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Introduction 

Competition has increasingly intensified between London and New York – the world’s 

two major international financial centers – as they battle to provide better market 

environments. In Asia, Singapore and Hong Kong are similarly striving to strengthen 

the competitiveness of their financial and capital markets as issues of national priority. 

Japan, meanwhile, has been left far behind in this competition among markets, and 

Tokyo’s1 position as the financial center of Asia is coming under threat. 

 

Tokyo is unable to provide adequate financial services and this has given rise to a 

system whereby savings from Asia, including Japan, first flows to the US and Europe, 

where it is converted into risk money, then flows back to finance Asian investment. As a 

result, Japan merely serves as a fund provider and is unable to receive the profits that 

arise from providing financial services in the process of financial intermediation. If 

Japan could attract financial transactions and the experts who handle them, more jobs 

and tax revenues would come into the nation through the financial services industry. 

Hence, it is in Japan’s national interest if the Tokyo market can start to fulfil the role of 

linking the savings of Asia, including Japan, with the investment into Asia.  

 

As Japan’s workforce shrinks with the declining birth rate and aging population, there is 

a need to make money work harder. In this sense, it is urgent that the financial assets 

held by Japanese households, which are not used with a high degree of efficiency at 

present, are used more efficiently going forward. Boosting the status of the Tokyo 

market as an international financial center can also lead to more opportunities to 

conduct efficient asset investment within the country and contribute to the improvement 

of returns on asset investment. In addition, strengthening the financial services industry, 

where the spillover effects are large, also promises to promote Japanese economic 

growth by increasing the efficiency of asset allocation in general, thereby creating a 

more advanced industrial structure and improving overall productivity. 

 

The Tokyo market enjoys several advantages required of a global financial center, 

                                                  
1 “Tokyo” is used here when referring to Japanese financial markets as a whole. 
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including the existence of household financial assets amounting to JPY1,500 trillion, a 

concentration of competitive manufacturing industries, close economic relations with 

the global growth center of Asia, and the attractiveness of Tokyo as a city. It is fully 

possible to tap this potential by creating financial and capital markets that are trusted 

and balanced between freedom and discipline. However, creating such markets is not 

easy. It will only possible if there is a strong will and awareness that this is an issue 

Japan must address straight ahead and with all its effort. 

 

There are no shortcuts to boosting the Tokyo market’s status as an international financial 

center. The only way is to steadily implement full-scale reforms. The reforms conducted 

thus far have resulted in considerable progress in the areas of deregulation and 

liberalization, especially since the promotion of Japan’s financial “big bang.” As for the 

discipline that should accompany, however, Japan’s financial and capital markets are 

unfortunately still not without problems. In order for highly liberalized markets to 

function at their full potential, there is a need not only for the establishment of legal 

structures, but also for maturity at the level of market participants’ awareness of proper 

standards of conduct.2 In short, the overall capacity of society comes into question. 

 

It is therefore necessary to promote further reforms in order to establish financial and 

capital markets that are truly competitive, while adding a viewpoint of “freedom and 

discipline” to being “free, fair and global” as pursued under the banner of Japan’s 

financial “big bang.” Without such earnest efforts, it will be impossible to swiftly catch 

up in the competition with other markets and boost the global competitiveness of the 

Tokyo market. In order to achieve this goal, this report presents three pillars of a 

concrete reform plan, namely, 1) Further improving systems to turn the Tokyo market 

into a common Asian platform that is open and more accessible, 2) Promoting 

                                                  
2  In other words, as an ideal orientation for legal structures related to financial and capital markets, 
it is necessary not only (A) to develop each standard of the components that make up the financial 
and capital markets, but also (B) to improve and strengthen complementary rules that support the 
legal systems of the financial and capital markets (e.g., civil liability rules, fiduciary duty, dispute 
resolution systems, criminal liability, civil penalty systems, judicial systems); and (C) to foster an 
awareness of social norms that support financial and capital markets (appreciation of education, 
capital and financial markets rooted in civil society, the significance of self-governing rules with 
authority that exceeds laws in Europe and the US, etc.). 
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innovation by participants who maintain a high degree of professionalism and 

professional liability, and thereby strengthening asset investment capabilities, and 3) 

