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Two interesting and important reports were published on 
the topic of financial technology – known as fintech – in 
2018: the ������� ��������������›����� by the Academy of 

Internet Finance, Zhejiang University,1 and the ���������������� 
by KPMG.2

KPMG’s report indicated three of the five top global fintech 
companies originated in China, with Ant Financial in first place, 
JD Finance in second and Du Xiaoman Financial – which recently 
split from parent company Baidu – in fourth.

Zhejiang University’s Academy of Internet Finance research 
established that the Yangtze River Delta – comprising Shanghai, 
Hangzhou and Nanjing – is the top global fintech hub, overtak-
ing Silicon Valley in the US.

Fundamentally, fintech is a phenomenon characterised by 
IT-based start-ups filtering into the financial industry. Therefore, 
the fintech ecosystem is similar to the start-up ecosystem, although 
the actors may differ. The fintech ecosystem can be approached 
as a network of the IT industry, government, large enterprises, 
start-ups, accelerators, incubators, private investors, universities 
and research institutes.

A fresh combination
Fintech is an amalgam of IT and the financial services industry. 
Without IT, there would be no fintech. A high level of devel-
opment and sophistication in the IT industry is one of the most 
essential prerequisites for the emergence of fintech, as evidenced 
by the deep market penetration of the smartphone. 

According to the Pew Research Center in the US, the total 
number of internet users in 2016 was 3.4 billion worldwide.3 The 
global internet penetration rate in that year was 46%, an increase 
of more than 10% within a year.

The internet penetration rate in 2017 was high in North 
America, Europe and parts of the Asia-Pacific region. The 
Republic of Korea topped the rankings with 96% penetration, 
followed by the US with 89%, the UK with 88%, Japan with 76%, 
China with 71% and India with 25%.4

The highest smartphone penetration rate was also in the 
Republic of Korea, which recorded 94%, followed by 77% in the 
US, 72% in the UK, 68% in China and 22% in India.5

According to the 
�� ��������������� ����›�����, the fintech 
adoption rate – defined as fintech users as a proportion of the digi-
tally active population – was highest in China, with 69%, followed 
by India with 52%.6 Third-highest was the UK with 42%, followed 
by the US with 33%, the Republic of Korea with 32% and Japan 
with 14%.

By combining smartphone penetration and fintech adoption 
rates, I have estimated the percentage of the population in close 
proximity to fintech in major countries. China was the highest with 
47% of total population utilising fintech in 2016, followed by the 
Republic of Korea, the UK and Australia – each with 30%. It also 
shows that 25% in the US and 11% in India utilised fintech in 2016.

A revolution in personal banking
Over the past half century, successive innovations have sprung up 
in the financial sector, including the introduction of credit cards 
in the 1960s, cash machines in the 1970s and 1980s, and the new 
financial products in the wake of deregulation of bond and capital 
markets in the 1990s.

However, with the advent of Apple’s iPhone in 2007, smart-
phones began to influence the way people handle, monitor and 
control their banking and finances, shifting towards more direct 
finance, away from the conventional methods of indirect finance 
that often necessitated various intermediaries and added costs 
and inefficiencies.

We are currently at a stage where the further development of 
fintech industry is inevitable. With the traditional banking sector 
still discredited in the aftermath of the 2007–08 global financial 
crisis, as well as the acceleration of internet penetration, this is a 
critical juncture at which fintech can only become a competitor 
and an existential threat to banks. Microsoft founder Bill Gates 
foresaw the fate of banks in 1994, saying: “Banking is necessary. 
Banks are not.”

Indeed, within 10 years of the appearance of smartphones on 
the market, banks are being threatened as they have not been 
since the founding of Banca Monte dei Paschi di Siena in north-
ern Italy in the late 15th century. This phenomenon is nothing 
less than the world’s ‘first financial revolution’. As blockchain – 
the distributed ledger technology  – further develops, a second 
financial revolution may follow.

With almost half its population utilising fintech, China is emerg-
ing as a global leader in this field. The massive scale of China’s 
market and a ‘light touch’ policy from its regulators and supervi-
sors have bolstered China’s fintech development in the early years.

Leveraging existing social media platforms, China’s fintech 
services include several key areas: third-party payments by 
non-bank digital providers, peer-to-peer lending, internet credit 
including microlending, internet-based banking and insurance, 
digital wealth management and credit ratings.

Notably, large and dominant fintech players in China have 
reached beyond their traditional niche to other areas of the 
finance supply chain, building an integrated ecosystem of financial 
services that link customers with businesses.

Until the early 2000s, China had a poor financial infrastructure 
and low-trust culture. The credit card penetration rate was low – 
below 10% in the early 2000s. China accounted for less than 1% 
of global e-commerce retail transaction value a decade ago, but 
today that share has grown to more than 40%.7 The penetration 
of e-commerce, as a percentage of total retail sales, now stands at 
15% in China, compared with 10% in the US.

E-commerce giant Alibaba absorbed financial customers by 
launching Alipay in 2004, a safe and reliable electronic payment 
service to allay consumers’ financial distrust. Alibaba won 
customer loyalty by using escrow services that served as e-com-
merce credit guarantees by making settlement deposits. Then 
smartphones emerged to drastically change the paradigm of the 
Chinese financial market.

As the money market rate exceeded the deposit rate controlled by 
the People’s Bank of China, Alibaba promoted competition in the 
financial markets by launching Yu’e Bao, a money market fund, in 
2013. The e-commerce company gained an advantage in the market 
via the vast amount of customer data it has accumulated over a long 
period of time. Since the success of Yu’e Bao, the business scope of 
IT companies has expanded to various fields of finance.

