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Summary 

For various reasons, Japan has become home to Bitcoin trading again, having 

dominated it in the early days thanks to MtGox. This has led to considerable 

stock market interest in those Japanese companies which might benefit from 

Bitcoin trading. 

The focus on Bitcoin, though, misses the key point about Japan and fintech: 

which is that blockchain – the backbone of Bitcoin – offers a means for Japan’s 

financial industry to escape, Houdini like, from its financial dark ages. 

Blockchain doesn’t have to have anything to do with Bitcoin, just as it doesn’t 

necessarily have to have anything to do with non-fiat currencies. 

There are various blockchain developments underway in Japan. These include: 

the development of a parallel digital currency to the yen (J-Coin); the open-

source Linux-based Hyperledger; and a tie-up between Ripple and SBI Holdings - 

SBI Ripple Asia. 

SBI Ripple Asia has already arranged for a consortium of Japanese banks to trial 

its international payments system. 

It has also just announced that a group of leading Japanese credit card companies 

have become involved. This news has generated a spike in interest in the shares 

of SBI Holdings, which as well as owning 60% of SBI Ripple Asia, has a slew of 

investments in blockchain companies, including an 11% stake in Ripple, through 

its fintech fund. 

Even without blockchain, SBI Holdings is having a strong earnings year in FY17, 

aided by the strong stock market and its growing share of online trading. The 

company’s fintech prowess means that it is also strong in both online banking 

and robo-advisory asset management.  

We expect earnings from the securities and fund management side to grow 

over the next two years, while losses in incubation businesses should be 

reduced.  

We have SBI Holdings making ¥61bil (+39%) in OP in FY17, ¥73bil (+20%) in 

FY18 and ¥84bil (+15%) in FY19.  

Using an “adjusted EV” of ¥878bil based around market cap + minorities + 50% 

of total debt, we have SBI trading on 14.4x FY17 EV/OP, falling to just over for 

10x in FY19. So, despite the share price move (14% YTD / 72% over 12-mths), 

the shares do not look over-priced. As a result, the shares do not need the 

blockchain story to remain an investor preoccupation, but should obviously do 

well, if this continues to be the case. 

Pelham Smithers 

Analyst, Consumer Technology 

Tel: +44 20 3740 5501 

Email: pelham@pelhamsmithers.com 
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Background 

Even before Bitcoin was famous, Japan was the centre of global Bitcoin trading, 

with one website, www.mtgox.com, responsible for 70% of Bitcoin trading. 

Then, one day, 850,000 Bitcoins went missing from the site. MtGox was closed 

down and Bitcoin trading spread into the ether. It became dominated by traders 

in China and Korea, who used their own exchanges until the local authorities 

started closing them down, so forcing these traders offshore. Once again, they 

found a home for Bitcoin trading in Japan, where a combination of commission- 

free trading and easy margin trading terms made the local exchanges popular. 

Furthermore, unlike Beijing or Seoul, Tokyo found no fault with Bitcoin, and 

even accepted it as legal tender. Better yet, in September 2017 eleven Bitcoin 

exchanges were officially licensed by the Japanese government. As a result, Japan 

became home to Bitcoin and soon investors were trying to identify which 

Japanese stocks might benefit from this. 

There are several Japanese stocks which may benefit if Bitcoin trading continues 

to blossom. One such is SBI Holdings (8473 JP). Prior to Beijing’s 

crackdown, the most successful Chinese exchange was Huobi. Like Japan’s 

exchanges, Huobi offered zero commission and attractive margin trading terms, 

and as a result garnered 60% of the local trading market before being shut 

down. At its peak, Huobi had 1.65mil user accounts and recorded daily 

transaction volumes of over US$4bil.  

In December 2017 Huobi announced a deal with SBI Holdings to set up two 

cryptocurrency exchanges in Tokyo. This will make it the first Chinese company 

since the crackdown in September 2017to launch centralised exchange services 

that allow trades between digital and fiat currencies. The deal sees SBI Holdings 

accessing Huobi’s digital trading technology for use with its licensed exchange 

SBI Virtual Currencies. Huobi will take a 30% stake in SBI Virtual Currencies, 

while SBI will take a 30% stake in Huobi’s Japanese arm, and a 10% stake in 

Huobi’s Korean arm.  

Consequently, should Bitcoin trading blossom, SBI Holdings can be expected to 

benefit, although probably, to no very great extent. GMO Internet (9449 JP) 

owns Z.Com, the world’s largest online fiat-currency trading exchange. This is 

just one of many business lines for GMO Internet. Given that GMO Internet’s 

current revenues are half those of SBI Holdings, and OP is about a third, then, 

even if SBI Virtual Currencies came to dominate Bitcoin trading in the same way 

as Z.Com dominates online forex trading, such is the competitive nature of the 

business that the contribution to its bottom line is unlikely to be that great. 

And that is if Bitcoin trading does blossom. It is unclear whether Bitcoin, or any 

other non-fiat digital currency, will become integral to the global financial 

system. The battle between Ripple and Hyperledger shows that there is a case 

for digital currencies in peer-to-peer lending. However, it is equally possible that 

established fiat currencies will provide a work-around. 

