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Three hypotheses for recent decline in 10-year JGB yield and
outlook ahead

(original Japanese report issued on October 23, 2026)

JGB market outlook  The 10-year JGB yield could reverse higher in the week of October 26 if global risk

for October 26-30: aversion eases, depending on developments in Al-related equities, the situation in

Three hypothe§es_ the Middle East, and French government bonds. On the other hand, it could fall

for recent decline in e . .

10-year JGB yield further if mvestors- grow m(?re rl-s.k-averse. The 10-year y.I§|d .had already dropped
to 2.755% at the time of this writing, and a return to stability in overseas equity
markets on Friday evening JST (October 23) could prompt a rebound early this
week. But with the US midterm elections coming up on November 3 and the
outcome difficult to predict, risk aversion is likely to persist even though there may
be some temporary reversals. An acceleration of stock market declines or gains in
the yen could also fuel expectations of a delay in BoJ rate hikes and a lower
terminal rate (see “BoJ watch” section below for a preview of the October Monetary
Policy Meeting).

In the previous Japan Economic & Financial Weekly (“Will Takaichi administration’s
rejection of reflationary stance help reduce risk premia?”), we wrote that “The
Takaichi administration’s repeated rejection of reflationary policies may be helping
to stabilize long- and super-long-term JGB yields by easing concerns about the
BoJ falling behind the curve.” We also noted that “These developments could help
compress the risk premia embedded in the long- and super-long-term sectors by
easing concerns about the BoJ falling behind the curve. Although market
participants are likely to remain skeptical of the administration’s true intentions, we
think a temporary truce is possible until the government’'s FY27 budget proposal
and JGB issuance plan are unveiled.” Over the course of the week, concerns about
the outlook for Al-related equities helped drive further declines in bond yields.

We offer the following hypotheses for the recent decline in yields. First, as noted
above, Prime Minister Sanae Takaichi’s rejection of reflationary policies in the Diet
and declaration of respect for the central bank’s autonomy have lowered the
political hurdle for BodJ rate hikes, at least for the time being. This appears to have
reduced the risk premia priced into long- and super-long-term yields by easing
concerns that the Bank will fall behind the curve. At his press conference after the
September 18 MPM, Governor Kazuo Ueda himself remarked that “interest rate
conditions, particularly in the long- and super-long sectors, have tightened
considerably” (translated by MUMSS). It would therefore be unsurprising if
investors saw long- and super-long-term bonds, with their clearly positive real
yields, as being attractively priced.

Second, we think the market may be preparing for a risk scenario. The so-called
CoreWeave shock has prompted investors to consider the possibility of a
correction in risk asset prices, and particularly in Al-related equities. Although it is
impossible to predict market developments, the Oct-Dec quarter, which marks the
fiscal year-end for many US and European institutional investors, is often
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characterized by increased position adjustments and reduced liquidity. With so
many uncertainties this year, including the US midterm elections, the events in the
Middle East, and French fiscal and political developments, it would not be
surprising to see stronger hedging-related demand for government bonds (with the
exception of French OATs) as investors seek safe assets.

Third, domestic investors may be rebuilding their holdings of JGBs. September
JGB trading data released on October 20 attracted attention because they showed
city banks turning net sellers of coupon-bearing JGBs to the tune of JPY2.54 trillion
(Graph 1). Their net sales of medium-term JGBs totaled just over JPY2.08 trillion,
the largest figure since April 2016, and they were also net sellers of long- and
super-long-term JGBs to the tune of JPY44.0 billion and JPY415.8 billion,
respectively. Although the reasons for these sales are unclear, they may reflect
position adjustments related to the 1H book-closing, in which case there could be
scope for these banks to rebuild their holdings. Meanwhile, life and nonlife insurers
were net buyers of coupon-bearing JGBs to the tune of JPY754.6 billion, marking a
seventh consecutive month of net purchases. Purchases in the key super-long-
term sector exceeded sales for a fourth straight month, with net purchases
amounting to JPY532.0 billion (Graph 2). Insurers appear to be continuing to
dispose of low-coupon bonds purchased in the past, and the volume of new
investment seems to be gradually increasing.

Graph 1: JGB net trading by city banks

Graph 2: Super-long JGB net trading by insurers
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The 10-year JGB yield fell to 2.755% in the morning session on Friday (October
23). We had forecast a trading range of 2.85% - 3.40% for the Oct-Dec quarter
(closing-yield basis), and the 10-year yield has now fallen below the lower bound.
We projected the 10-year yield would put in a top in the current quarter and see
room for both long- and super-long-term yields to move lower in FY27 as the end
of the current hiking cycle comes into view. While a peak in yields before year-end
would be consistent with our outlook, the speed of the decline in yields has
exceeded our expectations, and we plan to consider revising our forecasts in the
next issue of this report.

Forecast range (intraday basis): 10-year JGB yield: 2.700%-2.900%
30-year JGB yield: 3.700%-3.950%
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Key events

BoJ watch: Bank
seen keeping policy
rate steady at
October meeting

Key events

The Ministry of Finance plans to offer JPY2.8 trillion in 2-year JGBs on October 29
and will also hold a JPY250 billion liquidity enhancement auction for bonds
maturing in 11-39 years on October 27. We anticipate satisfactory to somewhat
weak results for the 2-year auction. The risk-averse mood in global markets should
be supportive, while the sharp decline in yields could weigh on demand. Bidders
may also grow more cautious ahead of the announcement of the BoJ’s policy
decision on October 30.

The Bank of Japan has three bond-buying operations scheduled on October 28. It
will target JGBs coming due in 3-5 years (JPY290 billion) and 5-10 years (JPY305
billion) along with index-linked JGBs (JPY30 billion).

The BodJ will release the Services Producer Price Index for September on October
27 along with the Indicators for Core CPI. The Bank will hold its next Monetary
Policy Meeting on October 29-30. The second day of the meeting will bring the
release of the decision and the October Outlook Report, followed by Governor
Ueda’s scheduled press conference. The BoJ will also publish its November
schedule for bond purchases that day.

