Summary of the Interim Note by the Study Group on the Financial System under the Financial System Council, Japan Provisional
- Toward function-based, cross-sectoral financial regulations -

| General W specific :

1 Necessity to consider a shift to function-based, 2 Categorization of financial “functions”
cross-sectoral financial regulations

1.1 History of socioeconomic conditions and financial
regulations in Japan

Payment Services Act Banking Act MgS;KeLsingggg Financial Instruments and Exchange Act Insurance Business Act

Funds Transfer Service Financial Instruments Business

Examples of
current laws

- The strict postwar entity-based, sector-specific regulatory Providers Banks Money Lenders Operators Insurance Companies
framework began to be relaxed in 1992 to allow entities Tssuers of Prepaid Payment
(i.e. banking, securities and insurance sectors) to engage in Instruments
services of othelr fslectg:’s thrOlngh th?r group Eompanles Payment and Settlement Lending ‘ Investment Risk transfer
- A cross-sectoral, flexible regulatory framework was put in P : - . : : : . _ _
place for investment-type fina nciaYproducts . o5 .ThTrS:r?sr;é: tti;misseligiz It_c? %résrsaorr?spsrggﬁﬁg Pl}/nsdesrwce providers H\]/?ass?: gwlgr]nsilrjwrglcucsoﬁgggze g?gtteogt}grrmsaggeatinst
(Financial Instruments and Exchange Act, enacted in 2006) 2E e ot g e T R with their own investment various financial and
. . . . . B recipient ... Deposit Source of lending Tt objectives and risk tolerance life-related risks in
1.2 Changes in the circumstances surrounding the financial 2o o ™ A Fetormss, exchange for fees
system ;5 ¢ Clear the debtor- . :0 A medium of Vamgaannsdosasfteorlng “‘
- Development of information technology (IT) has encouraged s creditor relationship : géﬁ?&é}gﬁtatlgq oSt Credit creation through investment widely
unbuncﬁing and rebundling of servicesg y ? £5 “ggal tender W bogic Y T generals
of |l 0 T | . 000 " || et
= 1 R T N L) o - Funds are allocated through
1.3 Landscape of financial services a decade from now O T B I il market mechanisms, etc.
- Adoption of cutting-edge technologies would bring about . . . . . ) -
efficPency in fields guch%s paymentgand settlement?further 3 Benefits that should be attained in each financial “function” |5 Approach to rules for the process of providing products
advancement of unbundling and rebuilding, and changes in and rules to attain such benefits ' and services o
the structure of financial networks - Itemsl.ofblbeneﬂtjs that ?choulﬁl k%e attained in each “function”: - Harr_nonlzatlﬁn of [[ules fgr the prdocess of providing er%ducts/
- A drastic change in the financial system, financial services a) Reliable provision of each "function SErvices such as intermediary and agency Services wii be
and ﬁna:qcia| ingtitbtions rlnay rlesul a ' vIces, b) Provision offlnformatlon to users important sfo asdnottto/hlnd_er theﬁ_ror;ss—secttor, cross—ftcjlnctlon
C) Protecti.on of user assets provision ot products / services which meets user needs
1.4 Features of current financial regulations and points to d) Protection of user information o . i- Considering possible changes in the structure of financial
consider e) Anti-money laundering and combating the financing of terrorism networks, it will be important to consider appropriate rules
- Currently, most financial regulations have been based on the f) Prevention of the realization of systemic risk _ for platform providers (those that match parties to contracts
B/Pfe of the enltity.bllf thei sect(ljlrsbofdt?fe entities in ]gur?stion are Note: For financial markets, fairness and transparency are important in financial transactions), rather than regulating Iolatform
itferent, applicable rules will be different even if the - Even when the items of benefits to be attained in each “function” users (parties to the contracts), for effective implementation
functions and risks associated with their activities are similar are the same, required levels of attainment for each benefit will be | ¢ for future consideration
- In light of the advancement of unbundling and rebundling different; tailored measures for each “function” are required ssues Tor future considerations
driven by the development of IT and endeavors to enhance . . . . - It will be necessary to devise a workable regulatory
user convenience, it Is critical to incorporate function- 4 Approach to er.ltli.:z-baseq regulations (i.e. regulations on framework which encompasses ways to recognize and
based, cross-sectoral elements more to the regulatory scope of permissible business, safety nets, efc.) under the measure differences in the nature and risks of each service
framework and to apply the same rules to activities with function-based, cross-sectoral financial regulations in each “function” and which adjust rules accordingly
the same functions and risks - Amidf.blurri_nP bou_ndarki)es Eetw%eg finkancial services andb_ Note: Depending on the Buturg discu(ﬁiogs, concepts in this
. - - - , ~N non-financial services, banks and banking groups are subject to Interim Note may need to be modifie
Y Promote Innovation and.enhance USEr convenience. strict entity-based regulations (i.e. regulations on scope of Consi hould b idered with the missi fth
Players choose their business models and services ina rmissible busin rudential r tions. safety nets. et - Consistency should be considered with the mission of the
flexible manner, with applicable rules being determined in permissible business, prudential regulations, safety nets, etc) financial regulator
accordance with their functions and risks * There is room to reconsider the focus placed on regulations on . . : . ,
e : : - Attention should be paid to creation of an environment in
v" Ensure protection for users and a level-playing field: SCope Of permissible business .of.banks a_nd banking groups which players can ?roperly utilize a wide range of
\_Players are not allowed to enjoy regulatory arbitrage ) . Regulatljons Ok? scope of perkr]nlﬁgble business shoul% be bank information as well as proper protection of user information
reviewed so that groups with the top-tier company being bank | : : : : :
(Greater flexibility in financial regulations) holding companies (i.e. value of shares of subsidiaries accounts }gﬁjoeﬁﬁ\eniggigésgﬁéﬂ%n;?é‘ géocrgrrg?gé'r%g?d ISSues,
* Apply the same rules to activities with the same functions for more than 50% of total assets), banks, and other business a) Wa 59![0 eal with global activities, achieving international
and risks companies can compete on an equal footing basis, with ys 10 0 gobal. ' 9 .
: : T : : - ; : ST harmonization and avoiding global regulatory arbitrage
 Adjust rules in accordance with differences in the nature attention to the differences in the effectiveness of avoiding risk b) Right combination of laws and self-requlations
and risks of each service in each function in other business to the basic lines of business of banks 9 Cognsistency with discussions from a p?ivate Iaw
(Harmonization of rules in different functions)  Considering possible changes in the scope of business that perspective (i.e. how crypto-assets are recognized there)
» Harmonize rules as appropriate in different functions conventional banking groups are expected to engage in, d) Adoption of cross-sectoral common fundamental
where regulatory objectives are common broafl—rangm .sthud|es will 8 necesliaryfto update pr]lcjgen_tlal concepts and rules in the financial field
regulations which accommodate risks of new types of business | ) o : : :
- In exploring the function-based, cross-sectoral financial It will be necessary to consider whether objectives and grrgsasd'Sues(itteodrai]lnaali:tchoorgg%tclgr:/vri)trﬁa?fsfsé;gnv\clgécim rt?\%urlmrae{Sreen;?\d
regulgtions it is necessary to consider the fact that the y # : : - ) - - - :
boundaries between financial services and non-financial coverage of safety nets may change, and effective methods will risks of each function / service could be an issue to consider

need to be considered accordingly

\_services are being blurred




