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1. Plan of Talk

Where do we stand? What do we expect for the future?

Major Payment and Settlement Initiatives in Japan

— Cross-border Collateral Arrangements
— T+1 Project for JGB Settlement
— Possible Cross-Border Expansion of the Japanese Yen and JGBs

— Improvement in Retail Payment Services

Japan’s Economy and Monetary Policy

Conclusion




2. Economic Growth in Advanced Economies and Asia
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Note: Figures from 2014 are estimates by the IMF staff.
Source: IMF World Economic Outlook (April 2014 Database).

3. Capital Flow to Three Economic Areas
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4. Settlement Finality and Payment Structure
Chain from Central Bank to Customers

Customers
_ ll _______________________________________ L . Commercial
. Commercial banks provide payment and settlement Bank M
i instruments for customers an : aoney

- settlement finality for banks Central Bank

______________ 7._._A_._‘_._._._._._._._._ Money

Central Bank

5. Usage of Payment Instruments: Non-banks vs Banks

(annual rate)

Year Year _% _Ctaﬂgfs_
Credit Cards 347,695 2006 443,188 2009 : +8.3% :
Electronic Money 5,636 2007 I"] 17,334 2010 : +45.4% :
Debit Cards 8,014 2005 6,419 2010 l\_______-f_.j_"_/g_;'
Zengin System 23,397,111 2005 24,792,167 2010 {_ L :1_(1%-:

(annual rate)

Year Year % changes
Credit Cards 4,548 2006 8,133 2009 :’  30.6%
Electronic Money 810 2007 ||]|:> 2,000 2010 I 435.2% i
Debit Cards 12 2005 13 2010 Il\___ +2.7% |
Zengin System 1,315 2005 1,380 2010 :’----:1-2-?:

Notes: 1. The annual settlement volumes of credit cards are estimated by the Bank of Japan based on the survey by the
Japan Consumer Credit Association.
2. Figures for electronic money are on a fiscal year basis and other figures are on a calendar year basis.
Sources: Japan Consumer Credit Association; Japan Debit Card Promotion Association; Japanese Bankers Association;
Bank of Japan.




6. Major Payment and Settlement Initiatives in Japan

Cross-border Collateral Arrangements

T+1 Project for the JGB Settlement

Possible Cross-Border expansion
of the Japanese Yen and JGBs

Improvement in Retail Payment Services

< =

Toward Ubiquity of Japanese Yen and JGBs

7. Cross-Border Collateral Arrangement

_ Notice of collateral Bank of Japan
“ Bank of Thailand M delivery (CustodiaFr)l)

Providing ‘
liquidity T JGB
as a backstop

Bank A Bank A
Bangkok branch Tokyo Head Office

Q.

Cross-border delivery of collateral




8. Benefits of Shorter JGB Settlement Cycle

Standard outright transactions A
and Special collateral repo transactions : T+2 == T+1
General collateral repo transactions ; T+l =»T+0 )

\
Investors . More options for short-term
investments of surplus funds
J
\
» Smoother funding by T+0 repo
transactions
* Reduced settlement risks
J

9. Faster and Safer Cross-Border Settlement on BOJ-NET

Longer overlap with Asian and European markets

Operating hours [local time] 22 | 4 7 10 13 16 19 22
Eurosystem 19:30~ 1800 [next day] — ‘\'
(TARGET2)
5 8 11 14 17 20 23 2 5
HongKong 4 149 IS >
(HK CHATS)
Shgzpore 500~ 200 — )
(MEPS+)
6 9 12 15 18 21 0 3 6
Japen 900~ 19,0 — —’H’
(current BOJ-NET)
16 19 22 1 10 13 16
United States
21:00 ~ 18:30 [next da
(Fedwire) ! )

(Winter time in United States and Europe)

Extension of the BOJ-NET operating hours
from Feb 15, 2016




10. Global Access — Future Landscape

Settle JPY and JGBs seamlessly around the clock

Bank A
NY branch

Status as Bank A
Head office’s
BOJ-NET terminal

Status as Bank A
Head office’s
BOJ-NET terminal

Bank A Head
office’s

BOJ-NET
terminal

Head office

11. Cross-Border DVP Linkage: lllustration

Cross-Border DVP

Example 1 Example 2
BOJ-NET BOJ-NET
JPY funds JGBs
Bank A ——> Bank B Bank A —> Bank B
-]
@~ 5 )
f‘:a_"_ __________________ \ __ Centralbank  _____f§ \ ______
Asian area DVP money (RTGS) DvP

Securities settlement system Asian currency
Asian bonds Al

Bank A «<—— Bank B Bank A «<— Bank B

I (‘ RTGS system

Asian currency

Current National DVP

BOJ-NET BOJ-NET

JPY funds JGBs
Bank A

———> Bank B |¥ DVP 2| Bank A «<—— Bank B
© 7




12. 24/7 Services

Near-Real-Time Retail Payment System provides services for
the daytime on weekdays

830 / OUIS 1530 0:00 830 [ OU'S 4530 psT)
I |
Current Operating Current Operating
Hours Hours
of Zengin System of Zengin System

New New
Operating Hours Operating Hours

Extending the operating hours during night and on weekends
(for )

-
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13. Financial EDI

Sales Contract

v Seller

Only remittance information . Commercial
EEEEEEEEEEEEENEEEEEEEEEEEEEEEEEEEEEEEEEE Sales invoice
EDI
Payment information
+
al Remittance information
including the details of Financial EDI
business transactions
Issues
2 g
fg - Interbank = a3 STP - Lack of standardization
) Settlement ) - Network externalities
Payment order S System 8 Handled
= = manually - Gaps between cost and
benefit

Accounts receivable
reconciliation
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14. Expansion of the Quantitative and Qualitative Monetary Easing

Accelerating the annual pace of increase in the monetary base from

about 60-70 trillion yen to " 30 triIIion yen "

Increasing the Bank's JGB holdings at an annual pace of

bout 80 trilli . e “11: e
AOHE S5 HTHON YET + 30 trillion yen
Extending the average remaining maturity of JGB purchases
to about 7-10 years: "+ 3 years o

Accelerating the pace of purchases of ETFs and J-REITs:

" Tripled "
- =

» Pre-empt manifestation of a risk that conversion of deflationary mindset,
which has so far been progressing steadily, might be delayed

» Maintain the improving momentum of expectation formation
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