Where there can be no debate is over the role of blockchain. It offers huge 

advantages to global finance, and in particular to a country, like Japan, which lags 

the rest of the world when it comes to electronic exchange. Digital exchange 

allows Japan to bypass the credit card era and move directly to a low-cost, fast, 

secure payments system, and blockchain is at the heart of that. While several 

Japanese companies are involved in blockchain, SBI Holdings, because of its tie-

up with Ripple, is probably in the strongest position.  
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Taking Blockchain to Heart 

For the Japanese authorities, blockchain represents the gateway to a new 

financial system, which (1) enables Tokyo to resume its position as a major 

financial centre, (2) enables the authorities to more closely monitor (and 

therefore tax) transactions and (3) build up a successful homegrown fintech 

industry. Since Bitcoin’s blockchain system is not particularly scalable, Tokyo is 

interested in: (1) creating Japan’s own digital currency system to run parallel to 

the yen (J-Coin), (2) Onboarding Ripple’s closed-source open ledger (XRP-

based) system, and (3) Developing the open-source Linux-based private ledger 

system devised by Hyperledger. 

How Blockchain Works 

 

Source: PSA 

Blockchain’s origins lie in a thorny problem with the in-game currencies of video 

games. A key element in co-operative video games was the ability to transfer 

coinage from player A to player B. While there was no difficulty in programming 

a game to do just that, a decent hacker could start replicating the end bit of the 

transaction, essentially creating an infinite amount of coins. Blockchain resolved 

this problem by allowing everyone to check the trade. Each trade had an 

encrypted hashtag. If the hashtag was a viable one, then the checkers would look 

to see whether there was another transaction with the same hashtag. If there 

was, the one with the longest chain was viewed as the original, while the other 

one was repudiated. Checkers would be paid for their work on in-game coins, 

with the pay for their work going up the more it was needed. In practice, the 

system didn’t work for gaming, because it was easier to mine for virtual money 

in the game than to use processing power, and frankly most gamers weren’t 

really interested. However, in the real world, the situation has proved very 

different, and the two most successful blockchain systems, Bitcoin and Ripple, 

both use consensus-verified blockchain. 

  

The first block is 

created online and 
represents the 

transaction

A sends 

money to B

This block is broadcast to 

every party in the network

Those in the network approve 

the transaction and validate it

The block is then added 

to the Chain which 
provides a permanent 

transparent record of 

the transaction which 
can’t be repudiated

B receives 

money from A
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How a Block is Checked in Bitcoin 

 

Each block contains the current block header, previous block hash, a time stamp, the Merkle Root and a 

Nonce. The Merkle Root is the combination of the hashes of all the hashes of the various transactions. In 

the above four-transactions-in-the-block case Transaction (Tx) 3 creates Hash3, which merges with Hash4, 

which in turn merges with Hash12 to create the Merkle Root. There’s only one possibility for this hash 

which you confirm. The next question is whether it is a duplicate. You can tell this from the hash of the 

previous block. It must (1) be correct and (2) point to the end of the longest chain. Assuming these are all 

correct, the block is validated. You then find out if you mined a Bitcoin. There is a level of difficulty in 

mining Bitcoins called the target, which gets lower over time. The Nonce is a randomly generated 32-bit 

number which if it is below the target (and it usually isn’t) means you’ve successfully mined Bitcoin. 

Source: PSA 

These video game origins are important in understanding Japan’s relative head 

start in blockchain. It was Japanese companies such as DeNA (2432 JP) and 

Gree (3632 JP) which tried to develop cross-game currencies so that the same 

monetary system could be used across their browser system (in the days when 

you used a browser to play mobile games). Companies like SBI Holdings, GMO 

Internet and Digital Garage (4819 JP) were then among the first to process 

payments for these gaming systems, and they quickly moved to get in on the 

Blockchain business. SBI Holdings tied up with Ripple, GMO Internet established 

GMO Coin, and Digital Garage invested in Blockstream1. Japanese corporate 

involvement in blockchain is therefore a lot more fundamental than is credited. 

It is possible to identify five different types of player in the blockchain market: 

city banks, finance specialists, IT service providers, ePayments companies, and 

software developers.  

Because of Bitcoin, blockchains with unique currencies tend to attract all the 

attention (Ripple is currently in the news because of the surging price of its 

coinage, XRP). However, while you do need a bridge currency between IOUs, 

you don’t need to invent a new currency for the operation. Currently, the US 

dollar does the job just fine. Hyperledger, for instance, is currency agnostic, and 

technically so is Ripple, although the latter clearly makes it preferable to use 

XRP2. 

 
1 The ill-fated MtGox Bitcoin exchange also had its origins in video game currency. MTGOX stands for Magic: The Gathering Online Exchange. 

Magic: The Gathering is a trading card game and MTGOX was set up to enable players of the online version to trade cards like stocks. The service 

didn’t really take off, but when the founder, Jed McCaleb, read about Bitcoin in 2010, he morphed the site into a Bitcoin currency exchange. At its 

peak in 2013, MtGox accounted for 70% of Bitcoin trading. McCaleb left MtGox in 2011 to found Ripple.   
2 Ripple argues that XRP prevents ledger spam (where a malicious attacker creates numerous fake ledgers designed to overpower the system) by 

forcing each Ripple account to hold a small reserve of XRP before it can create ledger entries. The amount required can vary but is designed to be a 

negligible amount for normal users while sufficient to prevent a potential attacker from amassing a large number of fraudulent accounts and 

spamming the network. Likewise, XRP stops network spam by having a small amount (0.00001XRP) destroyed in each transaction, making it 

expensive to implement a denial of service attack. (Because there can only be 100bil XRP, this is a currency that actually shrinks in size over time.) 

