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1. Introduction
It is a great honour and pleasure for me to be here today to talk about how
we can promote financial inclusion and long-term investment in Asia today.
In my view, channelling small savings to productive investment is the key.
I should mention at the outset that any views I express here today are my
own, and cannot be attributed to the Financial Services Agency, or any
other organization I am associated with.1
It goes without saying that there is a vast potential for development of the
financial sector in many Asian countries. Many of the people do not yet
have access to bank deposits, and the savings Asians generate are often
not sufficient to finance the vast investment needs of the region.
There is actually huge potential demand for infrastructure projects,
requiring long-term finance to be generated to finance them. For instance,
the World Bank estimates that globally, infrastructure projects require
more than $800 billion in investment per year until 2020. In the Asian
context, according to joint research by the ADB and the ADBI, Asia needs
to invest a total of around $ 8 trillion overall in national infrastructure and
an additional $287 billion in specific regional infrastructure projects during
2010-2020. However, the means of finance for those projects are rather
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limited.
In order for those countries to be able to adequately finance the
infrastructure projects necessary for sustainable development, a more
efficient system than today for savings to be generated and channelled to
productive investment would probably be needed. Small savers do not
have sufficient means to save safely and businesses do not have sufficient
access to adequate finance in many of the developing countries in Asia,
and this “missing link” would do best to be filled. In short, emerging Asia
needs a much better means of financial inclusion and an efficient channel
for long-term investment to meet the vast needs of the people today.
2. The means for promoting financial inclusion and long-term
investment
It is not that there have not been some useful and innovative attempts to
fill this missing link in Asia. In Asia’s generally bank-centered financial
systems, microfinance has been playing a very useful role. To complement
the banking system, debt instrument markets have grown in size and
diversity, and promises to play an even greater role in the future. In the
ASEAN countries, the debt markets experienced a five-fold growth in the
last 15 years, from some $200 billion in 2000 to $1,000 billion in 2015. The
share of corporate debt instruments in total local-currency denominated
debt varies by countries, but has been growing to around 30 percent on
average in ASEAN countries. The variety of products typically increases
over time as the economy grows.
Since Asia is a particularly dynamic and diverse region of the world, there
is no single magic solution that would alleviate the current difficulties
altogether and rapidly. So, it is important to let a hundred/thousand flowers
bloom.
But in my view, there are some useful tools, both old and new, that we can
mobilize that could help fill the gap and provide the missing link.
Let me start with the old, although I can only offer some examples of
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measures that were useful in Japan.
Official development banks and institutions were very active in Japan in its
high-growth period, and even now, new initiatives are being taken in many
respects. Measures particularly useful in generating long-term investment
include the establishment of two (later increasing to three) long-term credit
banks back in 1952. Those banks were established in response to the
needs of the war-torn Japanese industry for capital investment. At that
time, industrial firms were lacking equity capital and they could not seek
funds from banks nor capital markets due to the diminished lending
capacity of the banks, and an immature capital market. Those banks
provided long-term loans for the industry funded by the issuance of bank
debentures, which had a maturity of 5 years, and which offered relatively
high yields with an implicit government guarantee.
This type of bank debenture issued by the three banks was initially held
mostly by commercial banks and the government in the 1950s, but
individual investors increased their share in the 1970s. This was due to
some attractive features of those debentures packaged as individual
saving accounts with a tax incentive attached. Thus, those instruments
became a means for the individual investor to save in safe but relatively
high-yield instruments which provided long-term finance for capital
investment in the industries. The long-term credit banks therefore played
an important role in the high growth of the Japanese economy by
providing the necessary long-term finance.
Another example: in order for small savers to safely and usefully deposit
their precious money, small, cooperative financial institutions specialized
in taking deposits and lending to SMEs have always existed in many
countries. In Japan, they played an important role in mobilizing small
savings to lending to SMEs as well as provide financing to long-term
investment through mechanisms to pool the excess funds from the regions
at a central organization that directed them to large investments, often for
the longer term. Those “central banks” of cooperative institutions are still
playing important roles in balancing the supply and demand of funds
across the regions in Japan. While their development role could have
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ended a long time ago, they still function as means to ensure higher
returns for the small savers through purchases of foreign debt instruments
or other assets with higher returns.
Since the 1950s, cooperative financial institutions specialized in taking
small deposits and lending to SMEs, such as the credit unions and credit
cooperatives, agricultural and fishery cooperatives flourished. The amount
of deposits in those institutions grew exponentially in the last 60 years.
