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Introduction to China’s financial openness

The financial liberalization process has picked up 
momentum in China as the country looks forward 
to increase the competitiveness of its financial 
sector, and increase the efficiency and contribution 
toward real economic growth. Despite a tough 
business environment in China, the country’s 
central bank recently committed itself on a path 
toward the liberalization of the financial sector 
to be a part of the mainstream global financial 
industry. China’s financial liberalization measures 
are set to encourage foreign banks’ penetration, 
drive innovation and competition in the banking 
sector, and open up the market for international 
investments.

On April 10, 2018, in a keynote speech at the 
Bo’ao Forum for Asia, China’s President Xi Jinping 
pledged that the country would further open its 
financial sector to foreign investment. This was 
followed by the People’s Bank of China (PBoC) 
Governor Yi Gang’s announcement on the financial 
sector liberalization in areas including asset 
management, securities and insurance.

In November 2017, China’s State Council 
introduced a set of policy measures to further 
open China’s financial sector. This was followed 
by China’s President Xi Jinping’s announcement in 
2018 on the opening-up policies in the following 
four areas:1

a.    Relaxing restrictions on the entry of foreign 
firms in the Chinese markets

b.    Creating a more attractive investment 
environment in China

c.    Strengthening the protection of intellectual 
property rights 

d.    Proactively increasing imports

Factors responsible for policy 
changes
Financial liberalization signifies transition from a 
regulated economy to a flexible one by removing 
restrictions imposed by China’s government on 
its domestic financial markets. These measures 
came after the international financial community 
saw turmoil in China’s financial markets in 2015-16, 
volatilities in FX/equity and weakness in the RMB, 
external pressure from trading partners, and rise in 
systemic risks from shadow banking. 

In order to address these challenges, China 
undertook a series of measures as follows: 

•   In October 2015, China engaged in interest rate 
liberalization by removing deposit rate caps. 
Subsequently in April 2018, the PBoC shelved 
benchmark deposit rate guidance.

•   As part of capital account liberalization, China 
improved stock market connectivity between 
Shanghai and Hong Kong.

1  http://www.eastasiaforum.org/2018/07/09/reform-trumps-retaliation-in-chinas-economic-policy/
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2   https://www.reuters.com/article/us-china-economy-cenbank/chinas-new-central-bank-chief-pledges-steady-opening-of-financial-sector-
idUSKBN1H106Npolicy/

3   https://medium.com/wharton-fintech/fintech-in-china-an-introduction-6b11abd9cb64
4   https://www.asiaasset.com/news/Fintech_1502NL_NH_DM_final.aspx
5   http://fintech.global/investment-in-chinese-fintech-companies-surpassed-1bn-in-q1-2018/

•   China increased daily quota for Qualified Foreign 
Institutional Investors (QFII) and Renminbi 
Qualified Foreign Institutional Investor (R-QFII) 
schemes.

•   In April 2018, China formed the China Banking 
and Insurance Regulatory Commission (CBIRC) 
by merging banking and insurance regulators. 
However, the China Securities Regulatory 
Commission (CSRC) remained independent. This 
change has resulted in making the PBoC more 
responsible for developing rules and regulations,  
while the CBIRC and CSRC are involved in 
regulatory implementation and oversight. 

The new regulatory regime will help to better 
integrate the regulatory and supervision 
mechanism, improve coordination among multiple 
agencies, and provide better clarity on regulations.

Major announcements made by 
Chinese authorities
China recently introduced a series of measures 
to further open up the financial sector with wider 
market access, increased foreign companies’ 
ownership limits, and lowered overall barriers for 
setting up a new business in the country. China 
also increased foreign equity caps in the banking, 
securities, and insurance industries, indicating 
China’s commitment to foster a fairly competitive 
financial services sector, drive innovation, and 
prevent financial risks.

The key announcements by Chinese authorities 
were to remove caps on the foreign ownership of 
banks, remove ownership limits for insurance and 
brokerage companies over the next three years, 
and increase foreign equity ownership in joint-

venture firms to 51% from the existing 49% limit. 
Moreover, China plans to remove these restrictions 
altogether by 2021. This will provide a gateway 
for foreign investors and financial institutions 
to invest in China without worrying about the 
ownership structure and leverage opportunity in 
one of the world’s fastest-growing markets. This 
will also increase the likelihood that the local and 
international players are treated equally.