Improving the transparency and predictability of regulatory supervision, and providing a 

market environment that is balanced between freedom and discipline.  Concrete 

policies aimed at achieving them are suggested below. 
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1. Further improving systems to turn the Tokyo market into a common Asian 

platform that is open and more accessible 

 

(1) Designating gold spot and commodity futures as specific assets in investment trust 

laws 

It is hoped that expanding the scope of risk asset choices will lead to an influx of private 

investor funds and a greater robustness in market transactions. In order to achieve this, a 

system should be developed for the creation of new financial products by enabling the 

incorporation of gold spot and commodity futures as specific assets in investment trusts 

and exchange traded funds (ETF) etc.  

  

(2) Amending Financial Instruments and Exchange Law and Commodity Exchange 

Law to promote competition among exchanges 

(i) In order to boost the international competitiveness of exchanges, there is a need to 

develop a system to encourage the development of new financial products and system 

investment, as well as to encourage competition between the exchanges. A system will 

be developed that enables the listing of commodity futures and commodity futures 

options on stock exchanges and the establishment of comprehensive exchanges which 

also deal with financial and commodity futures. The realization of exchanges offering 

comprehensive coverage for electricity and emissions trading markets should also be a 

target in the future.  

(ii) It should be made possible to establish commodity exchanges under a holding 

company of a stock exchange in order to enable flexible organizational realignments. 

Regarding the transaction of commodity futures in general and securities exchanges, 

these should be granted exemption from the Commodity Exchange Law and regulated 

under the Financial Instruments and Exchange Law. The matters covered by these 

regulations would be those which are common with market regulations, and would not 

have any obligations or discrepancies from a policy perspective with the agricultural 

products or energy etc. constituting the listed futures.  

(iii) Japan's commodity exchanges are being totally left behind in terms of global money 

flows, and their leading role in price making is being lost to other countries despite of 

the fact that Japan is the world's second largest economy. Drastic reforms aimed at 
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vitalizing the commodities exchanges are essential. Therefore, in order to strengthen the 

governance of the exchanges, the organization of the exchanges, which currently takes 

the form of membership system, should be reorganized into a joint-stock corporation, 

and the listing of shares should be encouraged. In order to ensure discipline in the 

relationship between the supervisory agencies and the exchanges, there must be 

restrictions concerning the re-employment of officers from these agencies at the 

exchanges.  In addition, the need for permission for listed products from the minister 

in charge must be abolished, and should be left to the self-regulation of the exchanges. 

As such, drastic reforms aimed at improving the international competitiveness of the 

exchanges must be boldly implemented. 

 

(3) Incorporating overseas real estate as an eligible asset for REIT investment  

Though Japan does not have any legal stipulations forbidding the inclusion of overseas 

real estate as management assets for real estate investment trusts (REIT), there are no 

established methods for the appraisal of foreign real estate, which is why it is forbidden 

by the listing provisions of the securities exchanges. The "guidelines for the appraisal of 

overseas real estate (provisional name)", cited in the final report of the National Land 

Council's consultative committee on the real estate investment market (published in July 

2006), should be drawn up swiftly and the inclusion of overseas real estate achieved 

early.  

 

(4) Strategically strengthening payment and settlement systems  

(i) By efficiently functioning as a way of integrating the settlements of funds and 

securities, payment and settlement systems play an important infrastructure role that 

contributes to the reliability and stability of the economy as a whole. They also have 

latent possibilities as a financial business. The presence of stable and efficient 

settlement systems that also allow smooth access to foreign markets are one of the most 

basic requisite for any international financial center. The strategic strengthening of 

payment and settlement systems should be carried out swiftly: moves must be made 

towards the international harmonization of payment and settlement systems with 
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responses to English language notation and SWIFT3; the settlement times must be 

reduced (the time for settlement of government bonds and securities transactions, which 

is currently three days after the day of business, to one day after the day of business); 

ease of use must be improved (with the realization of financial EDI4); and crisis 

management should be strengthened (by developing backup systems and BCPs5).    

