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Overview of current reductions in JGB purchases

At its July 2024 MPM, the Bo) announced that it would reduce its monthly JGB purchases
by ¥400bn per quarter between Aug-Sep 2024 and Jan-Mar 2026, bringing its March
2026 purchases to around ¥2.9tn. It also announced that it would conduct an interim
assessment of its cuts to JGB purchases at the June 2025 MPM, rethink the ¥400bn per
quarter cut if necessary, and outline its policy on JGB purchases from April 2026 (see
Japan Watch: BoJ Review: Hawkish shift 31 July 2024).

(1) Q. How much will BoJ cut JGB purchases after interim assessment through
March 20267

A. We expect ¥400bn per quarter cuts to remain in place

The BoJ's July 2024 MPM statement explicitly stated that "In principle, the Bank intends
to maintain the plan for the reduction after the assessment,"' and Governor Kazuo Ueda
reiterated this view at his press conference after the March 2025 MPM?. The Bo)
lowered its economic and inflation forecasts in response to President Trump's
announcement of reciprocal tariffs in early April, but Governor Ueda stated that the Bo)
will address any economic downside mainly by controlling short-term interest rates?, and
the dovish Outlook Report does not signal that it intends to halt or slow the reductions
in its JGB purchases (for details, see Japan Macro Watch: BoJ review: Cautious pause
amid uncertainty 01 May 2025). Policy board member Asahi Noguchi also stated on 22
May that he feels no need to materially change the BoJ’s existing plans®. We therefore
expect the BoJ to continue with the cuts it announced in 2024 through March 2026 after
the interim assessment (meaning that it buys around ¥2.9tn in March 2026).

(2) Q. How much will BoJ buy after April 2026?
A. We expect BoJ to scale back cuts to ¥300bn per quarter while extending them

by one year

Materials released by the Bo) ahead of its 20-21 May Bond Market Group meeting show
that participants were split on whether to accelerate, maintain, or slow the pace of cuts
to JGB purchases from April 2026. However, with the JGB market (mainly superlongs)
becoming more volatile since March, the BoJ's Bond Market Survey conducted on 1-9
May showed that all the survey responses (including order volume and trading frequency)
were down versus the previous survey, indicating a drastic decline in market functioning
(from -13 in the previous survey to -44 in the May survey; Exhibit 1).

We therefore think it would be difficult for the BoJ to justify accelerating or maintaining
the current pace of cuts to JGB purchases. We look below at the level of JGB purchases
implied by a somewhat smaller reduction.

Our baseline scenario is for the Bo) to scale back the pace of cuts to around ¥300bn per
quarter after April 2026 and maintain this pace through March 2027 (we estimate
monthly purchases of around ¥1.7tn in Jan-Mar 2027). We base this on (1) the BoJ’s
purchases of around ¥2tn in JGBs per month prior to Haruhiko Kuroda's appointment as

! https://www.boj.or.jp/en/mopo/mpmdeci/mpr_2024/k240731a.pdf

2 "We plan to conduct an interim assessment in June, and will review past experience, including the extent
to which market functions are recovering, in order to make an appropriate assessment. Our baseline
scenario is that we will continue to follow the plan we implemented in 2024, but if necessary we intend
to proceed after making adjustments." (https://www.boj.or.jp/about/press/kaiken_2025/k250321a.pdf
[Japanese only, our translation])

3 "As we have stated previously, we think our policy response will mainly involve controlling short-term
interest rates. Our interim assessment is essentially aimed at closely examining bond and JGB market
trends and functioning, while also presenting our plans for April 2026 and beyond."
(https://www.boj.or.jp/about/press/kaiken_2025/kk250502a.pdf [Japanese only, our
translation])https://www.boj.or.jp/about/press/kaiken_2025/kk250502a.pdf

4"At the June 2025 MPM, the Bank will conduct an interim assessment of the plan for the reduction of its
purchase amount of JGBs decided in July 2024, and announce a new guideline for its purchases from April
2026. In my view, it is unnecessary at this point to make any major changes to the current plan; that said,
the Bank will need to examine the reduction plan for April 2026 onward from a longer-term perspective."
(https://www.boj.or.jp/en/about/press/koen_2025/data/ko250522a1.pdf)
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Bo) governor in April 2013, at which point it began buying JGBs in much larger
quantities; and (2) the view at the recent Bond Market Group meeting that there is a
need for opportunities to sell low-liquidity issues rather than the BoJ cutting purchases
to zero.