The traditional financial industry is thus experiencing an 
unprecedented challenge from a fintech industry bent on disrupt-
ing existing banking practices and revolutionising traditional 
banking services through faster exchanges of money at lower costs 
domestically and globally.

 Fintech has the potential benefits of market efficiency, inclu-
sion, quality of services, supervision and regulation, and creates 
opportunities to galvanise efficiency gains, by lowering transac-
tion costs, for example.

It also facilitates access to financial services, enhances the effec-
tiveness of supervision and regulation, encourages entrants into 
the financial industry with potentially new business models, and 
favours user-friendly and cheaper financial services. 

Fintech can also support economic growth and poverty reduc-
tion by strengthening financial development and inclusion. Fintech 
can help millions of individuals and small and medium-sized enter-
prises leapfrog access to financial services at an affordable cost.

Markets at a crossroads
Rapid development also entails risk to financial markets. In China, 
online payment service providers operate in the shadow banking 
system; they pool cash from banks and invest in interbank certif-
icates of deposit or microloans, resulting in credit and maturity 
transformation. Actual fund flows are difficult to monitor as these 
payments providers operate outside the purview of regulators.

Financial markets are at a crossroads, faced with maintain-
ing stability against potential external shocks in the near term 
while providing new sources of growth over the medium term. 
In this context, policy responses should strike the right balance 
between enabling digital innovation and addressing risks in the 
financial sector.

To maximise the full potential of fintech, regulation needs to 
adapt to a changing landscape so that trust in the financial system 
is maintained. Regulations should ensure the potential risks asso-
ciated with fintech are effectively monitored and addressed in a 
manner that does not unduly stifle innovation.

Regulatory responses to fintech must be proportional to poten-
tial risks, and regulatory perimeters may need to be reconsidered. 
A legal framework will need to adapt to keep pace with innovation 
and ensure proper calibration of new risks, legal certainty, predict-
ability, and the balance between transparency and privacy.

Fintech can benefit supervisors and regulators also by facili-
tating regulatory compliance  – or regtech. For example, artifi-
cial intelligence and machine learning can help financial institu-
tions identify suspicious activity more quickly, and biometrics 
and metadata can verify the identity of customers and/or bene-
ficial owners. The distributed ledger technology that underlies 
crypto-assets can be leveraged to improve information-sharing 
between market participants and regulators. Similarly, regula-
tors can use fintech to enhance the efficiency and effectiveness of 
supervision – or ‘suptech’.

Policy priorities may differ as the initial conditions of each 
national economy varies. But, considering the inherent global 
reach of these technologies, regional and international co-opera-
tion will be a key to developing effective policy responses. 

Han Seung-soo

Fintech – The first 
financial revolution
Han Seung-soo, IFF co-chairman, former prime minister of the Republic of Korea 
and president of the 56th session of the UN General Assembly, welcomes financial 
technology as a force for innovation, but recognises policy responses must be 
synchronised at a national and global level
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An excellent Chinese official public document, ������
��������������	��������������,1 released in October 2018, 
is guided by the strategic thinking of the 19th National 

Congress of the Communist Party of China and describes the 
implementation of the 13th Five-Year Plan development guide-
lines in detail. This document makes strong and simple obser-
vations and suggestions  – perhaps most importantly that 
“human-induced climate change is one of the most severe chal-
lenges faced by humanity and poses a tremendous risk to the 
sustainable development of society”. 

I could not agree more with this statement. Global warm-
ing caused by emissions will bring with it unusual political risk, 
including mass migration. Nothing less than life on earth itself is 
to be fought for. 

The report also rightly stresses that “energy sector carbon diox-
ide (CO2) emissions represent the largest source of greenhouse 
gases, and the reduction of CO2 emissions in the energy system 
is therefore an integral part of building an ecological civilisation”.

It presents two scenarios for the future, considering China’s 
plans to completely overhaul its energy system by 2050: the 
“stated policies scenario”, which assumes full and vigorous imple-
mentation of current state policies for the energy sector, and the 
“below 2°C scenario”, which goes further in the reduction of 
CO2 emission.

The two scenarios have three common features. First, the 
success of energy transition will depend on the industry sector, 
although industry dominates national energy consumption in 
China. Second, over time, the share of fossil fuels will need to 
decrease – coal, in the first instance – and be replaced by the new, 
dominant renewable energies: mainly wind and solar. Third, we 
should not fear or be hesitant about the impact this energy transi-
tion will have on the speed of economic growth and employment, 
since development of renewable energy and the demands of new 
clean-energy users will boost economic activities and more than 
offset the negative effects of reduced fossil fuel use.

These observations are relevant in all countries, as the entire 
world must cope with energy transition. The report’s recommen-
dations also have a universal dimension. First, keep coal reduction 
a key priority with strict control. Second, raise the deployment 

of renewable energy  – namely wind and solar  – to a new level 
in the next decade. And third, ensure a sufficiently high cost for 
CO2 emission, also in the short run, to “create a more level play-
ing field between fossil fuel-based power and renewable energy. 
Further measures should be considered as short-term solutions, 
including a carbon tax and/or a floor price within the carbon 
market. In addition, carbon pricing and carbon markets must 
include other sectors beyond the power sector.” 

