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Government bond market

* Most liquid

» Little changed based on price based
measures...

* ...but quantity based measures point
to more fragility



Our perspective

» Constraint
— Operational capability
» Market
— Bifurcation in liquidity
« Consequences
— Diversification to be difficult



Market liquidity trends driven by...

* Technology and competition

* De-risking continues amid tighter
regulation

* Monetary policies

BIS, CGFS Papers No 55 Fixed income market liquidity, Jan
2016



An example of 2003
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Accumulation of foreign reserves play a part

Foreign Reserves
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Security lending

Security lending outstanding, USD bn
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B HOWF

Our mandate

{Provistonal Translation)
April 4, 2005
Mnistry of Fmance of Japan

Guidelines for the Management of Foreign Assets held in
the Foreign Exehange Fund Special Account

Thia Ministry of Financa annoinces the fundamental nades fior the managemand of farsign
Bssels (loresgn exchange, aic under ine provissons of Arcle 1 of the Foreign Exchange
Furd Spetsal Accoun Law, excluting the Spacial Drawing Feghts and goid and siver bulkon}
which are heid in the Foreign Exchange Fund Spedial Accound (FEF3A) in lesms of objecive,
principias shgible assets. and risk managemenl practices as Paliows.

1.Oibgective
The obpsctive of e manasgemant of ha FEF A foreign 235418 i5 by ensuee suffichent
In oeder 1o be e tor @ses gnd sales aof forai #lc naadad
ol al
2. Principhes

The prnciples under the obgactive are as folis

{1)Tha foraign assels held in e FEFSA should be managed wilh muximam aflorbion given
to safaty and louidity. Under these constraints, proftabdity should be pursued

{21 Tha foreign sesals should be managed with mantimum care (o prevent any disruptve
impaci on Enancial o¢ foreign exchangs markets. The Ministry of Fnance will maintain
closa commumnicabon wilh ihe relevant curency o Bnancal authonifies &t necessarny

1. Eligibde Assais
In each curency deamad necetsary based on the objective stpulated in 1, the foreign
asselts shoukd ba myvesiad in sxich bonds B85 mqwammem I:mcls,au-anc:rmnﬂs.
supranationsl bonds, and securiized bonds which offer high kquiddy and certainty of
redemption, and in deposits in fersign central banks or domestic and ioreign tnancsl
instmudions which Rava high credibaly and abiity bo provde Bguiddy,

4. Risk Management
In fe managemant of iha fareign assels, risks should be managed approptiately based an
congideration of alety, lquidity, and profifability. The man ik
manggamant prachices ard as follows:

(1) Credi risk should be managed appropriately by using vafious rabngs and financial
stalements Tor deposil initfubons and bond issuwers 1o antura Ehat (e toneign astels ane
nol axposed [ axoRsEvD NSk,

{2 Ligusdety risk should be managed appropdiasely based on e objeciive stiputated in 1 in
such a way that 3 cenian amaur! of forpign assels can b converied inbo a form that &
ready for setilemants of foreign currancy transacions: within a vary shorl period. af low
casl, and with the leasl impad on markeis.

{3 Intarest risk shoitd ba managed appropristely referting lo duration (degres of bond
price changes comesponding i a gven keval of inberes! rate changes ) and maturity
structures: of tha efigible assats in markets 1o angura that the foreign a=sats are not
aposed {0 excessia risk from inberest fale fuchuatons

A Too of Fane



What we can do

FX Reserves (world total) B/S FED,ECB, and BO!
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Thank you
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