However, there is considerable uncertainty about the pace of future cuts given the lack
of specific messaging from the BoJ at this point. We therefore see the risk that the Bo)
could halt its reductions to JGB purchases in March 2026, rather than extending them, to
respond to rising JGB market volatility (see Japan Viewpoint: Waiting for the storm to
pass 21 April 2025).

Exhibit 1: Bond market function DI
Record drop in function DI in Feb-May 2025
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(3) Q. How do Bo) JGB purchases break down by maturity?
A. We expect BoJ to continue prioritizing cuts to purchases of maturities where

it buys highest percentage of issuance

The BoJ's current outright purchase (rinban) operations are split between 10-25yr and
25yr+ maturities, but some participants in its recent Bond Market Group meeting argued
that it should merge the superlong category into a single "10yr+" bracket. However, we
do not expect the BoJ to do this at its June MPM, for two reasons.

Firstly, one policy board member argued in the Summary of Opinions for the last MPM
that the BoJ should not overreact to expectations for superlong yields to rise®. On 22
May, policy board member Asahi Noguchi also noted that superlong JGB yields have not
risen to the point where the BoJ needs to act, and that it ought not to jump to the
conclusion that the rise in superlong yields is an outlier. The Bo) has stated that its main
policy tool is control of short-term interest rates and that it intends to intervene as little
as possible in the JGB market.

The Bo)'s current monthly purchase sizes per auction are ¥405bn for 10-25yr and

¥150bn for 25yr+ issues. Given current concerns about the JGB curve steepening, this
suggests that merging the current superlong category would effectively lengthen the
maturities the Bo) buys. However, doing this in rinban operations could rapidly reduce

5 "Investors need to be cautious about investing in super-long-term JGBs when market expectations
regarding the interest rates on these bonds are particularly high and the markets are nervous. While it is
natural for central banks to take appropriate account of market views, if a central bank is continually
over-flexible in response to these views, this flexibility itself could make the bank's responses less
predictable, thereby increasing uncertainties in the markets. The Bank should avoid, as much as possible,
actions that lead to such uncertainties."
(https://www.boj.or.jp/en/mopo/mpmsche_minu/opinion_2025/0pi250501.pdf)
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the liquidity of specific issues. For instance, the Ministry of Finance (MOF) only issues
¥250bn in 40yr JGBs per month, and combining them with other superlong maturities in
rinban operations could rapidly increase the percentage of some 40yr issues that are
owned by the Bo). We therefore think the BoJ will continue to prioritize reducing
purchases of maturities where it buys a high percentage of issuance even after the June
MPM. We would not expect the BoJ to take any action that effectively increases its
purchases of 25yr+ maturities.

Exhibit 2: Bo) purchases as % of monthly issuance, by maturity Exhibit 3: BoJ balance sheet as % of nominal GDP
BoJ buys high % of 25yr and shorter maturities We estimate BoJ balance sheet will shrink to around 97% of GDP at end-
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Note: Area marked by arrow indicates BofA forecasts (from Apr-Jun 2025); Japan nominal GDP

figures are our economist’s forecasts.

(4) Q. How will BoJ's excess reserves and balance sheet evolve?

A. We expect both to decline, but think JPY liquidity will remain high

We estimate ¥6.7tn in average monthly redemptions of JGBs held by the BoJ in FY25 and
¥5.9tn in FY26. We would therefore expect excess reserves and the BoJ's balance sheet
to shrink even if it does not reduce purchases beyond the recent monthly figure of
around ¥4.7tn.

In the baseline scenario we discuss above, we estimate that excess reserves would fall
from ¥474tn at present to around ¥399tn at end-2026, shrinking the Bo)'s balance sheet
from around 118% of nominal GDP now to around 97%. However, the Fed's current
balance sheet is around 22% of nominal GDP and the ECB's around 419%, and we
therefore expect JPY’s liquidity to remain far higher than other currencies (for details,
see Global Rates Watch: Central bank balance sheet monitor update 2025-04-24).