The Nikkei QUICK-compiled consensus as of 8:00am JST on October 23 was that
the Tokyo CPI report for October (Oct 30) would show the headline index rising
2.8% YoY (up from 2.7% in September), with the core index gaining 2.6% YoY
(down from 2.7% in the previous month). Although institutional factors, including
summer discounts on water charges, are likely to temper the pick-up in inflation,
price increases for daily necessities and consumer electronics are expected to
accelerate on surging semiconductor prices and higher energy prices due to
escalating tensions in the Middle East. Reduced subsidies for electricity and gas
bills are also likely to boost core inflation figures.

In the US, the Federal Open Market Committee (FOMC) will meet on October 27-
28. We expect it to leave the target range for the Fed’s policy rate on hold at 3.75%
- 4.00%.

We also project the ECB Governing Council will leave its policy rate (the deposit
facility rate) steady at 2.50% when it meets on October 29.

In upcoming US data, the Bloomberg-compiled consensus as of 8:00am JST on
October 23 was that September durable goods orders (Oct 27) would rise 1.4%
MoM. Economists expect the Conference Board’s October Consumer Confidence
Index (Oct 27) to slip 1.5pt MoM to a reading of 80.4, while new home sales in
September (Oct 27) are projected to fall 6.4% MoM to an annualized rate of
650,000 units. Preliminary GDP data (Oct 29) are forecast to show real GDP
growing by 3.0% QoQ (annualized) in Jul-Sep, up from a gain of 2.2% in the
previous quarter. The core PCE price index for Jul-Sep (Oct 29) is seen rising 2.4%
QoQ (annualized), down from a 3.3% increase in Apr-Jun. Finally, the labor cost
index for Jul-Sep (Oct 30) is projected to edge up 0.8% QoQ, off slightly from a
0.9% gain in the preceding quarter.

The BodJ will hold its next MPM on October 29-30 and release the October Outlook
Report (Outlook for Economic Activity and Prices) along with the official statement
for the meeting. We expect the Bank to keep the policy rate steady at 1.25%.
Although it raised rates in June and September this year and continues to signal
further hikes, most Policy Board members are likely to conclude that economic
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Underlying inflation

finally

reaches level

“consistent” with
2% target 13 years
after Joint
Statement

activity and prices remain on track with the Bank’s baseline scenario and that
upside risks to prices have not increased further. We expect an 8-1 vote to leave
policy on hold, with the most hawkish member, Hajime Takata, likely to dissent in
favor of back-to-back hikes.

There are a number of key points to watch at the October MPM. First, several
media outlets have claimed the Outlook Report will state that the underlying rate of
consumer price inflation (“underlying inflation”) is broadly consistent with the Bank’s
2% price stability target. In the April Outlook Report, the BoJ concluded that
“underlying CPI inflation is approaching 2%” and presented a baseline scenario in
which it would “[come] to a level that is generally consistent with the price stability
target between the second half of fiscal 2026 and fiscal 2027.” The Bank’s
Indicators for Core CPI are generally converging toward around 2% (Graph 3), and
indicators of medium- to long-term inflation expectations are also around or above
2% (Graph 4). Assuming productivity growth of approximately 1%, wage growth on
the order of 3% will be needed to achieve 2% inflation sustainably, and growth in
scheduled cash earnings at firms watched for at least a year is approaching that
level. We would therefore see no inconsistency in a BoJ assessment that
“underlying inflation is at a level consistent with the price stability target.” Simply
touching the inflation target once is not enough, but it is nevertheless significant
that the 2% target set out in the Joint Statement by the government and the BoJ in
January 2013 has finally been achieved 13 years later.

Graph 3: BoJ’s Indicators for Core CPI Graph 4: Indicators of medium- to long-term

inflation expectations
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“Change in policy

phase’

’and greater

vigilance against
upside risks to

prices

Second, attention will focus on the balance of risks to the inflation outlook and the
future conduct of monetary policy. In the July Outlook Report, the BodJ judged that
risks to the core CPI outlook were “skewed to the upside” (Table 1) and stated that
there was also a risk that underlying CPI inflation would “deviate upward to a level
above the price stability target of 2%.” At his press conference after the September
meeting, Governor Ueda said that “the phase of monetary policy has changed.” At
his press briefing following the G20 Finance Ministers and Central Bank Governors
Meeting on October 16, he said, “We cannot tolerate any further increase in
inflation; anchoring inflation around 2% will be a major policy objective” (the
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governor's remarks in this section are translated by MUMSS), using stronger
language than before to signal his determination to contain upside risks to prices.
Companies are passing on higher costs more quickly than before, and with the
effects of policy measures also fading, we forecast core CPI inflation will rise to
around 3% in Jan-Mar 2027. While the decline in the yen has paused, WTI crude
oil futures have rebounded to around USD100, and maritime shipping costs are
also increasing. We therefore expect the BoJ to reiterate its assessment that risks
to the inflation outlook are “skewed to the upside.”' The Bank’s projections
apparently will not take into account the impact of the consumption tax cut currently
under deliberation in the Diet.

Monetary policy guidance is unlikely to change materially from the wording adopted
at the September meeting, when the BoJ decided to raise rates (Table 2), apart
from an upgraded assessment of underlying inflation. The Bank is likely to maintain
its assessment that current financial conditions are “accommodative” along with its
view that “the perspective of stabilizing underlying CPI inflation at a level around
2% becomes important.” It is also expected to reiterate its intention to “continue to
raise the policy interest rate and adjust the degree of monetary accommodation.”
At the post-meeting press conference, Governor Ueda will likely refrain from
specifying the timing of the next hike, saying instead that it will depend on
economic activity, prices, financial conditions, and the Bank’s assessment of risks.
If financial markets are still in risk-averse mode at the time of the press conference,
he may say that market sentiment will also be taken into account when deciding
the appropriate pace of future rate hikes.

