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Welcome to the Bloomberg Tokyo office.

Today we welcome a number of leaders from business, finance and government
to debate the future of the Japanese economy.

The economic revitalization program of the Abe administration has reached a
critical moment. Reforms to corporate tax policy, the stewardship code, corporate
governance, and GPIF portfolio holdings disclosure have accompanied a period
of unprecedented monetary easing. Future growth now hinges on fostering
competition among Japanese companies and innovation in the financial sector.

Our keynote speakers today, Mr. Nobuteru Ishihara, Minister of State for Economic
and Fiscal Policy, Mr. Nobuchika Mori, Commissioner, Financial Services Agency
are at the forefront of the current reforms. They will speak about the impact policy
is having on the ground and what further steps need to be taken to foster openness
and dynamism in the Japanese economy.

Between these speeches, we will be holding two panel sessions. In the first,
leaders from the worlds of finance, business and academia will discuss the

ways in which Japanese companies can improve their dialogue with stakeholders
as they seek a more sustainable path to growth and greater corporate value.

In the second panel, innovators in the field of financial technology will debate
the potential for Blockchain technology in the wake of the new law on virtual
currencies, which was passed in May.

I'm sure like me, you're eager to hear what our distinguished speakers and
panelists have to say about the future of Japan’s economy: where the
opportunities lie, what pitfalls must be avoided and whether corporate
Japan can truly innovate and compete its way into a new golden era.

| would like to extend my thanks to all of today’s speakers and offer a warm
welcome to you all on behalf of the entire Bloomberg Tokyo office.

Kunihiro Ishibashi
Japan Head Japan Country Manager, Bloomberg L.P.
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2016  Minister in charge of Economic Revitalization, Minister in charge of
Total Reform of Social Security and Tax, Minister of State for Economic and
Fiscal Policy (the Reshuffled Third Abe Cabinet)

2014  Reelected to the HR, Chairman, Research Commission on Small and
Medium-Sized Enterprise and Small Business (LDP)

2012 Minister of the Environment, Minister of State for the Nuclear Emergency
Preparedness (the Second Abe Cabinet)

2010  Secretary-General (LDP)
2009 Chairman,Party Organization and Campaign Headquarters (LDP)
2007 Chairman, Research Commission (LDP)

2006 Acting Secretary-General (LDP) Chairman, Headquarters for Party
Reform Implementation (LDP)

2005 Chairman, Committee on Judicial Affairs (HR)

2003 Minister of Land, Infrastructure, Transport and Tourism Promotion
Reelected to the HR (the Second Koizumi Cabinet)

2001 Minister of State for Administrative and Regulatory Reform,
Cabinet Office (the Koizumi Cabinet)

1996  Parliamentary Vice-Minister for International Trade and Industry
(the Second Hashimoto Cabinet)

1990  Elected to the House of Representatives, (39th General Election)
(Elected 9 times)(HR)

1981  Political Reporter, Nippon Television Network Corporation
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Nobuchika Mori leads supervision of financial institutions including banks,
securities firms and insurance companies, and directs legislative and regulatory
planning to ensure financial stability and enhance economic growth. Since joining
the Financial Services Agency (FSA) in 2006, Mr. Mori has held various executive
posts including the Director General for the Supervisory Bureau, the Director
General for Inspection Bureau and the Vice Commissioner for Policy Coordination.
In those capacities, he has engaged in modernizing the supervisory and monitoring
system for banks and other financial entities, and has promoted fair and robust
capital markets under Abenomics. Prior to his posting to the FSA, Mr. Mori spent
three years in New York as the Chief Representative in New York for the Japanese
Ministry of Finance (MOF). From 2002 to 2003, Mr. Mori played a leading role in
establishing the Industrial Revitalization Corporation of Japan (IRCJ) as a director of
the IRCJ Taskforce in the Cabinet Office. He holds a BA degree in liberal arts from
Tokyo University and BA and MA degrees in economics from Cambridge University.



Bloomberg ¥ O0—/\)Ltz S —583#

Panelists.

