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High-quality Development of Banking in a New Pattern of Globalization

-- Global Banking Industry Outlook (2022Q4)

I. Global Banking Review and Outlook

I.1 Evolving uncertainties in global banking environment

The banking sector faces major risks from the ongoing Russia-Ukraine conflict, geopolitical
tensions and global stagflation pressure. The European and American monkeypox outbreaks
were declared in July by the World Health Organization (WHO) “a Public Health Emergency of
International Concern (PHEIC)” , coupled with the global COVID-19 pandemic that has not yet
shown any signs of abating. The world economy is facing huge growth challenges. The economic
policy uncertainty index rose more or less from May to August for major economies, including the
US, the UK, Japan and Germany (Figure 1). The Organization for Economic Cooperation and
Development (OECD) forecasted a mild growth of 3% for the world economy in 2022. The
JPMorgan Global PMI fell for three consecutive months to reach 50.3 in August, with major
economies showing a continued mild decline in manufacturing PMI in Q3 (Figure 2). According to
the Beige Book published by the US Federal Reserve (the “Fed”) in early September, the elevated
price levels and tight labor market weigh on the US economy. The outlook for future economic
growth was projected to remain generally weak amid persistent inflationary pressure and further
subdued demand. Finance has its foundation in economy. The weak real economy poses risks and
challenges to the global banking sector in every respect.

Figure 1: Economic Policy Uncertainty Indicator

Sources: WIND, BOC Research Institute
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Figure 2: Manufacturing PMI

Sources: WIND, BOC Research Institute

Most economies are tightening their monetary policies with extraordinary rate hikes. The
global banking sector faces higher interest rate risk and liquidity risk. In September, the Bank
of England raised its benchmark interest rate to 2.25%. The Fed imposed another rate hike of 75
bps, raising the federal funds rate to 3%-3.25%, the most aggressive rate-hiking cycle since 1981.
The European Central Bank lifted the three key interest rates by a record high of 75 bps, taking its
benchmark rate to 1.25%. The central banks of Canada and Australia also have hiked rates
substantially, while the Bank of Japan keeps its low-rate policy unchanged. Some emerging
economies are also heading into a rate-hike cycle, pushing global interest rates generally higher.
Central banks’ push for tapering has a far-reaching effect on aggregate money supply, ringing the
alarm bell on interest rate risk and liquidity risk across the global banking sector. On the one hand,
higher interest rates will push banks’ net interest margin (NIM) higher, but will also send their
massive bond investments into price fluctuations and losses. On the other hand, central banks’
balance sheet reduction may lead to liquidity turmoil, making it necessary for banks to keep
sufficient short-, medium- and long-term positions in case of unexpected liquidity shocks.

Global US UK Japan Euro area
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Figure 3: Changes in Policy Rates of Selected Economies in 2022Q3

Sources: Central banks, BOC Research Institute

The financial regulatory policies maintain the stance of prudential tightening, with a focus on
FinTech and green fields, directing banks to forestall relevant risks. In July, the Financial
Stability Board (FSB) announced to introduce global regulatory rules for cryptocurrencies. The
European Central Bank announced to include climate change considerations in the Eurosystem’s
monetary policy framework, in a bid to mitigate financial risks relating to climate change by
adjusting corporate bond holdings and collateral framework, refining climate-related collateral
disclosure requirements and developing risk assessment tools. In August, the Fed issued the
guidelines for evaluating account and services requests to create secure, inclusive and innovative
payment systems. The UK’s Financial Conduct Authority (FCA) announced to set up a new
advisory committee on ESG to push for the UK commitment to net-zero emissions by 2050. In
emerging economies, the Central Bank of India issued a ban in June to prohibit FinTech startups
from loading non-bank prepaid payment instruments (PPIs) using credit lines, so as to forestall
money laundering risks. The monetary committee of the Philippine central bank (BSP) approved
the regulatory sandbox framework in September to mitigate risks to financial stability and
consumers. Overall, the tightening regulation of FinTech and green fields in major economies
helps guide banks toward robust activities within the prudential supervision framework, keep
worst-case scenarios in mind and boost the ability to forestall, control and defuse risks.