Table 1: BoJ’s outlook for economic activity and
prices in the July Outlook Report

Table 2: BoJ’s guidelines for the conduct of
monetary policy presented at the September MPM

(%, the median forecast, the forecast ranges

of the majority members are in par
. (Reference) . . .
e FTE CPl (allitemns less fresh CPI (all ftems less As fqr the future conduct of monetary policy, given that undgr_lylng CPI
food) Sl inflation has been gpproachlng 2 percenF and flnanual condl_tlon; have
0.6 25 25 been accommodative, the Bank will continue to raise the policy interest
Fy26 <06 ~ 07 23 - 97 s|l<23 -~ 26 > rate and adjust the degree of monetary accommodation, in response to
- 0E - - 53 - - 55 - deve!qpments in_ economi(_: aqtivity and prices_ as well as financial
‘ L < 28 - 30 s|< 25 - 27 > conditions. In this regard, it will consider the timing and pace of
0.8 24 26 adjustment, while examining the I|Ke||hoc_)d_ of reaI|2|lng the basellrje
Fyz7 <07 ~ 08 <22 ~ 25 s|l<22 ~ 27> scenario of the outlook for economic activity and prices and the risks to
. . - - - - the outlook, including the impact of the situation in the Middle East, the
‘ L P Dﬁ? 0 < 23 2;3 0a s|< 28 2;5 27 > expansion inlAI related demandl, and devglppments in fqreign e)_(chapge
08 2.0 22 rates. In particular, the perspective oflstab|l|zmg_ underlying CPI mﬂagon
FY28 ’ i at a level around 2 percent becomes important in order to keep the risk of
< 07 ~ 08 <20 ~ 22 >]<21 -~ 323> underlying CP! inflation deviating upward to a level above the price
‘ Apr || 07 oﬁa 05 < 20 2;0 22 »|< 21 2;2 0a > stability target of 2 percent from materializing and thereby exerting an
- - - - adverse impact on the economy afterward. With the price stability target
Rick balances of 2 percent, the Bank will conduct monetary policy as appropriate from
the perspective of sustainable and stable achievement of the target.
With regard to the risk balance, risks to economic activity are generally balanced. Regarding the
outlook for the CPI, risks are skewed to the upside. As for underlying CPl inflation, there is a
. risk that it will deviate upward to a level above the price stability target of 2 percent, given
5, factors such as firme' behavior shifting more toward raising wages and prices and medium- to long-
term inflation expectations continuing to rise. It is necessary to pay due attention to keep such
a risk from materializing and thereby exerting an adverse impact on the economy
afterward.

Source: MUMSS, from BoJ materials (emphasis by MUMSS)

Source: MUMSS, from BoJ materials

1 Reuters reported on October 20 that the Bank may revise its FY27 inflation forecast slightly higher to reflect the rebound in crude oil

prices.
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Next hike expected
in December, but
developments in
global financial
markets bear
watching

We continue to expect the BoJ to raise its policy rate to 1.50% at the December
2026 meeting and to 1.75% at the April 2027 meeting, thus completing its
adjustments to “the degree of monetary accommodation.” In the risk scenario
involving a higher terminal rate, demand and supply shocks combine to lift
underlying inflation, prompting the BoJ to continue raising rates even after real
rates turn positive. In the risk scenario featuring a lower terminal rate or a pause in
rate hikes, prolonged instability in global financial markets increases the downside
risks to economic activity. In this regard, we intend to keep a close eye on
developments in equities and exchange rates.

Naomi Muguruma
Chief Fixed Income Strategist

Takahiro Otsuka
Senior Fixed Income Strategist

Keisuke Tsuruta
Senior Fixed Income Strategist

Takuya Onizawa
Fixed Income Strategist

Yutaro Ikeda
Fixed Income Strategist

13:00 JST, October 23, 2026
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Economic indicators for the week of October 26

Date/Time Indicator/Event Our Forecasts / Market

(JST) Past Results Consensus

10/26

(Von) 14:00 |Indexes of Business Conditions (Aug, revised)

10/27 | 8:50 |Services Producer Price Index (Sep)

(Tue) | 40:30 Liquidity enhancement auction (11-39yr; planned issuance: 250 billion yen); announcement of results, 12:35

n.a. |Monthly Economic Report (Oct)

10/28 | 00 BoJ JGB purchases: 3yrs-up to 5yrs (approx. 290 billion yen), 5yrs-up to 10yrs (approx. 305 billion yen),
(Wed) ' inflation-indexed JGBs (approx. 30 billion yen)

10/29 | 10:20 {3mo T-Bill auction (planned issuance: 3.3 frillion yen); announcement of results, 12:30

(™) | 10:30 2yr JGB auction (planned issuance: 2.8 trillion yen); announcement of results, 12:35
14:00 (BoJ Monetary Policy Board meeting (Day 1)
14:00 (Consumer Confidence Survey (Oct)
10/30 | 8:30 (CPI Oct est. YoY +2.6% +2.6%|Institutional factors on water charges likely dampened
(Fri) g - - ” o inflation, while earlier rise in crude prices fueled inflation in
(Ku-area of Tokyo; mid-month preliminary Sep *2.7% household consumables and processed foods. Senices
excl. fresh foods; core CPI) Aug ” +1.9% prices likely remained elevated.
8:30 |Unemployment rate Sep est. SA 2.5% 2.5%
Aug " 2.5% We think labor shortages persisted as the Al boom
Jul » 2.4% supported the economy. The September BoJ Tankan also
- - confirmed tight labor market conditions, and we expect the
8:30 [Job offers-to-applicants ratio Sep est. SA 1.18X 1.18X]unemployment rate to remain at the previous month's low
Aug » 1.18X level.
Jul " 1.18X
8:50 |Indices of Industrial Production Sepest. MoM  +1.3% +1.3%|Electrical machinery, ICT equipment, and automobiles
Lo ” likely tumed up, while production machinery, including
_ 0,
(preliminary) Aug 2.4% semiconductor production equipment, likely continued to
Jul ” -0.2% increase.
: i +3.29 +3.39
8:50 [Retail sales value Sep est. Yo¥ 3.2% 3.3% We expect growth in retail sales value to accelerate as
Monthly Report on the Current Survey  [Aug i +2.9% higher prices lift nominal sales of household goods and
of Commerce (preliminary) ul Y +3.7% appliances. However, sales likely weakened in real terms.
9:00 |BoJ Monetary Policy Board meeting (Day 2)
14: i +2.49 +2.79
00 |New housing starts Sep est. YoY 2.4% 2.7% Housing starts likely remain flat YoY on a seasonally-
Aug 7 +6.1% adjusted basis, with high housing construction costs
Y continuing to act as a drag.
Jul +8.2%

