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● In 2024Q4, the global banking industry will operate in a more uncertain
environment, expected to see a notable divergence in the expansion of scale, a
difficult recovery in profitability, further deterioration in asset quality, and persistent
pressure on capital replenishment. Some large banks may resort to international
operation to solve the dilemma.

● In 2024Q4, China’s economy will maintain the good momentum of growth. The
banking industry will operate solidly, with the size further growing, profitability kept
relatively stable and asset quality generally improving.

● The quarterly report provides a special analysis of how to deepen the reform and
the internationalization of the banking industry in all aspects, including the new
advancements in the international operation of China’s banking industry, digital
economy and the internationalization of banks, and the internationalization strategy
of global banks, as well as the inspirations thereof.

Estimated Net Profits and YoYGrowth Rates of the Banking Industry in Major
Economies in

2024

Source: Central banks and regulatory authorities, financial reports of banks,

BOC Research Institute

Net profits (USD100 million) YoY growth (RHS)
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Deepening the Reform and the Internationalization of the Banking

Industry in All Aspects

—Global Banking Industry Outlook (2024Q4)

Since the start of 2024, the world has seen a lack of momentum of economic

recovery, continued mitigation of inflationary pressure, and impacts of a shift in

monetary policies on banking operation. The global banking industry witnessed a

notable divergence in the expansion of scale, a difficult recovery in profitability,

further deterioration in asset quality, and persistent pressure on capital replenishment.

Relatively speaking, China’s economy operated steadily on the whole, laying sound

groundwork for banking operation. China’s banking industry overcame numerous

challenges, focused on domestic fundamentals, seized the opportunities from the

high-level opening-up of the financial sector, and properly optimized international

layout. These efforts have enabled the sector to drive the high-quality development

of the real economy while ensuring its solid operation, with the industry scale further

growing, profitability kept relatively stable and asset quality generally improving.

The quarterly report provides a special analysis of the new advancements in the

international operation of China’s banking industry, the digital economy and the

internationalization of banks, and the internationalization strategy of global banks, as

well as the inspirations thereof.

I. Global Banking Review and Outlook

I.1 The operating environment saw growing uncertainties

As global economic recovery diverged further, the banking industry faced

challenges in solid operation. According to the latest forecast by the Global

Economic and Financial Research Team of the BOC Research Institute, due to weak

momentum of recovery, global economic growth will be 2.7% in 2024, flat with the
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level in 2023; the US economic growth will move slightly up to 2.4%, 0.3

percentage point higher than the expected level in June; Europe will see moderating

inflationary pressure and initial signs of economic recovery, with the annual

economic growth estimated to be 0.8%; developing economies including India,

Brazil and Mexico will maintain fast growth thanks to tailwinds like the economic

system reform, demographic dividend and internationalization, with the annual

economic growth estimated to be 7.0%, 2.2% and 1.8%, respectively. According to

high-frequency prospective data, in 2024Q3, manufacturing PMI in major developed

countries showed a trend of deterioration, with the manufacturing PMI in the US and

Japan returning to the contraction range, that in the euro area slumping to 45.8, and

that in the UK slightly improving yet with an uncertain prospect of recovery.

Amid a distinct divergence in monetary policies, the banking industry saw

pressure on asset and liability management. In 2024Q3, some developed

economies kickstarted rate cuts. The US Federal Reserve lowered the target range of

the federal funds rate by 50 bps to 4.75%-5.00%, the first rate cut since 2020. The

European Central Bank cut the three key rates asymmetrically, with DF (deposit

facility rate) lowered by 25 bps to 3.50%, and MRO (main refinancing operations)

and MLF (marginal lending facility rate) cut by 60bps to 3.65% and 3.90%,

respectively. The Bank of Canada successively reduced the benchmark rate twice by

50 bps to 4.25%, apparently gathering pace in rate cuts. The Bank of England

lowered the benchmark rate by 25 bps to 5.00%, kicking off the phase of rate

reduction. The Reserve Bank of New Zealand cut the benchmark rate by 25 bps to

5.25%, the first rate cut in four years. The Bank of Japan revised the policy rate up to

0.25% from a range of 0%-0.1%. The shift in monetary policies poses challenge to

banking liquidity and capacity to actively and prudently manage assets and liabilities.