Prev Hash Nonce

Merkle Root

Block Header

Prev Hash Nonce

Merkle Root

Block Header

Prev Hash Nonce

Merkle Root

Block Header

Hash12 Hash34

Hash3 Hash4Tx3

Bitcoin’s origins are closely linked 

to the virtual currencies of the 

gaming industry, something Japan 

has a sizable exposure to 
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Just as the Japanese government likes blockchain, Japan’s banking industry also 

likes it, albeit for very different reasons. Blockchain helps banks overcome a 

variety of issues - including competition from third parties, antiquated IT 

systems, manpower shortages, transaction costs - which are threatening to 

engulf them. If Japan’s banks don’t overcome these problems, they are likely to 

be disintermediated. It is therefore deeply ironic that while globally many 

bankers are scared of the threat of disintermediation from cryptocurrencies, 

Japanese bankers are embracing blockchain to avoid disintermediation.    

Japan does have a digital payments industry, it just isn’t very big. In 2016, digital 

transactions totalled ¥5.1tril (US$45bil), mostly of a smart card / wallet phone 

variety. By comparison, China’s mobile payments alone totalled US$5.5tril, 120 

times more than Japan’s total digital transactions.  

One of the problems in Japan is that money transfers in Japan are managed by 

the Zengin Data Telecommunication System, an antiquated and Byzantine 

system that even now does not operate 24/7 (this is supposed to happen on 

October 7, 2018). The situation is particularly bad for international transfers; 

fees are charged at the several thousand-yen level and remittances can take 

several days to effect. 

However, although it isn’t very big, Japan’s digital payments industry is extensive, 

with 2.2mil terminals processing FeliCa-based transactions. This puts a huge 

amount of potential banking power in the hands of Japan’s wireless industry. 

This has not gone unnoticed by KDDi (9433 JP), which has rapidly expanded 

its payments business while also owning Jibun Bank, which acts as an online / 

offline bridge. Much as the Seven & I Group (3382 JP) turned Seven-Eleven’s 

utility bill-paying operation into a full-scale financial services business (Seven 

Bank (8410 JP)), KDDi has turned its invoicing system into a banking 

operation with a potential 30mil strong customer base. Jibun Bank is already a 

significant player in the personal mortgage market, which is exactly the sort of 

data-intensive, (comparatively) small-sum lending business that Japan’s banking 

industry has struggled with.   

Another major driver of the push to blockchain in Japan is the desire to thwart 

the arrival of Alipay. Unlike Apple Pay, Alipay circumvents the local banking 

industry and therefore constitutes a serious risk of disintermediation. In the 

twelve months to September, the volume of payments processed by Ant 

Financial, which operates the Alipay platform in Japan, swelled eight-fold, with 

the number of vendors hitting 38,000, double what it was in February. However, 

the service is currently entirely designed for the Chinese tourist market. Only 

those Japanese with Chinese bank accounts – and China-registered phones – can 

use the service.  

Thanks to online banking, Japanese banking no longer seems as antiquated as it 

did in the days of invoice process terminals, when it took over a dozen steps to 

transfer money from one account to another to pay invoices, and each branch 

had only one such terminal, safely tucked away somewhere obscure. However, 

as Apple discovered when it tried to set up Apple Pay in Japan, the electronic 

payments system is Byzantine in the extreme, prone to becoming easily 

overloaded, and very costly to operate. Most Japanese banks have the additional 

problem that they have cobbled together multiple systems thanks to the 

enforced merger spree in the 1990s.  

  

Japanese banks see blockchain as 

a solution to many of the 

industry’s knottier problems 

The push to blockchain in Japan is 

backed by the desire to thwart 

the arrival of Alipay 
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As long as the Japanese economy merely staggered along, these problems could 

be brushed under the carpet, but with the Abe-led economic recovery, they 

have started to re-emerge. 

Related to the IT problem is Japanese banking industry’s manpower problem. 

When you look at apparent overmanning at the bank branch level it is 

remarkable to discover that the average Japanese bank employee “looks after” 

twice as much money as their counterparts in the US or UK, and 50% more 

than the commercial banks of Europe. Assets per employee at all of the three 

City banks are over US$20mil, and in the case of Mizuho Financial Group 

(8411 JP), the figure is almost US$30mil. 

Global Commercial Banks: Assets Per Employee (US$mils) 
 

Employees Assets Assets per Employee 

Mitsubishi UFJ (8306) 117,131 2,724,799         23.26  

Sumitomo Mitsui Financial (8316) 79,452 1,776,944         22.37  

Mizuho Financial Group (8411) 61,069 1,801,353         29.50  

Citicorp (C US) 213,000 1,792,077           8.41  

JP Morgan (JPM US) 251,503 2,490,972           9.90  

Bank of America (BAC US) 209,839 2,187,702         10.43  

Barclays Bank (BARC LN) 119,300 1,497,604         12.55  

Deutsche Bank (DBK GR) 96,817 1,67,7549         17.33  

UBS (UBSG SW) 60,796 919,206         15.12  

Source: PSA from Company Data 

On an assets per employee basis, Japanese banks seem extremely efficient. In 

fact, they are anything but. The problem is that the books each money manager 

run are too large to be practicable. A money manager can only look after so 

many accounts without falling foul of “know your customer” issues, be this from 

a legal or risk management viewpoint. This essentially puts a limit on how much 

each manager can run efficiently. It is no coincidence that US banks all have very 

similar assets per employee numbers. Japanese banks are well above that figure, 

and therefore tend to operate almost entirely in the low-margin, large block, 

wholesale end of the market. 