I.2 Global banking activity significantly strained by various risks

The global banking sector is challenged by many risks. Additional provisioning will hurt
profitability, dent the capacity of internal capital replenishment and weaken capital adequacy. Thus
banks have to tap the brakes on expansion.

1. The mounting non-performing loan (NPL) pressure undermines the stability of banking
assets quality.

The banking sector in all economies tries to keep the risks of non-performing assets (NPAs)
generally in check by means of additional provisioning, faster write-off, etc. Looking ahead to Q4,
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the global economic and financial conditions will remain grim. Given the lag in eruption of NPA
risks, the world banking sector is expected to see more volatile quality of assets and sporadic
outbreaks of credit risk incidents. In the US, the euro area, the UK and Australia, banks’ NPL ratio
will reach 0.6%, 2.2%, 1.7% and 0.8%, respectively. Japan may see the NPL ratio further rise to
1.2% due to sluggish economic recovery, surging inflation and no marked signs of improved ability
to pay in the business or consumer sector (Figure 4). In emerging markets, Malaysia, Indonesia and
Thailand may come under greater pressure from NPAs, with banks’ NPL ratio estimated to rise 44
bps, 3 bps and 1 bp year-on-year, respectively.

Figure 4: Balance and Ratio of NPLs of Banks1 in Major Economies at end-2022Q4
(Estimated)

Sources: Central banks and regulatory authorities, financial statements of banks, BOC Research
Institute

2. Banks’ profit growth remains dented by forward-looking provisioning alongside gloomy
market environment

The banking sector in some economies has made substantial provisions against risks and
challenges, coupled with weak economic growth and lackluster capital markets. The banking
probability is moderated and mixed. Looking ahead to Q4, the global growth will further slow
down, the Russia-Ukraine conflict will keep releasing its negative spillovers and the global energy
prices may resurge in the coming winter, posing new uncertainties to the world economy and

1European data cover 36 major banks. The UK data cover five major banks, namely HSBC Holdings, National
Westminster Bank, Lloyds Bank, Standard Chartered Bank and Barclays Bank. The big five contribute about
70% of the UK’s total banking assets. Japan’s data cover three major financial groups, namely Mitsubishi UFJ,
Sumitomo Mitsui and Mizuho Financial Group, which together contribute about 60% of Japan’s total banking
assets. The same applies below.

NPL balance (USD’00 millions) NPL ratio (RHS)
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financial markets. Major economies will continue to increase provisioning in the banking sector
that will face greater challenge to profit growth. For the year 2022, the US banking sector is
projected to deliver net profits of about USD260 billion, down 6.0% year-on-year. The UK’s big
five banks are expected to record USD31 billion in net profits, down 4.7% year-on-year. Japan’s
three financial service conglomerates will achieve USD12 billion of net profits between March and
December, a sharp decline of 21.8% from one year earlier. Australian banks will see their net
profits grow steadily to RMB27 billion, representing a year-on-year growth of 4.7% (Figure 5).

Figure 5: Net Banking Profits of Major Economies and Their Growth at end-2022Q4
(Estimated)

Sources: Central banks and regulatory authorities, financial statements of banks, BOC Research
Institute

3. Banks have weaker capital adequacy as sluggish profit growth stifles the ability to
replenish capital

In a high-risk environment, the global banking sector sees a rise in risk assets and an acceleration
in capital depletion. Meanwhile, banks are struggling to grow their profits, with their capital
adequacy still strained by the limited capability of capital replenishment. Looking forward to Q4,
although some economies began to set up the bank capital buffer framework to tackle such risks as
energy crisis and soaring inflation and the banking sector continues to increase its capital ratios by
stepping up the utilization of capital markets, the capital adequacy level will further go down due
to the still-strained profit growth and the lingering risk of financial market turmoil. The capital
adequacy ratio of the euro area banking sector may drop to 17.4%, versus an estimated decline to
around 14.6%, 18.3%, 17.8%, 19.7% and 17.9% in the US, the UK, South Africa, Thailand and
Australia, respectively. It is worth noting that, thanks to relatively good profitability of banks or
substantial squeeze in foreign equity investments, the banking sector in Malaysia, Indonesia and
Japan will likely see their capital adequacy ratios increase year-on-year to 19.2%, 24.6% and

Net profit (USD’00mm) Yoy growth (RHS)
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17.3%, respectively (Figure 6).