(ii) The ideal way of collaboration among the responsible parties should be clarified in 

order to appropriately monitor payment and settlement systems, from the point of view 

of boosting the risk management of payment and settlement systems. In terms of 

securing decision-making and appropriate governance at the entities managing payment 

and settlement systems, their autonomy and responsibility should be strengthened (by, 

for example, making them joint stock corporations).  

(iii) In order to ensure smooth transactions with overseas countries, international 

collaboration between payment and settlement bodies should be improved. 

  

(5) Promoting the early establishment of government and ministerial ordinances 

related to Japan depository receipts (JDR) 

In order to improve the access of emerging economies such as China and India to 

Japan's capital markets, government and ministerial ordinances related to Japan 

depository receipts (JDR) should be developed swiftly.   

 

(6) Establishing markets for professional investors and rationally differentiate 

regulations  

(i) Japan's capital market should be developed to encourage the expansion of 

market-oriented indirect financing from now on. In other words, by limiting participants 

in the market to professionals in a direct sense, markets without excessive restrictions - 

such as the United Kingdom's AIM6 or Germany's Freiverkher (free market) - in which 

the participants act freely under the principle of self-responsibility should be aimed at.  

                                                  
3   SWIFT（Society for Worldwide Interbank Financial Telecommunication）:the core system for the 
international payment and settlement network between banks. 
4  Financial Electronic Data Interchange: a system that enables the handling of settlement data and 
commercial distribution data through a payment and settlement network between financial 
institutions. 
5  Business Continuity Plans 
6  Alternative Investment Market 
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(ii) However, from the market regulation perspective, the more professional the market 

participants become the more demands there will be for sophisticated ethics and 

integrity from the point of view of securing fair price-making. Professional market 

participants must establish a firm compliance and internal governance, and be able to 

fulfill the disciplines of professional liability. Particularly under market-oriented indirect 

financing, since interests among stake holders become multilayered, the rules regarding 

fiduciary duty of institutional investors that manage the assets of ordinary investors 

need to be clarified. 

 

(7) Improving secondary markets and information provision related to securitization 

products and syndicated loans 

(i) A secondary market for securitized products and syndicated loans should be 

thoroughly developed as a part of the expansion of market-oriented indirect financing. 

Liquidity in current secondary market is poor because there is a lack of information for 

third parties about securitized products and syndicated loans, and risk analyses cannot 

be adequately implemented. The industry group should formulate disclosure criteria on 

the basic attributes of securitization products as a requisite for encouraging distribution.  

(ii) In order to dispel the negative image of transfer of claims, and to create 

understanding among both sellers and investors, the activities of the institutions 

involved to spread this field should be improved.  

(iii) Regarding securitized products, legal and administrative reforms should be 

considered to address the fact that it is not possible for special purpose companies 

(SPCs) to make multiple share issues.   

 

(8) Promoting convergence of accounting standards and allowing disclosure by 

Japanese companies based on International Financial Reporting Standards (IFRSs) 

In order to improve the overseas perception of Japan’s corporate transparency and 

encourage the participation of foreign companies in Japan’s markets, the convergence of 

accounting standards should be encouraged. Continued efforts are needed to achieve, as 

much as possible, the mutual recognition of these accounting standards, while keeping 

additional corrective measures at an absolute minimum. Japanese companies have been 

admitted adopt consolidated balance sheets based on US accounting standards(US 
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GAAP), but considerations should be made towards recognizing International Financial 

Reporting Standards (IFRSs).  

 

(9) Swiftly implementing English language disclosure, strengthening the provision of 

information in English, and establishing specialist English-speaking contact points 

(i) It is quite possible that the Japanese language and Japanese legal and accounting 

systems are proving to be natural impediments against a background in which 

international financial transactions are based on the English language and British and 

American legal and accounting systems. To address this issue, in addition to the early 

implementation of English language disclosure, an environment must be developed that 

provides easy access to overseas corporations, financial institutions and investors, 

through measures such as the improvement of the provision of English language 

information including English translations of laws, and the establishment of specialist 

English-speaking contact points in government agencies and exchanges, etc..  