Carbon pricing and climate change
This last recommendation leads me to focus on carbon pricing 
as a device to fight global warming. There follow two prelimi-
nary remarks on these observations, then an examination of why 
carbon pricing is superior to other measures in limiting emissions:

1.  The right target must not be missed. It is not energy consump-
tion, but consumption of energy at the origin of CO2 emis-
sion. Fighting climate change need not and must not lead to 
Malthusian economic policies, which will undermine standards 
of living and create mass unemployment. The global popu-
lation will continue to increase, mainly in emerging markets 
where the needs of the population are huge. Curtailing the use 
of fossil fuel energy should not be confused with shrinking the 
demand for energy.

2.  The policy favoured by governments globally is to reduce 
carbon emissions through administrative measures, interdic-
tions, fiscal incentives and public spending. One should not 
criticise these approaches, which are certainly useful  – for 
example, closing the most polluting coal-fired power plants, 
as in China; subsidising renewables, thanks to tariffs paid by 
consumers, as in Germany; or giving the subsidies to house-
holds to reduce their consumption of fossil fuel energy, as 
in France.

But, for all their positive effects, these approaches are costly 
and their benefits to global welfare remain limited. Thus the best 
approach is via a market mechanism; when we implement markets 
for carbon, we can assume the market covers all emitted carbon 
and can be sure it is the origin of pollution, whoever is affected. 

For the market – and for carbon – to exist, emission permits 
that can be exchanged should be introduced. In this market, we 
can control the volume of emissions – allowing the price of carbon 
to adapt locally – or the price of carbon can be fixed, with the 
volume of emissions permitted becoming indigenous to demand.

Fixed versus controlled 
Two market systems currently exist: in the UK, for example, 
authorities fix the price; in the European Union and China, the 
trading system targets the volume of carbon emitted. The latter 
option is the least efficient because, by controlling volumes, the 
price becomes volatile and a very efficient proportion of the 
carbon price signal is lost. 

When the EU introduced an emissions trading system in the 
mid-1990s, the price of carbon was €30 per tonne. Following 
the financial crisis it fell to €3  per tonne, where it remained 
for the best part of a decade. In 2013, the price of carbon 
increased to €25  per tonne, and is now decreasing again, to 
about €18 per tonne.

It must be emphasised that a significant, predictable and rising 
price of carbon is the best incentive for producers and consumers 
to shift their behaviour from highly carbon-intensive to low-car-
bon or even carbon-free products.

Common sense dictates that, with higher carbon prices, activi-
ties that generate high carbon emissions will cost more. There is 
a ‘substitution effect’ – to speak the language of the economist – 
towards sources of energy that emit less carbon. In the final analy-
sis, getting rid of carbon – and therefore the problem of global 
warming – comes down to the level of the price of carbon.

There is a point at which carbon will simply be too costly for an 
economic activity to continue emitting it. A higher, predictable 
price of carbon is by far the most efficient device to fight climate 
change. In practice, a rise in the price of carbon raises the problem 
of feasibility, at least in the short to medium term, and the prob-
lem of competitiveness. If the price of carbon is raised too rapidly, 
some energy sources will become too costly, and lead to energy 
shortages and business closures.

These are reasons that predictable, incremental processes  are 
proposed – for example, inflation plus a given year-on-year 
percentage increase would allow economic structures to adapt 
smoothly to the energy transition. The carbon price is, therefore, 
an incentive as well as a signal to follow the right path in the least 
painful manner.

A task force for change
But there is resistance. To overcome this, and to encourage the 
EU to adapt the carbon price-based system, a task force compris-
ing high-level personnel has been launched in Europe. 

China is considering the introduction of a similar device 
to complement and better equip the initiatives it has already 
launched, probably globally, and to contribute to settling the 
competitiveness risk argument. An initiative is also being insti-
gated under the umbrella of the International Finance Forum, 
which is planning a joint meeting in Paris of Chinese and EU lead-
ers to exchange ideas about carbon pricing.

By pushing forward with this initiative, both Europe and China 
are showing their willingness to face this major challenge for 
humanity together, with determination and efficiency. 

Edmond Alphandéry

Carbon trading – 
Pricing out climate change
Edmond Alphandéry, IFF vice-chairman, chairman of the Euro 50 Group and former 
finance minister of France, sets out his arguments for a carbon price-based system 
of global emissions trading, through which higher, more predictable pricing can help 
combat the challenge of climate change

Polluting fossil fuels are being phased out across China in favour of more renewable energy sources, such as wind and solar
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a new era in the Chinese energy transition�������������������
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Finance exists in two dimensions: micro and macro. Macro 
refers to demand, currency, credit and foreign exchange 
policy, all of which influence economic growth and the price 

of commodities. Micro means financial resource allocation, or the 
supply side. Through the policy of ‘opening-up’, China aims to 
balance supply and demand by reforming financial institutions, 
monetary control and forex management systems, designing 
a new financial market, and advancing the liberalisation of the 
financial industry.

The Chinese financial experience
Forex markets, capital markets, financial instruments and money 
markets have a similar basic structure wherever they are in the 
world. But the way in which they operate and the structure of 
financial institutions differs in China because of the system they 
have been built around. 

In 1978, at the Third Plenary Session of the 11th Central 
Committee of the Communist Party of China, the decision was 
taken to reform China’s financial markets. In 1979, China moved 

away from a mono-banking economy, established the Agricultural 
Bank, the Bank of China and the China Construction Bank, and 
gradually set up regional joint-stock commercial banks and other 
types of financial institutions. By 1984, with the creation of the 
Industrial and Commercial Bank of China, which was tasked with 
financing the business activities of the state-owned enterprises, the 
People’s Bank of China began to establish itself as the country’s 
core regulator and central bank. 