Figure 6: Capital Adequacy Ratios of Banks in Major Economies and Their Changes at
end-2022Q4 (Estimated)

Sources: Central banks and regulatory authorities, financial statements of banks, BOC Research
Institute

4. Banking expansion generally softens as risks add to difficulties in doing business.

To cope with the ongoing risks and challenges, reduce the risk exposure and keep risk indicators
under control, the banking sector in some economies has taken measures early to control the
balance sheet and put the brakes on growth of assets. Looking forward to Q4, more economies will
see a slower expansion in banking assets amid growing severity, complexity and uncertainty of the
economic environment. The US banking assets will reach USD24.6 trillion, a year-on-year increase
of only 3.7%. The banking assets in Japan and Australia will reach USD6.1 trillion and USD4.2
trillion, up 2.8% and 8.6% year-on-year, respectively. Emerging markets will see subdued
expansion of the banking sector. The banking assets in Malaysia, Indonesia, Thailand and South
Africa will reach USD780 billion, USD740 billion, USD600 billion and USD430 billion, up 5.4%,
6.8%, 4.0% and 8.0%, respectively (Figure 7). The euro area and the UK will see their banking
assets grow by 12.5% and 15.0% respectively, from a low base in 2021.

Capital adequacy ratio YoY change (RHS)
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Figure 7: Banking Assets of Major Economies and Their Growth at end-2022Q4 (Estimated)

Sources: Central banks and regulatory authorities, financial statements of banks, BOC Research
Institute

II. China’s Banking Review and Outlook

II.1 China’s banking sector continued to strengthen its support for the real economy

China’s economy moved onto the fast track for recovery in Q3. With fiscal and monetary policies
front-loaded, financial regulators steered business activity towards sound development. The
banking sector made every effort to serve the real economy while consolidating the foundation for
expansion.

Firstly, China’s macro-economy is on a firmer footing for long-term growth, helping connect
banks better to those in need of financing. Q3 witnessed a significant revival of economic
entities’ demand for financing, thanks to China’s effective COVID-19 control, pro-growth stimulus
packages and steady improvements in domestic conditions. In actively implementing the
pro-growth policy, Chinese banks further stepped up reliefs to distressed businesses and increased
targeted lending, thereby cementing the foundation for economic growth while expanding their
balance sheets. First, the banking sector seized the window of consumption recovery to vigorously
develop consumer finance and unleash market vitality. Second, with ample room for corporate
credit growth, banks kept expanding medium- and long-term manufacturing loans and tech startup
loans. Third, banks developed cross-border finance with vigor to fund exports and imports and
boost connectivity with foreign markets.

Secondly, fiscal and monetary policies were front-loaded to anchor expectations and guide
banks toward well-targeted support for the real economy, rather than a massive stimulus. In
Q3, the fiscal policy focused on major strategic tasks, seeking to make breakthroughs in key fields.
Public finance was channeled into research and development of key technologies, rural vitalization,

Euro area US UK Japan Australia Malaysia Indonesia Thailand South Africa

Total assets (USD trillions) YoY growth (RHS)
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renewable energy, national security governance, etc. The banking sector actively developed tech
finance, inclusive finance and green finance, seeing still-fast growth in tech startup loans,
agriculture-related loans and green loans. The monetary policy remained reasonable and
appropriate to play a stronger role in both aggregate and structural terms. On the one hand, the
monetary policy supported overall recovery of the economy by effectively reducing the financing
cost of the real economy and unleashing credit demand, as evidenced by continuous expansion in
aggregate credit supply from banks. On the other hand, the monetary policy provided targeted
support for weaker links and key sectors of the economy. By a combination of re-lending to
support financial institutions in small cities, rediscounting and other long-term facilities, as well as
short-term facilities such as special-purpose relending, bank lending was channeled into micro and
small businesses, tech startups, old-age groups and green industries in a targeted fashion.

