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We will report on what progress has been made in the past month with regard to Post-LIBOR through
"Progress toward Post-LIBOR" in Tokyo Yen IRS markets and “Movements of TORF, which is Term Japanese

Yen RFR”. In addition, we will consider “Japanese Yen's lack of progress in the use of Term-RFR (: TORF)”".

Progress toward Post-LIBOR

On July 26, 2021, the Study Committee on Japanese Yen Interest Rate benchmarks (hereinafter referred
to as the "Study Committee") released a statement on "TONA First!". In the statement, it was clearly
stated that the end of July 2021 would be the date when the quotations in Yen IRS markets would be
shifted from Yen LIBOR to TONA basis, and that the suspension of all Yen LIBOR swap transactions in the

interbank market would be expected from the following August.

The graph below shows the percentages of Yen LIBOR swaps (Blue line), TONA swaps (Red line), TIBOR
swaps (Green line), and the face value of transactions (Gray bars, Unit: billion yen) in Tokyo Yen IRS

markets.?

By August, the trading volume of TONA swaps had increased to 50% of the total market volume, but in

September, it was a little sluggish.
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' Reference to: https://www.boj.or.jp/en/paym/market/ipy cmte/data/cmt210726b.pdf

2 Based on data from JSCC (Japan Securities Clearing Corporation). The total of Yen LIBOR swap, TONA swap and TIBOR
swap (: sum of Euroyen TIBOR and Japanese Yen TIBOR) is "1", and the percentage (%) of each is shown in the graph.
3 Reference to: https://www.boj.or.jp/en/paym/market/jpy cmte/cmt210326b.pdf
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On September 28, 2021, the Study Committee released the statement of "Cessation of the initiation of
new interest rate swaps referencing JPY LIBOR*", which reaffirmed the announcement of March 26, 2021,
and stated that it "expects that new trading in the interbank market will be suspended by the end of

September at the latest.

Movement of TORF, which is Term Japanese Yen RFR

There are three types of TORF: 1-month, 3-month, and 6-month. The TORF reference interest rate for
each tenor is calculated based on the actual trading data and quote data for 1-month, 3-month, and 6-
month at TONA swap market. In other words, for TORF to be a reliable interest rate benchmark, it needs

robust TONA swap data backed by real transactions.

These three graphs show the 1-month, 3-month, and 6-month TORF (: Red line) and the TONA swap quote

(: Blue line) over the same period from June 30,

2021 to September 30, 2021. TORFs (: Red line
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often lag behind the TONA swap quotes (: Blue line).
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4 Reference to: https://www.boj.or.jp/en/paym/market/ipy cmte/data/cmt210928c.pdf
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Japanese Yen's lack of progress in the use of Term-RFR (: TORF)

TORF is the 1st alternative interest rate benchmark to Yen LIBOR for "Lending" and "Bonds", but we have
yet to hear of it being used as a reference rate. At present, "Compounded TONA", which is the 2nd
alternative interest rate benchmark to Yen LIBOR, is often used in the "Lookback without Observation

Shift Method", which is a case where the interest rate reference period is being slid in advance.

| introduced this in the Post LIBOR_2021.09.01, but | would like to briefly explain it again. In this method,
the interest reference period for compounding TONA is being slid in advance, while the compounding
calculation period matches the number of days in the original interest calculation period. In the case
where the interest reference period is being slid “in advance by 5 business days”, Compounded TONA is
fixed 5 business days prior to the end of the period, so the interest can be received and paid on the end

of the interest calculation period.

TONA Compounded in Arrear
Start Date End Date

Original Interest Calculation Period

ra Compounding Calculation Period Payment Date=End Date
Interest Reference Period for TONA
Sliding "Interest Reference Period for TONA" by 5 bus days in advance.

Setting in Arrears:
Since the rate is fixed 5 business days before End Day, Payment Date can be

same as the end of the interest calculation period.

[Lookback without Observation Shift method]
(Ex: Sliding Interest Reference Period by 5 bus days in advance)

By the way, | believe that there are other reasons why the use of Term RFR has not progressed in Japan.

Some of the world's major currencies do not have IBORs that can be referenced other than LIBOR, while
others have IBORs that can be referenced other than LIBOR. Therefore, having or not having IBORs will

change the approach to RFRs.

