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Many interesting topics, facts and insights in 
Prof. Cecchetti’s presentation! 

• We are increasingly hearing the argument that new technology  
such as AI, machine learning, “Big data”, Block-chain 
technology, etc. and “Big Tech” embodying these technology 
will radically change financial landscape . 
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Aside from new technology argument, issues 
unique to Japan have been discussed in Japan 

Prototypical argument about Japanese finance and financial 
institutions 
1. Share of bank deposit to total financial asset held by households is 

quite high. ⇒ Japan should encourage shifting toward “risk asset.” 
2. Cash-to-GDP ration is quite high.⇒Japan should move to  “cashless 

society.”  
3. Existing financial institutions are very conservative and will be 

replaced by “bi-tech” such as “GAFA”. ⇒ Japanese financial 
institutions should be more innovative. 

 
I fully understand frustration of critics about present Japanese 
situation. But, I have slight uneasiness with these type of 
arguments…… 
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Does financial landscape radically change in 
future?  

• I do not know the answer to this question. 
• But, I have slight uneasiness to say “Yes”  without reservation. 

My uneasiness stems partly from the way in which issues are 
discussed . 
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Reasons for my slight uneasiness 

• Intellectual conservatism (?):  In the past, we experienced 
tremendous change in technology, but basic feature of 
finance remains remarkably the same. Is this time really 
different? ⇒SLIDE 6 

• Viewpoint of realistic observer of society (?):  Financial 
institution is a part of broader economic and social system. 
We cannot discuss future financial landscape without having 
the perspective of “system “—“eco-system” in particular.  
⇒SLIDE 7, 8 

• Viewpoint of professional worrier (?):   What is the impact on 
financial stability? Human history is replete with bubble and 
financial crisis  
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Most impressive fact in Cecchetti’s presentation: 
Intermediation cost is remarkably stable 
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A picture of asset allocation of households is 
somewhat different, if we include real estate. 
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Source: Shirakawa “Toward strengthening the competitiveness and growth 
potential  of Japan’s economy”(2013) 



What lies behind high proportion of 
cash/deposit held by Japanese households? 

• Doesn’t  significant amount of illiquid asset (real estate) push 
households to hold more liquid asset? 

• Why is the proportion of real estate so high?  
• Isn’t  it reflecting very favorable tax treatment in inheritance 

compared with financial asset?   
• If so, what is policy objective of this tax treatment?  Is the 

policy objective still valid?  
 
• Just looking at financial behavior in isolation from the broader 

context is misleading.  
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Cash to GDP ratio as of 2016:  
An international comparison 
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Source: Bech, Umar, Frederik and Cristina, “Payment are a-changin’ but cash still 
Rules”, BIS Quarterly Review, March 2018  



What lies behind high cash-to-GDP ratio? 

• Many reasons are cited, although it is not so easy to make 
rigorous quantitative assessment. 
 Prolonged ultralow interest rate 
 Very high density of bank branch network ⇒SLIDE 11 
 Low criminal rate 
 Strong demand for anonymity 
 Strong inertia 

• It is too easy to argue that Japanese demand for cash is strong 
for structural reason, but equally it is too easy to neglect 
those factors. What is important is that we carefully examine 
factors behind seemingly “structural” phenomenon.  
 Why is density of branch network so high? What would be reaction of 

less populous local community, if branches are closed drastically? 
 

 10 



Financial institutions’ branch density and 
population density: An international comparison 
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Source: Bank of Japan, “Financial System Report”, October 2017 



Does “Big Tech” become really dominant player 
in finance? 

Three issues to be examined 
1. Any society has apparatus for achieving some kind od social 

or non-economic  objective. Who performs “social policy 
function” currently performed by banks? ⇒SLIDE 13 

2. How can “Big Tech” get access to bank account and eventually 
central bank account? 

3. What is the impact on financial stability, if “Big Tech” 
becomes dominant player? If this is the case, what kind of 
measures will be taken? How dose this affect the course?  
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 Question 1 : Who performs “social policy” 
function currently performed by banks? 