In 1987, the operation mechanism of China’s commodity- 
reliant economy was established, with the state controlling the 
market and the market guiding enterprise. In 1993, reform was 
accelerated to ensure that, by the end of the 20th century, China 
would have a fully fledged socialist economic system. Later that 
year, plans were set in motion to grant the central bank various 
macro tools and define the different functions of policy banks 
and commercial banks to form a more diverse and multilayered 
financial system. 

Despite significant progress, China’s financial industry is still 
prone to corporate governance issues. Soft budget constraints 
date back to the primary stage of reform and haven’t changed 
significantly since. Some large institutions are systemically impor-
tant and are unable to shoulder the responsibility when severe 
problems arise, while governments, regulatory authorities and 
central banks must weigh in to protect them. 

In 1993, China began market-based interest rate reform. 
In 1996, it began to liberalise the interbank lending rate, and 
in  2000 adopted the creed of “large long-term deposit first, 
small short-term deposit after; foreign currency first, domestic 
currency after”. Prices could now fully guide resource alloca-
tion, but only when the market could afford both profit and loss. 
However, the behaviour of financial institutions remains a prob-
lem. Ideally, net income should provide a buffer for banks when 
risks emerge, allowing instutitions to continue absorbing depos-
its and continue lending – if not, interbank lending comes into 
play. Thus, banks support the economy more during economic 
busts than booms. 

Openness is crucial
Openness will stimulate reform. When the three dimensions 
of openness  – the introduction of rules, mechanisms and 
competition  – are established, the reform process can become 
increasingly standardised. 

Banks unable to absorb bad loans start to build up debts. 
Through the implementation of the various Basel Accords, 
commercial banks have improved their capacity to deal with 
financial risks – increased capital requirements ensure the normal 
operation of a bank’s activities but also protect consumers’ depos-
its. There are too many cases worldwide of depositors suffering 
because of commercial banks becoming insolvent because of a 
lack of capital and excessive financial risk. Avoiding this requires 
self-restraint, and the capital adequacy ratio helps enforce this. 
Existing international rules are a good reference point for China, 
but are yet to be put into practice. 

Investment is also crucial to reform, and Chinese banks have 
called on foreign institutional investors to accelerate reform within 
the country’s banking industry. Many have since successfully listed 
outside the country and are examples of openness aiding the 
reform process. State-owned banks struggled during their trans-
formation from specialised banks to policy banks to conmmercial 
banks. Since 2004, reform has centred on dealing with bad assets 
totalling RMB 1 trillion; bad loans only equate to 1.7% of total 
loans.1 In 1994, China promulgated the first set of rules regulat-
ing the establishment of foreign banks and the administration of 
foreign-capital financial institutions, and took the first step towards 
introducing competition into the financial sector.

China’s insurance industry is making up the most ground, 
having opened up two years prior, in 1992. As a member of 
the World Trade Organization, China has furthermore abol-
ished regional restrictions on foreign insurance institutions 
setting up companies. 

Resource allocation
Financial reform often entails new regulation to help prevent 
and control systemic risk. However, what should be the 
subject of this regulation and how risk should be managed is 
constantly debated.

In China, the central bank has headed up the financial system 
since 1979. However, a central bank should be responsible 
for correcting volatility in financial markets when things go 
wrong and should not dictate how banks should go about their 
day-to-day business. 

Currently, the leverage ratio is the main source of risk. To 
reduce this, the central bank could implement capital constraints 
on financial institutions, but financing is required to fuel the 
economy. To achieve these goals, China must rely on the develop-
ment of direct financing and equity investment, instead of indirect 
financing from the banking system. 

We need to study in detail how financial markets behave and 
interact with one another. Innovation may lead to growth, but it 
can also introduce new risks that are not yet under control. There 
remains plenty of scope for financial reform, including the reform 
of financial institutions. 

Lu Lei

An open door to reform
Lu Lei, deputy administrator of the State Administration of Foreign Exchange, discusses 
how structural reform and increasing investment and openness since 1978 have left 
China’s financial services industry in good health, but recognises corporate governance 
overleveraging remain a threat
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Building the 21st Century Maritime Silk Road Financial Co-operation Demonstration Zone
and International Strategic Co-operation Platform

at Guangdong-Hong Kong-Macao Greater Bay Area

Guangdong-Hong Kong-Macao Greater Bay Area Comprehensive Co-operation Demonstration Zone
Belt and Road Core Node

Financial Reform and Innovation Pilot Zone

International Finance Forum (IFF) Permanent Conference Site
Nansha International Financial Island

Pearl Bay –
A Rising Star of Nansha

THE BAY AREA 
DEVELOPMENT
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Compared with the other three bay areas – those of New York, 
San Francisco and Tokyo – the Guangdong–Hong Kong–
Macao Greater Bay Area has the largest land area and 

population, along with world-class high-throughput airports and 
seaports. Economic growth in the Greater Bay Area was 7% in 
2017, far outpacing the other bay areas, and it ranks third of the 
four economically.

The per capita GDP of the Greater Bay Area is, however, the 
lowest of the four bay areas, at a little more than US$20,000, 
whereas San  Francisco’s bay area reaches around $100,000. 
Tertiary industry accounts for the lowest proportion in the 
Greater Bay Area, at around only 60%, with New York having the 
highest, at 89%. 