Since the U.S. Dollar, British Pound and Swiss Franc do not have IBORs to refer to other than LIBOR, they
inevitably had to move to RFRs. And it is thought that the use of Term-RFR and RFR was made differently
in the areas of Lending, Bonds, and Derivatives. On the other hand, a limited number of currencies,
including Japanese Yen, Euro, Australian Dollar, and Hong Kong Dollar, have IBORs that can be referenced

in addition to LIBOR, and therefore are being considered based on "Multiple Rate Approach".

"Multiple Rate Approach" refers to the use of interest rate benchmarks for IBORs and RFRs based on the

nature of financial instruments and transactions such as Lending, Bonds and Derivatives.
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The lower left figure is an image of the UK, US, etc., which do not have IBORs to refer to other than LIBOR.

In the U.K. and U.S., which do not have IBORs, Term-SONIA and Term-SOFR are officially published as
"Term-RFR”. These are not reference rates intended to be traded in the interbank market, but are
supposed to be limited to end-users for Lending and Bond hedging transactions.> And "RFR", SONIA and

SOFR, are mainly used in the field of Derivatives.

No IBORs (UK, US, etc.) Multiple Rate Approach (Japan)
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etc. Bonds,
~ g /  Reference \ Derivatives
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Lending, p
Reference Bonds ) TIBOR Reference Lending,etc. J
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In contrast, the upper right figure shows an image of Japan, which has IBORs that can be referenced in
addition to LIBOR. In Japan, Multiple Rate Approach, which uses the JBA TIBOR and RFR based on the
nature of financial instruments and transactions such as Lending, Bonds, and Derivatives, is under

consideration.

Although Compounded TONA (setting in arrears) is mainly used in the field of Derivatives, it can also be
used for Lending and Bonds by utilizing the "Lookback without Observation Shift Method" which |
mentioned earlier, as it enables the payment of interest on the last day of the interest calculation period.
In addition, since Japan already has the JBA TIBOR, which has a successful track record in "Lending," etc.,
there is no particular need to rush to use TORF, a Term Japanese Yen RFR. Therefore, compared to the

U.K. and U.S., which do not have IBORs, there is less urgency to use Term-RFR in Japan.

The environment mentioned above would be one of the reasons why the use of Term-RFRs has not

progressed in Japan.

The end.

5 Re Term-SOFR: https://www.newyorkfed.org/medialibrary/Microsites/arrc/files/2021/ARRC-Scope-of-Use-FAQ.pdf
Re Term-SONIA: https://fmsb.com/wp-content/uploads/2021/07/Standard-on-use-of-Term-SONIA-reference-rates_FINAL.pdf
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To Clients of the Tokyo Tanshi Co., Ltd.

If you wish to make transactions based on the information provided on this document, please make sure to pay

attention to the following matters:

< In making transactions, clients are required to pay commission fees* for each transaction, as may be mutually
agreed between the clients and the Tokyo Tanshi Co., Ltd. (hereinafter referred to as Tokyo Tanshi), in addition
to the product purchase value. Certain transactions involving unlisted securities and bonds (government
bonds, commercial papers, etc.) include commission fees in the purchase total or are free of charges.
* Commission fees are determined between the clients and Tokyo Tanshi according to market conditions of
the time and transaction details, and thus cannot be stated in advance.

< Transactions may give rise to losses caused by the ups and downs of market values of financial products due
to fluctuations in interest rates, etc. Thus, risks exist that losses may exceed the initial margin deposits
depending on the transaction details.

< For accounting and tax processes of the financial products, clients should fully confirm in advance with experts
such as audit firms, etc.
Upon entering into an actual transaction, please make sure to carefully read the relevant pre-contract
documents and any other related documents, and execute at your own judgement and responsibility.

Registered Financial Institutions, Director of Kanto Local Finance Bureau, No. 524

Member of Japan Securities Dealers Association

This document has been prepared for the information purpose only, and the final decision of the
transaction should be made at your own discretion. The information contained in this document has
been prepared based on reliable sources, but we do not guarantee its accuracy or reliability. No part
of this document may be reproduced, quoted, or transmitted in any form or by any means,
electronic, mechanical, photocopying, recording, or otherwise, without the prior written permission

of the copyright holder.
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