15:30 |BoJ Governor Kazuo Ueda, press conference

17:00 (BoJ Monthly Schedule of Outright Purchases of JGBs (Nov)

n.a. |BoJd Outlook for Economic Activity and Prices (Outlook Report)

Source: MUMSS, from media reports.
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Japan Economic Outlook

Forecast (%)
FY2025 FY2026 (F) FY2027 (F) FY26  FY27
7-9  10-12 10-12 (F)
(QoQ annualized rate) 05| 15 11 1.9] 1.4 0.1 0.2 0.3 2.0 15 13 14
(YoY) 20 0.6 0.4 0.6 0.9 1.1 0.9 0.5 0.6 1.0 1.3 1.5]
*Domestic demand 02| -02 0.2 02 -01 0.5 0.2 0.2) 0.5 0.4 0.3 0.3] 1.0 1.0 0.7 14 0.9
*Private demand 01f -02 0.1 0.0 0.1 0.2 0.1 0.1 0.5 0.3 0.3 0.2] 0.5 0.9 0.3 11 0.7
Private consumption 0.1 0.6 0.2 0.4 0.0 0.1 0.1 -0.0] 0.5 0.3 0.3 0.2] 0.1 1.3] 0.7 1.0 0.8
Residential investment 06[ -7.9 5.0 0.9 -06 0.4 0.1 0.1 0.1 0.1 0.1 0.1 -0.4 -2.6 0.8 0.5 0.3
Capital investment 13| -02 13| -1.0] -09 1.2 0.5 0.6| 0.6 0.6 0.6 0.6| 1.8 2.2 0.2 26 1.5
*Private inventories -03| -01 -04| -01 0.3] -01 -0.0] 0.0| 0.1 0.0 0.0 0.0| 0.2 -0.1 -0.1 0.1 0.0
*Public demand 0.1 -0.0 0.1 01 -02 0.3 0.1 0.1 0.1 0.1 0.1 0.1 0.5 0.1 0.4 0.3 0.2
,aemment consumption 0.5 0.2 0.4 0.4 1.7] 0.1 0.3 0.2 0.2 0.2 0.2 0.2 2.3 0.8] 2.5 0.9 0.8
IPuinc investment 09 -11 -0.5 14] -05 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 -0.3 0.2 0.2 0.2
*Net exports -0.0[ -02 0.1 0.3 05] -04] -01 -0.1 -00[ -0.0 0.0[ -0.0 -0.3 -0.1 0.1 -0.3 -0.0
[Exports 17] 14 0.1 1.7] 0.4 0.1 0.8 0.5 0.4 0.4 0.4 0.3 27 2.0 2.0 1.8 1.3
Imports 18 -06[ -02 03] -17 2.6 1.7 1.0| 0.5 0.4 0.4 0.4 4.0 2.5 1.3] 3.4 1.6
Nominal GDP 1.8 0.3 0.9 0.8] 1.3 0.2 0.8 0.7] 0.3 0.8 0.9 0.8] 4.0 4.3] 3.2 25 2.8
(YoY) 5.4 4.1 3.8 3.8 3.5 3.2 3.1 3.1 20 26 2.6 2.8|
GDP deflator (YoY) 3.3 3.5 3.4 3.2 2.6 21 2.2 2.5 1.3 1.6 1.3 1.2] 3.2 3.3] 2.4 14 1.9
Domestic demand deflator (YoY) 2.6 2.8 2.6 2.4 3.0) 2.9 3.0 3.0| 14 1.2 1.1 1.1 2.8 2.6] 3.0 1.2 174
CPI core (excluding perishables, YoY) 3.5 29 2.8 1.7] 1.5 1.9 25 3.0 22 21 1.8 1.7] 27 2.7] 22 2.0 2.0
[Excl. tax hike/tuition wavers] (1.3)[ (1.2)| (0.8)| (0.7) (1.0)
BoJ core CPI (excluding perishables and energy, YoY) 3.2 3.2 3.0 2.5 1.8 21 2.3 2.3 2.2 2.0 2.0 241 2.3 3.0] 2 21 2.0
Excl. tax hike/tuition wavers’ (1.3)] (1.9 (1.D] (1.1 (1.1)
Industrial production (QoQ) 05| -1.1 0.3 2.5 0.2 0.1 0.1 0.2 1.0 0.8 0.7 0.5] -1.5 -0.2 21 22 1.7]
(YoY) 00[ -07| -10 1.2 1.7 3.0 2.9 0.6| 1.3 2.0 2.6 3.0
USD/JPY (FY avg) 152.5|  150.7] 161.0| 163.0| 1635
Notes: Crude oil (import-basis, USD/bbl) 82.8 71.3] 88.0 79.0 81.0
1) QoQ figures unless noted otherwise; rows beginning with asterisk (*) show QoQ contribution to GDP in percentage points. For CPI, the |cyrrent account (trillion yen) 30.0 34.6) 357 355 36.6
upper ﬁguljes are before adjustment for thg impact of the consumption tax cut on foad,. and the lower figures are after adjustment. as % of nominal GDP 47 5.1 51 5.0 5.0
2) Our estimates assume food consumption tax cut to 1% (from current 8%) from April 2027 through March 2029.
3) Estimates as of October 23, 2026. Trade balance ) 54 18 53 19 12
Source: MUMSS, from Cabinet Office, MIC, METI, and other data; MUMSS forecasts (customs-cleared, trillion yen) . ) i ) )
Market Forecast
FY25 6 (foreca oreca 8
F24 Apr-Jun | Ju-Sep | OctDec | Jan-Mar Apr-Jun | Ju-Sep OctD [ JanMar | AprJun | JulSep | [ Sanwar | (fore
Real GDP Annualized Goa () — 05 [ s 11 [ 1.9 1.4 | 0.1 | 02 | 03 20 | 15 | 13 | 14 —
Yov (k) 07 09 08 1.1 0.8
o YoY (%) 27 35 29 28 17 15 19 25 30 13 12 08 07 20
Uncollteraiized ON rate End ofterm (%) 0500 0500 0500 0750 0750 1.000 1.250 1.500 1.500 1.750 1.750 1.750 1.750 1.750