Thirdly, financial supervision brought discipline to business development and ensured steady
growth of banking business. Regulators attached greater importance to banking activities in Q3.
Financial regulatory policies involved credit cards, internet loans, pension savings and wealth
management, among others, requiring banks to emphasize compliance management and risk
prevention and control while conducting business.

II.2 China’s banking sector will remain stable

Chinas’ banking sector sees assets and liabilities expanding in the course of supporting the real
economy. With the NIM narrowing, the growth in business volume has steadily boosted
profitability. The sector is expected to keep the asset quality and capital adequacy on course for
improvement.

First, the banking sector continued to strengthen its support for the real economy, expanding
in size on credit growth. In Q2, commercial banks recorded RMB310.47 trillion in assets, up
10.37% year-on-year, a growth pace 1.14 percentage points faster than a year ago. Total liabilities
stood at RMB285.94 trillion, up 10.47% year-on-year, a pace 1.38 percentage points faster than a
year ago. In Q3, the banking sector continued to step up credit supply with a sharper focus on
cementing the foundation for recovery of the real economy. At the end of August, the balance of
RMB and foreign-currency loans totaled RMB213.98 trillion, representing a year-on-year increase
of 10.4%. The balance of RMB and foreign-currency deposits stood at RMB258.66 trillion, up
10.9% year-on-year. Looking forward to Q4, China’s banking sector will increase credit supply in
a well-targeted manner that directly boosts the real economy, thus driving the expansion of assets.
Total assets of commercial banks are expected to grow by around 11% at the end of 2022.
Meanwhile, the banking sector focuses on taking core deposits at low costs from stable sources.
Total liabilities of commercial banks are also expected to grow by around 11% at the end of 2022.

Second, the banking sector steadily increased profitability through credit expansion despite a
narrower NIM. Commercial banks realized a net profit of RMB1.22 trillion, a year-on-year
increase of 7.1%, in H1. The growth of net profit got back on track for sustained and steady growth.
With NIM at an all-time low of 1.94%, the banking sector managed to increase income through
credit expansion, serving the real economy more effectively with substantially lower costs of
financing. Non-interest income accounted for 21.22% of total income, up 0.42 percentage point
from a year ago. Non-interest income has become a crucial pillar of bank earnings given the
narrowing NIM. Commercial banks will see their net profit growth further normalize and remain
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stable at around 5% in 2022.

Third, the banking sector strengthened risk management to keep the asset quality stable.
Commercial banks maintained stable quality of assets in Q2. The balance of NPLs stood at
RMB2.95 trillion, up 5.85% year-on-year, showing a mild rebound but generally under control.
The NPL ratio further fell to 1.67%, down 0.02 percentage point from the end of Q1, or down 0.08
percentage point from a year ago. With the lending to some industries and businesses still at certain
credit risk, the balance of NPLs is estimated to move slightly higher at the end of 2022 due to
COVID-19 and other factors, but the NPL ratio will remain stable.

Fourth, banks replenished capital from diverse sources for a firmer footing of growth.
China’s banking sector stepped up capital replenishment in Q2, which turned into a continued rise
in capital adequacy ratios. Commercial banks’ common equity tier 1 capital adequacy ratio, tier 1
capital adequacy ratio and capital adequacy ratio stood at 10.52%, 12.08% and 14.87%, up 3 bps,
18 bps and 39 bps year-on-year, respectively. With diversified channels of capital replenishment,
such as perpetual bonds and Tier 2 capital bonds, commercial banks have had an adequate capital
base, and the small and medium-sized banks are under mitigated pressure to replenish capital.
Commercial banks are expected to maintain an upward trend of capital adequacy ratios at the end
of 2022, yet still under pressure to replenish the common equity tier 1 capital.

III. Special Research

III.1: High-quality Development of Banking in a New Pattern of Globalization

The globalization landscape has changed dramatically in recent years, giving rise to new trends in
the strategic choice, regional presence and business development of international banking.