Again, Japan’s previously dormant economy and the zombified nature of many 

corporate loans meant that these problems were kept out of sight. However, 

with Japan’s economy recovering, demand for loans – particularly from SMEs 

and start-ups – is on the increase, and this is creating a headache. Not only do 

Japan’s banks have insufficient manpower to deal adequately with the pick-up in 

lending activity, but the tight labour market makes it very difficult to recruit the 

staff. 

Fintech, though, can help resolve this problem. Along with the increasing use of 

AI and Big Data, blockchain can reduce loan risk, increase the transaction rate, 

and bring down settlement costs. It does this by: (1) enabling all the paperwork 

to stay together; (2) enabling linkage of banks’ customer tools to the blockchain 

system; (3) providing a secure trade verification system; (4) transacting at speed; 

and (5) using peer-to-peer capabilities to “shop around” for the best deal.  

Japanese banks have too many 

people overall, yet too few people 

in the key jobs 

Fintech resolves a myriad of 

issues 
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As a case in point, SBI Holdings owns 60% of SBI Ripple Asia3. This is an 

international payments system using Ripple Lab’s next-generation settlements 

platform, Ripple Connect – a plug-and-play module that processes international 

payments for banks4. SBI Holdings estimates that average international 

remittance costs total 20.9bps of the settlement amount – made up of spread, 

currency hedging, operation costs and settlement costs. The cost of this can be 

reduced to 14.1bps by using SBI Ripple. It can be reduced, further, to 8.3bp by 

using SBI Ripple and the latter’s virtual currency, XRP.  

This cost saving has already attracted the interest of the Japanese credit card 

industry and it is easy to understand why. Assuming that, say, 5% of Credit 

Saison’s (8253 JP) ¥1.8tril revolved monthly consumer loans (¥21.6tril over a 

year) is international, that would mean over ¥1.08tril a year in international 

transactions. At 12.6bpts, Credit Saison has just saved ¥1.3bil in costs annually, 

which adds 3.2% to OP automatically. 

Ripple and its ILP (Interledger Protocol) System 

Ripple is built around ILP, which is an open, neutral protocol, that enables 

interoperation between different ledgers and payment networks. The solution 

offers a cryptographically secure, end-to-end payment flow, with transaction 

immutability and information redundancy. It is designed to comply with each 

bank’s risk, privacy and compliance requirements. Because the software is 

architected to fit within banks’ existing infrastructure, it minimizes integration 

overheads and business disruption. 

At its core, ILP is a web protocol for routing payments across independent 

networks. It is a technology approach which never existed before. ILP aims to:  

• Deliver the payment speed and certainty necessary to service high 

volumes of all sizes and types of payments; 

• Make these cost-effective for customers; and 

• Provide a profitable mechanism for financial institutions, specifically 

banks. 

In theory, the ILP provides the same benefits as other blockchain systems, 

including the certainty and auditability of transactions. ILP proponents claim it 

adds advantages that traditional blockchains cannot offer, such as scalability, 

privacy and interoperability:  

• Horizontal scalability: no limits to transaction processing to meet 

customer demand. 

• Complete transaction privacy: transaction data remains private to the 

transacting parties. 

• Interoperability between independent networks. 

• Utilization of existing ledgers, systems of record and currencies. 

 
3 Separately, SBI Holdings (8473) also owns 11.3% of Ripple through its fintech fund. 

4 A counterparty’s own Ripple Connect module connects to the receiving bank’s Ripple Connect to exchange know-your-customer (KYC) information, 

fees, payment details and expected time of funds delivery. It communicates with the Ripple network to get the lowest currency quotes. It packages 

this information and presents the entire cost structure to the sending bank, providing unprecedented visibility into the total costs of the transaction. 

Once the sender approves the transaction, it interfaces with the Ripple Consensus Ledger (RCL) to settle the trade and notifies all parties of the 

transaction confirmation. 

SBI Ripple believes it can reduce 

average international remittance 

costs from 20.9bp to 8.3bp 



 

 

SBI Holdings (8473) 

 

 

pelhamsmithers.associates 

Pelham Smithers Associates © 2018 Pelham Smithers Associates, 4th Floor, 150-152 Fenchurch Street, London EC3M 6BB 

Registered No. 7075266 

 

10 

All banks and payment providers — from the smallest to the largest — can 

leverage the ILP’s open protocol to power payments across networks globally. 

ILP can work with any new network or system, regardless of its underlying 

technology (including, but not restricted to, blockchains). 

The central functions of ILP are ‘addressing hosts’ and ‘securing payments across 

different ledgers’. ILP treats each Interledger payment as an independent entity, 

unrelated to any other Interledger payment. There are no connections or 

channels (virtual or otherwise). Each host sending and receiving Interledger 

payments has an Interledger module that uses the addresses in the header to 

transmit payments toward their destinations. Interledger modules share 

common rules for interpreting addresses. The modules (especially in 

connectors) also have procedures for making routing decisions and other 

functions. 