3-month yon TBOR End of term (%) 0.820 0772 0818 1072 1.268 1412 1.681 1950 2.100 2200 2.200 2200 2200 2.200
e 8y Range(%) | 0.190-0.880 | 0.580-0.855 | 0.730-0935 | 0.890-1.170 | 1.130-1380 | 1.345-1450 | 1.385-1970 | 1.800-2200 | 1.900-2300 | 1.800-2200 | 17002100 | 1.700-2.100 | 1.700-2.100 | 1.700-2.100
End ofterm (%) 0830 0745 0935 1.170 1.350 1.355 1.930 2.000 2100 2000 1.900 1.900 1.900 1900
5y our 08y Range (%) | 0.360-1.180 | 0.725-1.105 | 0.960-1230 | 1.185-1545 | 1.530-1820 | 17302030 | 1.910-2430 | 22002650 | 22502700 | 2.100-2550 | 2.000-2450 | 2.000-2450 | 2.000-2450 | 2.000-2.450
End ofterm (%) 1095 0980 1.225 1.545 1770 1.880 2360 2400 2450 2300 2200 2200 2200 2200
toyonr sc8 ytd Rango (%) | 0.740-1.580 | 1.110-1570 | 1.385-1.655 | 1.620-2.080 | 2.060-2.385 | 2.300-2.790 | 2.685-3.085 | 2.850-3.400 | 2.750-3.300 | 2.600-3.100 | 2.500-3.000 | 2.450-2.950 | 2.450-2.950 | 2.450-2.950
End ofterm (%) 1485 1.420 1.645 2.060 2345 2670 3.050 3100 3.000 2850 2750 2700 2700 2700
R, Range (%) 1515-2310 | 19002595 | 2310-2680 | 25703000 | 2880-3450 | 31953775 | 35303920 | 37004.300 | 36004200 | 34004000 | 3250-3850 | 31503750 | 3.150-3.750 | 3.150-3.750
End ofterm (%) 2220 2345 2610 2985 3280 3640 3900 4.000 3900 3.700 3550 3450 3450 3450
2000 sy Range (%) 1805-2610 | 2250-3170 | 2865-3285 | 30353430 | 3.280-3875 | 3550-4.150 | 3.7404.180 | 3.9004.500 | 38004400 | 3.6004.200 | 34504.050 | 3.400-4.000 | 3.400-4.000 | 3.400-4.000
End ofterm (%) 2520 2910 3.140 3410 3710 3.940 4.150 4.200 4.100 3900 3750 3700 3700 3.700
P Range (%) | 21002965 | 25553675 | 3.055-3535 | 3.345:3745 | 35154205 | 3640-4355 | 3755-4270 | 3.850-4450 | 3.750-4350 | 3550-4150 | 3.400-4.000 | 3.350-3950  3.350-3950 | 3.350-3.950
End ofterm (%) 2790 3.090 3335 3610 3920 3770 4190 4150 4.050 3850 3.700 3650 3650 3650
e Range 139.58-161.95 | 139.89-150.49 | 142.68-150.92 | 146.59-157.89 | 152.10-160.46 | 155.04-162.67 | 152.89-163.99| 1520-1665 | 1525-167.5 | 1535-1685 | 1545-1695 | 1555-1705 | 1560-1710 | 1565-1715
Endofterm 149.96 144.03 147.90 156.71 158.72 162,55 157.41 159.5 160.0 161.0 162.0 163.0 1635 164.0
avaven Range 154.42-175.43 | 158.30-160.86 | 168.46-175.13 | 172.27-184.92 | 180.81-186.87 | 182.05-187.95 | 177.34-187.47 | 1755-190.8 | 176.1-191.9 | 177.2-1931 | 1784-194.2 | 1795-1954 | 1809-1968 | 1815-197.3
End ofterm 162.21 169.78 17353 184.01 183.38 185.68 178.35 1834 184.0 1852 186.3 1875 1888 189.4
[Annualized GoQ (%) — 4.0 39 02 25 22 22 21 20 20 19 18 17 —
Yo¥ (%) 3.0 23 22 20 18
F rate target Endoftem (%) |  4.25-4.50 4.254.50 4.00-4.25 350-3.75 350-3.75 350-3.75 3.754.00 4.004.25 4.004.25 4.00-4.25 3.75-4.00 3.754.00 3.754.00 350-3.75
P Range (%) | 3.6176-4.7924 | 3.9943-4.5085 | 4.0206-4.4813 | 3.9493-4.1878 | 3.9375~4.4278 4.2479-4.6663 | 4.4693-5.2849 |  4.65-5.45 4555.05 4.45-4.95 4.254.75 395-4.45 3.85-4.35 3.754.25
End ofterm (%) 421 423 415 447 432 447 528 490 4.80 470 450 420 410 4.00
ontcor Annualized GoQ (%) — 01 13 09 00 26 0.1 241 18 10 05 03 06 —
Yo 13 12 09 13 08
Euro zone Doposi facity rate End ofterm (%) 250 200 200 2.00 200 225 250 275 275 275 275 275 2550 225
. Range (%) | 20102940 | 2424-2732 | 25422801 | 2523-2914 | 26433129 | 2831-3201 | 2875-3654 | 3.10-3.50 310350 2.90-3.30 2.60-3.00 2.30-2.70 250-2.90 2.90-3.30
End ofterm (%) 274 261 27 286 300 286 359 330 330 310 280 250 270 3.10

Notes: 1)JGB, Treasury, and Eurozone bond yields are daily closing rates. Japanese 2yr - 40yr JGBS are newly issued. USDAJPY and EURIPY are intraday-based.