Rk i K

Mr. Kunio Ito

—RERFAEREFHERFERR

—ERFCFOBBHREVI—R

Professor, Ph.D. Graduate School of Commerce and Management,
Hitotsubashi University, Director of Hitotsubashi CFO Research Center
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Graduated from the Graduate School of Commerce and Management,
Hitotsubashi University, in 1980. Associate Professor at Hitotsubashi

University in 1984 and Professor in 1992. Dean of the Graduate School of
Commerce and Management, Hitotsubashi University in 2002 and Senior Vice
President at Hitotsubashi University. President of Japan Investor Relations
Association, the former President of Japan Accounting Association. Chairman of
the Award of Creation of Corporate Value at Tokyo Stock Exchange. lto Review
“"Competitiveness and Incentives for Sustainable Growth: Building Favorable
Relationship between Companies and Investors” Project’s Chairman (METI).
Ambassador and Member of Governance ad Nomination Committee of IIRC.
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President and CEO, Japan Post Holdings Co., Ltd.
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Mr. Nagato began his career at the Industrial Bank of Japan in 1972, beginning a
distinguished career that saw him join Japan Post Holdings in 2016 as President
and CEO, and Representative Executive Officer. In the intervening years he held
a number of positions, including: Managing Executive Officer at both Industrial
Bank of Japan and The Mizuho Bank, Ltd.; Corporate Executive Vice President
and later Representative Director and Deputy President of Fuji Heavy Industries
Ltd.; Director, Chairman of Citibank Japan Ltd.; and President and CEQ, and
Representative Executive Officer of Japan Post Bank. Mr. Nagato graduated
from Hitotsubashi University with a Bachelor of Sociology and holds a Master
of Arts of Law and Diplomacy from the Fletcher School of Law and Diplomacy.

Panelists.
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President & CEO, Tokyo Stock Exchange, Inc.

Director & Executive Officer, Japan Exchange Group, Inc.
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Koichiro Miyahara has almost four decades of business experience. Since joining
the Tokyo Stock Exchange in 1988 he has held a wide variety of roles, including:
Chief Representative, New York Representative Office; Head of Margin Trading
Division, Equities Department; Head, Public Relations Office; Director, General
Affairs Department; Director, Information Services Department. Since 2005 he has
held a succession of senior executive positions at Tokyo Stock Exchange, becoming
President & CEO in June 2015 and taking on the role of Director & Executive
Officer, Japan Exchange Group, Inc., in November 2015. Prior to joining Tokyo
Stock Exchange, Miyahara worked at Electric Power Development Co., Ltd.

He holds a Bachelor of Law from Keio University.
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Head of FinTech Center, Deputy Director-General of the Payment and
Settlement Systems Department, Bank of Japan
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Naoyuki lwashita is Head of FinTech Center, Deputy Director-General of the
Payment and Settlement Systems Department, the Bank of Japan. He has played

a leading role in the research of application of information security technology in
the financial sector for more than 15 years at the Bank. He served as Head of the
Center for Information Technology Studies (CITECS) in Institute for Monetary and
Economic Studies (2005-2009), General Manager of Shimonoseki Branch (2009-
2011), Secondment to Information & Telecommunication Systems Company, Hitachi,
Ltd. (2011-2013), Associate Director-General of the Payment and Settlement Systems
Department (2013-2014) and Head of Center for Advanced Financial Technology

in the Financial System & Bank Examination Department (2014-2016). Mr. lwashita
graduated from Keio University in 1984.
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Mr. Yuzo Kano
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Head of Japan Blockchain Association
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Yuzo Kano co-founded bitFlyer in January 2014. bitFlyer provides various service

of Bitcoin and has high level technology of Blockchain. Yuzo serves as the head of
Japan Blockchain Association (JBA), and is committed to popularizing the Bitcoin
and the Blockchain in Japan, Asia, and around the world. Yuzo graduated from

The University of Tokyo in 2001 with a Master of Engineering. Prior to bitFlyer, Yuzo
worked as an Equities Derivatives and Convertible Bonds Trader at Goldman Sachs,
focusing on market making for institutional investors as well as principal trading.

Panelists.
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Managing Executive Officer, Mizuho Financial Group, Inc.
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Daisuke Yamada has spent over 30 years at Mizuho Financial Group (including the
predecessor bank), joining the company in 1984 upon graduating from the
University of Tokyo with a B.A. in economics. Following his promotion to Executive
Officer as General Manager of Industry Research Division in 2011, Mr. Yamada
became Managing Executive Officer in 2013, and headed Corporate Banking Unit
(Large Corporation) in 2014. He is currently Managing Executive Officer of Mizuho
Financial Group Inc., and also the Head of Global Products Unit, in charge of
Incubation Project Team.

