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In FY3/19, net business profit decreased year-on-year, mainly as a result of 
the downturn in the wealth management business due to the deterioration 
of market conditions in the second half. 

On the other hand, as shown in the bottom right, all KPIs including the 
balance of fee-based AUM improved year-on-year. We have steadily 
improved our capability to secure sustainable profits. 

Our strategy going forward is to establish a customer-oriented business 
model and to accelerate digitalization, as outlined in the bottom left. 

I will now go into more detail by each business line. 
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Regarding the wealth management business, we are continuing to promote 
a customer-oriented approach, shifting to a fee-based AUM business model. 

From the customer's perspective, we are promoting mid- to long-term 
diversified investment products in response to customers' needs to steadily 
increase their assets. 

On the other hand, from our perspective, this leads to stabilizing our 
earnings. 
As shown on the left, the balance of fee-based AUM increased by ¥0.5 
trillion year-on-year. Also, the number of accounts for funded NISA has 
increased year-by-year. 

On the right hand side, we summarized how we have changed the 
performance evaluation system during the past few years. As you can see, 
we have stepped up our customer-oriented approach and as a result, we 
have received awards from external parties. 

Some newspapers reported that SMBC's character would be lost by taking 
these actions. However, in reality, this is just an extension of what we have 
been working on for quite some time. We would like to promote this 
initiative so that a “customer-oriented approach” becomes SMBC's character. 

We will further improve the quality of our consulting services to meet 
customer needs. We believe that this customer-oriented approach will lead 
to sustainable business expansion and earnings growth. 
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I would like to explain our approach to the Japanese elderly market which is 
expected to grow furthermore. 

Please look at the graph on the upper left. In FY3/19, the number of 
testamentary trusts and inheritance disposition increased by 16% year-on-
year. This is a decent level that can be compared with other major trust 
banks. When I was a manager of a retail branch a decade ago, many 
customers were reluctant to write their will. Now, however, as there is the 
word “Shukatsu (End-of-life plans)", many customers are proactively looking 
for inheritance solutions. These needs are growing year-by-year. 

The table summarizes the market size of financial assets for high-net-worth 
clients. The total financial assets of them aged 60 or older who has a 
account at SMBC is ¥34 trillion, of which ¥8 trillion is actually held at SMBC. 
It means that there is potential for further business opportunities for us. 

The testamentary trust will lead customers to consolidate their assets with 
SMBC group by entrusting their trusts. There is a strong need for 
information regarding the aging society. Last December, approximately 
1,600 people participated in our "100-Year life" era Forum. It was very well 
received. We aim to capture the elderly high-net-worth market by providing 
consulting services tailored to each customer needs. 
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I would like to show you an example of our consulting tools.  

We provide consulting service by forecasting future income and 
expenditures for each customer based on customer data and statistical data. 

In the past, sales staff used to calculate these figures and write them on a 
piece of paper. Now, by using a simulation tool on a tablet, we can visualize 
future income and expenditures and provide consulting service more easily. 

In addition, we are accumulating customer information in our database so 
that we can offer proposals to meet customers' new needs including non-
financial needs. 
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Next is the payment business. 

In FY3/19, we increased our market share for both credit card sales handled 
and the number of card holders. We succeeded to capture the growth of our 
customer’s cashless needs. 

In FY3/20, we will aim to further increase our market share through the 
cashless payment strategy such as the establishment of the next-generation 
payment platform, which was explained by the Group CEO at the investors 
meeting this May. 

The right hand side shows the consumer finance business. Changes in the 
balance of card loans by entity are shown on the bottom right. Despite the 
severe market conditions for bank loans, Mobit and Promise steadily 
increased their card loan balance. As a result, total card loan balance 
remained at the same level as the previous fiscal year.  

In FY3/20, we will aim to expand the bottom-line profit after credit costs by 
enhancing the SMBC card loan product and upgrading our credit screening 
models utilizing AI analyses leveraging our group-owned data. 
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Let's move on to digitalization. 

This March, we made a major upgrade to our mobile app, which was highly 
received by our customers. 

We believe that it is important not only to incorporate digital technology into 
our services but also to improve our services steadily by reflecting customer 
opinions and requests. 

In particular, we are focusing on UI/UX. As shown on the bottom left, our 
designers do not only design the app interface but also are engaged in every 
process from planning to promotion considering customer feedback. 

As a result, the number of SMBC direct users increased by 1.2 million, 
exceeding the growth of the previous fiscal year. The number of app 
downloads also increased by 54%, which means that digital users increased 
sharply. 

We will continue our efforts to improve UI/UX. 
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Finally, I would like to talk about retail branch reorganization. 

