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Growing prevalence of very low rates(1/2, as of end-Dec 2011)

7Y 8Y 9y 10Y 1Y 12Y 13Y 14Y 15Y 20Y 30Y
Switzerland 0.51 0.53] 0.55| 0.64 0.71 0.77 0.84] 0.90, 0.97 1.01 1.00
0.55| 0.65] 0.83] 0.98 1.07 1.15 1.23 1.32 1.40 1.75 1.91
1.33 1.52 1.67 1.83 1.92 2.02 212 2.22 2.32 2.48 2.36|
Denmark 1.07 1.28 1.46 1.63 1.67 1.70 1.74 1.77 1.81 1.95) 2.08|
Netherlands 1.76| 1.92 2.06| 2.18 2.21 2.24 2.28 2.31 2.34 2.55 2.47
Finland 1.92 2.12] 2.21 2.30 2.37 2.44| 2.51 2.59 2.66
Austria 2.72 2.78 2.85| 2.87 2.96 3.04 3.12 3.21 3.29 3.34 3.39
France 2.61 2.81 3.04 3.14 3.21 3.28 3.35 3.42 3.50 3.61 3.65
Belgium 2.1 2.57 2.78 3.06 3.42 3.52 3.66 3.85 4.06| 4.08 4.10 4.12] 4.14 4.16 4.22 4.28
Sweden 1.14 0.83] 0.87] 0.90| 1.02 1.12 1.22 1.35 1.48 1.61 1.63 1.65 1.67 1.69 1.72 1.83 2.04]
Ireland 7.21 7.54 7.45 7.36] 7.75| 8.14 8.27] 8.26) 8.22 8.18| 8.14| 8.10 8.06| 8.01
Norway 1.19 1.22 1.39 1.55 1.73 1.91 2.07| 2.24] 2.30] 2.37|
Canada 0.93 0.95| 0.99 1.18 1.27 1.38 1.50 1.67 1.84 1.94 2.00 2.07 2.14 2.20 2.27 2.49| 2.49|
UK 0.76] 1.05 1.25 1.49 1.69 1.80 1.98 2.14 2.31 2.39 2.47| 2.55 2.83 3.05
Italy 3.74 5.05 5.69 5.70 6.15] 6.29 6.51 6.46| 6.43 7.03 7.01 6.99 6.98 6.96 6.94| 7.20 6.78|
Spain 2.82 3.16| 3.26 3.66 4.05| 4.39| 4.56 4.59 4.83] 5.04 5.17| 5.29 5.42 5.55 5.67 5.84 5.83
uUs 0.59| 0.83] 1.09 1.35 1.52 1.70 1.88 1.93 1.98 2.03] 2.08| 2.13] 2.34| 2.90]
Israel 3.14] 2.71 2.98 3.26 3.45 3.74 4.04 4.21 4.37] 4.54 4.62 4.71 4.79 4.88| 4.96
Portugal 7.92 14.50 16.18| 13.80 14.96 15.63 15.44 15.21 14.75| 12.79 12.91 13.04 13.17| 13.30 13.43 11.47 9.50]
Greece 49.78 43.73 38.87 40.31 38.01 31.68| 30.61 29.54 28.46 27.39 26.32 23.75 21.18
below 0%

less than 0.5%
less than 1.0%
1.0% or above

Source: Bloomberg
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Growing prevalence of very low rates(2/2, as of end-Feb 2017)