(ii) In order to stimulate listings on Japanese stock exchanges by overseas companies, 

particularly Chinese and other Asian companies, promotional efforts such as the 

dispatching of trade missions should be strengthened, information on acceptable 

accounting standards in Japan should be provided, and other such positive steps taken. 

In doing so, efforts will have to be made to increase the number of overseas companies 

listing exclusively on Japanese exchanges, rather than the duplicated listings on both 

Japanese and overseas exchanges that has hitherto been the case.  

 

(10) Attracting foreign participants 

(i) In order to attract participants from overseas, regulatory and taxation systems must 

be multilaterally reviewed under certain conditions. In particular, the participation of 

overseas figures residing in Japan in the Tokyo markets not only contributes greatly to 

the development of the nation’s financial infrastructure, but also enables the recovery of 

lost profits (if these participants are not residing in Japan the nation does not benefit 

from their income and loses out on their tax revenues). It also heightens the 

effectiveness of financial supervision.  

(ii) Foreign investors who invest in Japan’s stock market conclude investment advisory 

contracts (discretionary management contracts) with discretionary managers, and there 
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is a risk that when investment judgments on the assets for management of the foreign 

investor are made and the acquisition and disposal of shares is executed at the discretion 

of the discretionary managers, if the discretionary managers are registered in Japan, they 

will be regarded as proxies, and Japanese corporate tax will be levied on profits from 

the assets of the foreign investor - a phenomenon known as permanent establishment 

(PE) risk. The presence of PE risk dissuades foreign investors from using investment 

advisors in Japan, and is causing an exodus of these advisors from Japan. Some sorts of 

measures to remove this risk are desirable. However, this will simultaneously require 

attempts to improve the effectiveness of tax on investors and rules such as reviews of 

the significance of shareholders in corporate law.  

 

(11) Legislating a public company law 

The formulation of public company laws which aims at strengthening the governance of 

companies in the capital market is a useful suggestion from the point of view of 

ensuring that the specialists and companies that compose the financial and capital 

markets can rapidly establish systems for steadily implementing the demands of these 

markets in their governance; an active forward-looking consideration of the idea and its 

necessity should be conducted. In doing so, efforts must be made to obtain an adequate 

appreciation of the purposes and results of legislation.  

 

(12) Strengthening Tokyo’s overall capacity as a global financial center 

(i) In order to improve its position as a global financial center, measures that go beyond 

the narrow sense of reforming the financial system are needed. Comprehensive 

measures to improve the nation’s competitiveness as the place of interchange for people, 

goods and money from around the world are needed.  

(ii) Comprehensive measures are needed to improve various factors which are cited in 

surveys to the financial business people as the key determinants for the competitiveness 

as a global financial center, namely, human resources, the regulatory environment, 

access to international finance markets, and the business infrastructure including airport 

access, etc..  

(iii) International access must be dramatically expanded by urgently making Haneda 

Airport a 24-hour international airport, and by reducing the travel time between airport 
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and city. In particular, the scope for day trips to major Asian cities in particular must be 

expanded, and late evening and early morning landing slots for European and American 

carriers at Haneda Airport are essential.  

 

 

 

2. Promoting innovation by participants who maintain a high degree of 

professionalism and personal sense of professional liability, and thereby 

strengthening asset investment capabilities 

 

(1) Reviewing regulations on banking, securities and insurance 

(i) Amid the international trend toward financial conglomeration, Japan’s current 

industry regulations such as the separation of banking and securities businesses have 

been criticized as inadequate and insufficiently transparent in terms of governance and 

operating structure. Foreign financial institutions point out that these regulations create 

impediments to improving user service, noting such issues as difficulties sharing 

customer information and allowing executives to hold overlapping responsibilities.  

(ii) It is therefore desirable to review these industry regulations. In doing so, however, 

there is a concurrent need to establish detailed rules regarding appropriate firewalls in 

order to eliminate harmful effects with respect to conflicts of interest, and to restrict 

banks from using their superior status. At the same time, it is necessary to take measures 

so that such rules do not become an excessive burden in business areas or transactions 

where such harmful effects are improbable. In doing so, there is also a need for a 

framework that prevents the scope of applicability of bank safety nets such as deposit 

insurance from being easily expanded. 