Since March 2017, we have closed 24 branches by establishing joint 
branches. At the same time, we have opened three branches and three 
representative offices in Azabu Juban, Shiodome and other area where we 
did not have any branches. 

What we are focusing on in the current Medium-Term Management Plan is 
not to reduce the number of branches but to reduce branch-related cost by 
transforming all of our branches into smart branches while maintaining the 
branch network as the point of contact for customers. 

Although the number of branches remains unchanged, we have transformed 
old branches into smaller branches, established branches exclusive for 
individuals, and concentrated back-office operation to centralized centers. 
We have realized substantial cost reduction while expanding space for 
customers and strengthening our consulting capability. 

Thanks to these efforts, sales to high-net-worth individuals at retail 
branches increased by 36% year-on-year. We also achieved a branch-
related cost reduction of ¥12 billion in FY3/19. We expect further cost 
reduction in FY3/20. 
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I will first talk about the progress of the Medium-Term Management Plan. 

Although the severe business environment such as the negative interest rate 
policy continued in FY3/19, we were able to maintain the level of net 
business profit as shown on the top left and our ROE exceeded 10% which 
is higher than the initial target. This was the result of the expansion of 
group-wide businesses and appropriate RWA control. 

In FY3/20, the final year of the Medium-Term Management Plan, we will aim 
to maintain/improve high ROE and net business profit by upgrading our 
business unit system as outlined on the bottom left. 

Our key financial results are shown on the upper right. 

Regarding KPIs shown on the bottom right, I feel that we were able to show 
SMBC Group’s strength such as being No.1 in the number of IPO deals and 
M&A advisory deals. 
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I will now talk about the loan spread and the transformation of the profit 
structure.  

The top left graph shows the trend of loan spread. For loans to large 
corporations, there are signs of bottoming out. 

For loans to mid-sized corporations and SMEs, as shown on the bottom left, 
we expect the decline will bottom out in FY3/20 because the gap between 
loan spread on a stock basis and loan spread for new loans are shrinking 
and by providing high value-added loans. 

Next, please see the transformation of profit structure on the right. 

Until now, we have maintained total income by promoting asset-light 
businesses, shown in the middle including fee income from FX and money 
transfers and cooperating with group companies to offset the decline in 
interest income from loans shown in the bottom. 

Going forward, we believe that we will be able to seek stable profit growth 
as shown by the dotted line by ceasing the decline in loan spread. 
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Next, I will talk about our efforts to upgrade business unit operations. 

Due to the progress of digitalization and the shift from "own" to "use", customer’s 
needs and management issues have changed dramatically. In response to these 
changes, we are building a B2B platform together with collaborative partners as 
shown on the left. 

The aim of this business is to provide a variety of services from not only SMBC 
Group but also from collaborative partners. We will be able to enhance our 
customer approach by the accumulation of information and data. 

We will create new revenue opportunities that differ from the traditional banking 
business by building an overwhelming B2B platform ahead of competitors. 

As a first step, we introduced "Biz-Create" last month, which is an online-based 
business matching platform, as shown on the right. 

We believe that the value of "Biz-Create" will come from SMBC’s large customer 
base, and not from the novelty of the system. As described in the next slide, we 
will make it easier for customers to use the system by incorporating functions such 
as chat and needs search. 

Also, we plan to make "Biz-Create“ available for the regional banks’ customers. We 
believe that the first step will be to make many customers realize the scale of 
SMBC’s network. 

As to our efforts to realize a cashless payment society as shown on the bottom 
right, we will aim to provide comprehensive payment solutions and merchant 
services to Japanese corporate clients. 

Regarding comprehensive payment solutions, we will provide tailor-made services 
to large corporations by collaborating with GMO Payment Gateway and SMCC, 
which are both industry-leading companies. 
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Now I will explain the initiatives for upgrading business unit operations 
based on our strengths. 

First is M&A. Please see the bottom left. Customer needs are diversified in 
the M&A market, such as cross-border M&A, carve-out and business 
succession. 

In this area, SMBC Group has an advantage in terms of the volume of 
information as demonstrated by our #1 position in the M&A number of deals 
league table for two consecutive years. We believe that we will be able to 
further expand profits by improving the quality of each deal leveraging our 
strengths. 

Second is the venture-related business as shown on the right. We have 
established a strong position in the venture company network as we are 
ranked #1 in the number of IPO deals. Also, promising ventures gather at 
"hoops link tokyo", an open innovation platform located in Shibuya. 

We believe that there are many business opportunities by providing services 
tailored to each company at various stages such as equity investments, 
M&A, business alliances and IPOs. 

For example, as shown on the bottom right, large corporations have 
innovation needs that are beyond their technology or are not limited to their 
business model. CVC (corporate venture capital) are increasing. 