Market implications

Rates: Steeper now, flatter later

If our scenario proves accurate, the 10s30s curve should flatten over the longer term.
However, given the expectations mainly among nonresident investors for the BoJ to take
steps to improve superlong supply/demand, if the BoJ opts not to merge superlongs into
a broader category in its rinban operations this could drive greater selling pressure on
superlong JGBs®. The compound yield of 3% on JGB #86 would likely be a yardstick for
investors looking to buy superlong JGBs on weakness.

We would note that the Bo) is not engaged in active quantitative tightening (QT), i.e.
proactive sales of its JGB holdings, and we would therefore expect it to continue holding

6 There is a risk that the MoF could reduce its superlong JGB issuance from July 2025.
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more than 80% of the cheapest-to-deliver (CTD) issues for now even if it scales back
purchases of 10yr and shorter maturities as we expect. In short, we do not expect the
risks to JGB futures deliveries to ease in the near term.

FX: Yield levels vs. fiscal risk

The impact on JPY will likely be determined by yield levels and fiscal risk. The recent rise
in superlong JGB yields may be seen supportive for JPY from a purely yield perspective,
but it also reflects fiscal risks that could weaken JPY. The initial focus for the Bo)'s JGB
purchase policy will be the scale of cuts and whether it changes the mix of maturities it
buys. In short, if it reduces the amount of duration it buys, this would be positive for JPY.
However, if fiscal risk rises as the Bo)'s purchases decline this could cause investors to
sell yen assets in general. We view the July Upper House elections and policy discussions
in the runup to the polls as more important catalysts.

A reduced pace of reduction in the Bo)’s monthly bond purchases from ¥400bn to
¥300bn per quarter as we expect would fall within market expectations and have little
impact on JPY. If the BoJ stops reducing its purchases we would expect a dovish surprise
that weakens JPY. Conversely, if the Bo) signals that it intends to maintain the current
pace of cuts after March 2026, this would likely be a hawkish surprise that strengthens
JPY, but it would also put fiscal risk in the spotlight and increase market volatility
heading into the Upper House elections.

Exhibit 4: Bo)'s % JGB holdings by issue (as of 20 May 2025)
BoJ's JGB holdings remain concentrated in sub-10yr maturities

Current Current Current Current

2Y Ratio 5Y Ratio 10Y Ratio 20Y Ratio
JN472 0.5% J5178 5.7% JB378 13.4% JL192 0.6%
JN471 0.1% 5177 53% JB377 15.4% JL191 5.8%
JN470 1.7% 5176 9.8% JB376 19.5% JL190 2.8%
JN469 12.8% J5175 13.6% JB375 313% JL189 3.5%
JN468 4.4% 5174 289% JB374 39.8% JL188 80%
JN467 18.5% 5173 38.6% JB373 455% JL187 7.1%
JN466 19.9% 5172 59.9% JB372 64.2% JL186 16.3%
JN465 34.5% 5171 69.2% JB371 69.0% JL185 13.8%
JN464 35.4% J5170 30.1% JB370 JL184 24.7%
JN463 49.9% J5169 56.8% JB369 JL183 23.7%
JN462 413% J5168 42.5% JB368 JL182 14.9%
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JN455 37.6% JS161 62.3% JB361 JL175 7.8%
IN454 38.7% J5160 JB360 JL174 9.7%
JN453 68.4% J5159 63.4% JB359 73 14.1%

Source: BofA Global Research, Bloomberg, BoJ, MoF
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o  Gradualism, Liquid Cross Border Flows, 19 May 2025

Rates, FX & EM trades for 2025

For a complete list of our open trade recommendations as well as our trade
recommendations closed over the past 12 months, see the reports below:

Global FX weekly: The big beautiful bill 23 May 2025

Global Rates Weekly: Slippery slope 23 May 2025

Analyst Certification

I, Tomonobu Yamashita, hereby certify that the views expressed in this research report
accurately reflect my personal views about the subject securities and issuers. | also
certify that no part of my compensation was, is, or will be, directly or indirectly, related
to the specific recommendations or view expressed in this research report.
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has been approved for publication and is distributed in the European Economic Area (EEA) by BofASE (France), which is authorized by the ACPR and regulated by the ACPR and the AMF; has
been considered and distributed in Japan by BofAS Japan, a registered securities dealer under the Financial Instruments and Exchange Act in Japan, or its permitted affiliates; is issued and
distributed in Hong Kong by Merrill Lynch (Hong Kong) which is regulated by HKSFG; is issued and distributed in Taiwan by Merrill Lynch (Taiwan); is issued and distributed in India by BofAS
India; and is issued and distributed in Singapore to institutional investors and/or accredited investors (each as defined under the Financial Advisers Regulations) by Merrill Lynch (Singapore)
(Company Registration No 198602883D). Merrill Lynch (Singapore) is regulated by MAS. Merrill Lynch Equities (Australia) Limited (ABN 65 006 276 795), AFS License 235132 (MLEA) distributes
this information in Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception of Bank of America N.A, Australia Branch, neither MLEA nor any of
its affiliates involved in preparing this information is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the Australian Prudential Regulation Authority. No
approval is required for publication or distribution of this information in Brazil and its local distribution is by Merrill Lynch (Brazil) in accordance with applicable regulations. Merrill Lynch (DIFC) is
authorized and regulated by the DFSA. Information prepared and issued by Merrill Lynch (DIFC) is done so in accordance with the requirements of the DFSA conduct of business rules. BofA
Europe (Frankfurt) distributes this information in Germany and is regulated by BaFin, the ECB and the CBI. BofA Securities entities, including BofA Europe and BofASE (France), may
outsource/delegate the marketing and/or provision of certain research services or aspects of research services to other branches or members of the BofA Securities group. You may be contacted
by a different BofA Securities entity acting for and on behalf of your service provider where permitted by applicable law. This does not change your service provider. Please refer to the Electronic
Communications Disclaimers for further information.

This information has been prepared and issued by BofAS and/or one or more of its non-US affiliates. The author(s) of this information may not be licensed to carry on regulated activities in your
jurisdiction and, if not licensed, do not hold themselves out as being able to do so. BofAS and/or MLPF&S is the distributor of this information in the US and accepts full responsibility for
information distributed to BofAS and/or MLPF&S clients in the US by its non-US affiliates. Any US person receiving this information and wishing to effect any transaction in any security
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respect of any matters relating to dealing in securities or provision of specific advice on securities or any other matters arising from, or in connection with, this information. Singapore recipients
of this information should contact Merrill Lynch (Singapore) Pte Ltd in respect of any matters arising from, or in connection with, this information. For clients that are not accredited investors,
expert investors or institutional investors Merrill Lynch (Singapore) Pte Ltd accepts full responsibility for the contents of this information distributed to such clients in Singapore.

General Investment Related Disclosures:

Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Securities.

This document provides general information only, and has been prepared for, and is intended for general distribution to, BofA Securities clients. Neither the information nor any opinion
expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g, options,
futures, warrants, and contracts for differences). This document is not intended to provide personal investment advice and it does not take into account the specific investment objectives,
financial situation and the particular needs of, and is not directed to, any specific person(s). This document and its content do not constitute, and should not be considered to constitute,
investment advice for purposes of ERISA, the US tax code, the Investment Advisers Act or otherwise. Investors should seek financial advice regarding the appropriateness of investing in financial
instruments and implementing investment strategies discussed or recommended in this document and should understand that statements regarding future prospects may not be realized. Any
decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the prospectus or other offering
document issued in connection with such offering, and not on this document.

Securities and other financial instruments referred to herein, or recommended, offered or sold by BofA Securities, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. Digital assets are extremely speculative, volatile
and are largely unregulated. In some cases, securities and other financial instruments may be difficult to value or sell and reliable information about the value or risks related to the security or
financial instrument may be difficult to obtain. Investors should note that income from such securities and other financial instruments, if any, may fluctuate and that price or value of such
securities and instruments may rise or fall and, in some cases, investors may lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and
basis for taxation may change.