The Greater Bay Area has the largest market capacity and the 
most complete industrial system of the four bay areas. The 
region covers nine cities in the Pearl River Delta and the two 
special administrative regions, Hong  Kong and Macao, and 
radiates out to Guangdong and the entire south-east of China. 
This huge market potential is the mainstay of economic devel-
opment here, and the Greater Bay Area should be fully confi-
dent in becoming the most economically active bay area in the 
world and a world-class city cluster.

Cities in the Greater Bay Area
Hong  Kong, Macao, Guangzhou and Shenzhen are the four 
core cities, comprising the upper levels of a ‘1+3+7’ model. 
Hong  Kong is at the first level, Macao, Guangzhou and 
Shenzhen at the second, and the other seven cities make up the 
third. Hong Kong is the international financial shipping trade 
centre; Guangzhou is the capital of Guangdong Province, the 
traditional millennium commercial city and now a thriving trade 
centre; and Shenzhen is emerging as a new force in science and 
technology innovation, with its economic aggregate surpassing 
that of Guangzhou in 2017. According to 2018 Globalization 
and World Cities Research Network data, Guangzhou ranks 
27th among the world’s top international cities; Shenzhen ranks 
58th. Hong Kong and Guangzhou are both classed as first-tier 
cities. In the financial index, Guangzhou ranks 19th, Hong Kong 
ranks third and Shenzhen ranks 10th. A comparison of these 
three cities reveals several particularly similar figures: total 
economic aggregate; growth rates (Shenzhen and Guangzhou 
are a little faster than Hong Kong); and the throughput of the 
airports and seaports. In 2018, Hong Kong handled more than 
70 million airport passengers, Guangzhou 70 million, and 
Shenzhen more than 50 million. Shenzhen also has the highest 
container throughput. 

The Nansha District, in the southernmost part of Guangzhou, 
has a unique geographical advantage at the geometric centre of 
the Greater Bay Area, with Hong Kong, Shenzhen and Dongguan 
to the east, Guangzhou and Foshan to the north, and Zhongshan, 
Jiangmen and Macao to the west. Nansha also has a distinct 
policy advantage as a national economic and technological devel-
opment zone, a national new district and one of Guangdong’s 
three free-trade zones. The Nansha Free-Trade Zone covers an 
area of 60 square kilometres, which is larger than the other two 
zones combined. 

Furthermore, it undertakes the mission of comprehensive 
co-operation of the Greater Bay Area. Hong Kong and Shenzhen 
are highly developed, but there is limited space for further devel-
opment. Nansha has an area of 803 square kilometres, with the 
concentration of urban development now approaching 20%. Of 
the 60 square kilometres of the free-trade area, approximately 
38 are awaiting development. Nansha is also optimising its living 
and business environments: it places great importance on 

convenient transportation, high-end medical education, resource 
agglomeration, and culture, sports and entertainment facilities. 
With the operation of the Guangzhou–Shenzhen–Hong Kong 
high-speed railway, Nansha is only 30 minutes from Hong Kong, 
and metro lines connecting it with downtown Guangzhou will 
come into service at the end of 2020. Nansha will form a half-
hour traffic circle with Hong  Kong, Shenzhen, Dongguan, 
downtown Guangzhou, Zhongshan, Zhuhai and Macao.

Education and healthcare
Hubs of advanced education and medical resources are expected 
to coalesce in Nansha. The Hong Kong University of Science and 
Technology has signed a framework agreement to set up a 
campus there, construction on which is expected to start in the 
first half of 2019. In addition, some of the best public education 
resources and international schools are situated in Nansha. In 
healthcare, Guangdong’s best hospitals, including the First 
Affiliated Hospital, Sun Yat-sen University; Guangdong Hospital 
of Traditional Chinese Medicine; Guangzhou Women and 
Children’s Hospital and Health Institute; Guangzhou First 
People’s Hospital, Sun Yat-sen University Cancer Centre; and 
the Affiliated Hospital of Stomatology, Sun Yat-sen University, 
are located in Nansha. 

Nansha’s ecology is also outstanding. The average PM2.5 (the 
measurement of particulate matter in the air) in Nansha is 27 – 
which is moderate on the Air Quality Index. After two months of 
continuous monitoring, Nansha’s water quality was classified as 
grade II, meeting the drinking standard of tap water. 

At the same time, the business environment is also strengthen-
ing. The Nansha Free-Trade Zone has set a benchmark for reform 
and innovation nationwide. For example, in the enterprise regis-

tration, the examination and approval of industrial and commer-
cial business licences and tax invoices can now be completed 
within one working day, and all matters related to pre-business 
examination and approval must be completed within three work-
ing days, standards comparable to the most advanced countries in 
the world. The Administrative Committee of Guangzhou Nansha 
Development Zone is accountable for carrying out reform and 
the policy of ‘opening-up’.

Connectivity, complementarity and co-ordination 
In a well-developed bay area, connectivity is paramount  – 
particularly with regard to transport. In the Greater Bay Area, 
the construction of transport infrastructure is being accelerated. 
The opening of the Guangzhou–Shenzhen–Hong Kong high-
speed rail link in September 2018 was a landmark. In October 
2018, Guangdong held a discussion with Hong  Kong chief 
executive Carrie Lam on the construction of rail transit in the 
inner bay area, to connect all nodes with the Hong  Kong–
Zhuhai–Macao bridge. Connectivity also includes the free flow 
of people and logistics, which has become far more rapid, and of 
capital and information, which still has a long way to go.

Each of the ‘9+2’ cities has its own advantages and characteris-
tics. They should draw on each other’s strengths and develop each 
other in a unique way. Competition is the norm, but it should be 
orderly and co-ordinated.