2) Forecasts for macroeconomic indicators as well as forecast ranges and end-of-term figures for interest rates and forex revised October 23, 2026 (previous revision October 16, 2026).

3) Uncollateralized O/N rate is upper end of BoJ's target range. Japan CPl forecasts reflect the impact of the consumption tax cut on food from April 2027. US FF rate is FRB's target level. US and Eurozone real GDP growth rates (calendar year) are against previous year.
Source: MUMSS, from Quick and Bloomberg data; MUMSS estimates
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Appendix A
Analyst Certification

The analyst(s) mentioned on the cover of this report hereby certify(ies) (or, where multiple analysts are responsible, individually certify
with respect to each security that the analyst covers in this report) that the views expressed in this report accurately reflect their
personal views about the subject company(ies) and its (their) securities, and also certify(ies) that they have not been, are not, and will
not be receiving direct or indirect compensation in exchange for expressing any specific recommendation(s) or view(s) in this report.

Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. ("MUMSS") has established organizational and administrative arrangements such
as appropriate policies and procedures to monitor activities and/or communication between the research department and other
business areas of MUMSS and to monitor correspondence and personal brokerage accounts of all those involved in the production of
research.

MUMSS policy prohibits its analysts and members of their households for whom the analysts act as proxies or those whose securities
investment activities are influenced by the analysts from dealing in the securities of any companies in the analysts' areas of coverage.

Analysts are paid in part based on the profitability of MUMSS, which includes investment banking revenues.

MUMSS and/or its affiliate(s) may have holdings in other financial interests or other products issued by the companies named in this
report. MUMSS and/or its affiliate(s) may have a short or long position in respect to these financial interests or other products.

An officer (or officers) of MUMSS (member of the board, executive director or auditing officer as stipulated by the Company Act of
Japan (Law no. 86 of 2005, as amended, the Company Act)) serve(s) as an officer (or officers) in Mitsubishi UFJ Financial Group,
Fukuoka Financial Group, The Bank of Fukuoka, Tokio Marine & Nichido Fire Insurance

(Unregistered ratings)

Credit rating information in this report identified as “unregistered” constitutes “unregistered credit ratings” assigned by credit rating
agencies that are not registered under the Financial Instruments and Exchange Act of Japan. The registration system is designed to
ensure the fairness of credit ratings through conduct regulations and supervision on credit rating agencies. Unregistered credit rating
agencies are not subject to these regulations or supervision. For the significance of and points to note regarding unregistered credit
ratings, please refer to “Explanatory Statement Regarding Unregistered Ratings” available on our website:
http://rpt.sc.mufg.jp/public/mp/e04/372228/5ae04-239194-1781051325.pdf

Disclaimers

This report has been prepared by MUMSS solely for the purpose of supplying information to the clients of MUMSS and/or its affiliate(s)
to whom it is distributed. This report is not, and should not be construed as, a recommendation, solicitation or offer to buy or sell any
securities or related financial products.

All statements in this report attributable to MUMSS are based only on publicly available information. The authors of this report are
prohibited from using or even obtaining any insider information. As a subsidiary of Mitsubishi UFJ Financial Group, Inc. ("MUFG"),
MUMSS does not, as a matter of corporate policy, cover MUFG for investment recommendation purposes.

This report has been prepared by MUMSS solely from publicly available information. The information contained herein is believed to
be correct and reliable but has not been independently verified. This report does not purport to contain all the information that a
prospective investor may require. MUMSS and/or its affiliate(s) do not make any guarantee, representation or warranty or accept any
responsibility or liability as to the accuracy, reliability, completeness, adequacy or appropriateness of such information. Information
contained herein may not be current due to, among other things, changes in the financial markets or economic environment.

Opinions reflected in this report are subject to change without notice. MUMSS and/or its affiliate(s) have no obligation to update the
opinion and information contained in this report. Content presented herein is solely a reflection of the best judgment of MUMSS at the
time of publication. MUMSS and/or its affiliates assume no responsibility for the content of any third-party websites located at URLs
appearing in this report.

MUMSS may have issued, and may in the future issue, other communications that are inconsistent with, and reach different conclusions
from, the information presented herein. MUMSS has prepared and published this report wholly independently of any of its affiliates,
and thus any comments, views, outlook, ratings or target prices expressed in this report may differ substantially from any similar reports
issued by affiliates which may be based upon different sources and methodologies.

Regarding any securities or related financial products mentioned either directly or indirectly in this report, there is risk that investors
may, upon a sale of investments, receive less than the originally invested capital due to factors including fluctuations in share price,
changes to issuers' management and/or financial profiles, related changes to external evaluations, and changes in interest and/or
foreign exchange rates.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. The report does not constitute
a personal recommendation and has been prepared without regard to the individual financial circumstances, needs or objectives of
persons who receive it. The securities and investments related to any securities or related financial products discussed in this report
may not be suitable for all investors. Readers should independently evaluate particular investments and strategies, and seek the advice
of their own professional and financial advisers as to the legal, business, financial, tax and other aspects before making any investment
or entering into any transaction in relation to the securities mentioned in this report.

MUMSS and/or its affiliate(s) shall not be liable in any manner whatsoever for any consequences (including but not limited to any direct,
indirect or consequential losses, loss of profits and damages) of any reliance on or usage of this report and accepts no legal
responsibility to any investor who directly or indirectly receives this material.