(iii) It is also necessary to envision the ideal structure for coping with financial 

conglomeration including the insurance industry, and to clarify the institutional 

requirement to realize such a structure. 

 

(2) Setting up special licenses to enable narrow banking and captive insurance 

As financial transactions and corporate activities become more diverse and sophisticated, 

there are stronger needs for new financial services, such as a narrow bank (a bank 
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specializing in settlement operations) and a captive insurance company7, that were not 

foreseen under existing industry laws. Measures should be taken to establish special 

simplified licenses, distinct from full licenses, to engage in banking and insurance, 

thereby enabling new financial activities to take place. 

 

(3) Allowing increased freedom of investment for public pension funds and other 

public assets and strengthening fiduciary duty. 

(i) The degree of freedom to invest public assets, which has been restricted thus far by 

laws and regulations, should be increased. 

(ii) In order to strengthen the fiduciary duty of Japan’s public pension fund, the world’s 

largest institutional investor, the degree of freedom to invest reserves should be 

increased, while enhancing risk management, strengthening accountability, clarifying 

responsibility for the outcome and boosting transparency related to investment 

performances. To enable reserve investment entities (e.g., Government Pension 

Investment Fund [GPIF]) to secure external specialists in asset investment, a framework 

should be built to enable flexible hiring and treatment of staff. 

 

(4) Reviewing financial and securities taxation system 

The ideal orientation of the financial and securities taxation system should be discussed 

for the purpose of revitalizing Japan’s financial and capital markets (e.g., integrating 

taxation on financial asset incomes, introducing individual investment accounts to 

promote securities investment) during the examination of fundamental reforms to the 

overall taxation structure which begin on a full scale from this fall. 

 

(5) Improving basic capabilities to understand and utilize financial knowledge 

(financial literacy) 

(i) In order to make headway in the global competition among markets and to become a 

world financial center, it is essential to raise the level of basic capabilities to understand 

and utilize financial knowledge (financial literacy) among the public, including the 

business world, politics, administration, judiciary, media and consumers.  

                                                  
7  An insurance company that specializes in underwriting only the insurance of a specific corporate 
group or organization 

 - 11 -



(ii) To this end, further efforts should be made to incorporate the study of finance and 

economics into school education. Also, the Financial Services Agency, Bank of Japan 

and other authorities should endeavour to further increase the opportunities to explain 

the current situation and future tasks in the financial and capital markets to the media 

and people in senior positions within the economic society. 

  

(6) Developing professionals with expertise in finance 

(i) As finance and securities transactions become more sophisticated, it is extremely 

important to systematically develop professionals with expertise in finance. In addition 

to strengthening graduate level institutions teaching law, accounting and finance 

specialties, measures should be taken to add finance-related topics (e.g., Financial 

Instruments and Exchange Law) to the subjects in choice of bar exams, CPA exams, 

civil service exams and other such examinations. 

(ii) In order to strengthen and expedite trials in finance cases, courts that specialize in 

handling finance, similar to the Intellectual Property High Court, should be established, 

and the specialized processing structure within courts should be strengthened. At the 

same time, the development of judicial personnel specializing in finance (e.g., judges, 

prosecutors, lawyers) should be strengthened.  

(iii) Also, the staffs of the financial supervisory authorities should be encouraged to set 

and achieve goals related to the acquisition of finance qualifications. 

 

(7) Creating an environment to secure top talent from overseas 

In order to secure top talent from overseas with specialized and technical knowledge 

related to finance, resident certification requirements and periods of residence should be 

made more flexible for foreigners not only the person in question and his/her family, but 

also home helpers and childcare supporters. The living environment for foreigners such 

as medical care, children’s education and various administrative procedures, should also 

be made more convenient. 

 

 

 

 

 - 12 -



3. Improving the transparency and predictability of regulatory supervision, and 

providing a market environment that is balanced between freedom and discipline 

 

(1) Deregulating markets for professionals and fully protecting individual investors 

(i) The system of Japan’s financial and capital markets should be developed based on 

the idea of market-oriented indirect financing from now on. Under that, participants in 

these markets in a direct sense would be limited to professionals, and regulations would 

be eased on the assumption that compliance and internal control systems would be 

established by traders. Through such action it would be possible to reduce the burden of 

arrangements related to investor protection. Meanwhile, investors in markets for public 

investors ought to be fully protected. 