In order to link large corporation’s needs with venture company’s technology 
and idea, we are hosting pitch events, which leads to the improvement of 
corporate value for both parties. 
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Next, I will talk about initiatives by each group company. 

SMBC Nikko has increased its presence in the wholesale business since 
joining SMBC group and now has decent market share. 

On the other hand, as the current stock market condition is severe, we need 
to take a different approach to expand our business. 

Please see the bottom left. The number of facility-type finance has increased 
in the market. This is a more flexible financing method than public offerings 
or CBs. SMBC Nikko has increased the number of these transactions 
significantly in FY3/19. 

In connection with the M&A deals I mentioned earlier, we began handling 
currency hedging products for cross-border M&A, called DCFX last year. This 
enables us to capture new revenue opportunities. 

The top right is SMBC Trust. We launched this business in FY3/14, starting 
from scratch. We have expanded its real estate brokerage business. 

On the other hand, real estate brokerage is a business that is susceptible to 
market fluctuations. In order to secure stable earnings, we will strengthen 
CRE proposals for industrial companies and engage in asset management 
and real estate trust businesses. These businesses are less susceptible to 
market fluctuations. 

The bottom right is SMFL. While the domestic leasing market is sluggish, we 
are aiming for further growth by developing new businesses through the 
reorganization of SMFL. We have recently established SMFL Mirai Partners, a 
new company that will promote these initiatives. 
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Finally, I will talk about appropriate portfolio control. 

The top left shows trends in loan outstanding and RWA. We are aiming to reduce 
RWA by selling strategic shareholdings and portfolio improvements while 
maintaining the loan outstanding. Then we will reallocate RWA into high value-
added loans. We will continue appropriate RWA control.  

The bottom left shows the reduction of strategic shareholdings. We are making 
steady progress and expect to reach the target of ¥500 billion in FY3/21 with ¥52 
billion remaining. 

Customers' stance seems to be changing by the revision of the corporate 
governance code last year. We continue to talk with customers to gain their 
understanding and proceed with our plans. 

The right-hand side shows portfolio management. 

In FY3/19 as for large corporate customers, we reviewed our profitability 
management for each client with a focus on RWA and profitability. Due to this 
effort, we were able to increase gross profit while reducing RWA. In FY3/20, we 
are greatly expanding the scope of this approach. On the other hand, industry 
restructuring and business succession has increased. In this area, we can expect 
high returns through high value-added loans, LBO financing, and support for 
corporate revitalization by leveraging our credit assessment expertise. We will  
strategically allocate our resources in this area. 

Please see the bottom right. We believe that we should pay attention to non-
financial risks such as credit cycle changes, scandals, and fraud risks. 

While the reversal of credit costs is not expected going forward, in order to achieve 
stable ROE, we will prevent the occurrence of credit costs by establishing a 
management system that clearly identifies the signs of risks. 

We will continue to promote proactive and defensive initiatives in FY3/20. 
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First, I will talk about the progress of the Medium-Term Management Plan 
and our strategy going forward. 

As shown on the top left, in FY3/19, net business profit rose by ¥3.6 billion 
year-on-year to ¥395.1 billion and ROE was 9.3%, which exceeded our 
target of 9% by steadily promoting key measures during the second year of 
the Medium-Term Management Plan. 

Gross profit rose by ¥31.2 billion year-on-year to ¥689.6 billion. This was 
mainly due to an increase in non-asset related income such as from deposits 
and FX fees which offset the weak performance of the securities business 
due to sluggish market conditions. 

Expenses increased by ¥22.2 billion year-on-year as a result of BREXIT 
preparation and the consolidation of BTPN. 

As shown on the bottom left, all KPIs surpassed targets of the Medium-Term 
Management Plan. In addition, we have showed steady progress on our key 
initiatives as shown on the top right. I feel that we have made solid 
progress. 

The bottom right outlines the key initiatives of our management strategy 
going forward. In FY3/20, we will continue to implement key measures to 
achieve the Medium-Term Management Plan target and focus on medium-
term initiatives to pursue sustainable growth of the International business 
unit. 



First, I would like to talk about the long-term results of the International 
business unit as shown on the top left. We have accelerated our growth 
since the repayment of public funds which completed in 2006. Our overseas 
gross profit has increased by about 10 times compared to 2001 and our 
overseas revenue ratio has increased from 2% in FY3/02 to 33% in FY3/19. 
About 80% of the increase in consolidated net business profit for the last 2 
years came from the International business unit. We have made a 
significant contribution to SMBC Group’s revenue. 