1. A new pattern of globalization

The bouts of COVID-19 and geopolitical conflicts have weakened the global economic momentum,
dealing a heavy blow to the international trade climate and investment growth, disrupting global
industry chains and spurring fresh changes in the pattern of globalization. First, de-globalization
is gaining traction amid an obvious tendency to trade protectionism and bilateralism. The
idea of de-globalization has been spreading in recent years. The rise of protectionism is driving
globalization backwards. Major countries trust each other less, attaching greater importance to
national security and industry chain security. This change gives a boost to localization of industry
chains and fuels de-globalization. Second, regional trade and economic cooperation gains
momentum as regional integration became a prominent trend. To cushion the impact of trade
protectionism and fully promote the region-wide exchange of resources and sharing markets, major
economies have valued regional integration more than before. As a suboptimal solution in the tide
of counter-globalization, regional integration is pursued by way of trade arrangements, free trade
zones, customs union, common market and economic union. Third, Asia Pacific has become an
important driver for the new pattern of globalization. Relying on its economic foundation, the
Asia-Pacific region promotes a new pattern of globalization that features greater equality, inclusion,
balance and sharing. Through regional development platforms such as “the Belt and Road
Initiative”, RCEP and BRICS cooperation, the major Asia-Pacific economies have persistently
improved the stability and openness of industry and supply chains, thus shoring up the confidence
in global economic recovery and giving a strong impetus to the growth of regional and even
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worldwide trade and investment.

2. New trends in globalization of international banking

Faced with the new pattern of globalization, the international banking sector is recalibrating the
international development strategy and taking steps regarding in regional presence and business
system to reflect the new trends.

First, in terms of strategic layout, the international banking sector focuses on emerging
markets such as Asia Pacific following the trend that the center of globalization moves
eastward. Leading international banks are recalibrating their overseas presence to varying degrees,
mainly by withdrawing from low-efficiency markets and refocusing on the Asia-Pacific region, the
center of globalization. In recent years, HSBC Group has made frequent moves in global markets
trying to narrow its footprint in Europe and North America by disposing of some businesses in
France, the US and Brazil. Also, it shifted the focus of global business to Asia and appointed three
global heads to Hong Kong.

Second, in terms of business choice, international banking began to scale back or exit retail
business while expanding capital-light operations such as wealth management. To
accommodate the changing globalization pattern and mitigate risks related to de-globalization,
international banks are fast-tracking their transition from asset-intensive and high-cost overseas
retail banking to high-value-added global wealth management, asset custody and investment
banking. While keeping their income stable, international banks boost the agility of global
operations to brace for changes in the globalization pattern. Citigroup has exited the retail banking
business in a number of overseas markets since 2021. Refocused on investment banking and
wealth management in key Asia European and Asia-Pacific markets, Citigroup is transitioning into
a new development stage where wealth management and institutional banking are the principal
activities.

Third, in terms of customer mix, international banks tend more to serve corporates with
close economic and trade links with their home countries. At present, global development is
focused more on regional economic cooperation. In choosing overseas customers, international
banks favor those participating in domestic industry and supply chains. Mitsubishi UFJ focuses on
the industry chains of Japanese companies. While consolidating its base of Japanese customers,
Mitsubishi UFJ reaches out to local corporate customers in the supply chains of Japanese
enterprises, promoting the localization of its branches and accessing relevant customer resources.

Fourth, in terms of organizational structure, international banks keep improving their
overseas governance mechanism. By streamlining overseas institutions and staffing, international
banks enhance management efficiency and control operating costs for agile response to the impact
of de-globalization. HSBC formed a new global wealth and personal banking (WPB) unit in March
2020 by combining retail banking and wealth management (RBWM) and global private banking
(GPB), which is conducive to reducing operating expenses and creating economies of scale.

3. New trends in internationalization of Chinese banks

Facing a new pattern of globalization, Chinese banks are taking active steps to steer clear of
adverse changes in the global political and economic situations.
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First, in terms of development strategy, Chinese banks take global operation as an important
approach to supporting China’s effort to create a new development pattern featuring “dual
circulation”, which takes the domestic market as the mainstay while letting domestic and
foreign markets boost each other. Under the development pattern of “dual circulation”, Chinese
banks have been pursuing high-quality development of international banking under regional
development strategies such as RCEP, the Belt and Road Initiative, Hainan Free Trade Zone and
the Guangdong-Hong Kong-Macao Greater Bay Area, and the BRICS economic partnership
strategy. In 2022, China’s Big Five banks have further increased their strategic emphasis on
international operations. They take active steps to stabilize foreign investment and foreign trade,
help Chinese enterprises broaden their access to cheaper financing and maintain the stability of
global industry and supply chains.