A third example is the postal savings system which also played an
important role in Japan during the development years, again mobilizing
small savings and channelling them to investment projects through the
official financial institutions that specialized in long-term finance and/or
lending to infrastructure projects.
These financial institutions were subject to tighter regulation compared to
commercial banks, but enjoyed tax privileges and official governmental
support. They contributed to enhancing financial inclusion in this country,
and through such measures, numerous SMEs and individuals could find
both a means to save and to borrow at reasonable rates of return and
financing cost. While this system has largely finished playing their
important historical roles in Japan, and are now undergoing reforms to
make it adapt to the changing times, it may still be useful as a model to
provide the link between small savings and long-term investment in
infrastructure that many emerging market countries in Asia need.
In fact, developing the lending capacities of the smaller financial
institutions is still a current issue for Japan as well, in the context of
ensuring regional economies to function properly. In this context, a
business model of banking called “relationship banking” was promoted in
Japan as a useful business model for regional financial institutions. For
example, in 2003, the JFSA published an action program to promote this
business model for regional financial institutions, in the aftermath of our
deep financial crisis that hit the regional economies hard. This business
model of relationship banking is intended to leverage the closer
relationships those financial institutions enjoy from their regional presence,
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and make the best use of the better information and knowledge those
institutions have with regard to their respective areas of activity in the
regions. Those financial institutions are generally expected to be able to
appropriately assess the viability of the business activities of their
customers better, as well as efficiently find their potential for growth.
As SMEs are the main sources of employment and economic activity in
the regions, such relationship banking has been conceived as an
important and useful business model for the smaller financial institutions in
the regions. While the term “relationship banking” is no longer used, the
JFSA’s recently published 2015-2016 Strategic Directions and Priorities
document states that regional financial institutions would need to ensure
their integrity and soundness by contributing pro-actively to the recovery of
regional economies and local industries. The closeness of those banks to
the regional economies is an advantage that we should benefit from.
In December of last year, JFSA commissioned a new study group of
experts to develop proposals for improving the availability of financial
intermediary services to the regional economies. The idea is to have the
financial institutions provide financial intermediary services in the regions
in accordance with and catered for the needs of the clients in those
regions. The regional financial institutions would need to enhance their
skills to provide adequate finance to businesses by providing loans based
on accurate assessments of the viability of the borrowing firms’
businesses and growth prospects, with reduced reliance on collateral,
particularly real-estate collateral. An enhancement of the role of the
regional financial institutions would thus contribute to increasing corporate
value, and enable sustainable growth and a revitalization of the regional
economies.
In parallel with such efforts, the JFSA is encouraging the Japan Post Bank
and Japan Post Insurance, two of the largest financial institutions in Japan,
to form business models which complement those of other financial
institutions, and to enhance the quality of their financial services by
utilizing the nationwide post-office network, and thereby contribute to the
revitalization of regional economies.
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3. New technologies
Then I can talk about the “new”. New technology has enabled progress in
financial inclusion in many emerging market economies recently. Mobile
payment systems and internet banking have reduced the cost of access to
many basic financial services, and will continue to do so. As an example,
we see a mobile payment service named M-Pesa in Africa, which enables
users to send money to another M-Pesa user, pay bills, withdraw money at
an ATM, and receive money from abroad, etc., through the mobile phone.
We hear that M-Pesa now has more than 25 million active customers all
over the world, most notably in Kenya. In such ways, technology can
strongly support financial inclusion by facilitating access to financial
services in many ways, and to the most remote areas of the world.
There are many similar examples in Asia, but I will rely on the speakers
and discussants today to talk about those examples further today in this
conference.
In terms of the benefits of innovation, low-cost money transmission is not
the only way those new technologies could contribute to financial inclusion,
however. It could also be conceived as an efficient means to direct small
savings to productive investment, using virtual financial services platforms.
Automated financial advisory systems, so-called Robo-advisors, are
becoming more popular worldwide. Better access to asset management
and advisory services using such new technologies would certainly
support the channels from savings to productive investment. If such new
technologies can be used safely and properly, they would promise to be
powerful means to again fill the “missing link” between small savings and
long-term investment in many emerging market economies.