PBoC Governor Yi Gang announced a set of 
measures in April 2018 as part of the opening-
up policies in the financial sector to increase 
market access for foreign players. The central 
bank has removed restrictions on the foreign 
shareholding in banks and asset management 
companies. In addition, Yi highlighted that China 
will open its bond market, and the next phase of 
the China International Payments System (CIPS) 
- a cross-border Yuan settlement system - will 
start soon.2 This will allow international players to 
settle payments with Chinese businesses without 
support from clearing banks, thereby eliminating 
a major stumbling block for international entities 
seeking to enter or expand in China.

Although China’s financial market is 
underdeveloped due to regulatory constraints, 
its fintech market is leading the world, despite 
tightening regulations of the PBoC. From 2014 to 
2017, VC investments in China’s fintech market 
expanded at a CAGR of 300%.3 In 2016, China 
emerged as the world leader with a capital 
investment worth ~USD 8.1 Bn, triple the value 
from the previous year.4 With a share of 47%, 
China overtook the US as the global leader in 
fintech VC activities. The investments in China’s 
fintech companies reached USD 1.1 Bn for 10 deals 
conducted just in the first quarter of 2018.5
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Top 10 fintech deals in China, Q1 2017-Q1 2018 (USD)
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A more active IPO market than the US and the 
UK along with strong investments has helped the 
fintech market in China to flourish and conquer 
global markets. Domestically, fintech companies 
are successfully serving and meeting the needs 

of the vast unbanked and under-banked Chinese 
population, particularly in payments and online 
finance. The top 10 FinTech deals in China raised 
$2.1bn between Q1 2017 and Q1 2018, with more 
than $1bn of this raised in Q1 2018 alone.6

6   http://fintech.global/investment-in-chinese-fintech-companies-surpassed-1bn-in-q1-2018/
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Proposed financial liberalization measures in China

In April 2018, the CSRC finalized measures related 
to foreign investment in the securities industry. 
Some of the key measures issued under the April 
28, 2018 draft are as follows:

•    Remove the foreign ownership cap for banks 
and asset management companies. Foreign 
banks planning to set up branches in China will 
be treated equally with local players

•    There will be no ownership limits on foreign 
banks setting up new wealth management 
companies in China by the end of 2018

•    There will be no foreign ownership limits with 
respect to financial asset investment or wealth 
management companies that have been newly 
established by Chinese commercial banks

•    The foreign ownership limits (20% for a 
single foreign investor and 25% for all foreign 
investment) on investing in Chinese domestic 
commercial banks and financial asset 
management companies will be removed, and 
foreign banks will be permitted to set up both 
subsidiaries and branches and operate RMB 
business services in China

•    China will encourage foreign ownership 
in financial leasing, auto finance, currency 
brokerage, and consumer finance

•    Foreign banks are allowed to underwrite and 
sell Chinese government bonds with a filing 
to be made to the CBIRC within 5 days of 
commencing such business

•    The cap on foreign investors’ shareholding 
in securities companies, fund management, 
futures companies, and personal insurers will 
be increased to 51% and will be completely 
removed by 2021

•    Gradually remove the foreign ownership 
restriction in life insurance companies. China 
will raise the ownership limit to 51% by 2018 

and remove the limit by 2021. In addition, 
foreign insurance companies will not require a 
representative office for two consecutive years 
prior to establishing a subsidiary in China

•    The restriction of joint-venture securities 
companies having at least one local securities 
company as a shareholder, was removed

Moreover, the PBoC will roll out the following 
measures to increase market opportunity for 
foreign investors: 

•    Improve the stock market connect program 
between Shanghai and Hong Kong, and launch 
the Shanghai-London Stock Connect

•    Expand the business scope of insurance 
brokerage companies and foreign banks 

•    Remove restrictions on JV securities companies 
by treating domestic and foreign institutions 
equally
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7   https://www.euromoney.com/article/b17g58d6dnz08t/china-foreign-banks-breathe-easier?copyrightInfo=true
8   http://www.china-briefing.com/news/2018/07/07/how-to-read-chinas-2018-negative-list.html

Further relaxation in foreign 
investment restrictions for banking 
and insurance
On June 28, 2018, China’s National Development 
and Reform Commission (NDRC) and the Ministry 
of Commerce (MOFCOM) issued a new Negative 
List8 , easing curbs on the foreign investment in 
financial sectors. This new Negative List becomes 
effective on July 28, 2018. China is more focused 

on the gradual reforms to relax limitations set in 
the past within a set timeline. These measures 
indicate China’s commitment to further open up 
the financial sector, as restricted industries are 
accessible to foreign investors through a JV with 
local companies, which also includes shareholding 
limits. This is an opportunity for international banks 
to expand in China, an economy of over a billion 
consumers.