Interledger modules reside in hosts and connectors in the Interledger system. 

The payments are routed from one module to another through individual 

ledgers based on the interpretation of an Interledger address. 

ILP uses ‘transfer holds’ to ensure that senders’ funds are either delivered to the 

destination account or returned to a sender’s account. 

Model of Operation for ILP 

 

Source: Interledger.org 

RippleNet 

RippleNet delivers a single, frictionless experience for global payments. Rather 

than comprising a constellation of disparate technologies, unstandardized 

communications and centralized networks, RippleNet is a single, global network 

of banks which send and receive payments via Ripple’s distributed financial 

technology – providing real-time messaging, clearing and settlement of 

transactions.  

Ripple’s software, xCurrent, enables banks to differentiate themselves by 

offering new cross-border payments services, while lowering their total cost of 

settlement. The solution is specifically designed to meet the needs of banks by 

fitting within their existing risk, compliance and information security 

frameworks. Ripple’s software is installed within the bank’s infrastructure and is 

built to interface with the bank’s systems using either an API interface, or 

through a translation layer, that can consume traditional payment message 

formats to compress the integration time frame into weeks.  



 

 

SBI Holdings (8473) 

 

 

pelhamsmithers.associates 

Pelham Smithers Associates © 2018 Pelham Smithers Associates, 4th Floor, 150-152 Fenchurch Street, London EC3M 6BB 

Registered No. 7075266 

 

11 

All members of RippleNet are connected through Ripple’s standardized 

technology, called xCurrent. xCurrent is the first global real-time gross 

settlement (RTGS) system that enables banks to message, clear and settle their 

transactions with increased speed, transparency and efficiency across 

RippleNet’s global footprint of banks and payment providers. 

Ripple estimates that the current cost of settlements for international 

transactions is 20.9bp. By using RippleNet, Ripple estimates that this can be 

reduced to 14.1bp, and reduced further, to 8.3bp, by using Ripple’s digital 

currency, XRP, as a single counterparty currency, for all currency transactions. 

International Transaction Settlement Costs by System (bp)  
 

Basel III Payment 

Operations 

Liquidity Treasury 

Operation 

Currency 

Hedging 

Foreign 

Exchange 

Total 

Current 1.6 4.4 4.8 5.6 2.5 2.0 20.9 

Ripple 0 2.3 1.7 5.6 2.5 2.0 14.1 

Ripple + XRP 0 2.3 0.1 1.4 6.3 2.0 12.1 

Ripple + Low Vol XRP 0 2.3 0.1 1.4 2.5 2.0 8.3 

Source: Ripple 

SBI Holdings & Blockchain 

SBI Holdings owns 60% of SBI Ripple Asia, a joint venture utilizing Ripple’s 

settlement infrastructure to provide an international remittance system 

platform. The joint venture was established in 2016 and has already made waves 

following the announcement that it is to co-operate with a consortium of 

Japanese credit card companies, including JCB, Sumitomo Mitsui Card and 

Credit Saison. The tie-up has already developed a new payments app, powered 

by Ripple’s Blockchain technology, that enables real-time payments using a 

phone number or QR code. 

Separately, SBI Ripple Asia has created a consortium of 61 Japanese banks (the 

Japan Bank Consortium), representing 80% of total banking assets in Japan, to 

run pilot trials of real-time cross-border fund transfers over the Ripple network 

with Korean counterparts Woori Bank (000030 KS) and Shinhan Bank. 

Under the terms of this trial, the Japan Bank Consortium will use Ripple’s 

xCurrent to settle transactions with their Korean counterparts. 

As well as owning 60% of SBI Ripple Asia, SBI Holdings owns 11% of Ripple 

through its fintech fund. This is one of several blockchain investments by SBI 

Holdings. Others include: Japan-based Orb Inc, and Bitflyer; Singapore-based 

Quoine; and Korea-based Coinplug. 

Orb is worth looking out for. Its Orb DLT (Orb Distributed Ledger 

Technology) is a highly practical Distributed Ledger Technology. “Orb DL” 

consists of three layers: Apollo, Core, and Toolbox. Apollo is a decentralized 

data operating system which manages and processes data without centrally- 

managed computers. Core is middleware, which allows you flexibly and simply 

to define the transaction behaviour of currencies and contracts, and to execute 

transactions securely and concurrently. Toolbox is a set of SDKs (software 

development kits) and web API (application programming interface) modules 

which let users to develop fintech applications on top of Core easily. Apollo can 

handle large numbers of transactions simultaneously, while Core is both highly 

scalable and highly efficient. 

Orb is worth looking out for. 
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SBI Holdings Existing Business 

SBI Holdings has three main business lines: a financial services business, an asset 

management business, and a biotech-related business. The financial services 

business breaks down into three divisions: securities, banking, and insurance, 

while the asset management business breaks down into fund management and 

banking deposits business. As you will see, these business breakdowns are not 

particularly useful, as the firm basically has two established businesses: securities 

(which includes forex trading), and asset management. “Others” comprises the 

various businesses, ranging from biotech to fintech, which the firm is trying to 

incubate.  

Securities 

Currently the dominant player in online trading, SBI’s securities business 

generated revenues of ¥52.9bil (+25% YoY) in the 1H FY17 period and 

operating profit of ¥22.9bil (+29%). SBI’s share of the online securities market is 

47% and rising, and the company is now the fourth largest domestic broker 

overall. With over 4mil accounts, its share of individual stock trading is 34.8%. 