1
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The future of Japan’s economy.

Financial reform may promote Japan's

growth strategy.

[Economist : Yuki Masujima]

(Bloomberg Intelligence) : To emerge from the deflationary
economy, Prime Minister Shinzo Abe launched a
comprehensive economic package so called Abenomics.
More than three years after its launch, Abenomics' record in
fiscal and structural reform is mixed. Still, corporate reform
such as corporate tax reduction has been proceeding.
Though the average return on equity of Japan Inc. used

to be much worse than one for comparative overseas
companies, 'stewardship’ code corporate ‘governance code’
have introduced as Japan’s efforts to improve competitive
advantage. Japan has to tackle with structural reforms

such as tax system reforms and business startup support
leveraged by the financial reform, improving Japan’s Doing-
Business environment.

Japan's bubble burst in 1980s and banks’ balance sheet
problems in 90s may have led to a drag in financial sector
development. Still, the Financial Freedom index - the

sub - index of Economic Freedom index published by

the Heritage Foundation- suggests that Japan'’s financial
liberalization has been catching up amid the tightening
trend of international financial regulation.

The Financial Freedom Index of the United Kingdom and
the United States remained 90 (the best value is 100).

The Global Financial Crisis and European Sovereign Debt
Crisis in late 2000s urged financial authorities to strengthen
financial regulation such as the Dodd-Frank Act, resulting in
afall in the index for UK and U.S. to 80 and 70 respectively.
In contrast, the index for Japan picked up to 60 in 2016.
That may reflect the IPO of the Japan Post group and the
introduction of stewardship code corporate governance
code. The U.K. referendum vote to exit from the European
Union would increase a possibility of further catchup

for Japan.

However, Japan has to improve the business investment
conditions from overseas. The doing-Business Index
published by the World Bank ranked Japan at the 34th
position. The 8lst business startup environment and the
121st paying tax sub-indexes deteriorated Japan'’s overall
ranking.

Masujima (2015)* pointed out that without careful
consideration of the rationale for regulation, introducing
the same regulatory standards as those for the U.S. and
European financial markets and institutions to Japan
might dampen growth opportunities for Japan'’s financial
sector, particularly the non-bank financial sector, given the

BAER, RORT-IN

current sound conditions of the Japanese financial system.
So, financial sector liberalization, the removal of obstacles
for business startup and tax payment, and monetization

of 'Virtual Currency’ and ‘Block-Chain’ schemes are likely

to help the Japanese economy to be revitalized.

*MASUJIMA, Yuki (2015). “Assessment Methodologies of
Systemic Risks: Global Trends and Implication for Japan,”
Financial Services Agency ISA Institute Discussion Paper
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After $65 million hack, question of
whether bitcoin can be safe.

Proponents of digital currency are scrambling to find |a solution.

By Yuji Nakamura

(Bloomberg) — It seemed bitcoin exchange Bitfinex was
doing all the right things. Inthe end, that didn't stop hackers
from stealing $65 million.

The latest in a long list of attacks on the digital currency
since its birth in 2009 has been particularly vexing for the
bitcoin community. Not only was Bitfinex the largest
exchange for U.S. dollar transactions, but the hack
highlights that the industry hasn't figured out critical
security, despite years of learning from mistakes and
making improvements to its infrastructure.

Even as the incident has triggered calls for audits in
certain parts of the industry, experts don't anticipate
the investigations will unearth new ways of radically
strengthening protection. What's more telling, they say,
is that the community’s willingness to vilify targets while
shrugging off the need for industry-wide solutions is a
sign it's doomed to happen again.

“There is a long tradition of blaming the victim in the bitcoin
community,” said Emin Gun Sirer, a Cornell University
computer science professor who researches the currency.
“But when you have a six-year long history of near-
continuous key theft, at some point, we have to stop
shirking off the responsibility.”

The fallout has been widespread. Bitfinex imposed a levy
on customers to cover the lost $65 million, taking 36
percent of everyone's assets whether they had been hit by
the hackers or not. The price of bitcoin also plunged on
news of the hack, slashing the value of the digital currency
well beyond Bitfinex. Collectively, investors have lost about
$1.2 billion since the attack, according data from Coindesk.

