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|. Debt Management



Market Issuance Plan by JGB Types

O Annual JGB Issuance Plans are published in late December along with other Budget Documents.
Product by product break down is determined through the dialogue with market participants.

(trillion yen)
FY2011 (Initial) FY2011 (Adjusted by 4th Supplementary Budget) FY2012 (Initial)

(a) (b) (b) - () (c) (©-@® (c) - (b)
40-Year 04 X 4times 1.6 04 X 4times 1.6 — 04 X 4times 1.6 — —
30-Year 0.7 X 8times 5.6 0.7 X 8times 5.6 — 0.7 X 8times 5.6 — —
20-Year 1.1 X 12 times 13.2 1.1 X 12 times 13.2 — 1.2 X 12 times 14.4 +1.2 +1.2
10-Year 22 X 12 times 26.4 22 X 12 times 26.4 — 23 X 12 times 276 +1.2 +1.2

24 X  8times
5-Year 24 X 12 times 28.8 29.2 +04 25 X 12 times 30.0 +1.2 +08
25 X 4 times
26 X 8 times
2-Year 26 X 12times 31.2 31.6 +04 27 X 12 times 324 +1.2 +0.8
27 X  4times
TBs (1-Year) 25 X 12times 30.0 25 X 12 times 30.0 — 25 X 12 times 30.0 — —
TBs (6-Month) 0.9 — A 09 0.9 — +09
10-Year _ — — To be determined aft tical di i (%)
Inflation-Indexed o be determined after practical discussions
B aiotions for 06 X 12 months 7.2 06 X 12 months 7.2 — 06 X 12 months 7.2 — —
nhanced-Liquidity
Total 144.9 144.8 A 0.1 149.7 +48 +49

(Note1) In FY2012, 40-Year Bonds will be issued in May, August, November and February, while 30-Year Bonds will be issued in April, June, July, September, October, December,
January and March.

(Note2) With regerd to TBs(6—Month), only the total amount is listed since TBs and FBs are issued as unified bills (T-Bills).
(Note3) Details of Auctions for Enhanced-Liquidity will be determined on a quarterly basis taking market conditions into consideration.

( * ) Practical discussions will be held with market participants on detailed product designs etc toward resuming the issuance of Inflation—-Indexed Bonds. The resumption is then
expected with appropriate conditions in place.



Government Bond Yield Curves

[O JGB yield curve is among the most robust through extensive arbitrage by global investors.
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Market Issuance Plan by JGB Types

O Japan issues wide range of JGBs, responding to investors' needs and preferences.
In recent years issuance of super long-term bonds has increased substantially.
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The Average Maturity of JGB

O The average maturity of JGB has been extended. Both issuer’s intention to increase stability in funding
and investors’ preferences for longer dated securities have contributed to the extension.

Annual Market Issuance

Outstanding

(FY) (at the end of FY)

D e o I I

oo [\ . 84months| oo [ T 69 months |
o7 84 months | o [ A 78 months |

s L 88months| o8 [ 75 months |

S o [l I
ol 40 9l months | o [ A a0 menths |
o eamenthe | | v [ L Bamenthe |
12 ! o camonths | 12 *

(month)

(Note) FY2003-2010: Actual figures
FY2011: Figure based on 4th Supplementary budget
FY2012: Figure based on the initial issuance plan

(month)
(Note) End of FY2011: Preliminary figure as of the end of
December FY2011



Cost-at-Risk Analysis

O For the preparation of JGB issuance plans, MOF engages in a dialogue with market participants and
additionally uses the result of Cost-at-Risk analysis for quantitative examination purpose.