Only Nomura (8604 JP) has more individual accounts (5.3mil) but while 

Nomura is growing its accounts a 1% per year, SBI is growing these at 10% pa. 

SBI Securities also has 28,000 accounts, holding ¥17bil, which are signed up to 

its revolutionary fintech-based robo-advisory asset management service, 

WealthNavi. This automates all asset management processes based on a highly 

objective and transparent financial algorithm. The handling fee is low, levied at 

an annual rate of 1% of the account balance, and simple, with no other fees 

required. (Another newly formed SBI robo-service, Theo+, saw 10,000 accounts 

signed up in just two months.)  

While SBI is strong on the investor side, it is relatively weak on the corporate 

side, and management’s energies now go into building this up, by expanding the 

firm’s presence in equity and bond underwriting. SBI was lead underwriter on 

just three of Japan’s 28 IPOs in the 1H FY17 period. However, it was a syndicate 

member in all but one of the IPOs, giving it the highest share of any firm (SMBC 

Nikko was second, with 20 syndications).   

SBI is also growing its pensions business. At the end of 1H FY17, the firm had 

241,000 subscribers to its Defined Contributions (iDeCo) service, and ¥102bil 

in 401K-type investment trusts distributed by SBI Securities. These figures are 

up from 175,000 and ¥80bil respectively at the end of FY16. 

The securities business also includes forex trading, which is pretty significant. In 

FY16, forex generated ¥5.7bil of the ¥37.8bil in OP generated by the securities 

division, up from ¥5.2bil in FY15. This, of course, has a relevance to the bitcoin 

trading situation. If digital currency trading were to be as big as fiat currency 

trading, then you could assume it would add ¥5bil to SBI’s profits, making it a 

nice-to-have, while not a must-have.  

Banking 

Japan’s largest online bank, SBI Sumishin Net Bank, is an equity-based affiliate of 

SBI. In 1H FY17, equity-in-earnings was ¥2.0bil, +12% YoY. The bank had just 

under 3mil accounts and ¥4.3tril in deposits, up from ¥4.0tril at the end of 

March. Its nearest rival, Daiwa Next, has ¥3.4tril in deposits, while Sony Bank 

has ¥2.1tril. 

SBI’s share of the online securities 

market is 47% and rising 
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SBI Sumishin’s lending business is growing rapidly on the back of steady demand 

for housing loans. From just ¥1tril in March 2012, cumulative housing loans 

processed directly by SBI Sumishin now amount to over ¥3.5tril. There has been 

significant growth since September 2015 when the firm introduced “Flat 35”, a 

long-term fixed-rate housing loan. 

As for the securities business, SBI is utilizing fintech to grow its banking business 

(the robo-advisory service Theo+ is also offered through SBI Sumishin). 

Offerings include automatic savings services and business loan services utilizing 

cloud accounting services. 

Insurance 

SBI Insurance generated a pre-tax profit of ¥0.29bil in the 1H FY17 period, up 

from ¥0.05bil a year earlier. The firm has 970,000 insurance contracts, up from 

just under 900,000 at the end of 1H FY16. Key growth drivers are a health 

(cancer) insurance product (launched in August 2011) and a fire insurance 

product (October 2016). The latter offers unique discounts, such as non-

smoker and all-electric housing discounts. About one third of SBI Insurance’s 

contract acquisitions come via SBI Sumishin, while another third comes from 

InsWeb, another in-house service. 

SBI also offers small amount short-term insurance products, such as pet 

insurance, earthquake indemnity insurance, and home contents insurance, 

demand for all of which is growing steadily. Contracts now exceed 600,000 in 

total and premium income from this group totalled ¥4.3bil in the 1H FY17 

period, +13% YoY. 

SBI Life Insurance made a preliminary ordinary loss of ¥123mil in the 1H FY17 

period due to the cost of launching a new service. However, since in FY16 the 

business made ¥1.6bil in OP, SBI Life should do considerably better once the 

launch costs are absorbed. Since the product, a group credit life insurance, was 

launched in June, monthly applications have doubled, to 17,195. 

SBI Life’s advanced medical treatment contract and disability income insurance 

products are both sold alongside SBI Sumishin’s housing loan product, with 

5,500 customers taking up the combined offering. 

Asset Management 

1H FY17 pre-tax profit for the asset management business totalled ¥11.6bil 

(+297% YoY) on ¥38.2bil revenues (+9%). Earnings are still very volatile for this 

business; having been in the red as recently as 1H FY15, in 2H FY15 the business 

made ¥18.1bil. The firm’s growing reputation for its fintech expertise means that 

the commitment amount of funds established each year has risen steadily, to 

¥64.2bil in FY16.  

Established in 2015, the Fintech Fund has raised ¥20bil, of which ¥12bil is from 

SBI, and it hopes to raise another ¥10bil. The fund has already decided on 

investments in 61 firms, 22 of which it hopes to be able to exit before the end 

of 2019. One of its investments, Money Forward (3994 JP)5 has already IPO-

ed on Mothers. At ¥3,360/shr, SBI’s 567,000 share-holding is worth ¥1.9bil. 