Simplified procedures for new branch opening and debt issuance 
are probably the most significant, as these approvals used to take 
a long time in the past and have hindered the pace of expansion 
for foreign banks.

Raymond Yeung, Chief Economist for Greater China 
Australia and New Zealand Banking Group Limited (ANZ)7

Highlights of some the recent changes declared in June 2018 with a set timeline

Year of 
implementation

Details of reforms in financial services as part of the Negative List 
declared on June 28, 2018

•   Removed the restriction that specifies single shareholding to not 
exceed 20% and total shareholding to not exceed 25% for overseas 
financial institutions investing in Chinese commercial banks

•   Proportion of foreign investment in securities companies changed 
to 51% from 50%

•   Proportion of foreign investment in futures companies changed to 
51% from 50%

•   Remove restriction on the proportion of foreign investment in 
futures companies

•   Remove restriction on the proportion of foreign investment in 
futures companies

2018 
(July)

•   Changed allowed proportion of foreign investment in insurance to 
51% from 50%

•   Remove restriction on the proportion of foreign investment in 
insurance companies

Insurance 
sector

2018

2021

2021

Financial 
services 
sector
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What this means for the foreign financial 
institutions

China is speeding up the process of further 
opening up its economy due to external pressure 
(trade war) and internal systemic risks. Opening 
up the USD 42 Tn9 financial sector is bound 
to restructure the way capital and wealth are 
managed in China.

Recent reforms (announced in April 2018) provide 
foreign institutional investors a wider access 
for investment in the country’s real economy. 
On the gradual opening of financial markets 
through initiatives such as stock connect and 
bond connect programs, foreign banks have an 
opportunity to provide its global clientele access 
to China’s financial market. Moreover, future plans 
to include ETFs in the connect program between 
Shanghai and Hong Kong, and the stock connect 
program between Shanghai and London are 
likely to boost international investor confidence 
in China’s financial market. In June 2018, Citibank 
obtained a Futures Margin Depository Bank 
(FMDB) license from the China Financial Futures 
Exchange (CFFEX). This is a unique opportunity 
for Citibank to offer a wide range of solutions to 
international investors looking to invest in China 
(including QFII and RQFII clients).

Announcements made on policy relaxation 
led to a significant increase in China’s business 
confidence in 2017. According to ACCA’s Global 
Economic Conditions Survey, based on responses 
of 1,277 accountants globally, the business 
confidence index in China surpassed 30 points in 

the third quarter of 2017, the highest level since 
2011.10 The business confidence index published 
by OECD improved in the first quarter for China, 
going from 99.26 points in February 2018 to 99.72 
points in May 2018, reflecting investors’ readiness 
to invest in China.11 

Furthermore, increased government scrutiny will 
boost the confidence of international companies 
regarding regulatory agencies. During 2017, the 
PBoC focused on increasing regulatory oversight 
to less regulated financial industry players in order 
to enforce transparency in the sector and reduce 
systemic risks. International players can bring 
about change in the domestic financial sector with 
better risk management practices and processes.

9  https://www.bloomberg.com/news/articles/2018-05-06/global-finance-titans-ready-for-china-s-chance-of-a-lifetime
10  http://www.chinadaily.com.cn/a/201712/22/WS5a3cccafa31008cf16da2f1b.html
11  https://data.oecd.org/leadind/business-confidence-index-bci.htm
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Key areas of opportunities for foreign financial institutions 

China, one of the largest consumer and retail banking markets in the world, is fast changing with 
technology-led transformation, fintech players, and local competition from domestic banks. 
There is a huge opportunity for foreign financial institutions to tap into the consumer finance 
market in China. 

Chinese clients outside China have gained traction, along with growing outbound tourism, to 
drive the growth of international banks in China. Moreover, foreign banks can help Chinese 
companies to expand in international markets through sale of bonds, listings in other countries, 
M&A, trade finance, etc.