During this growth process, we acquired the aircraft leasing business from 
RBS and European LBO finance business from GE. We also invested in BTPN, 
a mid-sized commercial bank in Indonesia to enhance our Asia business. In 
February 2019, we merged BTPN and our Indonesian local subsidiary to 
create Indonesia's eighth largest commercial bank in terms of assets 
covering both the retail and wholesale businesses. Also, we have increased 
foreign currency deposits as the core of our funding base as shown on the 
bottom left. We are working to reduce our reliance on high-rate deposits 
and expand low-cost liquidity deposits to enhance our quality in funding. 

The International business unit is steadily growing. We are currently 
focusing on three initiatives to achieve sustainable growth. 

First is to "Shift to a growth model that does not excessively rely on balance 
sheet expansion“. Risk in foreign currency funding will remain no matter 
how much we strengthen our funding base. We are working on shifting to a 
more profitable, high efficient and sustainable growth model rather than 
simply pursuing an increase of top-line revenues. 
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Second is to "Maximize group strengths“. The breakdown of net 
business profit is shown on the top right. The profit from SMBC has 
accounted for 80% of the net business profit of the International 
business unit in recent years. While overseas revenues at SMBC Nikko 
declined in FY3/19 due to the challenging market environment, I 
believe there is room for further revenue growth at group companies 
including capital market-related businesses and inorganic strategies. 

Third is "Disciplined business operation". As you can see in the graph 
on the bottom right, we have maintained the level of loan spread 
through profitabil​ity-focuse​d​ management while expanding our 
balance sheet. In this way, we will enhance our business base to 
achieve sustainable growth by strengthening disciplined business 
operation including the control of loan spread as well as maintaining a 
healthy balance between "defensive" and "offensive" management. 
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Next, I will talk about the three strategic initiatives for sustainable growth. 

First is to "shift to a growth model that does not excessively rely on B/S 
expansion" with a focus on asset and capital efficiency. 

Please see the concept diagram on the top left. SMBC Group's strength lies 
in (a) its strong customer base and capability to expand business in Japan, 
(b) steady expansion of commercial banking business globally, especially its 
broad branch network in Asia, and (c) its world top-class products such as 
project finance and aircraft finance. 

We will accelerate cross-selling by leveraging these strengths across 
regions. At the same time, we will integrate our banking business and 
securities business to strengthen our investor business, which has significant 
growth potential and accelerate expanding business opportunities by 
leveraging our strengths. 

Here, let me introduce an example of good cross-selling with a leading U.S. 
chemical manufacturer. For this client, we built up our business relationship 
through JV projects with Japanese companies and project finance 
transactions in emerging countries by leveraging our Japanese customer 
base and our expertise. We were able to enhance our relationship with its 
headquarter through these efforts. In addition, we were able to further 
enhance our reputation as being an arranger for a M&A finance transaction, 
which we showed speedy execution. As a result, we were able to get 
ancillary businesses including derivative transactions and received the first 
active book-runner mandate in DCM. 

As shown in the bottom left, non-asset based profits have steadily increased 
through these initiatives. 
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The top right shows products where SMBC group has strengths such 
as aircraft finance and project finance. The bottom right shows that 
we have been strengthening the asset-turnover business and O&D. 

What I would like to emphasize here is that it is not only important to 
strengthen each product but also to maximize the strengths of the 
products in a comprehensive manner. The plan is to raise our 
reputation from customers by leveraging our global strengths in all 
regions, which should lead to further cross-selling. Through these 
initiatives, we will steadily improve asset and capital efficiency. 
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Next is to "Maximize group strengths". 

Up to now, SMBC was the growth driver as it accounted for approximately 80% of 
group revenues. Going forward, we will focus on strengthening the profitability of 
non-bank entities through group collaboration and further execution of the multi-
franchise strategy to achieve sustainable growth. 

As shown on the top left, we have increased our position in the syndicated loan 
market by enhancing our business capability globally. The position in the league 
table for bond underwriting also improved by leveraging the bank-securities 
collaboration. The securities business is an area where we can still enjoy growth 
considering the large global earnings pool. 

The bottom left shows the aircraft business. Since the acquisition of SMBC Aviation 
Capital in June 2012, aircraft-related revenues have grown to over $600 million. 
Although the aircraft business is a niche field, we will continue to strengthen this 
business because of its further growth potential  in the mid- to long-term and high 
asset-efficiency. 

The top right is the multi-franchise strategy-related gross profits in Indonesia. We 
are aiming to expand our business on a mid- to long-term basis by strengthening 
our digital banking services such as Jenius and by capturing the growth of the 
middle-class customers through group companies’ collaboration centered on the 
new BTPN. 

The bottom right shows the contribution of investments made in Asia to the  
consolidate net business profit. We are strengthening the collaboration not only 
with BTPN but also with our Asian partners to expand business and profits. We are 
also actively considering expanding the multi-franchise strategy into new targeted 
countries. 
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Last is "Disciplined business operations". 