That's not to say bitcoin security hasn't come far, through
the efforts of thousands who work and volunteer to improve
the digital currency. Since Mt. Gox — at one time the world’s
largest exchange — was hacked for $450 million in early
2014, most venues have adopted tough security measures,
including segregated client accounts, external audits of
systems and two-factor authentication for securing logins.

Another step forward has been multi-signature security,
which essentially splits the private keys attached to every
bitcoin into several copies and hides them in multiple
locations. The technology requires a sign-off from a majority
of the copies (for example, two out of three) before the
bitcoin can be moved again. That forces hackers to breach
multiple systems before they can get access to funds.

Bitfinex made use of the technology and, as suggested by
security experts, stored copies offline and with a third party,
its security partner BitGo Inc. When it was implemented

in June 2015, confidence was so high that BitGo's chief
executive officer boasted the system made "breaches such
as those of Mt. Gox impossible.” Bitfinex hasn't disclosed
details of how hackers managed to compromise that
system, saying the investigation is still pending. It did
suspend its use of BitGo's technology and said hackers

had increased withdrawal limits without BitGo realizing
it. BitGo has said its software functioned properly and
denied its systems were breached.

“Securing tiny electronic files from leaking - keys - pushes
the bounds of known computer science,” Jeff Garzik, one
of bitcoin's'earliest developers-and founder of blockchain
startup Blog Inc., wrote in an e-mail. “Multi-sig raises that
bar considerably, but nothing is perfect.”

After a hack thought 'impossible’ just a year ago, bitcoin
proponents are scrambling for solutions. Some argue
that existing technology is strong enough to keep out
hackers, but implementation has to be better. Individuals,
for example, can protect themselves by storing bitcoin in
individual wallets rather than at exchanges, which remain
targets for attack.

“When users choose to store their bitcoin in a custodial
wallet or exchange, they are giving the provider control
over their bitcoins,” said Peter Smith, chief executive officer
of Blockchain, which provides bitcoin wallets to individuals.
“As a result, customers are not only subjected to the
possibility that they will lose their funds via cybertheft but
also that the provider can impose a tax to cover the loss of
other clients, as Bitfinex is doing here.”

A more radical solution is to use technology to punish thieves.
This summer, hackers siphoned off about $60 million of
ethereum, the world’s second most-popular digital currency
behind bitcoin. The community reacted by adopting a
so-called hard fork, which effectively migrated users to a
new version of ethereum in which the theft never occured.
The decision triggered a rebellion from a significant chunk
of the community, who argued that nullifying the theft was

a violation of ethereum'’s free market ethos.

Given such extreme steps, some say the time has come for
the bitcoin community to consider a form of regulation,
either self-imposed or with the assistance of governments.
The key, they say, will be educating regulators so

that they don't slow down innovation in the name of
protecting consumers. Some, including BitGo, have
begun work with auditors like Deloitte LLP to standardize
security requirements for the industry, although how and
who would enforce the guidelines is unclear.

“Even bitcoin enthusiasts are slowly realizing that regulation
is necessary,” said Trond Undheim, a former senior lecturer
at Massachusetts Institute of Technology’s Sloan School of
Management. “That'’s the only way it will survive. That's also
the key to its wider adoption.”

Investors want solutions. Kay Van-Petersen, a strategist at
Saxo Capital Markets, avoided Bitfinex but still saw a tenth
of his bitcoin investment wiped out as prices dropped after
the attack. "Every time an exchange gets hacked, it just
looks bad on everybody,” he said.

— With additional reporting by Olga Kharif.
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Inside the board feud that riled Loeb,
tested top Japan planner.

* Kunio Ito was the architect of Japan's governance overhaul.
-As a Seven & i outside director, he had to show it worked.

By Tom Redmond and Takako Taniguchi

(Bloomberg) — When Kunio Ito designed the government's
blueprint for how Japanese companies should be run, little
did he realize he'd be at the center of one of its biggest tests.

The professor, who highlighted the role of external directors
in a 2014 state-backed review, was an outside board member
at Seven & i Holdings Co. when a boardroom feud erupted
earlier this year. Not only that, Ito headed the retailer's new
nomination committee. So when Toshifumi Suzuki submitted
a proposal to remove a leading candidate to succeed him as
head of the group, Ito was thrown into the spotlight.