Co-ordination refers to overall planning. Whether it is the bay 
areas of Tokyo, New York or San Francisco, the alliances between 
the three bay area cities play a very important role. The Greater 
Bay Area should, therefore, play the role of the central govern-
ment, and provincial and municipal governments at all levels so 
we can work together to further accelerate development. 

Cai Chaolin

Accelerated development 
in Nansha
Cai Chaolin, general director of the Administrative Committee of Guangzhou Nansha 
Free-Trade Zone, explains why prime-placed Nansha is becoming an education and 
healthcare hub and a centre for connectivity across the region

The Nansha Passenger Port station of the Guangzhou Metro began operations in December 2017, further boosting the transport infrastructure of the Greater Bay Area
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The 19th National Congress of the Communist Party of 
China (CPC) proposed supporting Hong Kong and Macao 
in integrating their own development into that of the over-

all state by prioritising the Guangdong–Hong  Kong–Macao 
Greater Bay Area Development. This would enhance regional 
co-operation in the Pan-Pearl River Delta and advance mutu-
ally beneficial co-operation between the mainland and the two 
special administrative regions. Building an international financial 
co-operation hub in the Greater Bay Area is a concrete measure 
to implement an important strategy of the 19th CPC National 
Congress. The Bay Area Development is supplemented by great 
opportunities for improving the capability of investment banks in 
China’s securities industry. 

Internationalising Chinese securities 
The Greater Bay Area comprises nine municipalities – Guangzhou, 
Shenzhen, Zhuhai, Foshan, Huizhou, Dongguan, Zhongshan, 
Jiangmen and Zhaoqing – and two special administrative regions: 
Hong Kong and Macao. By the end of 2017, the overall urbani-
sation level of the Greater Bay Area exceeded 80%, and the 
regional economic aggregate surpassed RMB10  trillion for the 
first time. It has become a region with the most comprehensive 
strength, the highest degree of openness and the most dynamic 
economy in China. 

At the 2018 National People’s Congress and the National 
Committee of the Chinese People’s Political Consultative 
Conference, President Xi Jinping indicated in his talks with the 

Guangdong delegation that it was necessary to seize this opportu-
nity and accelerate the construction of a world-class bay area and 
urban agglomeration. Throughout the development of major bay 
areas around the world, finance has been a driving force. These 
bay areas give full access to finance and form a comprehensive 
financial services system and development mode: ‘finance  + 
service’ in New York, ‘finance + technology’ in San Francisco and 
‘finance + industry’ in Tokyo. Investment banks play a pivotal role 
in the modern economic system, and the Bay Area Development 
brings important historical opportunities to promote internation-
alisation in China’s securities industry. In particular, the Greater 
Bay Area’s unique features – ‘one country, two systems’ plus three 
different supervision systems  – provide important development 
opportunities for China’s securities industry to forge strong 
adaptability and evolve its capacity.

The Greater Bay Area has become one of the most important 
settlements for securities companies in China. Among the 131 
securities companies in China, 22 are located in Shenzhen and six 
in Guangdong. Of the mainland securities companies that estab-
lished branches in Hong Kong, 15 are listed by issuing H-shares. 
Five securities companies with branches in Hong Kong are listed 
independently on the Hong  Kong Stock Exchange: Shenwan 
Hongyuan Group (Hong Kong), Haitong International Securities 
Group, Guotai Junan Securities, Southwest Securities and China 
Industrial Securities International. 

The Greater Bay Area is also an important bridge for interna-
tionalising the securities industry in China. From the perspective 
of the cross-border business development practice of Chinese 
securities companies, the majority are tested in Hong Kong and 
then expand into the Asia-Pacific region – Singapore, for exam-
ple – before eventually extending to European and US markets to 
form a global business network. 

Last year, the Asian Financial Cooperation Association 
published ���� �������� ���� �����  �������� ������������ ������. 
Based on the analysis of industrial distribution and financial 
specialisation of various cities in the Greater Bay Area, the report 
concludes that the spatial distribution of China’s financial 
industry has gradually developed from revolving around 
Hong Kong to a ‘centre-periphery’ structure with Hong Kong, 
Shenzhen and Guangzhou as the core cities. Both Shenzhen and 
Guangzhou are slowly restructuring their financial centres to be 
more like Hong Kong’s, with the diffusion of function expected 
to continue to surrounding cities. The unique geographic 

advantages and development potential of the Greater Bay Area – 
as well as the three different regulatory systems – could not only 
maintain control over regional operational risks, but also serve as 
a frontier for comprehensive ‘opening-up’, providing an 
important experimental field for the internationalisation and 
development of China’s securities industry. Therefore, seizing 
the opportunities of the Bay Area Development, constructing 
free-trade zones, applying financial science and technology, and 
actively participating in the construction of the Greater Bay 
Area’s financial co-operation hub are highly significant in 
improving internationalisation. 

Enhancing the capacity of investment banks
The 19th CPC National Congress proposed the strategic goal of 
China’s development should be to promote co-ordinated devel-
opment of the real economy with technological innovation, 
modern finance and human resources. Investment banks play a 
role in financing capital supply and demand, promoting capital 
formation, encouraging enterprise mergers and acquisitions, opti-
mising resource allocation, supporting scientific and technological 
innovation, and guiding risk management. 