The insurance sector will see similar set of opportunities. Foreign insurance companies in China 
can benefit by expanding their products to cater to international industrial sector companies 
present in the country.

Foreign banks can set up a wholly owned onshore entity to offer fixed income, equity, other 
assets, and private funds in China. Private-funds licenses will allow international financial 
institutions to manage wealth/money for mainland institutional and high-net-worth investors 
(HNIs) in China.12

Foreign investors can invest in onshore securities through various channels developed to 
provide financial institutions with quotas for outbound and inbound investments such as the 
Qualified Domestic Institutional Investor (QDII) program, Qualified Foreign Institutional Investors 
(QFII), the Renminbi Qualified Foreign Institutional Investor (R-QFII) scheme, the Shanghai-
Hong Kong and Shenzhen-Hong Kong stock connect programs, and the China Interbank 

While Chinese financial services companies have a better understanding of the domestic market, regulatory 
knowledge, government ties, and reputation among retail and corporate clients, foreign financial institutions 
are well positioned to offer access to global capital to Chinese companies on an international level. 
Therefore, the size and dynamics of the financial sector in China make it a significantly attractive market for 
international banks to benefit from.

Because of China’s massive market, foreign companies, especially 
financial institutions, are interested in setting up branches or 
subsidiaries in the country.

Said Adren, Managing Director BMCE Bank of Africa Shanghai13

12  http://www.china.org.cn/business/2018-06/29/content_54000420.htm
13  http://bruegel.org/2018/05/chinas-financial-opening-will-it-be-different-this-time/
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Bond Market (CIBM) Direct Access scheme. The State Administration of Foreign Exchange 
(SAFE) launched the Qualified Domestic Limited Partnership (QDLP) program in Shanghai in 
2012 and the Qualified Domestic Investment Enterprise (QDIE) program in Shenzhen in 2014 to 
actively support domestic firms to conduct various types of outbound investments, including 
investments in offshore securities, hedge funds, private equity funds, real-estate funds, and 
other types of investments. Both schemes permit qualified domestic investors to invest 
overseas and allow Chinese savers to diversify their holdings

The PBoC and SAFE released a new round of foreign exchange management reforms in June 
2018 to simplify management, facilitate operations, and further open up the market. The reform 
measures are concentrated on the following three aspects:

•  Lifting the 20% cap of QFII monthly fund remittance

•   Principal lock period requirements for QFII and RQFII are canceled so that the principal can be 
remitted according to the investment

•   Allowing QFII and RQFII investors to hedge their exchange rate risks to their domestic 
investment

The new policies regarding QFII and RQFII have eased concerns of foreign investors in 
participating in these programs. Allowing them to conduct FX hedging in China’s domestic 
market can help to expand the onshore FX market.

The SAFE has steadily advanced the QDLP and QDIE programs since early 2018 on a pilot basis 
in Shanghai and Shenzhen, respectively. Under these programs, the investors in these two cities 
are allowed to make overseas investment with a quota of USD 5 Bn each.14

14  http://www.bbvaresearch.com/wp-content/uploads/2018/06/201806_China-Financial-Liberalization_HK-Chamber_EDI.pdf
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Why China is an attractive opportunity for foreign 
investors

According to a Citibank report, the Chinese 
financial market is expected to receive USD 3.4 Tn 
in foreign investments by 2025, the realization of 
which will bring China on par with the US financial 
market. Without inflation adjustment, China’s 
nominal GDP is likely to reach USD 28 Tn during 
this period as against USD 26 Tn for the US.

Expected capital inflow in China by 202515

The total foreign direct investment (FDI) into the 
Chinese mainland reached USD 45 Bn in the 
first four months of 2018, which was essentially 
flat year-on-year. However, the number of new 
foreign-funded companies set up during this 
period went up by 95% during the same period 
compared to 2017.16

Reforms have opened up the second biggest 
economy to the international financial community 
with huge untapped potential across various 
segments such as consumer finance, commercial 
banking, insurance, asset management, pension 
fund, trading, etc.