Billionaire hedge fund manager Daniel Loeb was lobbying
against the plan, saying Suzuki was clearing the way for his
own son, as foreign investors watched whether the governance
reforms Ito had master-minded would have any influence
over the board’s decision. Ignoring a request from Loeb to
talk, the 64-year-old professor evaluated Suzuki's idea and
decided he couldn’t endorse it. Several days later,
directors voted against the proposal and Suzuki resigned.

“I had 50 or 60 e-mails when | got home that night,” Ito
said in an interview in Tokyo, referring to the April 7 board
meeting. “The one that made me happiest came from a
Japanese investor: 'This day will go down in history as the
day Japan was saved,’ the investor wrote.”

Governance Revamp

Seven & i was a rare case where a Japanese boss failed to win
the support of his board, at least partly because of its outside
directors. It came less than a year after Japan started a code
for companies that requires firms to appoint at least two outside
board members or explain to shareholders why they didn't.
That, along with rules for investors started in 2014, were born
from Ito's state-backed review of Japan's capital markets.

Some 78 percent of companies in Japan’s Topix index had
at least two independent outside directors as of June,
according to the Tokyo bourse. That's up from 48 percent
the previous year. Despite the overhaul, Japan Inc. has seen
a string of governance scandals at famous companies
ranging from Toshiba Corp. to Mitsubishi Motors Corp.,
and some foreign investors have questioned whether
executives were paying lip service to the new rules.

Nomination Committee

As lto tells it, that wasn't the case for the outside directors at
Seven &i. The company had set up a four-member nomination

and compensation committee in March, with Ito at the helm.
Fellow external director Toshiro Yonemura, CEO Suzuki and his
right-hand man Noritoshi Murata were the other members.

Suzuki declined to comment on the boardroom feud at Seven & i.

When Suzuki submitted the proposal to remove Ryuichi
Isaka, who headed the group’s Seven-Eleven unit, Ito says
he started investigating whether it had merit. As he talked
with customers, investors, store owners and others,
nobody would say a bad word about Isaka, he said.
Seven-Eleven was consistently delivering strong earnings.

“It's very rare for a company manager to post five straight
years of increased profit, so the proposal to remove Isaka was
too extreme,” Ito said. “If we went by those standards, two of
every three Japanese executives would lose their jobs.”

Ito says Third Point’s Loeb contacted him, but the professor
decided not to talk with him because he wanted to stay impartial
when making his decision. Third Point declined to comment.

Committee Deadlock

Yonemura, a former Tokyo police chief, and Ito decided
there was no reason to remove Isaka, and voted against

it in the nomination commi-ttee, according to lto. Suzuki
and Murata voted for Suzuki's proposal, Ito said, creating a
deadlock. The committee opted not to endorse the plan.

The proposal then went to the board, where it needed support
from eight of the 15 directors to pass. It failed by just one vote:
seven members were in favor, six opposed and two abstained.

The independent directors weren't the only factor in blocking
Suzuki's plan.Masatoshi Ito, Seven & i's influential honorary
chairman and a founder of the group’s lto-Yokado unit, was
against it too, Suzuki and his deputy Murata said at the time.

Isaka was appointed to succeed Suzuki as CEO later in April, as Loeb
had called for in a March letter. Seven & 's shares are down 91 percent
from April 7 through Wednesday. They slid 0.1 percent on Thursday.

For Ito, the conclusion to Seven &i's succession controversy shows
the influence outside directors can have on boards in Japan.

"It was a non-binding, advisory committee, but it had some
effect from a governance perspective,” Ito said. “Even if
there are just two outside directors, they can have meaning
if what they say is taken into account.”

— With assistance from Craig Trudell.
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Japan Post to fight negative rates

with shift to risk assets.

Will buy overseas REITs, infrastructure funds, president says
“Common sense says we won’t be re-investing in JGBs”: Nagato,

By Gareth Allan and Shingo Kawamoto

(Bloomberg) — Japan Post Holdings Co. will shift more of
its $2.6 trillion investment portfolio to riskier assets to boost
profitability as negative interest rates shrink income from
government bonds.

The newly privatized postal and financial giant, which has
about 205.5 trillion yen ($1.9 trillion) managed by its banking
unit and 82.7 trillion yen at its insurer, will buy assets such

as overseas real estate investment trusts and infrastructure
funds and has begun investing in private equity, said
President Masatsugu Nagato.