The final investment decision must be made by the investor and the responsibility for the investment must be taken by the investor.

Past performance should not be taken as an indication or guarantee of future performance. Unless otherwise attributed, forecasts of
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future performance represent analysts' estimates based on factors they consider relevant. Actual performance may vary. Consequently,
no express or implied warranty can be made regarding future performance.

MUMSS or any other company affiliated with MUFG or any of their directors, associates, connected parties and/or employees may
deal in or otherwise have a financial interest in securities referred to in this report, or derivatives of such securities or other securities
issued by companies mentioned in this report, for their own account or the accounts of others, may enter into transactions contrary to
any recommendations contained herein, may act as market maker or may supply or seek to supply a wide range of financial services
to the issuers of such securities or to their affiliates. In reviewing this report, an investor should be aware that any or all of the foregoing,
among other things, may give rise to real or potential conflicts of interest. MUMSS is prohibited under Article 135 of the Company Act
from dealing in the shares of MUFG for its own account.

The securities referred to in this report may not be eligible for sale in all jurisdictions or to all categories of investors. This report is not
directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to any law, regulation or rule.

European Economic Area (EEA): This report is distributed in the EEA, by MUFG Securities (Europe) N.V. (“MUS (EU)”) and / or MUS
(EU), Paris Branch. MUS (EU) is a member of MUFG, contact number +31 (0) 20 799 02 00. MUS (EU) is authorised and regulated by
the Dutch Authority for the Financial Markets (“AFM”) and also regulated by De Nederlandsche Bank (“DNB”) in the Netherlands, MUS
(EU) Paris Branch is regulated in France by the Autorité de contréle prudentiel et de résolution (ACPR) and the Autorité des marchés
financiers (AMF).

For the avoidance of doubt this report is prepared for a “professional client” or “eligible counterparty” and not intended for a “retail client”
as those terms are defined in the MIFID Il Directive (2014/65/EU) and should not be passed on to any such persons. This report may
be distributed to professional investors (or equivalent) in member states of the EEA by MUS (EU). This report has been prepared in
accordance with MUS (EU)'s organisational and administrative arrangements for managing conflicts of interest. Such arrangements
include policies which set out guidelines relating to the production of research including (but not limited to) restrictions on access to
information, personal dealing and inducements. Further MUS(EU) related Policies, Disclosures and Notices can be found at
https://www.mufgemea.com/governance/legal-and-regulatory/.

United Kingdom: This report is distributed in the United Kingdom, by MUFG Securities EMEA plc. (‘“MUS(EMEA)”), a member of
MUFG, contact number +44-207-628-5555. MUS(EMEA) is authorised by the Prudential Regulation Authority (“PRA”) and regulated
by the Financial Conduct Authority (‘FCA”) and PRA in the UK (FS Registration Number 124512). In the United States, MUS(EMEA) is
a registered Swap Dealer (“SD”) with the Commodity Futures Trading Commission (‘CFTC”) and a member of the National Futures
Association (“NFA”). MUS(EMEA) is also a registered Security-Based Swap Dealer (“SBSD”) with the Securities and Exchange
Commission (“SEC”). MUS(EMEA) Dubai Branch is registered in Dubai (No:1698498) with its registered office at Level 3, East Wing,
The Gate, Dubai International Financial Centre, Dubai, United Arab Emirates. MUS(EMEA) Dubai Branch is regulated by the Dubai
Financial Services Authority (No: F002623). For the avoidance of doubt this report is prepared for a “professional client” or “eligible
counterparty” or “Market Counterparty” and not intended for a “retail client” as those terms are defined in the FCA and DFSA rules and
should not be passed on to any such persons.

This report has been prepared in accordance with MUS(EMEA)’s organisational and administrative arrangements for managing
conflicts of interest. Such arrangements include policies which set out guidelines relating to the production of research including (but
not limited to) restrictions on access to information, personal dealing and inducements. Further MUS(EMEA) disclaimers, disclosures,
policies and notices can be found at https://www.mufgemea.com/governance/legal-and-regulatory/.

United States of America: MUFG SECURITIES AMERICAS INC. (“MUSA”) is registered as a broker-dealer in the United States with
the Securities and Exchange Commission and is a member of the Financial Industry Regulatory Authority (“FINRA”) (SEC# 8-43026;
CRD# 19685).

This report, when distributed by MUSA, is intended for Institutional Investors (“Institutional Accounts” as defined by FINRA Rule
4512(c)). When distributed by a non-US affiliate of MUSA, this report is intended for distribution solely to “major U.S. institutional
investors” or “U.S. institutional investors” pursuant to Rule 15a-6 under the U.S. Securities Exchange Act of 1934, as amended.
Securities referenced in this report may have been underwritten by MUSA and/or its affiliates. Nothing in this report should be
considered an offer or solicitation of an offer to buy or sell securities or any other financial product or a commitment of any kind with
respect to any transaction.

IRS Circular 230 Disclosure: MUSA does not provide tax advice. Accordingly, any discussion of U.S. tax matters included herein
(including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, marketing or
recommendation by anyone not affiliated with MUSA of any of the matters addressed herein or for the purpose of avoiding U.S. tax-
related penalties.

Canada: MUFG SECURITIES (CANADA), LTD. (“MUS(CAN)”) is an investment dealer registered in Canada with the Ontario Securities
Commission (“OSC”) and in each province and territory of Canada, a member of the Canadian Investment Regulatory Organization
(“CIRO”), and a member of the Canadian Investor Protection Fund (“CIPF”). Customers’ accounts are protected by CIPF within the
specified limits.