Investment banking originated in medieval Europe at merchant 
banks, the initial business of which was to accept merchant bills. 
During the Industrial Revolution in Europe, the scope of merchant 
banking evolved from its original services of helping companies 
raise capital and providing professional asset management and 
investment consulting services. After more than 100  years of 
development, modern investment banks have broken through the 
restrictions of traditional business frameworks – securities issuance 
and underwriting, securities brokerage transaction, and securities 

private placement, issuance and transfer – and have evolved from 
transaction to capital intermediaries.

From the perspective of world-class investment banks, the core 
business of modern investment banks is reflected in five aspects: 

1.  Risk management ability. Risk management is not only simple 
risk control, but includes risk identification, risk measurement 
and risk disposal – that is, the operating ability of businesses 
facing risks. 

2.  Investment transaction ability. In 2017, the market-making 
revenue of Goldman Sachs and Morgan Stanley accounted for 
24% and 32% of total revenue, respectively. 

3.  Product design ability. Products are the main carriers connect-
ing capital and asset. The professional services of first-class 
investment banks are finally reflected in the diversified product 
service system. 

4.  Financial and technological capabilities. The current evolu-
tions of financial technology – known as fintech – are changing 
the business model and competition pattern of financial services. 
Using fintech to enhance business synergies and expand new 
business areas has become an important means for first-class 
investment banks to enhance their core competitiveness.

5.  Asset pricing and research ability. Asset pricing is one of the 
most important functions of investment bank. It relies on the 
academic ability of the likes of research and analysis, which is a 
core competence. 

An Qingsong

The securities surge
China’s investment banks still fall behind first-class international practitioners in their 
size and levels of internationalisation, says An Qingsong, executive vice-president 
of the Securities Association of China. But their strength is increasing in the unique 
development environment of the Greater Bay Area

The Hong Kong–Zhuhai–Macao Bridge connects China’s two special administrative regions with mainland China
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After 40 years of reform and the policy of ‘opening-up’, 
China is no longer a planned economy. The Guangdong–
Hong  Kong–Macao Greater Bay Area is an important 

part of China’s urbanisation strategy 2.0, the ��������� ����
������������� ����.1 China’s ageing population is expand-
ing rapidly, and capital and labour inputs to the economy are 
gradually declining. The national supply-side structural reform 
programme has five priority tasks  – corporate deleveraging, 
cutting excessive industrial capacity, destocking property inven-
tory, lowering corporate costs and improving weak links – but the 
key objective is to further promote urbanisation. Not, however, 
by relying on a few relatively developed megalopolises, but look-
ing towards urban agglomerations.

New growth in satellite cities
Spillover is a prominent feature of urban agglomerations, which 
connect satellite cities with central cities and, as a result, a unified 
labour market and a complete industrial chain emerge. It becomes 
more convenient for people to meet and communicate, which 
produces a spillover effect in knowledge.

The inflection point was in 2010, when China’s high-speed 
railway began to roll out at scale in the Yangtze River Delta 
(YRD). Now, a journey between Wuxi and Shanghai can take as 
little as 30 minutes. Previously, economic development had been 
driven by the megacities, such as Shanghai and Hangzhou, but 
today the pace is set by satellite cities, with more rapidly trans-
forming economies and smaller income gaps compared with 
Shanghai. The transportation infrastructure in the Greater Bay 
Area is lagging behind the YRD, although headway was made in 
late 2018. There will be around 10 intercity railways in operation 
by  2025, including the Shenzhen–Zhongshan Bridge, an 
enhancement of connectivity that will greatly boost productivity. 
Five major urban agglomerations in China  – Beijing–Tianjin–
Hebei, the YRD, the Pearl River Delta, the Middle Yangtze River 
and Chengdu–Chongqing – can be compared with other interna-
tionally successful urban agglomerations, such as the bay areas of 
New  York, San  Francisco and Tokyo. But China’s five major 
urban agglomerations have three advantages over the others that 
can be further exploited:

1.  Large population base and high density. At present, Tokyo 
is considered the largest urban agglomeration in the world, 
but the average number of population per agglomeration in 
China is 110 million – almost twice that of the Tokyo capital 
economic circle. The advantage of a large population is it can 

absorb more industrial chains and more working and indus-
trial modes. As trade friction between China and the US 
continues, some are concerned production chains will be 
removed from China, but it would be difficult to move if 
other places do not have the large population base and 
density to sustain factory transfers. Many European multina-
tionals and investors often wonder why China’s internet and 
sharing economies  – such as food delivery and car/bicycle 

sharing – are booming. It’s a matter of population. Take, for 
example, the UK: no city other than London can grow its 
sharing economy. The UK’s second-largest city, Birmingham, 
has a population of only 1 million, while the Greater Bay 
Area has seven satellite cities, with populations ranging from 
2.5 million to 3 million. Population is the cradle of this 
economic pattern.

2.  High efficiency in transportation. China has the world’s larg-
est and most complete high-speed rail network. Since the 
opening of the Guangzhou–Shenzhen–Hong  Kong high-
speed railway, it takes only 47 minutes to travel from Hong 
Kong to Guangzhou South station, the equivalent of travelling 
between Los Angeles and San Diego. From the central business 
district (CBD) of Hong Kong to that of Shenzhen, it takes less 
than 30 minutes. In the world’s bay area cities, it is rare for two 
adjacent cities with such large populations to facilitate travel 
from one CBD to another in this time. With further develop-
ment and roll-out of the 5G network, there will be improved 
face-recognition technology, which will also cut queues for 
security clearance and allow more rapid travel. 