)
1.90 *(/0)

1.85

1.80

1.75 - | ¢40-year

¢ 30-year
1.70 = 20-year

¢ 10-year
1.65

¢ 5-year

1.60 | ¢ 2-year

( oneu JuswAed 1sa181ul JO SaNeA URIpPa ) 1S0D

¢ 1-year
155 i
A JGB Issuance Plan | | | | | |
for FY2012 | | | | | |
1.50 | | | | | | - (%)
0.70 0.75 0.80 0.85 0.90 0.95 1.00 1.05 1.10

Risk( Uncertainty of interest payment ratio = Relative CaR)

(Notel) Interest payment ratio = Interest payment cost / Average amounts outstanding.
(Note?2) Relative CaR is the difference between the absolute CaR and the median payment ratio.



Breakdown of JGB Holders

O Abundant national savings contribute to 93% + domestic ownership of Japanese Government Bonds.

General Fiscal Loan Fund,
Government 0.8
(exclude Public 0.1%
Pensions) (The end of Dec. 2011(QE))
Others 1.8

25.8 0.2%

3.4%
Households

28.5
3.8%

Foreigners
50.9
6.7%

Public Pensions
69.7
9.2%

Pension Funds
28.5
3.8%

Total 755.4 trillion yen

(Source) Bank of Japan, “Flow of Funds”

(Note1) “JGB” includes FILP Bonds, does not include T-Bills.

(Note2) “Banks, etc.” includes Japan Post Bank, “Securities investment trust” and “Securities Companies.”
(Note3) “Life and Nonlife Insurance” includes Japan Post Insurance.



Breakdown of Government Securities Holders

U.S.A
(The end of Dec. 2011)

Foreign
investors

45%

Japan

(The end of Dec. 2011(QE))

Households  Others General Government
285 258 (ex Public Pensions)

E .
oreigners 3.4% 18

509  3.8%
6.7%

Fiscal Loan Fund

Pension Funds
285

U.K.
(The end of Dec. 2011)

Foreign
investors

32%

Domestic
investors

68%

Germany

Foreign

investor: .
56Y% Domes

investors
44%

3.8%

Total $10.4 trillion

Total £1.3 trillion

Total €1.7 trillion

Public Pensions
69.7
9.2%

France
(The end of Dec. 2011)

Banks, etc.
312.7
41.4%

Life and Nonlife
Insurance
169.1 .
22 4% Foreign

investors

39%

Total ¥755.4 trillion

Italy

(The end of Dec. 2011)

Foreign

Domestic
investors

55%

Greece

Foreign

investors
%

Domestic
investors
44%

Total €5.1 trillion

Total €1.6 trillion

Total €108 billion

(Note) For Japan, the figures includes FILP Bonds and does not include T—Bills. For U.S., the figures include marketable securities and saving bonds. For Germany,

France and Italy, the figures include debt or securities issued by entities other than the central government e.g.. local governments.

(Source) Japan: Bank of Japan “Flow of Funds”, U.S.A: Federal Reserve Board “Flow of Funds Accounts of the United States”,
U.K: Office for National Statistics “United Kingdom Economic Accounts”, Germany: Deutsche Bundesbank “Deutsche Bundesbank Monthly Report”,
France: Banque de France “Financial Accounts”, Italy: Banca d’ Italia “Supplements to the Statistical Bulletin”, Greece: Bank of Greece “Financial Accounts”




Foreign Investors Presence

O While foreign ownership of JGBs has been relatively low, foreigners’ presence in the JGB market has
been substantial due to higher turn-over.

50.0%
45.0% :
(MMarket Share of Foreign Investors (JGB Futures Market)
35.0% Za
30.0%
0 ﬁ ﬁﬁ\ (@Market Share of Foreign Investors (JGB Market)
25.0% il
20.0% //
15.0% B
3JGB Holdings by Foreign Investors \A/
10.0% /
+ ‘
5.0% o— — —e —
0.0% 1 1 1 1 1 1
2005 2006 2007 2008 2009 2010 2011

(Notel) Calendar base.
(Note2) “JGB” does not include T-Bills. The figures of @ excludes dealers’ transactions.
(Source) Bank of Japan, Japan Securities Dealers Association, Tokyo Stock Exchange



Interest Rate of 10-year Bonds and 10-year
Inflation-Indexed Bonds, and the BEI rate

O Break-even Inflation rate has been on an upward trend and it is moving in the positive range now.
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Fiscal Consolidation
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Private and Public Gross Debts

O In Japan, as a result of conducting repeated large-scale economic stimulus measures as well as capital
injections into financial institutions since 1990’s, national government debt grew rapidly while private debt

declined.

