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I . What Is the Bond Markets in Asia?
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What I1s the Bond Markets in Asia ?

Homogeneity

3

Eurobond Market

» Private Placement Market and Public
Offering Market for professionals with
common standard format

» Used to be a Self-Regulated Market by

professional market players

4
Cross-Border
Inter-Regional
(wholesale) Bond Market in Asia

> Harmonization of heterogeneou
and regulations for professio
Asian region

> Facilitate inter-regional
savings within Asia

> Creation of self-re

Regional (wha

Cross-Border Bond Markets
(Foreign Bond Markets)
A Part of Domestic Market
» Outward issuance by residents, inward issuance

by non-residents and cross-border investments
» Subject to home country or host country
rules and regulations
» Different stage of economic development
and heterogeneity in legal and institutional
systems and infrastructure
Japan — Samurai Bond
Korea — Arirang Bond
China — Panda bond

Local Bond Markets
(Domestic Bond Market)

» Foster government bond market
» Create benchmark yield curve
» Foster corporate bond market
» Circulate domestic savings

Isolated Domestic Market Inter-Regional 3
Source: Inukai & Hyun (2010)
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I . Background of the Waseda
Proposal of April 2010
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Background 1

(1) To bring an appropriate (2) To provide stable funds to
investment opportunity to the the Asian core fund raisers
abundant savings in the Asian (issuers) for the economic
region--- growth in the Asian region---

(3) And to enable the abundant savings in
the region to be circulated efficiently and
effectively within the region ---

Cross-Border Financial & Capital Market Function
In the Asian Region is necessary!

Building up
Asian Inter-Regional Professional
Securities Market & Market Infrastructure relevant
to facilitate the primary and secondary activities of
sian International Bond for Asian Common Wealt

6
The Wholesale Financial Services Market for Professionals has always been global
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Background 2

Asia’s continuous dependence on [Asia as a world factory}
International Bond Market in EU

! 1 B

\ 4
It is important The advent of “Asia” as a
LD ISRl 7T Regional Economic Zone
the experience v <
of the past % ’ N
Eurobond 2 4
et O Issuing Needs Investment Needs
Afret antiine in the Region in the Region
current - -
international A S
bond market in !
EU
%

Necessity for building
the Asian Inter-Regional Professional Securities Market
which is compatible to global market
while satisfying Regional Needs

\
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Background 3

1997-98 Asian Currency Crisis =Domestic Capital Markets
Development in Asian Countries has evolved = @er Jump is nece@

(D Despite ample savings and investment demands in the region, many of the Asian
economies are on the way to develop domestic capital markets. Accordingly Direct
Financing through the Debt Capital Markets is still at the infant stage.

@ Most of the domestic capital markets in Asian economies are isolated due to the
absence of inter-regional bond market and consequently are so far from financial
innovation in the international capital market for professionals.

® In order to develop not only the domestic economic infrastructure in Asian economies
but also the Asian cross-border economic infrastructure such as international
transportation or communication systems, the common infrastructures of the cross-
border capital market as a regional fund supply system are necessary. However, so
far there are no proposals for concrete design for the inter-regional market.

@ Many of the Asian institutional investors such as pension funds, which have been
especially growing rapidly in Asian economies, are longing for investment in Asian
bonds denominated in Asian currencies which are expected to be revaluated in
medium and long term perspectives as well as in Asian Equities.

But due to the shortage of investment instruments in the region, regional investors
are facing serious difficulties in finding appropriate debt instruments.

10
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Background 4 (in Japan)

 Many of the Japanese corporate bond issuers were
having critical views that = - -

— The Japanese public offering market for domestic
corporate bond has been subjected to the strict
disclosure requirements which have originally been
designed for the Japanese retail investors.

— But in reality most of bonds issued have been
purchased by the professional investors.

— On the other hand, existing private placement
markets in Japan are not easy to use for issuers and
Investors. They have no secondary market.

— As a result, due to strict restrictions, the chance and
the period that issuers can make quick and timely
Issuance of corporate bonds in the Japanese
domestic market are extremely limited through the
year in comparison to the Eurobond market.

