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11.
Key Policy Goals of Financial Regulationy y g
including:
1. Safety and Soundness of Particular Financial 

Institutions
2. Mitigation of Systemic Risk
3. Fairness and Efficiency of Markets; and y ;
4. The Protection of customers and investors

Definition by the G30 report on October 6, 2008 
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2.
Four Approaches

• The G30 report on October 6, 2008 compares and analyzes 
the financial regulatory approaches of seventeen 
j i di ti i l di th United Kingdom th Unitedjurisdictions, including the United Kingdom, the United 
States, Australia and Japan, in order to illustrate the 
implications of the four principal models of supervisoryimplications of the four principal models of supervisory 
oversight: 
(1) the Institutional Approach,
(2) the Functional Approach, 
(3) the Integrated Approach, and 
(4) the Twin Peaks (objectives approach)(4) the Twin Peaks (objectives approach).

• The G30 report categorizes Japan as Integrated Approach 
which is the same as in the U Kwhich is the same as in the U.K.

Definition by the G30 report on October 6, 2008 4



Twin Peaks ApproachTwin Peaks Approach
• The twin peaks approach, a form of regulation by p pp , g y

objective, is one in which there is a separation of 
regulatory functions between two regulators: one that g y g
performs the safety and soundness supervision 
function and the other that focuses on conduct-of-
business regulation. 
The two countries that use the Twin Peaks Approach pp
are Australia and the Netherlands. A number of 
other jurisdictions are engaged in debates over the j g g
adopting this type of approach, including Spain, Italy, 
and France.

Definition by the G30 report on October 6, 2008 
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Other Approaches
The functional approach is one in which supervisory oversight is determined by the
business that is being transacted by the entity, without regard to its legal status. Each 
type of business may have its own functional regulator

pp

type of business may have its own functional regulator. 
The countries reviewed that use the Functional Approach are Brazil, France, Italy, and 
Spain.

The integrated approach is one in which a single universal regulator conducts both 
safety and soundness oversight as well as conduct-of-business regulation for all the 
sectors of financial services business. 

Th i tit ti l h i i hi h fi ’ l l t t (f l b k

The countries reviewed that use this approach are: Canada, Germany, （Japan）, Qatar, 
Singapore, Switzerland, and the United Kingdom.

The institutional approach is one in which a firm’s legal status (for example, a bank, 
broker-dealer, or insurance company) determines which regulator is tasked with 
overseeing its activity from both a safety and soundness and a business conduct 
perspectiveperspective. 
The jurisdictions reviewed that use the institutional approach are China, Hong Kong, 
and Mexico.

6
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U.S. structure – An Exception

• The U.S. structure is functional with institutional 
t ith th dd d l it f baspects, with the added complexity of a number 

of state level agencies and actors. The recent 
U.S. Treasury Blueprint recognizes the current 
weaknesses and advocates a modified Twin 
Peaks Approach as a long-term goal.

 Please refer Professor Uemura’s Waseda GCOE Declaration.
http://www.globalcoe-waseda-law-commerce.org/purpose/index3.htmlp g g p p
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On-site Examination
by the Bank of Japan

O it i ti i th i ti hi h th• On-site examination is the examination which the 
Bank of Japan carries out by visiting the premises of 
th fi i l i tit ti b d th t t iththe financial institutions based on the contracts with 
them, in order to grasp their business operations and the 
t t f th t (A ti l 44 f th B k f Jstate of the property (Article 44 of the Bank of Japan 

Act - 1977).
• The Bank of Japan contributes to the financial system 

stability by gauging each individual financial 
i i i b i di i if i h i i kinstitution’s business conditions, verifying their risk 
management and encouraging its improvement when 

h h i i inecessary, through on-site examinations.
8



On site Examination by BOJOn-site Examination by BOJ
• Amid the intensified global financial crisis, the importance has 

been reaffirmed for a central bank, which provides market 
liquidity and has the function of the lender of last resort, to 
h i i ti h l ith fi i lhave various communication channels with financial 
institutions, to accurately recognize the challenges of the 
financial system from micro- and macro-perspectives, and tofinancial system from micro and macro perspectives, and to 
carry out proper policy responses. 

• The on-site examination is one of the important parts of the p p
Bank of Japan’s conduct of the policies and operations.

Number of Financial Institutions Examined 
FY 2006 FY 2007 FY 2008 

Domestic banks 43 39 52
Shinkin banks 73 66 46
Other institutions 15 14 30

9
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3.
W A i ’ Hi h S iWere Asia’s High Savings 

the origin of the globalthe origin of the global 
financial crisis?