Bond market
USD 779 Bn 

Equities
USD 200 Bn 

Bank assets
USD 2.38 Bn 

Banking

15  http://www.chinadaily.com.cn/business/2017-07/31/content_30299200.htm
16  http://www.xinhuanet.com/english/2018-06/07/c_137237442.htm
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In 2017, the foreign financial companies accounted 
for only ~1.3% of total banking assets in China; 
insignificant compared to domestic banks.17 

Foreign banks had a limited capacity to grow in 
China due to the cap on investment in Chinese 
banks.18 Recent measures include the removal of 
the ownership cap for banks, ease of access to 
foreign banks to set up branches and subsidiaries 
and conduct onshore RMB business in China (for 
both foreign banks with branches and locally 
incorporated foreign banks.19 Furthermore, foreign 
banks will be allowed to underwrite onshore 
treasury bonds under new measures.

These measures will lead to a significant increase 
in the share of foreign investors as these players 
bring about a change in the domestic financial 
sector with better risk management practices.20 

In July 2018, Deutsche Bank received approval 
from PBoC to underwrite corporate bonds in 
China. The other five foreign banks who have 
obtained bond underwriting qualification 
include HSBC, Standard Chartered, BNP Paribas, 
JPMorgan Chase and Citibank.

Bloomberg Intelligence predicts foreign players’ 
market share to quadruple and earnings to grow 
by more than 10 times to ~RMB 188 Bn by 2030. 
Enhanced profitability will be aided by China’s 
deleveraging initiative which is expected to help 
deliver higher credit returns in due course.

To date, the CBIRC has approved several overseas 
banks including Arab Bank Jordan, Cathay United 
Bank, Chang Hwa Bank, and CTBC Bank to set up 
branches in Mainland China.21

17  http://country.eiu.com/article.aspx?articleid=1086667692&Country=China&topic=Economy
18  Maximum of 20% stake for a single shareholder and 25% stake for multiple foreign shareholders 
19  Earlier only incorporated foreign banks were allowed to conduct RMB business
20  Ibid. 13
21  https://theasset.com/china-today

Bank profits - Ten-fold increase expected

Foreign 
bank’s net 
profits in 
China

Market share%

Source: Bloomberg Intelligence

2017 2020F 2025F 2030F

0.74% 1.8% 2.8% 3.6%

188B yuan

16B yuan

107B yuan

49B yuan
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Securities
In April 2018, the CSRC released Foreign 
Investment Measures22 that eased restrictions 
and allowed foreign investors to take up majority 
stakes in securities firms. Currently there are 
13 established JVs in the securities market, of 
which only HSBC has a majority shareholding 
in partnership with a local government-backed 
group, Qianhai Financial Holdings. Other players 
mainly hold minority stakes in securities JVs, 
being limited to investment banking services 
due to regulatory constraints. New reforms will 
give foreign players more control over securities, 
expand the scope of business, and allow 
partnership with domestic companies outside 

the securities industry.23 This has given foreign 
firms access to securities industry profits, which is 
projected to grow to RMB 424 Bn by 2030, and the 
share of foreign players is forecasted to grow from 
1% in 2017 to 5.4% in 2030.

It has been reported in social media that three 
foreign securities companies have already 
submitted their applications to set up foreign 
controlled securities JVs in China, including 
Nomura, JP Morgan, and UBS. It is anticipated that 
more market players will take action in the near 
future.

Securities - Foreign firms to expand

22   China Securities Regulatory Commission (CSRC) officially issued the Administrative Measures for Foreign-Invested Securities Companies referred to as 
the “Foreign Investment Measures”.

23  https:www.pwccn.com/en/financial-services/publications/fstax-news-jun2018.pdf

Securities 
industry 
profits

Market share%

Foreign market share above excludes BOCI and CICC
Source: Securities Association of China, Bloomberg Intelligence

2017 2020F 2025F 2030F

1% 2.3% 4.3% 5.4%

424B yuan

113B yuan

263B yuan

163B yuan
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Asset Managers - Foreign financial institutions to build a larger stake

The multiple options through which global players 
can explore opportunities in this market include24 

•   Onshore private funds: Setting up an investment 
management wholly foreign-owned enterprise 
to operate securities fund management.

•   Onshore public funds: Participating in mutual 
fund joint venture initiatives.

•   Offshore investments into China: Investing in 
Chinese assets via offshore entities and various 
quota programs.

•   Outbound investment for Chinese investors: 
Providing investment products/advisory to 
Chinese investors in offshore assets through 
quota programs. 

•   Purely overseas investments for “outgoing” 
Chinese institutions: Managing global mandates 
for Chinese institutions with considerable 
offshore balance sheets and investment needs.