Japan Post has already been diversifying its portfolio
away from government bonds, which now make up about
40 percent of its banking unit’s portfolio, to reduce its
reliance on the securities for returns. Yieldson about 70
percent of the nation’s sovereign debt are now below zero
following the central bank’s January decision to introduce
negative interest rates to spur lending and inflation.

“Common sense says we won't be re-investing in JGBs

as holdings mature,” Nagato, 67, told a group of reporters
Thursday. The 0.1 percent charge that financial institutions
must now pay on some funds they park at the Bank of
Japan is "manageable,” he said, without elaborating.

Nagato, formerly president of the banking unit, took the
helm at the holding company on April 1 as fading health
forced predecessor Taizo Nishimuro to step down. As well
as deal with negative rates, he must find a way to boost
earnings at a company that'’s required by law to maintain
universal services amid a declining population.

Nagato said he wants to consider acquisitions, investments
and tie-ups as a way to increase sales in the group's less-
profitable postal business, without giving details on any
specific negotiations. Japan Post acquired Australian
logistics company Toll Holdings Ltd. for about $5 billion
last year.

He also said he plans to focus on fee businesses such as
sales of investment products to Japanese individuals. Japan
Post set up an asset management venture with Sumitomo
Mitsui Trust Holdings Inc. and Nomura Holdings Inc.

last year.

Japan Post and its bank and insurance units were listed last
November following a $12 billion initial public offering of as
much as 11 percent of each company’s shares. Nagato said
the three firms would conduct further share sales as soon

as possible to maximize their independence. He was unable
to be more specific about the timeline since the six-month
lock-up period after the IPO is still in force. The government
plans to ultimately sell about 50 percent of Japan

Post Holdings.

Japan Post Bank Co., the nation’s largest holder of deposits,
said in January it wants to put several trillion yen into areas
such as private equity and hedge funds over the next five to
10 years. Japan Post Insurance Co., which still has more than
half of its assets in Japanese government bonds, plans to
increase investments in foreign debt to boost returns,

Chief Executive Officer Masami Ishii said in February.

Vanishing Yields
Japanese government bond yields have plunged on negative rates
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Sparx CEO Abe targets Japanese
individuals for activist fund.

By Tom Redmond and Toshiro Hasegawa

(Bloomberg) — In Japan, where the government is pushing
for more accountability among corporate managers, a new
mutual fund is proposing to bring it to them.

Shuhei Abe, who worked with George Soros at Quantum
Fund before setting up Sparx Group Co., says his Japanese
Equity Stewardship Fund will take an activist role with 20

to 30 mostly small-cap stocks after raising money from
individuals. Abe says he's betting the government’s push to
improve companies’ capital efficiency will work as the nation
exits deflation. His new fund begins operations today.

Japan's policy makers have been rewriting governance
and investor rules to make cash-hoarding companies more
shareholder-friendly after return on equity languished at
half the global average in the decade through 2013. While
Abe says his fund won't take an aggressive approach with
companies, neither is his role to hold executives’ hands.

“Shareholders and management aren't friends,” said Abe,
whose firm oversees about $6.6 billion. “There should
always be a sense of tension between them, as well as
mutual respect. If companies aren't being rational and
dialogue isn't working, you have to apply a certain
amount of pressure.”

Online brokerage Monex Group Inc. will offer the fund to
clients, according to Abe. Shares of Jasdaqg-listed Sparx
Group were little changed today as of 10:19 a.m. in Tokyo,
while the Jasdaq Index gained 0.1 percent and the broader
Topix index dropped 0.2 percent.

Japan introduced a stewardship code this year that enlists
institutional investors to press businesses to boost profit.
The Tokyo bourse started a government-backed stock
index that picks companies with the best ROE. Standards
for corporate governance are being developed for use
before the shareholder-meeting season peaks in June.

Meiji Restoration

Abe compared the efforts to when forces loyal to the Meiji
emperor took Tokyo, or Edo as it was called in 1868, setting
the nation on a course of modernization.

“This is a major change in the times,” Abe said in an
interview in Tokyo on Nov. 28. "When Edo castle, the seat
of the Shogunate, was symbolically surrendered and the
Meiji government took power, things didn’t change overnight.
We'll see this happening over several years.”