Through disciplined management, we are aiming to achieve sustainable growth by 
enhancing both "defensive" and "offensive“ operations in a balanced manner. 

The top left shows trends in current deposits and the number of CMS customers as 
an example of our initiatives to expand foreign currency deposits. Focus is put on 
"high-quality" liquid deposits, and we have increased the current deposit in line 
with the number of CMS customers. We have made a cross-unit project team to 
expand our mid- to long-term deposits and plan to accelerate this initiative. 

As shown on the bottom left, the OHR is in the high 40% range. In FY3/19, we 
made a project team aimed at reducing expenses and strengthened cost control by 
centralizing back-office operations at shared service centers, improving back-office 
efficiency through the utilization of RPA, integrating overlapping functions among 
group companies, and avoiding overlapping tasks. We are making efforts to curb 
the rise in OHR to generate further investment resource for growth. 

The top right shows trends in the total amount of exposure and the ratio of 
requiring caution or worse assets. Under RAF, we have flexibly adjusted asset 
composition according to the risk situation and conducted stable portfolio 
management. We are preparing to recognize and respond to any signs of change 
more quickly than before. 

The right bottom shows our governance initiative. Recently, there have been signs 
of geopolitical risks, market fluctuations and rising regulatory requirements. We 
think it is increasingly important to respond quickly and flexibly to these changes. 
We will proactively strengthen our governance system to achieve sustainable 
growth. 
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Overall, the Global markets business unit made steady progress in three 
areas during the second year of the Medium-Term Management Plan. 

First is “portfolio management”. This is a business in which we make profits 
by controlling and taking risks mainly at SMBC. Although the overall industry 
performance in FY3/19 was weak due to high volatility and unstable market 
conditions, we were able to exceed the previous year's profits thanks to the 
success of risk-taking in both equities and bonds. In FY3/20, we will try to 
maintain profits by flexibly rebalancing our portfolio and closely monitoring 
changes in the market conditions. 

Second is “sales & trading”. This is a business that provides customers with 
market-related services to receive fees. As shown in the bottom right, sales 
and trading revenues declined by ¥11 billion year-on-year. SMBC was strong 
in FX-related transactions, but SMBC Nikko was weak in bond-related 
transactions. We have lowered the target of sales & trading profits for 
FY3/20 from the original Medium-Term Management Plan target considering 
the severe business environment. However, we think even the new target is 
not easy to achieve. 

Third is "foreign-currency funding". Last year, we issued the first cover bond, 
an epoch-making deal. We will aim to achieve a balance between stability 
and low cost which are in a trade-off, and will continue to take various 
measures. 

From the next page, I will talk about the three areas in more detail. 
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First is “portfolio management”. 

The characteristics of the investment environment in 2018 was that the 
source of profit shifted from equity-related risks to bond-related risks, 
especially to foreign currency interest rate-related risks in the middle of the 
year. 

The chart shows trends in the Nikkei stock average and 10-year U.S. 
treasury yields. The pie-chart shows changes in risk volume of yen currency 
interest rate, foreign currency interest rate, and equities at the time of 
Apr.18, Sep.18, Dec.18, and Mar.19. Additionally, we show the absolute risk 
volume of equity and foreign currency interest rate in the bar charts. 

I would like to explain two points i.e. the portfolio shift from Apr.18 to 
Sep.18 and Sep.18 to Dec.18. In 1H, FY3/19 as the Nikkei stock average 
rose and the U.S. interest rate hike continued, we entered the market with a 
stance of focusing on equity and reducing interest rate-related risks. In the 
latter half of 1H, we rebalanced our portfolio by reducing equity-related risks 
substantially and doubling foreign current interest rate-related risks. After 
that, we entered into a risk-off market from Oct. to Dec. Especially towards 
the end of Dec., the stock market fell and credit market turned into turmoil. 
During that period, we increased equity-related risks. And finally, we 
increased foreign currency interest rate-related risks again toward the end 
of FY3/19. 

The three points I mentioned last year were political risk, business cycle and 
monetary policy. I expect the points to look at for FY3/20 will remain 
unchanged. However in terms of monetary policy, I said last year that we 
would need to think about how long the U.S. interest rate hike continues  
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and whether the BOJ might take steps toward normalization. But now 
these possibilities are very low. Rather, I think it is important to think 
how much monetary easing will proceed including in Japan. If I were 
to add one to these key points, it will be credit cycle. Forecasting 
credit cycle is an important factor in our portfolio management. 
Portfolio management may become difficult because the variables we 
need to consider increases. However, our basic policy will not change. 
We will keep the same stance of actively rebalancing the market 
cycle. 

The Fed changed its monetary policy and entered into a monetary 
easing cycle. In FY3/20, I would like to work on how to make profit in 
this new environment. 
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Next is “sales & trading”. 