'99.11 “The Policy Measures for Economic Rebirth” totaling ¥17 trillion

) « . . '03.5 Capital Injection to Resona Bank
00.10 “A Policy Package for New Economic Development toward , . H/
the Rebirth of Japan” totaling ¥11 trillion 03.11 Ashikaga Bank put under state control .
200% /
| |
1
Bubble Burst
’/ I
150% _— : ;
'98.2 “Financial Functions Stabilization Act” : w
-] (Capital Injection totaling ¥1.8 trillion) ]
'98.4 “Comprehensive Economic Measures” totaling ¥16 trillion :
'98.10 Act on Emergency Measures for Early Strengthening of :
Financial Institutions (Capital Injection totaling ¥8.6 trillion)
'98  Decision to put under state control LTCB (Long-Term Credit |
100% Bank of Japan) and NCB (Nippon Credit Bank) put under i
state control (October and December, respectively) :
'98.11 “Emergency Economic Package” totaling ¥17 trillion
| Private Gross Debt
|
: R , Public Gross Debt
|
1 1
50% - \ :
1
s '94.2 “Comprehensive Economic Measures” totaling ¥15 trillion
'92.8 “Comprehensive Economic Measures” totaling ¥10 trillion '95.4 “Emergency Measures for Yen Appreciation
'93.4 “Comprehensive Economic Stimulus Package” and the Economy” totaling ¥7 trillion
totaling ¥13 trillion '95.9 “Economic Measures toward Steady Economic Recovery”
'93.9 “Emergency Economic Package” totaling ¥6 trillion totaling ¥14 trillion
1 1
O% 1 1 1 1 1 1 1 1 1 1 'I 1 1 1 1 1 1 I' 1 1 1 1 1 1 1 1 1 1 1
S F F P & & P F L F & & F S @

(Note) “Gross Debt” is the total amount of debts consisting of loans and securities other than shares.

(Source) Bank of Japan “Flow of Funds”, IMF "World Economic Outlook”




Private and Public Gross Debts

O Japan’s combined gross debts of private and public are continuously increasing while considerable
portion of the increase in public gross debt substituted the private gross debt. Likewise, combined gross
debts are increasing in the U.S. and the U.K..

== Private and Public Gross Debts (Japan) Public Gross Debts (Japan)

=== Private and Public Gross Debts (U.S.) —B— Public Gross Debts (U.S.)
400% === Private and Public Gross Debts (UK.) —®— Public Gross Debts (UK.)
0
350% e
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90 91 92 93 94 95 96 97 98 99 00 O1 02 03 04 05 06 07 08 09 10 FV

(Note) “Gross Debt” is the total amount of debts consisting of loans and securities other than shares.
(Source) Japan:Bank of Japan “Flow of Funds”, U.S.:FRB “Flow of Funds”, U.K.:ONS “United Kingdom Economic Accounts”,
IMF "World Economic Outlook” 13



Changes in Private and Public Gross Debts

O Changes in private and public gross debts in the U.S., U.K., and Euro zone are very similar to that of
Japan in the period following the bubble burst. Following the global financial crisis, they could show a
similar path to Japan in the future.