We should, however, be very mindful that cyber security is becoming an
even more serious challenge lately. In Japan, losses from illegal money
transfers through the internet banking facilities of financial institutions
have amounted to over 30 trillion yen in 2015, and increasingly
sophisticated criminal techniques are used. Even as security measures
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are reinforced, unfortunately, innovation is even faster in the techniques
used by criminals. The JFSA is determined to further upgrade measures to
strengthen cyber technology with a strong sense of urgency.
The JFSA has been accelerating its efforts for creating a pro-FinTech
environment. In line with the Strategic Directions and Priorities I just
referred to, we recognize that FinTech would improve client convenience
by providing low-cost and diversified financial services and has the
potential to revolutionise the financial services and markets in the near
future. The JFSA aims to study and take strategic measures in
coordination with the private sector, so that innovation in IT would
contribute to the development of our financial system and markets. In this
respect, it is indispensable to transform the regulatory structure based on
a forward-looking analysis on FinTech innovation which might have huge
impact in shaping the future development of the Japanese economy.
As many people point out, light touch or no regulation could facilitate faster
IT development, but, for the regulator, building the necessary legal and
regulatory framework to protect consumers is also an important issue.
Fund transfer services in the shadow market could thrive if they are not
properly regulated, but consumers would not be protected when using this
kind of service. In Japan, we have submitted an Act for approval by our
Diet to amend the Banking Act, the Payment Services Act, and other
relevant legislation in the current session to apply regulation to exchanges
of virtual currencies, for example, to protect the users. At the same time,
the amended Act will make it easier for financial groups to invest in the
development of IT, for example, by enabling them to invest in start-up firms
developing innovative information technologies.
4. Role of capital markets
Finally, I would like to talk about the role of capital markets. As an
alternative as well as a complement to a bank-centred financial system,
the capital market could play more useful roles in many Asian countries.
How to develop a sound and viable capital market has always been a
challenge, however, and is still a major issue in Japan, as well.
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In particular, enhancement of market intermediary functions supplying the
funding for growing businesses is important for revitalizing the regional
economy. In Japan, there has been a shortage of growth capital necessary
to realize the commercialization of an entrepreneur’s technologies or
ideas. This has resulted in a situation in which the commercialization of an
R&D project is hindered due to a lack of adequate financing. In light of this,
for example, a system of crowdfunding was introduced in 2014 by revising
the Financial Instrument and Exchange Act, with the objective of
facilitating this means of finance while introducing measures to protect
investors.
5. Conclusion
The development of the financial sector as well as economic growth is
essential. From this viewpoint, an emphasis is placed on how financial
inclusion should galvanize investment in growth sectors. On the other
hand, challenges still remain with regard to conduct issues. Ensuring an
appropriate balance between financial stability and financial
development/inclusion is the key for growth and development finance in all
countries. The benefits of Fintech would need to be reaped without
endangering financial stability or causing financial misconduct to grow.
Before I end my speech, I would like to make a certain appeal. The JFSA
is committed to further strengthening the global network and cooperation
between financial authorities in coping with the growing global business
activities and transactions of the financial institutions.
The JFSA established the Asian Financial Partnership Center (AFPAC) in
2014 with a view to addressing the issues related to the financial markets
in Asia, to review our financial sector technical assistance for
infrastructure development, and to further strengthen cooperative
relationships with Asian financial authorities. After two years, I can
probably safely and objectively call this a success. Most recently, AFPAC
was transformed last month into a Global Financial Partnership Centre
(GLOPAC) to extend its global reach.
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Under this project, we have invited 48 Visiting Fellows and Interns so far in
the past 2 years. Currently, we have 9 Visiting Fellows from Botswana,
Dubai, Malaysia, Mongolia, the Philippines, Thailand and Vietnam, and the
GLOPAC offers training and research programs tailored to the areas of
interests of each Visiting Fellow, such as in the area of micro finance or
other means of financial inclusion, a topic for today’s conference.
GLOPAC also serves as a platform for mutual-learning to discuss financial
regulatory and supervisory systems among regulators and stakeholders in
each jurisdiction.
We wish to make the GLOPAC fellowship program not just interesting but
fruitful for each of our Visiting Fellows. It is my great pleasure to introduce
to you the two members of the alumni of the GLOPAC program who have
agreed to speak in the next session.
I hope that this conference will be truly interesting and useful for all in
promoting the development of financial systems in Asia and beyond, by
providing a stable and efficient link between savings and investment in the
region.
End

9