13
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Il. Japan’s Standpoint
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Japan’s Standpoint

As Japan possesses - -

(1) Sizable Savings to be invested in international bonds

(2) Many corporations who expand various business in Asian economies
by using the Asian local Currencies

(3) The well-developed primary, secondary bond market and
its market infrastructure including settlement systems

- =

We believe that Japan should, and is highly expected to play the role
Of -

1. Constructing a Listing Place and Systems which can provide
disclosure and traded-price information together for the Asian
_Inter-Regional Investable Bonds

J

(2. Preparing a high quality and self-contained market b
environment which can help increasing a supply of investable

___Instruments suitable for a market with high integrity )

with Japan’s own initiative.
16
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Objectives of the AIR-PSM

Proposal for
AIR-PSM: Asian Inter-Regional Professional Securities Market

(1) To create a new market mechanism which will enable savings
accumulated in the main Asian economies to circulate within the
Asian region efficiently in a high value-added way.

(2) To establish a platform for creating market innovations, which can
facilitate financial and capital market transactions by Asian
companies and financial institutions as principal and professional
users of the market, by fostering and training human resources for
professional market in the Asian region.

(3)To create an International (Inter-Regional) Bond Market denominated

In Asian Currencies, which can mitigate the currency risks generated

between the key currency (US Dollar) and each Asian currency for
Asian economies and Asian companies who possess the foreign
currency denominated assets.

-
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Significance of the Inter-Regional Bonds
denominated in Asian Currencies

As Asian economies become more and more globalized, in order to
achieve a stable development in the Asian economy, it is desirable for
Asian Issuers from demand side to mitigate risks arising foreign
exchange fluctuations when they pay and raise fund.

E 2
- R

Issuance of the Asian Currency
Denominated Inter-Regional Bonds
(Fund raising in the Inter-Regional
Market mitigating risks arising from

foreign exchange fluctuations)

\_ /

21
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Objective of Professional Securities Market-Japan (PSM-J)

1. To realize the wider chance and the longer period for
guick and timely issuance in Japanese bond market
.e.
- To create a public offering bond market for professional
iInvestors (PSM-J) which is exempt from strict disclosure
rules for retall investors in Japan
- To widen the fund raising opportunities in Japanese
domestic market for issuers in Asia including Japan by
mitigating disclosure requirements related to bond
Issuance by limiting market participants to professionals
such as institutional investors.

2. To realize a Japanese version of the Euro bond market

23
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V . Action Plan
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Action Plan

First Stage ( Realization of a Japanese version of the Eurobond market )

- Establishment of the PSM-J Market (i.e. TOKYO PRO-BOND MARKET)
(Based upon the securities listing and its disclosure subject to the newly
established listing rules of the Japanese Exchange for this purpose)

© Structure of the PSM-J (Professional Securities Market-Japan)

*Including Yen denominated domestic bonds issued by Japanese and Non-
Japanese Issuers (This may be a substitution of a Samurai Bond and / or a part
of the existing Japanese shelf registration system)

-New Listing on the Japanese Exchange and selling the Euro Bonds /
Euro MTN in domestic market when they are issued

(Euro Asia Offerings which can be sold to the professional investors in Japan)

stablishment of the PSM-J @arﬁ ofl_ar! Asian veJrsion of thg E@
the |st|ng on a apanese XC ange
YO PRO-BOND MAR aeeron

Second Stage ( Realization of an Asian version of the Eurobond market )
- To promote above kind of approach to other countries in the Asian region

Third Stage and after @M

- Considering Cross-border Securities Settlement Functions for AIR-PSM
- Mitigation of the “barriers to entry Regulations” in other Asian countries
- Further developments towards the cross-border (Inter-Regional) transactions

in the Asian region
—To the establishment of the AIR-PSM
n Asian Version of the Eurobond Marke 26
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The Benefits resulting from the First Stage in Japan
(Establishment of the PSM-J Market = TOKYO PRO-BOND MARKET)

(1) Increasing Conveniences
- To minimize so-called Black-Out (impossible to issue) period
Omission of notification procedures in secondary market in the
current private placement markets in Japan
- To reduce disclosure related costs or time consumption

(2) Diversification of fund raising sources for issuers in Asian region and
In Japan
- Establishment of the bond issuing market for professional investors
In Japan, which can be a substitution of the current Samurai Bond
market with an English minimum disclosure which is convenient to
foreign issuers
- Establishment of the Euro Asia Offering Market, which is similar to
US144A option of Euro Bond (by making additional utilization of the
PSM-J eligible clause in the documentation of Euro bond or Euro
MTN Program)

28
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Vision
How to harmonize the Asian
Bonds Markets?