Futures and options are not appropriate for all investors. Such financial instruments may expire worthless. Before investing in futures or options, clients must receive the appropriate risk
disclosure documents. Investment strategies explained in this report may not be appropriate at all times. Costs of such strategies do not include commission or margin expenses.

BofA Securities is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.

This report may contain a trading idea or recommendation which highlights a specific identified near-term catalyst or event impacting a security, issuer, industry sector or the market generally
that presents a transaction opportunity, but does not have any impact on the analyst’s particular “Overweight” or “Underweight” rating (which is based on a three month trade horizon). Trading
ideas and recommendations may differ directionally from the analyst’s rating on a security or issuer because they reflect the impact of a near-term catalyst or event.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned in this report. Investors in such securities and instruments
effectively assume currency risk.

BofAS or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. BofAS or one of its affiliates may, at any time,
hold a trading position (long or short) in the securities and financial instruments discussed in this report.

BofA Securities, through business units other than BofA Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent with, and reach
different conclusions from, the information presented herein. Such ideas or recommendations may reflect different time frames, assumptions, views and analytical methods of the persons who
prepared them, and BofA Securities is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this information.

In the event that the recipient received this information pursuant to a contract between the recipient and BofAS for the provision of research services for a separate fee, and in connection
therewith BofAS may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom BofAS has contracted directly and does not extend beyond
the delivery of this report (unless otherwise agreed specifically in writing by BofAS). If such recipient uses the services of BofAS in connection with the sale or purchase of a security referred to
herein, BofAS may act as principal for its own account or as agent for another person. BofAS is and continues to act solely as a broker-dealer in connection with the execution of any transactions,
including transactions in any securities referred to herein.

Copyright and General Information:

Copyright 2025 Bank of America Corporation. All rights reserved. iQdatabase® is a registered service mark of Bank of America Corporation. This information is prepared for the use of BofA
Securities clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner, without the express written consent of BofA Securities. This document
and its content is provided solely for informational purposes and cannot be used for training or developing artificial intelligence (Al) models or as an input in any Al application (collectively, an Al
tool). Any attempt to utilize this document or any of its content in connection with an Al tool without explicit written permission from BofA Global Research is strictly prohibited. BofA Global
Research information is distributed simultaneously to internal and client websites and other portals by BofA Securities and is not publicly-available material. Any unauthorized use or disclosure
is prohibited. Receipt and review of this information constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information
contained herein (including any investment recommendations, estimates or price targets) without first obtaining express permission from an authorized officer of BofA Securities.

Materials prepared by BofA Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect information
known to, professionals in other business areas of BofA Securities, including investment banking personnel. BofA Securities has established information barriers between BofA Global Research
and certain business groups. As a result, BofA Securities does not disclose certain client relationships with, or compensation received from, such issuers. To the extent this material discusses
any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of
law relating to the subject matter of this material. BofA Global Research personnel’s knowledge of legal proceedings in which any BofA Securities entity and/or its directors, officers and
employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this material is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas of BofA Securities in
connection with the legal proceedings or matters relevant to such proceedings.

This information has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Global Research
policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research report containing
such rating, recommendation or investment thesis.

Any information relating to sustainability in this material is limited as discussed herein and is not intended to provide a comprehensive view on any sustainability claim with respect to any
issuer or security.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Securities and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This information
may contain links to third-party websites. BofA Securities is not responsible for the content of any third-party website or any linked content contained in a third-party website. Content
contained on such third-party websites is not part of this information and is not incorporated by reference. The inclusion of a link does not imply any endorsement by or any affiliation with BofA
Securities. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal information
to them. BofA Securities is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are subject to change without
notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publish information on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion contained herein.

Certain outstanding reports or investment opinions relating to securities, financial instruments and/or issuers may no longer be current. Always refer to the most recent research report relating
to an issuer prior to making an investment decision.

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
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its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or financial
instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not solicit
purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Securities nor any officer or employee of BofA Securities accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this
information.
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