24  https://www.brinknews.com/asia/how-to-be-a-player-in-chinas-asset-management-market/

Asset management
New regulations were approved for the asset 
management sector in China in November 2017. 
This step was taken in the wake of increasing 
risk in the country’s financial system, including 
a significant shadow banking system. These 
structural reforms present opportunities for 

global asset management players to enter the 
Chinese market currently valued at USD 7.4 Tn and 
forecasted to grow to USD 30 Tn in 2030. Foreign 
firms, with a forecast share of 6%, will have access 
to USD 1.8 Tn assets by 2030.

Total assets 
under 
management 
in China

Market share%

Source: Asset Management Association of China, Oliver Wyman, Casey Quirk, Bloomberg Intelligence

2017 2020F 2025F 2030F

0.5% 2.5% 6%

$30T

$7T

$19T

$11T



Shanghai 
September 2018

www.lendit.com/china/2018 15

LendItFintech
China

Life insurance - Ten-fold increase in revenue by 2030

The biggest driver of life insurers’ market share advancement 
could come from existing players such as AIA and bank-affiliated 
insurers such as ICBC-Axa and BoComm Life, as they deploy more 
resources to ramp up their business. New entrants’ contribution to 
the mix may come after 2020. 

Steven Lam, Insurance Analyst Bloomberg Intelligence

Life Insurance
Foreign banks have had a good foothold in China’s 
RMB 193 Bn insurance market and it is expected 
to grow well in the coming years. The existing 
players in China will have an advantage over new 

entrants in a potential market of RMB 2 Tn overall, 
with foreign investment growing up to RMB 2 Bn in 
2030.

Frogein life 
insurers’ 
premiums

Market share%

Foreign market share above excludes BOCI and CICC
Source: CIRC, Bloomberg Intelligence analysis

2017 2020F 2025F 2030F

7.4% 7.8% 8.6% 10%

2T yuan

193B yuan

841B yuan

324B yuan
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Financial openness to draw more foreign financial 
institutions to Shanghai

In order to take advantage of China’s financial 
openness, several international financial 
institutions have expressed their interest to 
start operations in Shanghai, a key financial hub. 
Foreign-invested financial institutions currently 
account for nearly 30% of all licensed financial 
institutions in the Shanghai municipality. In July 
2018, the municipal government of Shanghai 
announced 100 policies to further open the 
financial sector for international business.

According to the Shanghai Banking Regulatory 
Bureau, several international banks are already 
in talks or have applied for opening a branch 
including Oney Bank, and Arab Bank of Jordan.25

•   JPMorgan Chase sent an application to establish 
a securities firm in Shanghai

•   Japan’s Nomura plans to set up a securities JV 
company in Shanghai

•   Willis Insurance Brokers Co. Ltd. has been 
approved to widen its range of business in 
Shanghai

•   Morocco’s BMCE Bank of Africa got approval to 
open branch in Shanghai

•   Siam Commercial Bank (SCB) opened Shanghai 
branch to offer customer-centric digital financial 
services  

Shanghai expands opening of the 
finance sector with reforms in six 
key areas26 
Shanghai has followed the announcements made 
by the central bank governor in the following six 
key areas:

•  Expanded opening of the banking sector

•  Expanded opening of the securities sector

•  Expanded opening of the insurance sector

•  Expanded opening of the financial markets

•   Expansion of the role and scope of usage of free 
trade zone accounts

•   Reduced entry thresholds for bank card 
settlement entities and non-bank payment 
entities

These measures will place Shanghai as an 
international financial center. Further research is 
being conducted in this space, which we will cover 
in future reports.

25  http://www.china.org.cn/business/2018-06/29/content_54000420.htm
26  http://www.chinabankingnews.com/2018/05/14/shanghai-expands-opening-finance-sector-six-new-measures/
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Collaboration is the key to thrive in China’s 
financial markets

China has witnessed massive growth in the usage 
of e-payments, and online banking systems. 
Although recent financial liberalization measures 
provide a range of opportunities to foreign banks, 
they are likely to face stiff domestic competition 
not only from traditional institutions but also 
from technology start-ups. While traditional 
Chinese financial institutions are facing difficulties 
in adapting to the new landscape, technology 
players, in particular, have witnessed growth 
by understanding the needs of a tech-savvy 
customer base and filling the gaps in China’s 
structurally imbalanced financial system through 
continuous innovation.