The country is entering a long-term period of inflation,
making it worth setting up the activist fund, Abe said.
Working with management to increase a company's value
takes time and won't yield results if shares are falling during
prolonged deflation, he said.

"Companies will be able to move away from an excessive
focus on safety in their management,” Abe said. “The
prime minister’s policies for increasing ROE will also serve
as a tailwind.”

Fund Performance

Sparx set up a privately placed Japanese stock investment

trust at the end of March that will form the basis for the new
fund, according to Abe. It posted a 23 percent return in the
six months through October, compared with 12 percent for

the Topix index including reinvested dividends, Abe said.

A new form of hands-on investment is emerging in Japan,
built on dialogue and consensus rather than proxy fights
played out in public, according to its proponents. They
include an engagement fund with Tokio Marine Asset
Management Co. and Taiyo Pacific Partners LP, a so-called
“friendly activist” hired by the world’s biggest pension fund
this year.

Individual Japanese investors made up 22.8 percent

of equity trading by value in the week through Nov. 21,
according to exchange data. Abe said he's not sure how
they will respond to the new fund.

"l think they're interested in the concept,” he said. "But if
they don't get a sense that investing in it will be good for
society and will make them money, we probably won't see
big inflows.”
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Japan to scrutinize banks' stress tests,

stopping short of fed.

* FSA has no plans|to/impose its own tests on country's Ienders.
- Regulator already signaled a different approach from peers.

By Takako Taniguchi and Finbarr Flynn

(Bloomberg) — Japan'’s financial regulator is stepping up
oversight of its biggest banks while stopping well short of
imposing the type of intrusivestress tests that have been
adopted in the U.S. and Europe.

Unlike the Federal Reserve and the Bank of England, which
conduct annual examinations of the large banks they
supervise, Japan’s Financial Services Agency has no plans
to impose its own stress tests on the country’s lenders.
Instead, it is looking for ways to verify the banks’ own
reviews.

"We're considering if we can come up with a stress test-like
setup,” Toshihide Endo, the director-general of the FSA's
supervisory bureau, said in an interview last month.

"We don't plan to impose external tests.”

Japan'’s regulator has already signaled a different approach
than overseas peers in the way it oversees the country’s
banks, with FSA CommissionerNobuchika Mori condemning
a supervisory approach to bankers where the “sentiment
of trust seems to have become a thing of the past.”
Mitsubishi UFJ Financial Group Inc.'s President Nobuyuki
Hirano cautioned global regulators against restricting the
use of banks’ own methods for gauging operational

risk, questioning the need for authorities to impose a
standardized regime when they're able to review

internal models.

No Bailouts

Japanese taxpayers didn't have to bail out lenders during
the global financial crisis as the nation’s banks escaped the
scale of losses incurred by overseas financial institutions.

The regulator may analyze big banks with international
operations to see if they're adequately reflecting risks such
as oil price movements and the economic performance

of emerging nations in their own stress tests, according

to Endo. The FSA may start scrutinizing the stress tests of
banks from as early as the second half of this year, he said.

MUFG, Japan's largest lender by market value, runs a
number of stress tests on its balance sheet using different
scenarios that include measures of interest and exchange
rates, stock-market movements and economic growth,
according to an e-mailed reply from spokesman Kazunobu
Takahara. The impact from the different tests on the bank’s
assets and profitability are then estimated, he said.

Sumitomo Mitsui Financial Group Inc. has included oil

and price measures in stress tests it conducts since 2014,
according to an e-mailed reply from the bank. Mizuho
Financial Group Inc. uses the results of its own tests in setting
risk-appetite parameters, and to check operational plans
and evaluate capital, according to spokeswoman Masako
Shiono. The bank also uses factors such as oil price movements
in tests, Shiono said by e-mail.

Step Forward

The regulator had used an early-warning system to assess
banks' balance sheets using historical data, Endo said.
The idea to review internal stress tests is a step forward
to managing real-time risks, according to Endo.

The Basel Committee on Banking Supervision doesn't
plan to raise capital requirements across the board in the
remaining projects of its post-crisis bank rule overhaul,

it said earlier this year. The group, which includes the Bank
of England, the European Central Bank and U.S. Federal
Reserve, said it will assess the potential costs of any
additional action.
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