Second, in terms of regional presence, Chinese banks tap deep into the emerging markets,
typically along the Beat and Road, for international development. Chinese banks make the
most of syndicated loans, M&A financing, project finance and other signature products to support
major projects along the Belt and Road (B&R), including infrastructure, energy and resource
development, international cooperation on production capacity and overseas cooperative parks. By
the end of 2021, Bank of China, Industrial and Commercial Bank of China, and China
Construction Bank had supported more than 1,300 projects in B&R countries and regions with
more than USD350 billion worth of credit support. In addition, Chinese banks have made a foray
into new fields of business closely related to the financial service needs along the B&R, facilitating
a number of landmark deals and deliverables with financing and consulting services.

Third, in terms of development model, Chinese banks are shifting from getting “bigger” to
becoming “better”. Chinese banks have further refined their global development model in line
with the new globalization pattern, placing extra emphasis on quality. At the end of June 2020,
China’s Big Five banks recorded about RMB10.5 trillion in overseas assets, up 3.47% year-on-year,
and around RMB6.66 trillion in overseas liabilities, up 4.86% year-on-year. Despite the slowdown
in expansion, operating results further improved. In 2022H1, the Big Five banks generated
RMB137.84 billion in overseas operating income, a year-on-year increase of 7.92%. Non-interest
income remains stable as a percentage of operating income, making Chinese banks more resilient
to de-globalization. The Big Five banks recorded RMB59.722 billion in overseas non-interest
income in 2022H1, up 3.76% year-on-year, accounting for a persistently high percentage of
43.33% in overseas operating income.

Fourth, in terms of product system, Chinese banks work hard on cross-border RMB clearing
and settlement in a push for RMB internationalization. According to the White Paper on RMB
Internationalization published by BOC, nearly 80% of surveyed businesses at home and abroad
further increased the share of RMB in their cross-border payments and settlements in 2020-2021.
RMB is broadly used in cross-border trade of neighboring countries and even most regions in Asia.
Its regional popularity has brought cross-border RMB settlement and payment opportunities to
Chinese banks, making them more competitive in the host markets and the larger global financial
markets.

Fifth, in terms of technical support, Chinese banks are accelerating digital transition for
higher efficiency and quality of international financial services. FinTech has developed rapidly
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across China in recent years, giving Chinese banks a powerful tool to compete with the largest
foreign banks. China has comparative advantages in such FinTech applications as settlement of
payments and creation of scenarios. Adequate technical support is available for integrating
cross-border RMB clearing channels, boosting the efficiency of cross-border settlement and
ensuring security of cross-border settlement, thereby effectively improving user experience of
banking services as well as broadening and deepening the overseas presence of banks.

4. Trends in international development of banking in a new pattern of globalization

Chinese banks will further enhance the quality of international development in the face of historic
opportunities and challenges posed by the new globalization pattern. First, internal capacity
building will be stepped up to deliver high-quality development of cross-border business.
Chinese banks will emphasize the construction of online service channels including internet
banking, mobile banking and blockchain platforms. New technologies such as big data and
artificial intelligence will be deeply integrated with cross-border business to create a new paradigm
of “cross-border + technological” ecosystem, improve the global information technology
management mechanism and enhance the capability of worldwide integrated operation and
response. Second, the ability to participate in global financial governance will be enhanced.
Chinese banks will, leveraging on the experience gained from China’s economic and financial
developments, participate actively in revision of international financial rules and contribute
Chinese wisdom to the building of a community with shared future for mankind. Third, the ability
to tackle complex risks will be enhanced to forestall cross-border risks. Chinese banks will
cement the risk management mechanism for cross-border business to identify strategic risk, credit
risk and market risk in cross-border activities, prevent compliance risks and turn cross-border
development into a pivotal support for the ongoing effort to improve asset and liability portfolios
and increase profitability.