Sales and trading revenue decreased year-on-year because the investor’s risk 
appetite declined sharply. However, everything was not bad. I would like to explain 
two areas in which we made good progress even in such a severe environment. 

First is the “FX business”. The FX business was strong both in Japan and overseas 
for SMBC. The revenue continued to grow in FY3/19. Our business is a persistent 
business that meets the needs of each customer who has business relationship 
with us as a commercial bank. We propose hedging transactions to be chosen as a 
counter party. We enhance such solution-providing initiatives cooperating with the 
wholesale business unit and the international business unit. In FY3/20, we will aim 
to further enhance solution-providing capabilities through the sophistication of data 
analysis. 

Second is the “Japanese equity business”. Revenue growth was flat, but as shown 
in the chart on the bottom right, SMBC Nikko increased its market share despite 
the shrink of the Japanese market. We have also increased customer coverage. I 
believe that the enhancement of product lineup had led to an increase of the 
market share. In FY3/20, we will continue to increase our market share and 
strengthen our trading capability to make earnings through the trade flows. 

Regarding bonds, derivative product revenue from structured bonds was good, 
while JGB-related revenue declined sharply. This was due to the decline in market 
volatility and the sharp drop in trading volume because of BOJ’s yield curve control. 
We think that the trend of the shrinking yen bond market will continue. In order to 
turn this into an opportunity, we will strengthen our asset management solution-
providing capability for business corporations and institutional investors. 
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Last is “foreign currency funding”. 

I would like to briefly talk about mid- to long-term funding within the foreign 
currency balance sheet, as shown in the bottom left. 

Mid- to long-term funding, which is a stable funding source, consists of bond 
issuance and currency swaps. However, as we extend the duration, this will 
bring us not only stability but also rising costs. So, securing a balance is 
very important. The bond issuance cost and currency swap cost are often 
linked, but FY3/19 was the rare case that both costs moved in different 
directions. 

As shown in the top left, in order to reduce the funding cost, we do not 
conduct currency swaps that much when the cost is high but would look to 
increase them when the cost is low. As you can see, we conducted a large 
volume of currency swaps in FY3/19 because the funding costs were at 
extremely low levels. 

On the other hand, we issue bonds regularly. However, we skipped some 
issuances in FY3/19 because the credit market went bad in 2H, FY3/19. We 
were able to secure the volume of mid- to long-term funding despite the 
reduction in bond issuance because we conducted sizeable currency swaps. 
And, this led to lowering our cost. 

In addition, we are trying to diversify our funding method. In FY3/19, we 
issued covered bond for the first time in Japan, a low-cost bond backed by 
domestic mortgages. We expect the potential of covered bond issuance 
would be several trillion yen. We expect the ratio of the covered bond 
issuance to overall mid-to long-term funding would increase to a certain  
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level in the future. 

Finally, we need to capture subtle movements in the credit market for 
foreign currency funding operation. This is the reason why the Global 
markets business unit is responsible for foreign currency funding. By 
leveraging our edge, we will build an efficient, flexible, robust and 
stable funding base to support our overseas business and foreign 
currency-related business. 
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I will first talk about our group’s digitalization strategy. 

The business models of various industries are changing dramatically, as technology 

evolves and the society and economy is changing. 

There is no exception for the finance industry. We ourselves have to change to an 

unprecedented level. 

We divide digitalization into “proactive digitalization” and “defensive digitalization”. 

Regarding “proactive digitalization”, we believe we need to promote both “digital 

innovation” which is abbreviated as DI and “digital transformation” which is 

abbreviated as DX. 
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This slide shows our overall digitalization strategy. Today I will talk about proactive 

digitalization at the top. 

First is DI. In recent years, the financial industry has entered in a turning point as services 

using AI and other new technologies are introduced and non-financial players entered the 

market. We ourselves are also committed to creating new businesses both in the financial 

and non-financial areas by taking advantage of these technological changes.  

DX means to provide new value or experience particularly in the UX/UI areas through the 

use of technology. DX is the idea that innovating products and services change the 

relationship between customers and financial institutions. It differs from digitization which 

promotes automation of traditional operations/processes. 

In the retail business, we are continuously working to improve customer convenience by 

retail branch reorganization and upgrade our internet banking mobile app. 

In the wholesale business, we are also working to improve convenience through initiatives 

such as the creation of a business matching platform for corporate customers. 

We need to promote DI and DX thinking about the synergies they create. 

There are cases that we turn DX into a creation of new business. On the other hand, there 

are cases that SMBC may use services which was developed for customers in order to 

create new business. 

As group CDIO, I have been driving the twin wheels of DI and DX to promote the 

digitalization of SMBC Group. 
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We believe that there are two important measures to achieve DX and/or DI. 