(ii) Based upon the direction for Japan’s financial and capital markets that is described 

above, priority in the realm of financial supervision ought to be given to improving 

regulatory transparency and predictability and to providing a market environment that is 

balanced between freedom and discipline. 

 

(2) Strengthening the functions of the Securities and Exchange Surveillance 

Commission (SESC) 

(i) Enhancement of the functions of financial supervisory authorities is essential for the 

realization of financial and capital markets that are balanced between freedom and 

discipline and that engender trust. To that end, the modalities of planning and design, as 

well as supervision and inspection systems of financial supervisory authorities, must 

constantly be reviewed on the basis of international trends pertaining to finance as well 

as best practices around the world. For the SESC to be able to administer the law in a 

flexible manner, it must also be equipped with a function that gives it a certain degree of 

relatively broad rulemaking powers on the premise of legal authorization (for instance, 

in spheres such as information disclosure). 

(ii) It is required to expeditiously expose market misconduct as well as to encourage the 

formulation and clarification of market rules. The independence of the SESC should 

therefore be increased, and its quasi-judicial function should be drastically reinforced. 

The quasi-judicial function within the SESC could be fortified by introducing a civil 

penalty system with a sanctioning function to facilitate recognition of illegal activities 
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in the market setting. To this end, the scope of surcharges and expansion of the 

monetary amounts involved are issues that should promptly be studied in detail, and 

decisions concerning these points should be made. 

 

(3) Utilizing regulatory and supervisory methods based on principles  

Spelling out detailed, clear-cut rules in advance is desirable not only in terms of 

ensuring regulatory predictability but also as a means of precluding arbitrary 

administration by financial supervisory authorities. Making provisions for everything by 

setting rules in advance is inherently impossible, however, in capital markets where 

intensive, high-volume trading is executed within short spans of time and in the context 

of the successive appearance of sophisticated financial products and trading methods 

accompanying financial innovations in recent years. Principles aimed at defining the 

purpose and orientation of regulations therefore ought to be clearly articulated so that 

achieving the true intent of the law will not be jeopardized by its perfunctory 

administration. The goal should be a regulatory system in which the law’s intent can be 

understood with certainty by revisiting the principles in the event that rule-based 

regulatory supervision turns into perfunctory administration of the law.  

 

(4) Improving the no-action letter system and introducing safe harbor rules 

(i) Assurance of predictability is imperative for conducting financial business, and the 

presence of opacity regarding financial supervision and regulations sharply diminishes a 

location’s appeal as a financial center. In order to boost the predictability of the 

planning and design of financial related systems and of financial supervision in general, 

the administration of the no-action letter system and the like ought to be reformed. (This 

reform should address such points as expanding the scope of items covered, ensuring 

anonymity, and making the timing of public announcements flexible.) Along with 

undertaking this kind of reform, steps such as actively utilizing safe harbor rules should 

be carried out. 

(ii) The rules that have been clarified through these efforts, as well as their 

interpretation and so forth, should be put into a database and presented in a readily 

understandable format. This information should then be made accessible to the public 

through such avenues as inclusion on the home pages of financial supervisory 
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authorities. 

 

(5) Fostering dialogue between financial supervisory authorities and financial 

business people 

In order to facilitate communication between financial supervisory authorities and 

financial business people, there should be a move to further increase opportunities for 

both parties to carry out open and candid exchanges of opinions. 

 

(6) Enhancing functions and strengthening the structure of self-regulatory 

organizations 

(i) As the sophistication of financial and securities transactions grows, the way in which 

the regulatory role is split between regulation through government laws and ordinances 

and regulation by self-regulatory organizations is coming into question. From the 

standpoint of containing the costs associated with increases in government laws and 

ordinances and aiming to make ex-ante regulations transparent, self-regulation by the 

Japan Securities Dealers Association (JSDA) as well as stock exchanges and so forth 

should be enhanced. In the process of doing this, attention should be given, for instance, 

to avoiding regulatory duplication and to ensuring that an excessive burden is not put on 

the free activities of market participants. 

