3.5 .
3.0 30
25 [ ] '
200 |- 90 [] 160 [160
1 20
100 - 09 09 80 80 80
50 A A 110
04 04 40| |a0| |40| |40 4‘0-_2/ \\42/ \4:/‘
0 I:] I:] | | | | | \I_I | I_I | I_I\ | | | | | | | | | | 0.0
01 02 Q4 01‘02‘03‘o4 01‘02‘03‘04 o1‘oz‘o3‘o4 1‘@2‘@3‘04 01‘(32‘03
2004 2005 2006 2007 2008 2009 2010

(note) Figures based on the initial plan




4. Others
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4-1. Yield Spread between JGBs and Other
Government Bonds
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(Note) 09/11/12 Bloomberg changed 2year — current Gilt (3.25% 12/7/11 — 4.25% 3/7/11)
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(Source) Bloomberg 22




4-2. Comparison
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4-3. Historical Price Volatility
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