10



What FSA believes went wrong?What -FSA believes- went wrong?
The Turner review-U.K. FSA

• Drivers of the crisis
The development of the global system of securitizedThe development of the global system of securitized 
credit intermediation was stimulated, by large global 
macro imbalances, by very low real interest rates, the , y y ,
desperate search for yield uplift. 
It entailed rapid growth of risky lending and an explosion p g y g p
of financial innovation, the alphabet soup of structured 
credit and credit derivatives.

The Turner review-U.K. FSA
A regulatory response to the global banking crisis
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Global Macro Imbalance, Very Low Real Interest Rates
A key driver of those imbalances has been very high savings rates in 
countries like China; since these high savings exceed domestic investment, 
China and other countries must accumulate claims on the rest of the world.China and other countries must accumulate claims on the rest of the world. 

But since, in addition, China and several other surplus countries are 
committed to fixed or significantly managed exchange rates, these rising 
claims take the form of central bank reserves. 

These are typically invested not in a wide array of equity, property or fixed 
i t b t l t l i l i tl i k f l t i kincome assets – but almost exclusively in apparently risk-free or close to risk-
free government bonds or government guaranteed bonds.

This in turn has driven a reduction in real risk-free rates of interest toThis in turn has driven a reduction in real risk free rates of interest to 
historically low levels.

In 1990 an investor could invest in the UK or the US in risk-free index-linked 
government bonds at a yield to maturity of over 3% real; for the last five years 
the yield has been less than 2% and at times as low as 1%.

Th l di d l t l i t t t h i t d i
1212

These very low medium- and long-term real interest rates have in turn driven 
two effects: (see next page)



T Eff tTwo Effects
• Firstly, they have helped drive rapid growth of credit extension in y, y p p g

some developed countries, particularly in the US and the UK – and 
particularly but not exclusively for residential mortgages – with this 
growth accompanied by a degradation of credit standards, and fuelling g p y g , g
property price booms which for a time made those lower credit 
standards appear costless. 

• Secondly they have driven among investors a ferocious search for• Secondly, they have driven among investors a ferocious search for 
yield – a desire among investors who wish to invest in bond-like 
instruments to gain as much as possible spread above the risk-free 
rate to offset at least partially the declining risk-free rate Twentyrate, to offset at least partially the declining risk free rate. Twenty 
years ago a pension fund or insurance company selling annuities could 
invest at 3.5% real yield to maturity on an entirely risk-free basis; now 
it would be only 1.5%. So any products which appear to add 10, 20 orit would be only 1.5%. So any products which appear to add 10, 20 or 
30 basis points to that yield, without adding too much risk, have 
looked very attractive.
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44.
How can Asia contribute toHow can Asia contribute to 
normalize the global macro g

imbalances?
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In order to do thatIn order to do that 
--- we should create ・・・we should create 

An Asian Common and Suitable
C it l M k t hi h ld blCapital Market, which would enable
the abundant savings in the Asianthe abundant savings in the Asian
region to be circulated within the
region・・・・

15



Features of Asian financial & capital markets 
Asian markets are achieving a relatively good balance in their 
domestic financing profiles, despite the prevalence of bank-

p

centered indirect financing systems in the region.  
Domestic Financing Profile % (Dec 08)
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Domestic Financing Profile in U.S. $ Billions (Dec 08)
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Domestic Bond Market Outstanding
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Asian Bond Markets by Type March‐09
in U.S.$ Billion

12,000.0

14,000.0

16,000.0

6,000.0

8,000.0

10,000.0

2,000.0

4,000.0

6,000 0

Govt. Corporate
Fin. 

Institution

Int'l Bonds 
by residence 
of issuer

Domestic 
Issuer Grand 

Total

Int'l Bonds 
by 

nationality 
of issuer

ID インドネシア

0.0

ID‐インドネシア 64.3 3.4 3.2 16.5 87.4 27.1

SG‐シンガポール 71.2 4.0 23.6 50.0 148.8 50.0

TH‐タイ 104.6 42.9 3.2 8.8 159.5 9.5

HK‐香港 28.9 10.1 18.0 45.0 102.0 66.8

MY‐マレーシア 72.8 79.0 37.2 24.7 213.7 32.1

IN‐インド 403.4 8.7 37.9 29.3 479.3 39.3

KR‐韓国 331.6 200.6 272.4 105.8 910.4 104.9

CN‐中国 1,351.5 215.6 623.1 22.4 2,212.6 41.9
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The absence of common infrastr ct reThe absence of common infrastructure