200% ﬁ_e/@/\) /

150%

100%

Private Gross Debt (Japan)

== Public Gross Debt (Japan)

—— Private Gross Debt (U.S.: 17-year—lagged)
== Public Gross Debt (U.S.: 17-year—lagged)

—A— Private Gross Debt (Euro zone: 17-year—lagged)
== Public Gross Debt (Euro zone: 17-year—lagged)
—O— Private Gross Debt (U.K.: 17-year—lagged)
—@— Public Gross Debt (U.K.: 17-year—lagged)

50% -

0%
80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09 10
(97)(98) (99) (00) (01) (02) (03) (04) (05) (06) (07) (08) (09) (10) (FY)

(Note) “Gross Debt” is the total amount of debts consisting of loans and securities other than shares.
(Source) Japan:Bank of Japan “Flow of Funds”, U.S.:FRB “Flow of Funds”, Euro zone:ECB “Euro Area Accounts”, U.K.:ONS “United Kingdom
Economic Accounts”, IMF "World Economic Outlook”, EC "Eurostat” 14



NPLs of Major Japanese Banks

O Economic stimulus measures also contributed to restoring the soundness of financial sector and
decreasing the NPL ratio.

(Unit: trillion yen) (%)
30 14.0
26.8 trillion yen
8.4% I Disclosed claims under the FRL (Financial
Reconstruction Law) 1 120
25 | —e— Ratio of disclosed claims under the FRL ’
1 10.0
20
1 8.0
15
1 6.0
10 + -
4.4 trillion yen
1 40
1.7%
5 .
1 20
0 0.0

Mar 31,1999 Mar 31,2000 Mar 31,2001 Mar 31,2002 Mar 31,2003 Mar 31,2004 Mar 31,2005 Mar 31,2006 Mar 31,2007 Mar 31,2008 Mar 31,2009 Mar 31,2010 Mar 31,2011

(Source) Financial Services Agency
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Sector-wise Financial Surplus/Deficit

O The government sector has absorbed a large part of financial surplus in the domestic sector while
private capital demands have remained sluggish due to the balance sheet adjustment in the private sector.

90 (Unit: trillion yen) T :Financial Surplus
l :Financial Deficit
80 [»General government
70 mmm Domestic financial surplus
(excl. general government)
=O= Total in domestic sector
60
50
40 -1 1 -
30 ‘
| L |
|
20 ‘ i
o‘ O N
10 I J - () O A () . - > ;_‘. -
21 | <[ ARAND
0 ; 4B ‘. 1| i
o
A 10
S v S ® & ® Qv o™ o P S Qv Na % N N

(Source) Bank of Japan “Flow of Funds”
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Japan’s Current Account

O In 2011 the Great East Japan Earthquake and the flood in Thailand forced Japan’s trade balance to a

deficit for the first time since 1985 (since which point the comparable data are available).
However the current account remained in surplus and it is expected to remain for the medium term
supported by a large surplus of income balance.

(Unit: trillion yen)

(% of Nominal GDP)

N W OO N

35
[ lIlncome wzzzZ Trade Balance [ Services [ Current Transfers =/ Current Account —O— Current Account (% of Nominal GDP)
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(Note)  (P) indicates that the figures are preliminary.

(Source) Ministry of Finance “Balance of Payments", Cabinet Office (Nominal GDP)
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Road to Fiscal Consolidation

O Fiscal consolidation had been on track based on the robustness of the economy supported by fiscal
measures, injection of public funds into financial institutions, and various structural reforms until it was
iImpeded by the financial crisis since 2007 and the Great East Japan Earthquake in 2011.

O Primary Balance for the National and Local Governments

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 (FY)
0.0 ‘ ‘ ‘ | | 2007-2008 Great East Japan
Financial Crisis Earthquake
10 11 (Mar 11, 2011)
=1.7

30 Zaild \—29
o P pd \
AN a \
i \;SM.G \

—-6.0

-6.7

[Basic Policies for Economic and Fiscal \
-7.0 Management and Structural Reform 2002]

(Jun 25, 2002) w —-6.9

—7.6
-8.0 “Achive surplus in the primary balance of
the central and local governments combined
90 should be achieved early in the 2010s.”