1Y 2Y 3Y 4Y 5Y 6Y 7Y 8Y 9Y 10Y 11Y 12Y 13Y 14Y 15Y 20Y 30Y
Switzerland 04 0 0.9 0.86 0.74 0.64 0 0.40 0 0.26 0.20 0.14 0 0.08 0.04 0 0
Japan 0.26 0.28 0.20 0.16 0 0 0.0 0.0 0.0 0.0 0.10 0 0.20 0 0.30 0.62 0.80
German 0.9 0.9 0.8 0 0 0.4 0 0 0.0 0 0 0.29 0 0 0.4 0.72 0.99
Denmark 0 0.70 0.60 0.50 0.4 0 0 0.0 0 0.49 0.53 0.58 0.63] 0.68 0.72 0.96|
Netherlands 0.84 0.8 0 0.69 0.4 0 0.0 0 0 0.4 0.53] 0.57| 0.62 0.67| 0.72 0.84 1.09
Finland 0 0.76 0.70 0 0.28 0 0.0 0.0 0 0 0.4 0.52 0.61 0.69 0.78 0.93] 1.22
Austria 0 0.76 0 0.60 0.4 0 0 0.0 0 0.4 0.54 0.65 0.76 0.87 0.98 1.11 1.42
France 0 0 0.38 0.19 0.0 0.09 0.26 0.49 0.71 0.89] 0.96| 1.04] 1.1 1.19 1.26) 1.55| 1.86]
Belgium 0.6 0.58 0 0.4 0 0.10 0 0 0.53] 0.70] 0.77, 0.84 0.91 0.98| 1.04] 1.11 1.69
Sweden 0.69 0.6 0 0.40 0 0.04 0.0 0.29 0.4 0.52 0.65 0.78 0.90 1.03] 1.16 1.51
Ireland 0 0.48 0.4 0.39 0.0 0.16 0.4 0.64] 0.76 0.87| 0.97| 1.06) 1.15] 1.24) 1.33] 1.73] 1.97|
Norway 0.50, 0.61 0.77 0.94 1.08 1.23| 1.35] 1.50 1.60) 1.70
Canada 1.16) 1.31 1.41 1.52) 1.63 1.70 1.77, 1.83 1.90 1.97| 2.30 2.34
0.64 0.79 0.93 1.07| 1.15] 1.26| 1.38| 1.42 1.46| 1.50) 1.67 1.74)
1.14 1.46| 1.76] 1.85] 2.08 2.15 2.21 2.28 2.35 2.42 2.70 3.18
0.68 1.07 1.31 1.49) 1.64] 1.71 1.78 1.85] 1.93 2.00 2.45 2.83
2.08 2.22 2.28 2.33 2.39 2.42 2.45 2.48 2.51 2.54 2.69 3.00,
Israel 1.45| 1.68 2.08 2.13 2.19 2.25 2.13 2.19 2.25 2.30 2.64 3.33
-0.03 2.54 3.17| 3.43 3.67 3.85] 3.98 4.1 4.24 4.37 4.50 4.62 4.81
Greece 7.48 7.38 7.27| 7.16 7.06] 7.16] 7.26 7.36] 7.47| 7.57 7.59

below 0%
less than 0.5%
less than 1.0%

1.0% or above

Source: Bloomberg
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Lending margin and loans outstanding

Regional banks

(trillion yen)
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Contributing factors of changes in net interest income (exc. Stocks)

(trillion yen)
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Estimated profitability of lending and fee businesses in 2025
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Source: JFSA Note: Profitability of banks should account for returns from securities investment, in addition to profit from loans and fee business.



What corporate customers expect from their main-banks

Long-term relationship

o
o

(%)
60

55

[ Deep understanding of business

Close location of branches

Consistent lending attitude

Quick lending decisions

Approximately
three times
more

[ Lower interest rate on loans

Alternative services other than lending

Frequent visits

Short—-term succesive lending
Source: JFSA



Evolutions in suEervisorx tasks and aEEroaches

Around year 2000 Present
. i i Decreasing/agin Accelerated changes in
Environ-1 Economic depression o) uIatior%/argmd gIobal low types and Iocatioﬁs of
ment | and financial crisis p P ’ g Yp
interest rate environment risks

v
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e Sustainability of banks’

* Ensure compliance * Forward-looking

with Pillar 1 MR business models identification of
* Static focus on B/S « Comprehensive material risks
Appro- soundness assessment of risks Maintain sufficient

functions to
respond to such
risks at an early
stage (before
materialization)

including those outside
Pillar 1

aches e Conservative risk
taking/mgmt.
recommended

Balancing banks’
return, risks and capital




Elements to ensure sustainable banking business

Return-capital balance

If profits are low relative to

the capital, it may become

| difficult for the bank to

the risks, it may become | procure capital fr.om internal

difficult to ensure sustained reserves.and capital market,
threatening to secure a

profits. < .
— sufficient amount of capital in

Risk-return balance

If profits are low relative to

/ the future

|sk-cap|tal balance

If the capital is low relative to the risks, in line with the change in the
market and economy, the balance sheet of the bank may be damaged,

and the bank may lose confidence from the depositors.
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SuEervisorx responses and communication with the banks

Pillar 1 Non
minimum compliant Close Distance to the MR Far
requirement (MR) P
o .
Risk !

o = 'S : s Close Distance to the MR Far
+ | i) outside : - ) .
c| s . including risks outside Pillar 1
o | X Pillar 1
o
oo | IS
4l 2| Balance of
o| =
'E qTE return, Unbalanced Balance of 3 elements Balanced
Al risks and
1 - capital

>

.

'-6 . e

g | Sustainability Low Sustainability High

2 of business i

© of business model

a model

CZ;?;::e Supervisory responses and communications with the bank Pursue best practices

Apply common

Superviroy Pillar 1 standards.

Approaches
Decide the

remedial actions.

1) Take each bank’s business model risks into account.

2) Identify the potential material risks and communicate with
the banks.

3) Have the banks to develop the remedial plan to address
the risks.

4) Continuously monitor the remedial actions of the banks.

Respect banks’ diversity
and encourage their
own initiatives to
pursue the best
practices.
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