(Tentative translation by the Secretariat)

Study Group on Risk-Free Reference Rates
Minutes for the May 29, 2015 Meeting
4:30 - 6:00 PM
(Meeting Room in the Bank of Japan)

Summary

1. Members approved the minutes of the meeting on April 28, 2015. It was also approved to
publish the minutes, and related material on the Bank of Japan website.

2. The JFSA provided an overview of the IOSCO Principles for Financial Benchmarks.

3. The secretariat provided an update on recent developments of uncollateralized call transactions,
collateralized call transactions, GC repos, T-bill transactions, and OIS transactions, which were
regarded as potential candidates of risk-free rates. The secretariat specified that the trading
volumes in GC repos and an overnight uncollateralized call markets have increased
considerably.

4. The members exchanged views on data sufficiency and the use of potential risk free rates.

5. The Chair announced the next meeting would be held in late June.

Views provided by Group Members

1.

GC repo rate can be a candidate of risk-free reference rates when GC repo transactions evolve to
T+0 as the shortening of JGB settlement cycle materializes. Prior to the shortening, the
overnight uncollateralized call rate should be selected.

Since the shortening of JGB settlement cycle will not be implemented until 2018, the Study
Group should identify a risk-free reference rate which is viable under the current conditions, and
revisit the issue after the shortening of the settlement cycle.

Since OIS transactions refer to an overnight uncollateralized call rate, OIS rate and the overnight
uncollateralized call rate should be collectively discussed.

Although transaction volumes in the OIS market are limited, the level of illiquidity is not as
severe as for each trade execution to instantly impact the prices.

The use of OIS rate as a discount curve may technically increase the burden of present value
calculations.

The CCP adopts OIS curve as a discount curve to compute variation margins since the margin is
accrued based on overnight uncollateralized call rate.

Given the variety of parameters in identifying risk-free reference rates, pros and cons of each
risk-free reference rate should be clarified.

In establishing a new reference rate, it is important to take account of such factors as its
accounting treatment and compatibility with its use including transactions with customers
hedging.
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