III.2: Digitalization fuels global inclusive finance

In the post-pandemic era, how to sustain inclusive finance development is a common topic for the
global banking sector. Digitalization as an effective solution to make financial services more
affordable and inclusive has been extensively adopted by banking institutions in all regions and at
all levels. It helps secure major breakthroughs in inclusive finance.

1. Digitalization is the preferred tool to shore up weaker areas in global inclusive finance

Since the COVID-19 pandemic began, national governments have provided relief and support
services mainly through banks to those hit by the virus, accelerating the development of inclusive
finance in the global banking sector. However, it should also be noted that inclusive finance still
has a long way to go in the face of the urgent requirement of consolidating the foundation of
economic recovery and the long-term task of promoting the public’s financial health. Inclusive
finance targets a huge, decentralized base of customers with diverse financial needs, thus facing
such difficulties as laborious development, high risks, elevated costs and slow payback. The
traditional development mode of inclusive finance can hardly make up the supply shortfall, balance
financial resources and keep the business commercially viable. By contrast, digital technology can
become a key driver of inclusive finance due to its intensiveness, pervasiveness, intelligence and
robustness.
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2. Innovative practices of digital inclusive finance in the global banking sector

To tap the huge potential of FinTech in accelerating financial inclusion, the banking system in all
economies is actively innovating at different levels in pursuit of digital transformation and
development of inclusive finance.

Central banks are stepping up the promotion of mobile payment and settlement devices and
related digital systems, in an effort to develop new payment infrastructures and lower the
threshold for inclusive finance services. Optimizing the payment infrastructure is the key to
solving the problem of high transaction cost, which hinders the development of inclusive finance.
As of July 2022, the central bank digital currencies (CBDCs) of 97 countries have entered the
research or development stage. CBDCs are expected to provide easier and broader access to
financial services in underdeveloped areas.

Traditional commercial banks are building a low-cost, broad-based inclusive finance system
using digital technologies to provide accessible, available and sustainable products and
services for micro and small businesses and individual users. On the one hand, commercial
banks launch digital financial services spanning the customer lifecycle. For example, one-stop
services including account opening, financing and supportive services are provided for micro and
small businesses. On the other hand, for a diverse base of long-tail customers, large banking
institutions are better poised to improve the financial well-being of the general public using digital
technologies.

Digital banking, with its unique technological edge, provides customers with simple, cheap,
quick and transparent mobile financial services, and is committed to attracting inclusive
finance customers who have limited access to traditional financial services. One approach is
using digital technologies to reduce operating costs and provide affordable services appealing to
target customers of inclusive finance. For example, Nubank has acquired huge groups of customers
in low-income countries by issuing credit cards with no annual fees. The other approach is creating
data traffic-based digital scenarios embedded with financial services.

3. Highlights of digital inclusive finance in China’s banking sector

With a huge domestic market, strong policy support and cutting-edge technology, China is a global
leader in digitalization of banking.

First, a matrix of digital inclusive finance products and channels has been created. On the one
hand, online service channels have made remarkable headway in the efficiency of customer
acquisition. As of the end of June 2022, the CCB Hui Dong Ni app recorded over 130 million visits,
more than 17 million downloads and over 5.56 million certified enterprises, issuing over RMB700
billion of credit to more than 1 million borrowers. The “ICBC Xingnongtong” app serviced more
than 1,700 counties across the country. On the other hand, online inclusive finance soared in size.
At the end of June 2022, the balance of ABC Huinong e-Loan stood at RMB708.1 billion, an
increase of RMB163.4 billion from the end of 2021. At the end of August 2022, BOC’s outstanding
online inclusive loans increased 100% when compared with the end of 2021.

Second, innovation in products and services has been promoted across the board to address
pain points in the quality of inclusive finance. Currently, 26.7% of the regulatory pilot
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applications for FinTech innovation are directly related to banks’ inclusive finance. Banks provide
the disabled with barrier-free services using artificial intelligence, robot voice and other
technologies. To address incomplete credit data of micro and small businesses, information is
enriched using technologies such as Internet of Things and big data. As conventional credit
evaluation models are not applicable to micro and small businesses, the transfer learning and other
technologies are used to develop intelligent models. To solve problems related to scattered rural
land and numerous agricultural categories that complicate the measurement of economic value and
financing demand, such technologies as satellite remote sensing and blockchain are employed to
provide tailored financial services for animal husbandry projects.

