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BOJ Net Expansion Initiative
A Path to Building Global Japanese Leadership

Jonathan B. Kindred
Chairman, IBA Japan
President & CEO, Morgan Stanley Japan Holdings Co., Ltd.

December 19, 2013




Strategic Context

« Abenomics — Is Japan Back?

« Regulatory Implementation of Pittsburgh G-20 Summit
Commitments

« China is Rising, and the Internationalization of the RMB is Coming
« Magnitude of Outstanding JGBs

* Truly Global Capital Markets




BOJ Net Hours Extension — A Global Perspective

BOJ Net trading hour expansion would have considerable benefits for
market participants both in Japan and offshore:

- The currency and primary sovereign debt security of the world’s third largest economy
— the Yen and JGBs -- would finally become truly “international.”

- Offshore investors, including fund managers, brokers or central banks, will have
access to a new pool of highly liquid, quality assets — a significant contribution to the
global market given stringent new requirements for collateral resulting from Basel lll,
Dodd Frank, etc.

- The resulting increase in liquidity abroad will reduce funding or credit risk in Japan,
which in turn will create new opportunities for Japanese institutions to boost trading
and usage of JGBs as collateral.

- One key new opportunity for Japan’s domestic institutions will be the opportunity to
enhance yield by more actively utilizing JGB holdings in their portfolios.

- BOJ Net expansion will require near-term investments by all participants, but over the

long-term, even greater cost savings may be possible as institutions leverage offshore
resources during Japan overnight hours




Considerations for Timely Implementation

- JGBs must be eligible to the ECB and FED as well as CCPs to meet rising
global demand for quality collateral.

- JGB usage is currently restricted by time differences and transferability limits;
these need to be addressed. Tax reform and settlement cycle improvements
are also needed.

- An infrastructure is needed that is both flexible and robust to facilitate transfer
between the BOJ and Central Security Depositories.

- Participants or their agents must have reliable support during an extended
BOJ-net operating time.

- Ensuring accessibility of BOJ Net from other regions regardless of time
differences; i.e. JGBs and JPY must be available in pre-dawn or late night
hours.

- The expansion schedule should prioritize the time periods that would result in
the greatest liquidity increases. For example, might an initial phased in step
treat Japan evening hours as a priority so as to capture London trading hours,
and thereby give a boost to liquidity?




Optimal Timeline Should Focus on Capturing Liquidity

A
London Winter 15:00 18:00 21:00 0:00 3:00 6:00 9:00 12:00 15:00
London Summer 16:00 19:00 22:00 1:00 4:00 7:00 10:00 13:00 16:00
JST 0:00 3:00 6:00 9:00 12:00 15:00 18:00 21:00 24:00
One Current Idea 8:30 JST 9:00 JST 16:30 JST 19:00 JST
A 2016 Now (BOJ - "at least|19:00")’
Why Not? 9:00 JST 16:30 JST =——— 21:00 JST
B Now
Destination 24 Hours (23.5)
c ? Now
JST 0:00 3:00 6:00 9:00 12:00 15:00 18:00 21:00 24:00
NY Winter 10:00 13:00 16:00 19:00 22:00 1:00 4:00 7:00 10:00
NY Summer 11:00 14:00 17:00 20:00 23:00 2:00 5:00 8:00 11:00
Note = - , .. NY Liquidit rtunit
-, London Liquidity opportunity . Iquidity opportunity

1. July Announcement
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