 
5 Money Forward is an automated household account service for individuals but also offers MF 

Cloud, a cloud-based accounting service for SMEs. 
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SBI’s other early-stage investments are also doing well. In the 1H FY17 period, 

eight companies IPO-ed (five on KOSDAQ, one on JASDAQ and two on 

Mothers), while three were acquired. In total, the firm hopes for 21 exits in 

FY17, which compares to fourteen exits in FY16. 

Biotech Business 

SBI Biotech was established in 2007 and has already out-licensed three pipeline 

products, including an exclusive license with Kyowa Hakko Kirin (4151 JP) 

for SBI-9674, which is a therapeutic agent for autoimmune disease. It is actively 

engaged in a fourth out-licensing possibility. The most advanced of these 

licensing agreements is with AstraZeneca (AZN LN) for MEDI-7734, an anti-

LIT7 antibody treatment for autoimmune diseases, such as Lupus. This is in 

Phase I. Meanwhile, Alaglio Divided Ganules, a photodynamic diagnostic agent 

licensed to Chugai (4519 JP), has received marketing approval. 

Outlook for SBI Holdings in FY17 

In the 1H FY17 period, SBI reported OP of ¥28.3bil +64% YoY on revenues of 

¥141.7bil +16% YoY. Since over a third of revenues come from securities and a 

quarter of revenues come from asset management, earnings are clearly highly 

exposed to rising asset prices. While they are not necessarily exposed to the 

same asset value – the brokerage business is exposed to the performance of the 

Japanese equity market, whereas the asset management business is exposed to 

the performance of the tech start-up market – there is considerable overlap. 

Given what has happened to stock markets in 3Q FY17 and the start of 4Q 

FY17, it is reasonable to assume that SBI’s 3Q performance was also fantastic, 

and trading value would really have to collapse now for 4Q FY17 to fare worse 

than 4Q FY16. While of course anything can happen short term in equity 

markets, the odds are that SBI makes more money in 4Q FY17 YoY from its 

equity-related exposure than less. 

We assume then that these two businesses – securities and asset management – 

continue their 1H FY17 performance into the 2H, with the securities business 

delivering ¥24bil (+15%) in OP on ¥55bil (+14%) in revenues, while the asset 

management business delivers ¥12bil in OP (+9%) on ¥50bil in revenues (+10%).  

The two key drivers of the rest of the business’s performance are insurance and 

biotech. These are both likely to be loss-making – insurance because of ongoing 

costs of new product launch, biotech because of rising drug development costs 

– but probably not as loss-making as in the 1H, when there were one-off write-

downs on the drug side. With that in mind, we expect the other businesses to 

lose ¥3.3bil in aggregate on ¥53.3bil (+14%) in revenues. Overall this means that 

we expect SBI to make ¥32.7bil in 2H OP (+23%) on ¥158.3bil (+12%) in 

revenues. For FY17 as a whole, this translates to ¥61bil (+39%) in OP on 

¥300bil (+14%) in revenues. 
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Outlook for SBI Holdings in FY18 & FY19 

Projecting SBI’s performance going forward obviously requires a view on the 

Japanese stock market. As outlined in PSA’s Japan Perspective 2018 (published on 

January 2), we have a positive view on the stock market. However, the base of 

comparison is likely to get harder as the year goes on. In turn, predicting FY19’s 

performance is additionally difficult, because the inputs for FY18 then act as the 

base of comparison for FY19. 

Probably the major issue for us in FY18 and FY19 is that it is likely to get harder 

and harder for SBI to win market share on the brokerage side. The company is 

already as big as the next four online brokers put together, which means that it 

really either has to take business away from the Big Three domestic securities 

houses, or go after the international market – neither of which will be easy in 

such a short space of time. Unless market circumstances are very favourable, 

SBI will do well to enjoy aggregated 20% OP growth between FY17 and FY19 on 

the securities side. We have the securities business generating OP of ¥52bil 

(+11%) in FY18 and ¥55bil (+6%) in FY19 on revenues of ¥122bil (+13%) and 

¥130bil (+7%) respectively.  

The situation for the asset management business is better than this due to the 

accelerating payback from its investment in fintech. However, the asset 

management side is less geared and so won’t enjoy the same base of comparison 

bump that we anticipate for the brokerage business in 1H FY18. Overall, we 

think that SBI should be able to grow OP in the asset management business by 

an aggregated 22% or so over the two years, but the growth should be evenly 

paced over the period. We have the asset management business making OP of 

¥26bil (+10%) in FY18 and ¥29bil (+11%) in FY19 on 10% revenue growth. 

SBI’s other businesses should be moving towards break even over this time. Of 

course, the better they perform, the more SBI is going to invest in them. This 

will hit near-term performance but will lift longer-term performance. With the 

fintech side kicking in as well, we expect revenue growth to accelerate for these 

businesses. If that happens, in our view these businesses could hit breakeven in 

FY19. A wild card is whether the biotech business gets spun off. SBI is clearly 

looking to list parts of the biotech business and you have to wonder whether it 

might not be preferable, with everything else that is going on, to offload the 

whole division. 

Overall, we have SBI generating OP of ¥73bil (+20%) on revenues of ¥339bil 

(+13%) in FY18, and OP of ¥84bil (+15%) on revenues of ¥377bil (+11%) in 

FY19. 