First is the “Utilization of data”. Banks or credit card companies have a variety of 

data such as the deposit and withdrawal and customer profile. We have begun the 

integration of internal data and external data  to find new value. We also started a 

demonstration experiment of Information bank that manages and utilizes personal 

data according to the client’s instruction. 

Second is the collaboration with external players. Since it is difficult to identify the 

business opportunities or new ideas by ourselves, we are collaborating with a variety 

of external players to create new businesses. 
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Next, I will talk about the digitalization approach. 

We are promoting customer-oriented digitalization. It means that the position of the 

sun in the solar system is our customers. 
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This diagram shows the image of customer-oriented digitalization. 

First, we will consider seriously what is the value for our customers. We will first 

identify the technology necessary to provide new value. Then, we will consider how 

to realize this. 

The initiatives on digitalization tend to be technology- oriented, and there are many 

cases that using AI or blockchain technology becomes the goal. On the other hand, 

we promote digitalization according to the customer needs by focusing on "Customer 

First". 
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This slide is showing the measures we are currently working on based on the 

framework I explained earlier. At present, it gives an impression that there are many 

active initiatives in the retail business, but we are also promoting various initiatives in 

the wholesale and international businesses. 

Again, our aim is to develop products and services as fast as possible with an eye on 

what is the value for our customers. 
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In order to continue digitalization, it is important to change the mindset of executives 

and employees. The stance of consistently looking ahead to the future is important in 

the current drastic changing and uncertain environment. 
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This is “design process” which is a method frequently used in considering the future 

of an industry or company. The conventional approach is to set a goal on an 

extension of the current situation and take measures that follow the precedent. 

Going forward, it is important to identify the essential issues and promote creative 

solutions by ourselves while constantly imaging what are the desirable future. 

The future map shown on the right is also an example of the use of “design process”. 

By anticipating changes in the society as a whole that are not limited to the finance 

industry, we will think about businesses two or three steps ahead of the trend. When 

we presented the future map at events such as CEATEC, we received many 

inquiries from external companies, and has brought us an opportunity to create new 

businesses with them. 
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Next, I would like to talk about our approach to create ideas. 

Collaboration with external companies, or so-called “open innovation”, is an effective 

method to promote digitalization. However, we do not intend to introduce the same 

open innovation mechanism used in Silicon Valley. 

It is important to pursue open innovation that takes into account the unique elements 

of Japan, such as business practices, corporate culture, and various types of 

infrastructure in Japan. 
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This slide introduces two initiatives for open innovation. 

The left hand side shows “hoops link tokyo”, an open innovation platform we opened 

in Shibuya. This is a place where anyone with the enthusiasm to create new 

businesses can meet other players in an equal footing. It is used as a co-working 

and workshop space for both our employees and external partners. From its opening 

in Sep. 2017, more than 20,000 visitors came here where we held events of more 

than 400 times. Enthusiastic discussions are taking place day and night, and it is 

becoming an important function to promote our innovation. This is so to speak 

“Accidental innovation from contingent encounter," but we are also working further to 

create “Deliberate innovation".​ 

The right hand side is “SMBC BREWERY” which is a program for co-creation of new 

businesses through collaboration between different industries and the SMBC Group. 

We have held these meetings six times, and nearly 180 ideas have been created. 

SMBC Nikko and HEROZ, a company famous for its AI program for Japanese chess, 

met in this program and launched an AI stock portfolio diagnostics service using 

HEROZ's algorithms this March. A number of other projects are also underway. 

Going forward, we will continue to create new businesses through hoops link tokyo 

and SMBC BREWERY. 
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Next, I would like to introduce some examples of DX- and DI-related initiatives we 

are taking. 

First is DX. Although this cannot be achieved overnight, we are taking a firm footing 

to provide new value for our customers. 

43 



To start, I would like to talk about initiatives in the retail business. 

At present, there are various cashless payment methods in Japan, such as credit 

cards, debit cards, and electronic money. The use of these methods is diversifying 

against the backdrop of the rapid expansion of e-commerce and the advancement of 

mobile devices. 

However, the structure that enables cashless payment include payment centers and 

networks to process settlement data is extremely complex and costly. 

Given these unique circumstances in Japan, we do not have intention to develop our 

own payment methods such as our own coin. Rather, we will be building a low-cost 

payment platform that support credit card, debit card, E-money and new services on 

both online and off-line channels. 

We will build the system not by SMBC Group alone, but with GMO Payment 

Gateway and Visa that can support a wide range of businesses. 

Specifically, our aim is to combine financial and IT solutions by vertical integrating 

issuing, processing and acquiring businesses. 
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This is the same slide that was in the wholesale business unit session. 