 Asian Domestic markets have been evolving Asian Domestic markets have been evolving

 Asian Common infrastructure (= Int’l BondsAsian Common infrastructure (  Int l Bonds 
Market) needed to create/develop

 Self-Contained Asian Int’l Bonds Market is a 
common infrastructure within the regioncommon infrastructure within the region 

 Cooperation and alignment among --
Japan, Korea, China and India -- is key

2020



55.
For the creation of an integratedFor the creation of an integrated  
Asian Inter-Regional Wholesale g
(Professional) Securities Market
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Asian investment banker’s perspectiveAsian investment banker’s perspective 

• Huge Asian capital reserves provide an opportunity for Asian• Huge Asian capital reserves provide an opportunity for Asian 
financial institutions to take the lead in capital markets in Asia

A i fi i l i tit ti t l di th k t i t• Asian financial institutions are not leading the market in terms 
of capital disbursement and price making – European and US 
financial institutions still dominate in this area 

• Why is it that Asian issuers need to raise capital in London or 
New York?

• Advanced Asian financial institutions have a responsibility to 
take the leadtake the lead

• Why not integrate Asian capital markets to create a viable 
ti i dditi t L d d N Y k?

22
option in addition to London and New York?



Integrated Markets -------g
Common Infrastructure? 

• Need to recognize diversity in Asia 
• Integration – what degree is required?
• Important Elements of the market to be developed・・・
 Focus on common infrastructure, i.e. a cross-border (Inter-(

Regional)  wholesale (= Professional) securities market 
accessible by Asian countries market professionals

 The concept of an integrated Asian Inter-Regional 
Wholesale (Professional) Securities Market (AIR-PSM) as 
a self contained market enabling savings accumulated ina self-contained market, enabling savings accumulated in 
the region to circulate within the region

 Suitable Self-Regulatory Rules for the market Suitable Self-Regulatory Rules for the market
23



Fragmented Asian Markets and Harmonization

• Fragmented financial and capital markets in Asia
diff t l t d l l t

（Dr. Hyun Suk of BOK and Prof.Inukai）

- different regulatory and legal systems
- different stages of market development and economic size
- different taxation, capital control and currency restriction etc. 

• Asian common set of rules and standards
- in line with global best practices
- facilitate cross-border capital flows and financial integrationfacilitate cross border capital flows and financial integration
ex) ASEAN and Plus Standard, Harmonization of Bond Standard in ASEAN+3

Market characteristicsMarket characteristics
Issuing procedures

Governing law
Settlement

Withholding tax Asian Bond Standards

Harmonization
(bottom-up approach)

Accounting standards
Disclosure (filing) 

Documentation
Credit rating

etc…

Standardization
(top-down approach)

24
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Why Do We Need Regional Framework for Securities Regulation?
（Dr Hyun Suk of BOK and Prof Inukai）（Dr. Hyun Suk of BOK and Prof.Inukai）

• Given the diversity of socio-economic condition and financial
d l d i i l i d fi i l k i hdevelopments and increasingly inter-connected financial markets in the
region, we need to consider regulatory approach more suitable and
applicable to the heterogeneous markets in order to efficiently facilitate
cross-border transaction and financial integration in Asia.

• It is not realistic to harmonize all regulatory standards without a central
political body like European Commission. Therefore it is necessary to
coordinate and cooperate with different regulatory agencies at the
regional level as well as the domestic level to bridge large differences ing g g
regulations.

• The extent and structure of securities regulation and supervision varyg p y
substantially from country to country and besides the regulatory
responsibilities and roles among different agencies are very fragmented
and over-lapped

25
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Sequence for Asian Bond Markets Development
（Dr H n S k of BOK and Prof In kai）（Dr. Hyun Suk of BOK and Prof. Inukai）

HomogeneityHow can we establish a common set of standards and regulation 
to promote cross-border and off-shore markets in Asia?

