(Tentative translation by the Secretariat)

Study Group on Risk-Free Reference Rates
Minutes for the June 25, 2015 Meeting
4:30-5:30 PM
(Meeting Room in the Bank of Japan)

Summary

1. Members approved the minutes of the May 29, 2015 meeting. They also approved to publish the
minutes on the Bank of Japan's web site.

2. The Secretariat provided an update on recent developments of international discussions about
risk-free reference rates.

3. The Secretariat provided a draft questionnaire to pick up key issues for selecting risk-free
reference rates. After considering members’ opinions on the questionnaire, the Chair proposed
that the survey would focus on the uncollateralized overnight call rate, OIS rate, and GC repo
rate as leading candidates for risk-free reference rates, and that members would be asked to
provide additional pros and cons of each rate. Members accepted this proposal.

4. The Chair announced that the next meeting would be held in late July.

Views Provided by Group Members

1.

Since no transaction-based data for the GC repo rate are currently available, some reforms in its
design and administration might be needed to make it an IOSCO-compliant risk-free reference
rate.

After collateral substitutions in GC repo transactions become easier in the coming market reform,
the term structure of the GC repo rate should be extended. However, given that it could be
affected by supply and demand in the primary and secondary JGB cash market, the rate may not
be appropriate for a risk-free reference rate.

It is difficult to regard uncollateralized overnight call rate as a pure risk-free reference rate. It
should also be noted that the rate could become volatile on days such as the last day of the
reserve maintenance period and the fiscal year-end. On the other hand, the rate has an advantage
in that transaction-based data are available.

Since transaction volumes in the OIS market are limited, it would be difficult for the OIS rate to
satisfy I0OSCO principles.

OIS transaction volumes are currently limited. However, once the OIS rate is introduced and
selected as a risk-free reference rate, transactions anchored to the rate could prevail and take the
place of those anchored to LIBOR. Hence, the OIS rate should not be removed from the
candidate list.

Discussions on the formulation of term structure of the risk-free reference rate are critical for the
rate to be widely used.
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