3.  Flexible policies. China has introduced many policies to 
actively assist urban agglomeration development, such as 
differentiated household registration and employment and 
social security policies. The nation will further open up the 
household registration system, public resources, medical care, 
education and other supportive facilities for small and medium-
sized cities. The population of Beijing has seen negative 
growth, while that of Shanghai has stagnated. The average 
annual growth rate of surrounding third- and fourth-tier 
satellite cities is more than 1.5%.

Flexible policy can drive the further rise of total factor 
productivity. The Greater Bay Area has a more advanced and co- 
ordinated industrial chain than its rivals – Guangzhou, Dongguan, 
Foshan and Shunde are leaders in high-end manufacturing; 
Shenzhen is the world’s foremost IT innovation city; Hong Kong 
and Shenzhen have a cutting-edge financial industry; and Zhuhai 
and Macao have long-established entertainment industries. The 
Greater Bay Area industrial chain aggregation and co-operation is 
unique; what is more, it is the centre of world-class shipping.

The synergy of capital markets in the Greater Bay Area is 
taking shape. Hong Kong is open to start-ups, technology and 
biotechnology companies. Two-thirds of China’s patent appli-
cations come from Guangdong, and many private companies 
apply for patents and innovate on their own. Hong Kong gives 
full rein to its legal system and arbitration and professional 
services. This strengthens the intellectual property rights and 
patents of foreign and private enterprises, which attracts more 
foreign investment and further protects private enterprises 
taking the initiative to innovate.

The Greater Bay Area has great potential, but it needs further 
reform; currently it resorts too often to Hong Kong’s innovative 
advantages to expand its opening-up. In view of local strengths and 
potential further reform and opening-up, it is estimated that, by 
2030, the population of the Greater Bay Area will reach 88 million 
and its GDP will increase by nearly US$4 trillion. That would make 
it the fifth largest economy in the world, surpassing the UK, with a 
GDP of approximately $45,000 per capita. These estimations are 
based on the current advantages of the Greater Bay Area and the 
������������������������������, as well as Guangdong’s inten-
tions to further create a showcase of reform and opening-up. 

Robin Xing

The cities that never sleep
Robin Xing, chief China economist at Morgan Stanley, explores the reasons behind 
the rapid growth of China’s urban agglomerations, and a future of efficient transportation, 
advanced industrial chains and a transformation in productivity 
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Integrating bay areas within their wider regions takes longer and 
costs more than expected. Political willing and planning are 
vital, but the success of integration also hinges on the distribu-

tion of labour and resources across the region. 
Competition between different areas  – even between city 

blocs  – means constructing bay areas for the best resources is 
pivotal. Connecting various regions is not always possible, and 
ensuring adequate planning and co-ordination is in place is vital. 

Planning is also essential to allow companies and corporations 
within the region time to allocate capital to the project. Regardless 
of ownership, some firms may need to restructure to develop a 
more efficient form of product distribution. 

One of the biggest challenges with constructing the 
Guangdong–Hong Kong–Macao Bay Area Development was the 
massive restructuring and transformation of the manufacturing 
sector linked to both Shenzhen and Guangzhou. The sector needs 
to harness technological advances to ensure innovation is not 
suppressed within a sector that has dominated the region. 

A very interesting and successful example is the Rhine–Meuse–
Scheldt Delta. Running across the Netherlands and Germany, 
from Rotterdam to Duisberg, the delta supports many industries, 
including automotive and chemical. It has become one of 
Germany’s greatest strengths and generates much of the coun-
try’s trade surplus. 

While co-ordination between Germany and the Netherlands 
was vital to the success of the project, it was down to the drive 
of several large flagship companies, including a German chemi-
cal giant that used the infrastructure along the river to allow it 
to export.

Another very successful European economic integration project 
is the reunification of Germany. Immediately after the fall of the 
Berlin Wall, the capital experienced a boom in the construction 
industry. Redevelopment initiatives saw Berlin turn into one of 
the largest construction sites in the world. 

A non-European experience
The Guangdong manufacturing sector needs uplift. One method 
to co-ordinate the economic integration across the region is to 
leverage transformation once it occurs. Unlike in Europe, Chinese 
projects of a similar scale are not subjected to the same laws. In 
the Dutch/German example, the European Union internal 
market played a key role in driving the initiative forward. This is 
something China could learn from. 

In summary, there are five key elements to a successful redevel-
opment project:

1. Political leadership and determination. The alignment of 
decision-making is very difficult to achieve, as integration and 
construction take time.

2. Complementary industrial and social efforts. This must be 
driven by market forces to ensure resources are allocated efficiently. 

3. Demand pool. The biggest asset of the Greater Bay Area is the 
immense pool of demand lying to its north; there is also the poten-
tial to export goods, despite the slump in international trade. 

4. Geographical advantages. The surrounding environment and 
potential way of life in the region often attracts investment. Shanghai 
is a prime example of development resulting in a financial hub.

5. Total factor productivity. If a region is not productive, trans-
formation will be unsuccessful. The best way to measure the 
innovation of the area is to see how much investment in infra-
structure is occurring. 

The tried and tested success of the European initiatives will not 
work in China, but it can learn from them. Attempting to imple-
ment the same policies and plans in China would be artificially 
bridging the gap. Manufacturing needs to pick up in the region; 
once it does, it will act as the driving force behind the project. 

Denis Depoux

Go your own way
Denis Depoux, deputy head, Asia, at Roland Berger, says China can be inspired by 
European examples of manufacturing infrastructure success, but it must draw up its own 
region-specific plan to unleash technological innovation and turn the Greater Bay Area 
into a world leader
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