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¾ Financial and capital markets are the most important infrastructure for 
economy. Efficient matching between fund providers and enterprises to realize 
technological potential is indispensable for enhancing growth potential. But 
Japan has failed to mobilize efficiently as much as 1,500 trillion yen in 
household financial assets. 

¾ World financial centers have been undergoing a radical change due to the 
intensified competition among markets and the emergence of financial 
products encompassing traditional categories. But Japan's financial and 
capital markets have lagged far behind worldwide edge of financial 
innovations regarding fields (exchanges), players (financial institutions and 
institutional investors) and referees (market surveillance system). 

¾ The Government should tackle fundamental reforms to enhance the 
competitiveness of Japanese financial and capital markets (see Note) in order 
to increase productivity of the entire Japanese economy and develop the 
financial services industry as a growing sector. The following measures should 
be given priority in consideration and implemented as soon as they become 
ready. 

Note: The Expert Committee on Reforms Addressing Globalization has been deliberating on 
extensive measures to enhance the competitiveness of Japan’s financial and capital 
markets. It is scheduled to compile its first report within a few days. 

1. Enhancing competitiveness of stock exchanges -- Building a market 
competing fairly with London and New York 

In order to allow exchanges to create innovative financial products and 
increase the convenience for investors, Japan should shift away from the present 
compartmentalization separating securities, financial futures and commodity 
exchanges and realize "comprehensive exchanges." Such exchange, like major 



overseas exchanges, may be able to cover a wider range of financial products 
including stocks, bonds and commodity futures. The Government should draft and 
implement an "exchange competitiveness enhancing plan." 

(1) ETFs (exchange-traded funds) should be allowed to cover gold spot and 
commodity futures as principal assets. 

(2) A holding company that owns a stock exchange (see Note 1) should be allowed 
to create or merge a commodity exchange, and a stock exchange should be 
allowed to list commodity futures and derivatives. 

(3) Fundamental reforms of commodity exchanges, including the elimination of the 
ministerial approval requirement on listed products (see Note 2), should be 
implemented to make Japan a price formation center leading global commodity 
transactions. 

Note 1: Tokyo Stock Exchange Inc. is scheduled to turn itself into a holding company in 
October 2007. 
Note 2: In December 2005, the Tokyo Grain Exchange and the Kansai Commodities Exchange 

filed applications for listing of rice futures but failed to obtain ministerial approval. 

2. Enhancing competitiveness of players -- Revising barriers between 
banks and securities firms 

While Japanese financial holding companies have subsidiaries of 
commercial banks and securities companies, overseas financial institutions are 
growingly engaged in financial operations encompassing multiple business 
categories. Other industrial countries have allowed operations of commercial 
banks and securities companies to become more closely integrated. 

⇒	 In order to develop Tokyo as a highly-liquid market attracting players at home 
and abroad, the Government should revise the barriers between commercial 
banks and securities firms to allow financial services to be diversified under 
financial holding companies, while taking measures to prevent the abuse of 
dominant bargaining positions and conflicts of interest. 



3. Enhancing functions of judges -- Strengthening surveillance on 
markets 

In order to protect ordinary retail investors and realize financial and 
capital markets where freedom is balanced with discipline, the quasi-judicial 
functions of the Securities and Exchange Surveillance Commission (SESC) should 
be enhanced fundamentally. Quasi-judicial functions and operations regarding 
disclosure of securities transactions should be transferred to SESC in order to 
strengthen the system. 

⇒	 As the first step to reform market surveillance system, the Government should 
expand applicable cases of the civil penalty system and raise the amounts of 
penalties in early 2008. 