• Finance is of course primarily about money, payment, lending and 
risk. However,  banks are conventionally used as vehicle for 
achieving some sort of social objective as well. ⇒SLIDE 14 

• “Big Tech” will presumably lowers intermediation cost by fully 
utilizing new technology. They might be able to grab overwhelming 
share in certain areas such as retail payment services. 

• In this case, what is the source of their in their increased share? 
 Ability to deploy new technology? 
 Regulatory arbitrage between entities with and without  “social policy” 

function? 
 Siphoning off subsidy of safety-net? 

• If they really become dominant players,  those firms will now 
probably be asked to perform the same role as  banks are now 
playing.  
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Examples of “social policy” function performed 
by banks 

The fact that banks performs some sort of “social policy” function 
is universally observed. 
• Measures for “financial inclusion” 
 In Japan, individuals not having bank account are very few. In 

most cases, maintenance fee is not charged for bank deposit. 
⇒SLIDE 14 

• Provision of payment services at subsidized rate to public sector 
• Promoting home ownership 

 “Ownership society” (US) 
• Anti-money-laundering  and “know-your- customer” 
• Supporting local community 

 It is particularly so for regional banks in Japan. 
 Community Reinvestment Act (US)  
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Question 2: How can “Big Tech” get access to bank 
account and central bank account? 

• Payment service by “Big Tech” ultimately depends on bank 
deposit, even though bank-like account at “big tech” is used in 
purchasing small-ticket item. Availability and condition of 
bank account service to “Big Tech” is crucial.  

• In this regard, industrial structure of banks and its induced 
incentive structure  do matter. For example, in Japan, fee for 
financial services including payment is extremely low.⇒SLIDE 
16 
 “Over-banking” 
 social/ political pressure for performing “social policy” function. 

• In this case, banks are not fully incentivized to provide better 
payment service. Gain from technology change mainly 
accrues to consumers and “Big Tech”, not to incumbent banks.    
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Weight of financial services in basket of 
consumer price: An international comparison 

Weights of financial services  
in CPI 

Price indices for financial 
services in CPI 
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Source: Bank of Japan, “Financial System Report”, October 2017 



How can “Big Tech” get access to central bank 
account? 

• Currently, payment service by “Big Tech” ultimately depends 
on bank deposit. But it is conceivable that “Big Tech” uses 
central bank in their payment service. Currently, it is basically 
confined to banks that can get to central bank deposit.  
 In wholesale payment,  it is not uncommon for central bank to open 

account to entities other than banks. 
 In retail payment, opening  central bank account to non-bank entities 

is very exceptional.  
• If central bank allows to open deposit account to private 

entities other than bank,  (private) banks can no longer 
compete with central banks, because central bank deposit is 
risk-free. Fundamental issue is who is taking on a role of credit 
intermediation?  
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Question 3: What is the impact on financial 
stability, if “Big Tech” becomes dominant player? 

Most extreme scenario: Banks as “empty shell”  
• “Big Tech” has relative advantage of producing information by 

utilizing new technology such as big-data technology. “Big 
Tech”  is mainly engaged with downstream of payment and 
credit intermediation performed by banks. 

• Banks become just entities to offer deposit account to “Big 
Tech” and consumers and upstream of banking such as back 
office. But even in this case, most of this activities might be 
processed by vendors of cloud computing.  

• In this hypothetical situation, banks become almost “empty 
shell”. How can we maintain financial stability and “social 
policy” function?   
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Alternative scenario 

•  “Big Tech” might be asked to perform the same role that 
banks are currently performing. In this case, “Big Tech” 
become closer to banks. Or, constraint imposed on banks 
might be reduced. In this process, new financial landscape will 
be emerged. 
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Prof. Cecchetti’s final question 
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