In Canada, MUS(EMEA) and MUSA each operate under an International Dealer Exemption (‘the exemption”) and exempt from
registration with the securities regulators. MUS(EMEA) operates under the exemption in Alberta, British Columbia, Manitoba, Ontario
and Québec. MUSA operates under the exemption in all Canadian Provinces and Territories. When distributed by MUS(EMEA) or
MUSA, this report is only intended for a “permitted client” as that term is defined under the National Instrument 31-103 in Canada and
is not intended for re-distribution to any other person. When distributed by MUS(CAN), this report is only intended for an “institutional
client” as that term in defined under the CIRO Investment Dealer Partially Consolidated rules and is not intended for re-distribution to
any other person. The information contained herein is not, and under no circumstances is to be construed as, a prospectus, an
advertisement, a public offering, an offer to sell securities described herein, or solicitation of an offer to buy securities described herein,
in Canada or any province or territory thereof. Under no circumstance is the information contained herein to be construed as investment
advice in any province or territory of Canada and is not tailored to the needs of the recipient.

Japan: This report, when distributed in Japan, is distributed by MUMSS, a member of MUFG, a Financial Services Agency registrant.
Japanese equity transactions totaling JPY 193,000 or less are subject to a maximum commission of JPY2,750 (tax included). Japanese
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equity transactions in excess of JPY 193,000 are subject to a commission of up to 1.43% (tax included) of the transaction amount.

No additional fees are charged on fixed income transactions, as the equivalent markup or markdown values are included in the quoted
price.

Material on foreign equities is based on securities filings or other public information that, under the laws of the relevant country, would
be equivalent to a Form 10-K or similar disclosure, such as an annual report, quarterly report, or earnings release. The material does
not contain any ratings, investment opinions, or earnings forecasts by MUMSS. Figures in this material may differ from those in foreign
securities disclosures owing to differences in the scope of available data or when the materials were prepared.

The business activities of foreign securities mentioned in these materials are not disclosed under Japan's Financial Instruments and
Exchange Act (unless any such company is subject to the stipulations of the Financial Instruments and Exchange Act). The information
in these materials about the relevant foreign securities is based on disclosure rules of the countries where the main exchanges for the
securities are located.

Foreign equity transactions are subject to both local and domestic brokerage fees. The local brokerage fee is determined based on
market conditions and local circumstances at the time, and the amount cannot be recorded in advance. For details, please contact the
branch office through which you make your transactions. The domestic brokerage fee is up to 1.1% (including tax) of the contracted
transaction amount. Foreign equities may incur losses based on fluctuations in foreign exchange rates and other factors.

When MUMSS purchases unlisted bonds (government bonds, municipal bonds, government-secured bonds, and corporate bonds) as
the counter-party, only the purchase price will be paid. Bond prices may vary depending on fluctuations in interest rates and other
factors, and bond transactions may incur losses. Foreign bonds may incur losses based on fluctuations in foreign exchange rates and
other factors.

Singapore: This report is only intended for distribution to an "institutional investor", "accredited investor" or "expert investor" as those
terms are defined under regulation 2 of the Financial Advisers Regulation. It is solely for the use of such investors and shall not be
distributed, forwarded, passed on or disseminated to any other person. Investors should note that, as a result of exemptions that apply
when this report is distributed to "accredited investors" and "expert investors”, MUS(ASIA) Singapore is exempt from complying with
certain requirements under the Financial Advisers Act, including section 34 of the Financial Advisers Act (which requires a financial
adviser to disclose all material information on certain investment products), section 36 (which requires a financial adviser to have a
reasonable basis for making recommendations on investments) and section 45 (which requires a financial adviser to disclose any
interests that it holds in securities that it recommends).

Hong Kong: This report is only intended for distribution to a “professional investor” as that term is defined in the Securities and Futures
Ordinance and should not be passed onto any other person.

Australia: In respect of the financial services provided to wholesale clients in Australia, MUS(ASIA), MUS(EMEA) and MUS(USA) are
each exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001 of Australia under
the Australian Securities and Investments Commission Class Order Exemption CO 03/1099, CO 03/1103 and CO 03/1100, respectively.
Each of MUS(ASIA), MUS(EMEA) and MUSA, are regulated under the laws of Hong Kong, the United Kingdom and the United States
respectively, which differ from Australian laws. This material is only intended for distribution to persons in Australia who are sophisticated
or professional investors for the purposes of section 708 of the Corporations Act of Australia, and are wholesale clients for the purposes
of section 761G of the Corporations Act of Australia. This material is not intended to be distributed or passed on, directly or indirectly,
to any other class of persons in Australia.

Other: This report may not be copied, published or distributed in Indonesia. This report may not be copied, published or distributed in
the People's Republic of China (not including Hong Kong Special Administrative Region, Macau Special Administrative Region or
Taiwan, the "PRC"), except under circumstances that will result in compliance with any applicable PRC laws and regulations.

MUS (EMEA)'s branch in the Dubai International Financial Centre (DIFC) which operates under the trade name MUFG Securities (DIFC
Branch) is registered as a Recognized Company in the DIFC and is authorized and regulated by the DFSA and is located at Level 3,
East Wing, The Gate, Dubai International Financial Centre, P.O. Box 506894, Dubai, United Arab Emirates.

MUFG Securities (DIFC branch) may only conduct business with and provide financial services to “Professional Client” or “Market
Counterparty” but not to “Retail Client” as defined by the DFSA rules.

Copyright © Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. All rights reserved.

This report is the work of MUMSS and is protected under copyright laws. This report may not be altered, reproduced or redistributed,
or passed on directly or indirectly, to any other party, in whole or in part, without the prior written consent of MUMSS.

Nikkei 225 is owned by Nikkei Inc.
Mitsubishi UFJ Morgan Stanley Securities Co., Ltd.
Otemachi Financial City Grand Cube, 1-9-2, Otemachi, Chiyoda-ku, Tokyo 100-8127, Japan

MUMSS is a financial instruments firm registered under the Financial Instruments and Exchange Act of Japan, with the registered
number 2336, issued by the Director, Kanto Local Finance Bureau.

MUMSS is a member of the Japan Securities Dealers Association, the Investment Management Association of Japan, the Financial
Futures Association of Japan, the Type Il Financial Instruments Firms Association, and the Japan Security Token Offering Association.
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