Valuing SBI Holdings 

SBI poses the same problem that Rakuten (4755 JP) and Sony (6758 JP) 

pose when it comes to valuation, which is that they are partly (in SBI’s case 

mostly) a financial business. As a consequence, enterprise value becomes 

problematic, because cash on the balance sheet often reflects a liability (deposits 

at the bank) and not an asset. One approach is to assume that 50% of the debt 

is not covered.  

In Rakuten’s case, where the company has ¥2.4tril in cash and ¥1.0tirl in debt, 

this means that Rakuten scores an adjusted net debt figure of ¥0.5tril, taking its 

EV to ¥1.95tril and EV/OP to an undistinguished but probably reasonable 13.5x.  

While it is likely to get harder and 

harder for SBI to win market 

share on the brokerage side, the 

situation for the asset 

management business is better, 

due to the accelerating payback 

from its investment in fintech 
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In Sony’s case, this approach generates an adjusted EV of ¥8.2tril, which is also 

an EV/OP of around 13x. For SBI, adjusted EV becomes ¥878bil, putting it on an 

FY17 EV/OP of 14x, which falls to just over 10x for FY19. What this suggests is 

that you are paying a bit of a premium for SBI’s fintech exposure, but it 

disappears pretty rapidly due to SBI’s core business performance. 

SBI Holdings’ Own Valuation of the Company 

SBI provides investors with an internal valuation of the company. As of October 

25, 2017, this stood at ¥639.4bil, based on ¥649bil valuation for the financial 

services business, ¥220.9bil valuation for the asset management business and 

¥72.6bil valuation for the biotech business (total ¥942.5bil) offset by ¥303bil in 

external debt. This gives a post-debt valuation per share of ¥2,847. Now, it 

should be noted that the financial services valuation was derived from the stock 

market valuation of Matsui Securities (8628 JP), which since then has seen 

its share price rise from ¥905 to ¥995. Applying that increase to SBI’s financial 

services gives a valuation for the latter of ¥713bil, a ¥64bil increase, or roughly 

10% of SBI’s original market valuation. This implies that SBI would internally 

currently view the value of the firm to be around ¥3,130/shr. 

Conclusion 

Blockchain is a game changer for the Japanese financial industry. Blockchain 

offers the industry a means to leapfrog the electronic transaction era of the past 

30 years, where it is uncompetitive, and to succeed in the digital transaction era, 

rendering it competitive in the 2020s. The plug-and-play possibilities, allowing 

blockchain to be taken up piecemeal, mean that benefits to the Japanese financial 

industry start accruing immediately. 

SBI Holdings is well placed to benefit from blockchain. Its tie-up with Ripple 

gives it an immediate role to play, as evidenced by the agreement of Japan’s 

major credit card companies to work with SBI Ripple Asia. SBI has racked up a 

slew of blockchain investments which, as well as looking like good investments 

in their own right, act as a strong magnet for its fintech fund, so driving 

revenues for its asset management business. 

Even without blockchain, SBI looks like a reasonable investment at this stage. Its 

shares are not expensive based on its core earnings outlook, despite the stock’s 

recent strong performance; and you could argue that the fintech story is merely 

forcing the shares to perform based on SBI’s current business trajectory. The 

firm has benefited from the move away from offline financial services towards 

online, and has won out against its online peers. It is not only the No.1 online 

equities broker, it is the No. 1 online bank, too. 
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Earnings Model (¥bils) 
 

FY15 FY16 FY17e FY18e FY19e 

Revenues 261.7 261.9 300.0 339.0 377.0 

   Financial Services 157.2 175.3 211.8 242.0 270.0 

   Asset Management  98.1 80.0 88.2 97.0 107.0 

   Biotech 3.9 5.4 6.0 7.0 8.0 

   Adjustments 2.6 1.3 0.0 0.0 0.0 

Operating Expenses 206.6 218.1 239.0 266.0 293.0 

   Cost of Services 82.4 97.8 110.0 122.0 135.0 

   Cost of Financing 15.8 14.5 14.0 16.0 18.0 

   Depreciation 11.0 10.4 10.0 10.0 10.0 

   SG&A 82.3 78.1 85.0 94.0 103.0 

   R&D 4.6 8.6 10.0 13.0 16.0 

   Other Opex 10.5 8.7 10.0 11.0 11.0 

Operating Profit 55.1 43.8 61.0 73.0 84.0 

   Financial Services 43.4 40.6 47.4 54.0 60.0 

      Securities 43.1 38.8 46.9 52.0 55.0 

      Insurance 0.3 1.9 0.5 2.0 5.0 

   Asset Management  17.6 13.9 23.6 26.0 29.0 

   Biotech -6.6 -9.6 -10.0 -7.0 -5.0 

   Adjustments 0.7 -1.1 0.0 0.0 0.0 

Non-Operating Profit -2.8 -0.7 -1.0 0.0 0.0 

   Net Interest Income 49.8 61.4 90.0 100.0 110.0 

   Investment Gains 2.1 1.5 3.0 5.0 7.0 

   Equity in Affiliates 1.6 2.9 4.0 7.0 10.0 

   Other Income -56.3 -66.4 -100.0 -112.0 -127.0 

Pre-tax Profit 52.3 43.1 60.0 73.0 84.0 

   Income Tax 15.6 14.8 18.0 21.9 25.2 

   Minorites 2.6 4.2 3.0 4.0 4.0 

Net Income 34.1 24.1 39.0 47.1 54.8 

Source: Company Data: Forecasts, PSA 
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