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April 24, 2012
Financial Services Agency

Dear Sirs,

The Futures Industry Association of Japan (FIA-Japan) is comprised of 65 Japanese and international
members including exchanges, securities companies, commodity brokers, banks, technology and legal
vendors, and other companies and individuals. FIA-Japan has been deeply interested in Japan’s
Comprehensive Exchange Project since its inception. In 2011, FIA-Japan formed the Comprehensive
Exchange Committee to study the Project in detail. FIA-Japan is indebted to your Agency for kindly
receiving our delegations and sharing information with them.

Thanks to your Agency, Japan’s Comprehensive Exchange Project has gathered significant momentum.
FIA-Japan would now like to take this opportunity to share with you our views and concerns, on behalf of
our broadly based membership here in Japan and abroad.

FIA-Japan has three major concerns.

1. Silos: A truly comprehensive exchange cannot be achieved under the current “silo”
structure and approach to market regulation. Without a consistent, unified approach, the risk is
that markets will remain fragmented. This has been the long-held position of FIA-Japan, and it is
even more pressing now that Japan’s government has committed to building a Comprehensive
Exchange. The derivative market requires a unified regulator and a unified rulebook, as well as
unified reporting requirements for market participants.

2. Message: The world is changing fast, especially the financial industry, so Japan must
take decisive action to avoid being left behind. The leaders of Japan’s Comprehensive Exchange
project must act and send a message of urgency and impact, and show the world that Japan’s
markets are relevant and attractive. The perception of Japan as bureaucratic and slow-moving
needs to be changed.

3. Support: The announcement from the TSE and the OSE is extremely significant, but it is
not the end of the Comprehensive Exchange project. For Japan’s comprehensive exchange to
succeed in global competition, in addition to a unified regulatory environment, it needs the
freedom to list whatever products it chooses, based on market economics and business sense.

Point (1) “Silos” is one over which FIA-Japan has had a longstanding concern, as we believe it has
seriously disadvantaged the growth of Japan’s futures industry. We elaborate upon on this point on the
appendix to this letter.

FIA-Japan will, at your convenience, be pleased to offer further opinions and specific recommendations
based on the needs of our membership. We are excited by the developments thus far and keen to make
meaningful and constructive contributions to this Project, which is truly a watershed in the history of
Japan’s financial markets.

Sincerely Yours,

SO Fplset—

Mitch Fulscher, Chairman
FIA-Japan
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Appendix:

Some ways in which the “silo” separation in Japan’s market has hindered its development

I

The separation results in a direct cost disadvantage to all futures market participants -- both financial and
commodity -- and by extension all investors (see Il below). The cost disadvantage can be summarized as
duplications of people, capital requirements, systems and other costs. Such separation can only be maintained
if there is enough self-sustaining opportunity within each segment by itself. In cases like Japan, where an
individual segment activity declines below a self-sustaining level, then the cost disadvantage and inefficiency of
separated markets becomes apparent.

1.
The separation provides a direct cost disadvantage to end/retail investors, who pay higher costs than if market
synergies could be achieved.

i) In the higher brokerage fees incurred (due to 1 above).

ii) In the higher costs of funding separate pools of their (client) margin deposited with brokers.

i

The separation limits the ability of FCMs to grow, because the investment cost needed to broaden a product
offering is too high. This disadvantage is particularly acute for smaller domestic brokers who might otherwise
have the opportunity to expand into either financial or commodity products. Those smaller brokers cannot
diversify because the costs to grow are too high.

v
The financial and wider Japan economy is disadvantaged, in the following three ways:

i) Direct investment by firms in financial businesses (to become an FCM, to start up an internet brokerage, to
become a remote member, etc.) has been limited. Lower employment and negative industry growth has resulted
over the past 20 years. This disadvantage is particularly evident when comparing the growth of the other
financial centers during the boom of 2003-2007, during which Japan did not enjoy comparatively high growth.

ii) In economic terms for the wider economy, for any fixed amount of investment money, an investor has the
choice to invest in overseas markets or in the Japanese market. Where structural barriers create higher costs,
the investment money will naturally tend to flow to the markets with lower aggregate costs; and the markets
with higher aggregate costs attract less investment money. This disadvantage is evidenced directly when
comparing stock market capitalization growth of other countries during the period 2000-2010, during which
Japan did not experience similar growth.

iii) In the same way, the separation causes hesitation on the part of prospective overseas business partners,
including exchanges which might otherwise wish to form concrete alliances with Japan’s exchanges.
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