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Research on trends in corporate bond market and investment in corporate bonds

[Summary |

Following the scrapping of the qualification standards for bond (corporate bond)
issuing, the primary bond market has been in a process of revitalization.
Development of the secondary bond market, however, has lagged, and as the bond
market lacks sufficient liquidity for frequent buying and selling of bonds, many
investors manage their investments by keeping their bonds, once purchased, until
maturity.

2. In Japan, the recovery ratio for defaults on bonds is generally exceedingly low,
and recovery requires considerable time. Essential to judging the credit risk of
bonds is information in the form of the ratings assigned by rating agencies.
However, there are also some institutional investors that manage the credit risk of
bonds by assigning them their own ratings.

Corporations’ credit risk is not fixed, but changes depending on the
macroeconomic environment and corporate performance. Of stock prices, ratings,
bond prices and financial statements, stock prices are a leading indicator for
projecting the bankruptcy of a company, while which financial indicators are most
effective depends on the industry and the individual company.

4. An increasing number of private institutional investors are adopting structures that
separate credit risk managers (e.g. credit analysts) from the fund managers who
are responsible for funds, their aim being to institute systems of credit risk
management that allow corporate bankruptcies and changes such as rating changes
to be forecast from various data. There are also cases of bond portfolios being
managed according to industry, rating and maturity term.

Even investors that do not specialize in fund management are placing increased
emphasis on credit risk management. Where funds are managed in-house, it is
practically essential to establish a credit risk management system and establish
fund management (including loss-cut) rules. If the institution of credit risk
management systems is difficult for reasons of cost or shortage of appropriate
human resources, or there exist problems of accountability, the outsourcing of

management is a key option.
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