(ii) Along with strengthening the review function with regard to listed companies within 

stock exchanges, the effectiveness of sanctions in the event of rules being violated 

should be heightened by introducing fines and other interim measures as options in 

addition to the conventional practice of delisting. Likewise, on this occasion a system 

that compels the parties concerned to recognize their illegal activities in one way or 

another also needs to exist at the level of self-regulatory entities. 

(iii) Self-regulatory organizations should adopt a mechanism for carrying out flexible 

decision-making, thereby enabling them to respond to situations in an expeditious 

manner that is in line with market trends. At the same time, from the standpoint of 

maintaining fairness, they should also establish a mechanism for appealing against the 

decisions that are made. 

(iv) The provision of a market in which even delisted issues can be in circulation is 

critical from the standpoint of protecting the shareholders of delisted companies. For 
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this reason, the liquidity of delisted issues should be enhanced by also allowing the 

shares of companies designated “adverse” in auditor opinions to be in circulation within 

the Green Sheet System established by the JSDA. 

 

(7) Promoting personnel exchanges between the government and private sector and 

preventing conflicts of interest 

(i) Although financial supervisory authorities have experienced a sharp increase in 

personnel compared with other ministries and agencies in recent years, the number of 

staff members that would normally be needed has not been reached. On top of that, the 

situation in terms of adequately securing human resources from outside who possess 

specialized knowledge is difficult. For this reason, a mechanism that will enable human 

resources equipped with specialized knowledge to be flexibly secured should be created 

in conjunction with the revision of the financial supervisory system. 

(ii) As part of this, an environment that is conducive to the flexible utilization of 

external human resources should be developed by introducing greater flexibility with 

regard to hiring, compensation packages, period of service, and so forth in connection 

with hiring mid-career workers, employing fixed-term staff members, and carrying out 

personnel exchanges between the government and the private sector. Along with that, 

external human resources should be proactively appointed, under strict discipline, to 

senior posts. 

(iii) Furthermore, responsibilities being handled by civil servants within the financial 

supervisory system as a whole should be re-examined. Consideration should be given to 

assigning personnel who are not members of the civil service to carry out duties that 

they are capable of handling. Additionally, from the standpoint of fostering experts on 

financial administration and treating them appropriately, the creation of new 

professional category in financial administration should be explored. 

 

(8) Introducing cost-benefit analysis into regulations 

The competitiveness of U.S. markets experienced a relative decline as a result of an 

excessive cost burden due to the introduction of the SOX Act.8 In view of what 

                                                  
8  Sarbanes-Oxley Act (Public Company Accounting Reform and Investor Protection Act of 2002) 
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happened in that case, employing an objective technique to clarify the costs and benefits 

associated with regulations is imperative. For this purpose, quantitative analysis that 

focuses on the impact of financial and capital market regulations – for instance, 

companies’ compliance costs and the effect on the competitive environment – should be 

performed insofar as possible. This analysis will serve to ensure the genuine 

effectiveness of Regulatory Impact Analysis (RIA), the performance of which will 

become mandatory as of October 2007 at the time of the introduction of new regulations 

or the modification of existing rules. Moreover, analysis of the impact of regulations not 

subject to mandatory RIA performance should also be undertaken voluntarily and 

proactively. 
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Conclusion  

As mentioned at the start of this paper, steady promotion of full-scale reforms is the 

only way to boost the global competitiveness of the Tokyo market and to improve its 

status as an international financial center. Hence, the Japanese government needs to 

make a strong commitment now, declaring the reform of financial and capital markets to 

be an issue of national priority, and building a concrete framework for promoting and 

realizing the reform ideas proposed above. Many of the necessary reforms must be 

achieved not only through government initiatives, but also through the independent 

actions of market participants and self-regulatory organizations such as the exchanges. 

In this regard, it is necessary to establish a structure that promotes adequate 

communication between the government and private sectors in the process of promoting 

these reforms.  
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