Third, comprehensive financial services and information value added services are
strengthened to broaden inclusive finance. On the one hand, diverse services are provided for
the public to accumulate and use wealth more effectively. For new urbanites, BOC has developed
and launched a series of products, including “Accident Insurance for Flexible Employees”, to
expand the service for public wellbeing unleashing its strengths in comprehensive operation. On
the other hand, banks provide various value added services based on their information advantages
to boost sustainability of the customer base for inclusive finance. ICBC launched the farming
technology, marketing management and other training courses in its “Xingnongtong”, an app
dedicated to agro-related financial services, thus providing customers with policy interpretation
and guide to agricultural technologies.

4. Digitalization fuels inclusive finance development

In the future, the banking sector will make further breakthroughs in inclusive finance leveraging
digital technologies and open new paths to high-quality development of inclusive finance at a
faster pace.

First, access channels will be diversified. Faced with the new requirements of reaching long-tail
customers, the banking sector may deeply apply the “contactless” service technology to build a
coordinated omni-channel service and break the temporal and spatial constraints on inclusive
finance development. While further improving the service efficiency of physical outlets by using
smart lobby equipment and the robotic process automation (RPA) technology, banks can establish
online and offline contacts with digital technologies such as mobile internet and Internet of Things
to allow access to inclusive finance services “anytime, anywhere and at will”.

Second, a full range of scenario-based product offerings will be available. The banking sector
can make full use of the big data analysis capabilities to tap scenarios related to the lifecycle of
inclusive finance customers comprehensively and deeply, including business scenarios, financial
scenarios and life scenarios. Financial services will be extensively embedded into these scenarios
to strengthen the connectivity, mutual referral and mutual empowerment of customers in different
scenarios. In addition, by configuring functional components, plug-in assembly and agile
invocation of products in different scenarios can be realized to create an inclusive finance
community integrating social services, content services and financial services.

Third, efficient operations management will be carried out. With digital technologies, banks
can build a more automated, resilient and responsive system of inclusive finance operations,
including: (i) integrating internal and external data, creating a digital panoramic view of customers
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and realizing smart service matching; (ii) creating a management analysis system and continuously
tracking, monitoring and analyzing the online business throughout the process to facilitate business
expansion and operations management; (iii) carrying out automatic operations management
through defaulting rules and ensuring the maximum isolation of man-made misoperations; and (iv)
building a data-driven iterative update mechanism to achieve efficient business operation and agile
delivery of innovation.

Fourth, smart risk prevention and control will be carried out. The banking sector can boost the
overall sustainability of inclusive finance by strengthening digital empowerment, innovating risk
control tools and enhancing risk foreseeing. By combining data technologies and scenario elements,
the workflow of manual operation is optimized by the decision flow of mathematical models, so as
to increase the proportion of smart credit underwriting and achieve real-time monitoring and early
warning. New technologies such as machine learning and reinforcement learning will be used to
transform risk prevention and control from “manual prevention” and “manual control” to
“technology-based prevention” and “smart control”.



Disclaimer

This report is prepared by BOC Research Institute. The information contained in this report is from publicly
available sources.
The views or estimates contained in this report only represent the judgment of the author as of the date hereof.
They don’t necessarily reflect the views of BOC. BOC Research Institute may change the views or estimates
without prior notice, and shall not be held liable for update, correction or revision of this report.
The contents and views in the report are for information purposes only and do not constitute any investment
advice. No responsibility is held for any direct and indirect investment consequences as a result of the
information provided in the report.
The copyright of this report is exclusively owned by BOC Research Institute. No individuals or institutions shall
be allowed to copy, reproduce and publish the whole or part of the report without written consent. In case of
quotation, reference to BOC Research Institute shall be given, and any quotation, abridgment and revision that
deviate from the original meaning of the report shall be prohibited. BOC Research Institute reserves the right to
take legal actions on any violation and any quotation that deviates from the original meaning of the report.
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