30



An Asian investment banker’s perspective

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

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 lead.

Why not integrate Asian capital markets to create
a viable option in addition to London and New
York?

31




Asian Bond Standards
as a Common Platform

Fragmented financial markets in Asia (each domestic market)
- 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 integration
ex) ASEAN and Plus Standards, Harmonization of Bond Standard in ASEAN+3

Market characteristics
Issuing procedures

Syndicate Rules
Governing law
Settlement
Withholding tax
Accounting standards
Disclosure (filing/listing)
Electronic Disclosure

Documentation
Credit rating
etc...

Source: Hyun & Inukai (2010)

Harmonization
(bottom-up approach)

S
<

Asian Bond Standards
ABMF
(ASEAN+3 Bond Market Forum)

Standardization
(top-down approach)

Mutual interaction is
highly expected

32



Step by step staged development approach and
Simultaneous development approach

o Step by step staged development approach
(1) First, develop the domestic bonds markets in Asian region.

(2) In the domestic bond market, the first priority to develop the government
bond market in particular.

(3) Next, develop a corporate bond market. Then,
(4) develop a cross-border market. Then,

(5) develop an inter-regional bond market.

- This is a traditional approach.

e Simultaneous development approach

Such as the Eurobond market, the most developed bond market, the history
shows that the market did not take staged development.

Asian domestic bonds (securities) market development requires, after all, co-
operation with the international market.

In the globalized environment of the current international financial and capital
market, step by step staged development approach is not enough.

It will take tremendous time to integrate each country/economy’s market
regulations.

While considering the situation of each country/economy, Asian region as a
whole, simultaneous professional markets development and harmonization
approach will be desirable instead.

33
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Sequence of Bond Markets Development in Asia

How can we establish an Asian common set of
standards and regulation to promote Cross-Border
Inter-Regional (wholesale) Market in Asia? et

Homogeneity

> Private Placement Market and

) AB.MF Public Offering Market for
- Asian SRO? professionals with common standard
-( Asian Supervisory Authorities)? format

» Used to be a Self-Regulated Market
by professional market players

Cross-Border
Inter-Regional
(wholesale) Bond Market

~ InAsia
> Harmonization of heterogeneous rule

and regulations for professionals i
Asian region
> Facilitate inter-regional circ
savings within Asia
> Creation of self-regu

(Foreign Bond Markets)
A Part of Domestic Market
» Outward issuance by residents, inward issuance

by non-residents and cross-border investments
» Subject to home country or host country
rules and regulations
» Different stage of economic development
and heterogeneity in legal and institutional
systems and infrastructure
Japan — Samurai Bond
Korea — Arirang Bond
China — Panda bond

Heterogen eityA

Local Bond Markets
(Domestic Bond Market)

» Foster government bond marke
» Create the benchmark yield curve
» Foster corporate bond markets

» Circulate domestic savings

Domestic Inter-Regional 35
Source: Inukai & Hyun (2010)



Capital market regulation in Asian Bond Markets

— |In the West, in order to stabilize the financial system and to
prevent the recurrence of the global financial crisis, it has become a
definitive direction to strengthen supervision and financial regulation.

But for Asia, when we seek for a way and a direction of the
development of our own capital market regulation and supervision in
the Asian region, it is important (1) to take advantage of high
savings and a robust economy within Asia, and (2) to emphasize
harmony with the traditions and the culture in Asia..

— What are the basic principles of legislations / self-regulations /
regulatory supervision to be applied to the common financial and
capital markets for professionals within the Asian region?

It is an important policy issue in Asian region as a whole for regional
market participants and regulators to discuss the basic principles,
and share together, both vision and design of the legislative and
regulatory infrastructure of the professional market.

36



—Standing at that perspective, at this moment it is important to nurture
each other gradual awareness for a common understanding of professional
capital markets in Asia.

—In essence, it is important to establish a sound and decent regional
capital market in Asia for professionals.

In other words, it is important to provide good market condition which is
worthy of supply of qualified investment products in the market more easily.

Those qualified markets are full of integrity [i.e. High quality which should be
equipped in the market itself]. That is to say consistency of the market.

And so, the following points are required among market participants within
the region.

A) Establishment of Principles for a Code of Conduct in the market, and
B) Establishment of rules for self-regulation of new common capital markets

within Asia, and

C) A cross-regional cooperation and coordination among the practitioners and

experts in Asia to do so.
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