(Deficit Ratio to GDP : %)



I. Projection Toward Future
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Economic Growth and Current Account Projections

O Real Gross Domestic Product (%)

CYZ2010 CY2011 CY2012 CY2013
(Projections) (Projections)
U.S. 3.0 1.7 2.1 2.4
Lodapan | aa L 07 il 20, o Ly
Germany 3.6 3.1 0.6 1.5
U.K. 2.1 0.7 0.8 2.0
O Current Account Balance (% of GDP)
CY2010 CY2011 CY2012 CY2013
(Projections) (Projections)
U.S. -3.2 -3.1 -3.3 -3.1
.............. dapan | 36|20 22 ]2
Germany 6.1 5.7 5.2 4.9
U.K. -3.3 -1.9 -1.7 -1.1

(Source) IMF - World Economic Outlo

ok (April 2012)
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Gross Domestic Product Growth Rate

O Shortening working hours, aging, and erosion of so-called life-time employment reduced the labour
input in the 1990s. In addition, suppressed profit margins due to yen’s appreciation also reduced TFP
growth.

The stagnation of labour input has continued in the 2000s, and the capital accumulation in the 1990s
caused a surplus capital after 2000. TFP growth recovered to a limited extent.

\_ Ahigher ecopnoemie-growth is expectegthrqough further imprevement in the TERP-growth.

/Real GDP ‘l _ ‘élpltal Inpuf + ‘(abour Inpuf +( TFP(TotalI;actorProductivity)
. Growth ~ . Growth . Growth ». Growth

6.0%

E=23 Contribution of Capital Input Growth
50% | 7Ck E==1 Contribution of Labour Input Growth

_/ \O/ii [Z=3 Contribution of TFP Growth
4.0% —O— Real GDP Growth

3.0%

2.0% r

1.0% | b~\_o,/ 0.

0.0%

—1.0%

1970-75 1975-80 1980-85 1985-90 1990-95  1995-2000 2000-2005 2005-2008

(Source) Research Institute of Economy, Trade and Industry 21



Japanese Population

O The population in Japan is aging ahead of other countries and is projected to decline.

O Population (Medium-Variant Fertility)

(billion persons) actual < an-| o >estimated (billion persons)
140 140
120 F 4 120
100 | 65 and over 1100
80 4 80
60 1 15-64 years old | 60
40 4 40
20 F 4 20
0-14 years old
0 ‘ ‘ : ‘ : ‘ 0
1990 2000 2010 2020 2030 2040 2050
O Population (High-Variant Fertility)
(billion persons) actual <@ 00 | oo P> estimated (billion persons)
140 140
120 F 41 120
100 } 65 and over 4 100
80 | 1 80
60 | 15-64 years old 1 60
40 1 40
20 F 1 20
0-14 years old
0 : 0
1990 2000 2010 2020 2030 2040 2050

(Source) National Institute of Population and Social Security Research



Labour Force Participation Rate

O To minimize reduction in labour force, it is necessary to take policy actions to raise the labour force
participation rate to women and the elderly.

O Labour Force Participation Rate

O Labour Force Participation Rate

O Life Expectancy (65 years old)

by Sex and Age Group
billi 0 9
(billion persons) (%) 20 100 (%) 30 (age)
1]m] > (95)
estimated o0 NN = R ., —0— Male
—— Female
"""""" 1 60 25
ﬁ 80 B ‘ """""""""""""""""""" o)
. o |
AQ .”70 s N/ \ & §
70 67 68 67 66 50 a 20
64 H . ST | 60 GRS\ . |(85)
64 - .,.' _________________ Elderly}
60 { | | 40 G | —— : 15
% R S \
56:: 40 | (80)
50 HLoF b A1 30" ‘
l S 30 H——— 10
</ < ok (75)
40 -1 20 20 Mé """ =0=Male | = .
Py —A— Female ° ¥
M Labour force 1 10 | | (70)
30 [.79_—. Labour force participation rate (ri_ght)‘!’ 10 0
=3 Labour foréé™ """ """ N L s
—u— |abour force participation rate (right) ? $ $ $ $ % % §|§ $ ; 2 ( 0) Lo NS QI QWO
A 9 beogBseegngls [P ITT3INE5883885
o0 | EmEl | Tl el () N 8o S 60w oD b 2452222388
AN ™M Lo
1990 1995 2000 2006 2012 2030 (ag0) o 22 2
©

(Source) Cabinet Office, Government of Japan / Ministry of Internal Affairs and Communications / National Institute of Population and Social Security Research
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Road to Fiscal Consolidation

/O In Fiscal Management Strategy in 2010, the government set the goal on primary balance where the deficit ratio to GDP
should be halved by FY 2015 from the FY 2010 level, and the primary balance surplus should be achieved by FY 2020 at

the latest.

