Country Report (Japan)

1. Economic and Financial Background

Real GDP growth:       2.1 % in fiscal year 2006 (from April 2006 to March 2007)
Unemployment Rate:     4.1 % in fiscal year 2006, 3.8 % in April 2007
Official Discount Rate:   upturn from 0.4% to 0.75 % in February 2007
Consumer Price Indices:　0.2 % in fiscal year 2006, 0.0 % in April 2007
Stock Market (Nikkei 225): 17,225 yen (Dec. 2006), 18,138 yen (June 2007)

Foreign Exchange Rate (Yen per US Dollar): 119.11 yen (Dec. 2006),  
123.26 yen (June 2007)

2. Assets under Management and Net Flows of Publicly Offered Funds
	Type of Funds
	Total Net Assets (in billon)
	Net Flows (in billion)
(July 2006-
 June 2007)

	
	June 2006
	June 2007
	

	
	Yen
	US $
	Yen
	US $
	Yen
	US $

	Stock Funds
	46,082
	400
	67,912
	551
	15,975
	130

	Bond Funds
	10,015
	87
	11,174
	91
	1,148
	9

	MMF
	2,717
	23
	2,890
	23
	172
	1

	Total
	58,814
	510
	81,976
	665
	17,295
	140


(Notes) 1.  Stock funds also include balanced funds.
2.  Bond funds include short-term bond funds other than MMF. The assets of such short-term bond funds amounted to 8,649 billion yen (US$ 70 billion) at the end of June 2007.
3.  In addition to publicly offered funds listed above, there were also privately placed funds of 36,484 billion yen (US$ 295 billion) at the end of June 2007.

4.  Exchange Rate: 115.24 yen (June 2006), 123.26 yen (June 2007)

The total net assets of stock funds increased from 46.0 trillion yen at the end of June 2006 to 67.9 trillion yen at the end of June 2007. This increase of 21.9 trillion yen resulted from the net inflow of 15.9 trillion yen and portfolio appreciation of 6.0 trillion yen during this period.

The total net assets of bond funds increased from 10.0 trillion yen at the end of June 2006 to 11.1 trillion yen at the end of June 2007. This increase of 1.1 trillion yen resulted from the net inflow of 1.1 trillion yen during this period.

The total net assets of MMF increased from 2.7 trillion yen at the end of June 2006 to 2.8 trillion yen at the end of June 2007. This increase of 0.1 trillion yen resulted from the net inflow of 0.1 trillion yen during this period.

As a result, the total net assets of Japanese investment funds increased from 58.8 trillion yen at the end of June 2006 to 81.9 trillion yen at the end of June 2007.

3. Portfolio Compositions of Publicly Offered Funds
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(Note) ”Others” consisted mainly of fund of funds and REITs.
4. Regulatory and Self-Regulatory Developments

1. Financial Instruments and Exchange Law

Keeping the pace with the financial deregulation, the financial products offered to retail investors have become increasingly diversified. However, these different financial products have been regulated by different laws up to present, while some types of products have not been regulated at all. Therefore, a new Bill for Financial Instruments and Exchange Law, which broadly regulates financial products on cross-sectional basis, was submitted to the ordinary session of the Diet in March 2006 and passed the Diet in June 2006. The new Law is expected to come into effect around in September 2007. The Law consists of the rules for sale and solicitation as well as the rules for asset management and custody. The investment fund management business and the discretionary investment advisory business are regulated by two different laws at present. Under the Financial Instruments and Exchange Law, both businesses will be collectively positioned as “investment management business” and will be subject to the same conduct rules and registration requirements. 
2. Review of Large Shareholding Report System
The Securities and Exchange Law requires ordinary investors to file a large shareholding report within five business days, when they acquire the listed shares in excess of 5 %. On the other hand, the Law exceptionally permitted institutional investors including investment funds to file it by the fifteenth date of the month subsequent to the month of the date designated each three month. This exemption was reviewed, and the revised Law requires the institutional investors after January 2007 to file it within five business days from the date designated more than twice a month. In addition, the revised Law also subjects the acquisition of listed REIT to the large shareholding report requirement.
3. Tax Issues

In order to accelerate the shift from saving to investing, the government cut the tax rates of equity funds from 20 % to 10 % tentatively. Reduced tax rates were initially scheduled to expire at the end of 2007 for capital gains or at the end of March 2008 for distributions. The taxation change in fiscal year 2007 extended them by one year respectively.

5. Corporate Governance & Fund Governance

There were no major developments in corporate governance and fund governance.

6. Product Developments
There were no major product developments.

7. Other Major Issues and Developments

1. Amendment to Trust Law

The bill for drastically amending the Trust Law passed the Diet in December 2006. The Law for Investment Trusts and Investment Companies, which governs investment trusts, is positioned as the special law of the Trust Law. Therefore, the amendments to the Trust Law exercise the influence on the investment trust system. The amendments covered “merger of trusts”, “decisions-making method for trusts with multiple beneficiaries” and “the revision of trusts.” The revised Trust Law is expected to come into effect around in September 2007.
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