China’s fintech firms have been growing 
significantly to become the center of global fintech 
innovation and adoption, in line with developments 
in Shanghai, Hangzhou, Beijing, and Shenzhen. In 
2015 alone, the market was valued at over RMB 12 
Tn (USD 1.87 Tn).27

According to the EY Fintech Adoption Index, China 
topped the charts with 69% of consumers being 
fintech service users in 2017, compared to the 
US at ~33% and the UK at ~42%.28 In 2017, among 
the 27 largest fintech companies worldwide (with 
valuations exceeding USD 1Bn), nine were from 
China.29 China’s large population and openess 
to technology feeds the world’s largest fintech 
companies - Ant Financial and Alibaba. Alipay has 
870 million active users with 600 million in China 
compared to 270 million globally.

The success of China’s fintech firms can be 
attributed to their consumer-centric business 
models that have led to high global adoption 
among consumers.30 Technology and scale 
have worked in favor of tech unicorns in China. 
Smartphone penetration and emergence of online 
commerce ecosystems have helped fintechs 
create large consumer databases and gain scale 
by leveraging these existing online user volumes 
and driving and disrupting the inadequate financial 
services sector in China particularly in the fields of 
financing, investing, and credit infrastructure.

In addition, the low efficiency of the formal banking 
system in meeting the financial services needs 
of its consumers has made fintech firms a tough 
competitor for traditional banks. The realization 
of this fact has set forth a new trend where 
traditional banks have started incorporating fintech 

27  http://www.china-briefing.com/news/2018/01/22/chinas-fintech-industry.html
28   https://www.cnbc.com/2018/06/08/this-chart-shows-how-china-is-dominating-fintech.html
29  https://www.brookings.edu/blog/order-from-chaos/2018/02/08/whats-happening-with-chinas-fintech-industry/
30  https://www.cnbc.com/2018/06/08/this-chart-shows-how-china-is-dominating-fintech.html
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to improve their operations and acquire new 
customers. Some of these collaborations include 
hospital payment service by China Construction 
Bank and Alipay, ICBC support to WeChat’s QR 
code payment, and co-branded credit cards 
issued by JD finance and Citi. Other banks have 
set up their own subsidiaries that support not only 
their parent banks but also other banks and start-
ups. These include CIB Fintech by Industrial Bank 
(2015), YiZhangTong Technology by Ping’an Group 
(2015), MB Cloud by China Merchant Bank (2016), 
and CCB Fintech by China Construction Bank 
(2017).31

To enter and prosper in China’s financial 
environment, a foreign financial institution needs 
to have a strong local network. To compete with 
major players such as Alipay and Tencent and 
also ensure that they are easily absorbed into the 
local financial system, the until-now excluded 

foreign firms require collaboration with China’s 
technology firms for developing customer-driven 
solutions. Additionally, the data servers of fintech 
companies are required to be grounded in China, 
and collecting and storing information about 
China or the Chinese people will require special 
permissions from the government. China-based 
fintech companies will be able to address these 
limitations faced by foreign institutions. In short, we  
see collaboration as a major and long-lived theme 
in China’s financial services ecosystem.

If you enjoyed this white paper and want to learn 
more about China’s financial openness and 
opportunities for financial institutions to enter the 
Chinese market, you should attend LendIt Fintech 
China 2018, taking place on September 6-7 in 
Shanghai. Topics to include AI, fintech innovation, 
future banking, blocktech, compliance and more.

31   https://www.kapronasia.com/china-banking-research-category/item/954-the-future-of-china-s-fintech-is-emerging-as-fintech-and-banks-start-to-
cooperate.html

32  https://www.euromoney.com/article/b18ws9x3trz4gz/china-takes-a-swipe-at-the-fintech-sector

http://t.yesware.com/tt/929bb1f3783208b805a5fbb171e1017ee6be96ae/0e4df445484e19d0ff4127a52c596750/da002a2dd18135bb852d7229792f1e0c/www.lendit.com/china
http://t.yesware.com/tt/929bb1f3783208b805a5fbb171e1017ee6be96ae/0e4df445484e19d0ff4127a52c596750/da002a2dd18135bb852d7229792f1e0c/www.lendit.com/china
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