O In the face of the earthquake, the government decided to increase taxes to pay for the reconstruction. Also, the
government clearly manifested a rise in consumption tax by the cabinet decision on the Comprehensive Reform of Social

\_Security and Tax in February 2012,

O Primary Balance for the National and Local Governments

0.0

-1.0

-2.0

-3.0

-4.0

-5.0

-6.0

-1.0

-8.0

-9.0

(Deficit Ratio to GDP : %)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2015 2020 (FY)
2007-2008 Growth Strategy Scenario
Financial Crisis in “Economic and Fiscal o
[ |Projections for Medium to ———

Great East Japan
Earthquake
(Mar 11, 2011)

Long Term Analysis” -

Target(—3.2) /

—
-26 -

/}}@13.3\. - I

No Policy Change Scenario —l

[Basic Policies for Economic and Fiscal

in “Economic and Fiscal
Projections for Medium to
Long Term Analysis”

Management and Structural Reform

“Achive surplus in the primary balance of
the central and local governments

2002] (Jun 25, 2002) ﬁ }/ﬁ
‘

combined should be achieved early in the

[Fiscal Management Strategy]
(Jun 22, 2010))

2010s.” J

“For the national and local governments primary balances, the deficit ratio to
GDP should be halved by FY 2015 from the FY 2010 level, and the primary
\balance surplus should be achieved by FY 2020 at the latest.”
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Measures for Fiscal Consolidation

Basic Policies for Economic and Fiscal Management and Structural Reform 2002
(Cabinet Decision, Jun 25, 2002)
> Aim at a primary balance surplus of the central and local governments combined in early 2010s .

Basic Policies for Economic and Fiscal Management and Structural Reform 2006
(Cabinet Decision, Jul 7, 2006)

» Commit to achieve a primary balance surplus of the central and local governments combined by FY2011.

» With the aim to also achieve the primary balance of the heavily-indebted central government, the government pushes forward fiscal
consolidation while maintaining a proper fiscal balance between the central and local governments.

Fiscal Management Strategy (Cabinet Decision, Jun 22, 2010)

» Regarding the primary balance of the national and local governments, the deficit ratio to GDP shall be halved by FY2015 from the
FY 2010 level, and the surplus shall be achieved by FY 2020 at the latest.

» From FY 2021 on, a stable reduction of public debt to GDP ratio for both national and local governments shall be achieved.

» Based on the current economic forecast and medium to long-term prospects on the economy and public finances, the latest fiscal
indices and the progress toward the achievement of fiscal consolidation targets should be examined and published without delays
after the outline of the budget is approved for each fiscal year.

Act on Special Measures for Securing Financial Resources for the Reconstruction from the Great East Japan
Earthquake (Approved by the Diet, Nov 30, 2011)
» As an act on special measures for securing financial resources necessary for the reconstruction from the Great East Japan

Earthquake, (...) this law sets forth the Special Reconstruction Income Tax and the Special Reconstruction Corporation Tax as well
as the measures concerning the issuance of bonds for financial resources concerned.

Cabinet Decision of the Comprehensive Reform of Social Security and Tax (Feb 17, 2012)

» For securing stable financial resources for maintaining and strengthening social security and at the same time promoting the fiscal
consolidation, the rate of consumption tax shall be raised in stages to 8% on April 2014, and t010% on Oct 2015 (*The rate includes
the shares to the local governments).
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