I will not go over the details to avoid duplication, but we expect a significant progress 

in digitalization for corporate customers as well. We have introduced our customers 

to each other in the real world through business matching. Going forward, we are 

also considering to achieve this in the digital world. In the future, we will provide the 

services not only as a business matching platform, but also as platforms for various 

B2B services. We are preparing a variety of business contents for our corporate 

customers because we believe that we can provide a variety of services such as 

M&A deals on the platform. Our intention is to become a platformer for our corporate 

customers. 

45 



Next, I would like to talk about the new business models of SMBC Group. 

We intend to proactively provide customers with products that were originally 

launched within SMBC Group for DX purposes if such products are valuable for 

them. 

We can recommend products and services to customers with confidence because 

we actually used them ourselves and know they are useful. For customers, the fact 

that “the SMBC Group is using them” backs "security" and "reliability.“  
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I would like to give you some examples. 

First is a model to detect changes in borrowers’ financial status by using AI. 

Traditionally, we used to detect changes in borrowers’ business performance looking 

at their financial statements. But, now, we can detect changes timely through the use 

of AI by analyzing account information such as inflows and outflows of deposits and 

withdrawals. 

This was used within SMBC before, and started marketing it to our customers this 

February. We have received inquiries from about 100 companies mainly from 

regional banks. In the future, we will develop services for financial institutions, by 

integrating this to the platform service for corporate customers explained earlier. 
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In this slide, I will give you two examples of external sales that were made after using 

them internally. 

The left hand side is Chatbot. It was originally used within SMBC as an inquiry tool 

regarding PC operations and personnel procedures. We began external sales 

because we believed it could contribute to improve our customers' operational 

efficiency and productivity. We began selling these products to regional banks at first 

including Chiba Kogyo Bank and Saga Bank. 

The right hand side is robotic process automation, so-called RPA. 

SMBC has a track record of world’s top-class usage of RPAs. We established a new 

division with external experts to automate simple and routine work. Also, we 

established SMBC Value Creation, a new company that supports customers to 

introduce RPA by leveraging our track record of using RPA. SMBC Value Creation 

started operations this April and they provide services not only to financial institutions 

but also to industrial companies. 

Selling our AI or robotics know-how externally, which we have successfully 

implemented, is a new challenge that goes beyond the fixed concept of “financial 

services”.  
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Next is examples of DI. 

I explained that DI is trying to create a business that is not limited to the financial 

industry. We are working on new fields based on the trust and confidence we have 

gained. 
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First is Polarify that provides a biometric authentication service. This is a company 

established as the first approved project by the authorities after the revision of the 

Banking Law in 2017. 

Individual customers have multiple IDs and passwords, and feel it is difficult to 

remember each combination. Polarify provides authentication service to individuals 

with biometric information such as voice, face, and fingerprints. For individual 

customers, they do not need to remember ID and password for each app after they 

introduce this system in their smartphones. For corporate customers, they can 

introduce biometric authentication service at a low cost than by creating them by 

themselves. 

At present, we have improved the convenience of our certification functions and 

have begun providing SDK-style services. Nippon Life Insurance and other 

companies have introduced this system. 

Polarify won the “Model Bank” from Celent, a prominent financial research firm in 

April 2018 and the “The Banker TECH PROJECTS AWARDS 2018” in cyber-security 

category from “The Banker”, the media under the Financial Times. Polarify has 

received high reputation worldwide. 

Our themes are to “monetize innovation” and “nurture platform businesses into 

profitable businesses”. We will continue to focus on these themes. 
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Next is PAYSLE on the left. This is a payment service using electronic barcods at 

convenience stores. These services are beneficial to both individual customers and 

corporate customers, such as reducing printing and mailing costs, and preventing to 

forget payments. 

We jointly developed a new company with NEC. SMBC Finance Services, a payment 

agent company within SMBC Group and SMBC GMO Payment are using this 

service. 

Last is “Information bank”. We are working on preparation for establishing an 

“Information Bank”, which manage data as the agent of personal users and make the 

ecosystem economically independent and pursue market development. As 

announced, the Ministry of Internal Affairs and Communication selected our proposal 

on medical records for a verification project and we are working on demonstrating its 

feasibility.  

Providing safe and secure custody of personal data is a new social mission that 

financial institutions are expected to fulfill in the future. We believe that we can 

leverage the trust we have built over the years with our customers for this business. 
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To conclude my presentation, more than 20 years ago, Bill Gates said “Banking is 

necessary. Banks are not”. This message is attracting attention again. It is true that 

the entry of technology companies into the financial industry has improved customer 

convenience. We are seriously considering what values we can provide to our 

customers in the financial field. We continue to look for new businesses that is not 

limited to our current business domain. 
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