Integrated Off-shore

- Asian Supervisory Authorities-
- Asian SRO-

Regional Framework

Cross-border Bond Markets

Integrated Off shore
Asian Inter-Regional

Professional Bond Market 
 Private Placement Market

with common standard format

Regional Framework

Local Bond Markets

(Foreign Bond Markets)
 Outward issuance by residents, inward issuance    

by non-residents and cross-border investments
 Subject to home country or host country

with common standard format
 Self-regulated market by   

professional market players 

Heterogeneity

(Domestic  Bond Markets)

 Foster government bond market
 Create the benchmark yield curve

 Subject to home country or host country
rules and regulations

 Different stage of economic development  
and  heterogeneity in legal and institutional   
systems and infrastructurey

 Foster corporate bond markets
 Circulate domestic savings

y
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Effective regulations on Cross-border Transaction
（Dr. Hyun Suk of BOK and Prof. Inukai）（ y ）

• Cross-border transactions in the region are very limited due to capital control and
FX control. Some countries have quota; some countries have exchange controls in
which foreign exchange (FX) transactions must be substantiated by actual
transactions.

• However as the regulations move to liberalization and regional investors expandHowever, as the regulations move to liberalization and regional investors expand,
cross-border transactions will increase, and then we need to think effective
regulation on cross-border transactions.

• We can think two approaches to rule setting in cross-border transaction.

 Firstly, we need to establish a forum for regulators in setting the effective
regulation which is consistent across the jurisdictionsregulation which is consistent across the jurisdictions.

 Secondly, and equally, we need to have a regional forum for market
participants to set regional self-regulatory rules for offshore transaction which
is not subject to specific country’s regulation with their expertise and deep
knowledge.

 This forum may evolve to a Asian Supervisory Authorities or Asian SRO if it

27

 This forum may evolve to a Asian Supervisory Authorities or Asian SRO if it
is deemed to be suitable for the region.



Feasible Framework for Securities Regulation in Asia
（Dr. Hyun Suk of BOK and Prof. Inukai）

Forum for Regulators
- information exchange/

Asian SRO
- self-governing rule setting

Cross-border  markets Off-shore (AIR-PSM) markets

- information exchange/
harmonization of regulation -

- self-governing rule setting
by market participants -

Domestic SROs
(Exchanges, Industry & Trade 

Association etc)

Domestic
Regulatory/Supervisor

Authorities

Domestic 
Markets

Association etc)Authorities

28



66.
What is CMAA?

(Capital Markets Association for Asia)

Purpose of CMAA 
Form late proposals for the self go erning r les and• Formulate proposals for the self-governing rules and 
recommendations for issuing entities and other users of the Asian 
regional financial & capital markets
C di t i i di l l t d l• Coordinate opinions regarding legal systems and rules 

• Foster dialogue with CMAA participants
• Conduct research, formulate proposals, increase awareness , p p ,
• The ultimate purpose of the CMAA is to increase the reliability and 

convenience of all financial and capital markets in Asia and to establish 
appealing markets for all users

29
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About the CMAAAbout the CMAA
Name: Capital Markets Association for Asia (CMAA)

http://www cmaa group org/http://www.cmaa-group.org/
Status of the Group: A voluntary organization bringing together participants who 

agree with the purpose of establishment of the CMAA. 
Basically, members join in an individual capacity, but corporate entities are not 
prevented from joining. 

Membership fee: No membership feesMembership fee: No membership fees 
Admission to the Association: Admission of new members is decided by the 

Officials Meeting based on the recommendation of several existing members.
Inauguration: The inauguration of the CMAA was officially announced at the 

“General Meeting for the Establishment of the Capital Markets Association for 
Asia” held on June 19, 2007.Asia  held on June 19, 2007.

Chairperson: Nobuyuki Idei, CEO of Quantum Leaps Corporation, Ex. Sony CEO
Secretary-General and Executive President: Shigehito Inukai, Professor, Faculty 

of Law, Waseda University
30



For the creation of the Asian 
version of the IPMA* Handbook

• ICMA(The International Capital Market Association ) kindly provided CMAA 
their self regulatory handbook for further studytheir self-regulatory handbook for further study.
• CMAA and Waseda University have been making the joint effort to create and 
propose Waseda/CMAA Handbook for Asian capital market players.

31

* IPMA was the main trade organization concerned with new issue procedure in the Euromarkets. IPMA’s original core role was the harmonization 
and the establishment of accepted best practice in the primary markets. IPMA merged with the International Securities Market association (ISMA –
the successor to the AIBD) in July 2005. The merger created the International Capital Market Association (ICMA). ICMA is a trade association and a 
self-regulatory body for the secondary markets. ICMA is the representative body and voice for all capital market constituencies with a European focus.



http://www.cmaa-group.org/home
http://www globalcoe-waseda-law-commerce org/http://www.globalcoe-waseda-law-commerce.org/
http://sites.google.com/site/profinukaiswebsite/

Thank You!
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