It is essential to pay close attention to potential risks in weak areas, such as those

associated with commercial properties. Emerging economies vary in monetary

policies. The Central Bank of Chile cut the benchmark rate by 25 bps to 5.5%; the
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Bank of Mexico reduced the benchmark rate by 25 bps to 10.75%; Russia raised the

benchmark rate by 300 bps to 19.00%.

Regulation over risks in emerging areas was intensified to raise banking

resilience against risks. In 2024Q3, global regulators paid greater attention to

technology risk, climate risk and other emerging risks. Financial Stability Board

(FSB) enhanced the consistency of regulation over cross-border payments, in an

effort to create a fair competition environment for payment services and narrow the

room for regulatory arbitrage. Bank for International Settlements (BIS) standardized

the template for information disclosure, requiring banks to disclose the qualitative

information about crypto asset-related activities and the quantitative information

about risk exposure-related capital and liquidity requirements. EU analyzed the risks

that climate change poses to financial stability, and evaluated the effectiveness of its

responses. The Reserve Bank of India tightened regulation over digital payment to

make digital payment safer. Thailand launched the regulatory sandbox for digital

assets, encouraging innovative financial services for digital assets. In addition, the

US Federal Reserve planned to strengthen regulation over banking capital, and

proposed final Basel III rules. The Bank of England released an evaluation report on

the disposal of bankruptcy by large banks, urging large banks to further improve

bankruptcy disposal plans.

A wave of fintech innovation was unleashed, driving digital transformation of

the banking industry. With the explosive growth of the trading volume of digital

payment spurred by the extensive application of fintech, the security, convenience

and available options of payment become the unremitting pursuit of the banking

industry. Switzerland launched SIC5, an instant payment system, which is connected

to over 60 financial institutions in the country, enables 7/24 P2P instant payment,

and is expected to support all retail payment scenarios by the end of 2026. Based on

business reality and market demands, large banks independently developed AI

platforms to boost employees’ working efficiency. Goldman Sachs introduced the
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GS AI platform for developers, which brings together all of the company’s

generative AI technologies and applications. Some developers are allowed to directly

access the platform and interact with various models, building self-defined

applications on available models, thereby shortening the cycle for developing a

generative AI application from months to weeks. JP Morgan launched LLM Suite, a

chatbot to help employees write articles, generate views and sort documents.

I.2 The global banking industry showed new characteristics in operation

First, the growth of industry scale varied. Since the start of 2024, global economy

has extended the momentum of weak recovery, and the banking industry of various

economies has adjusted business presence according to operating reality, with a

divergence seen in the growth of industry scale. Amid sluggish economic growth and

intensified fluctuations in the financial market, the banking industry of developed

economies including the US, euro area and UK gradually slowed expansion, or even

experienced a slight contraction. The banking industry of economies such as

Australia, Japan, Indonesia, Malaysia and Thailand benefitted from development

dividend of the rapid economic recovery of the Asia Pacific market. From a full-year

perspective, as the global economic and financial environment grows more severe

and complex, the banking industry of various economies will further adjust strategies

to meet the opportunities and challenges brought by the business environment, with

the growth of industry scale remaining highly divergent. According to estimates, at

the end of 2024, the US banking assets will expand by 1.8%. There will be a further

decline in growth compared with the end of the first half of the year, with continued

contraction in overseas markets. In the euro area, the banking assets will decrease by

1.1%, with the decline narrowing to some extent. Specifically, the UK’s banking

assets will grow by 1.2%, and some large banks in Europe will pay more attention to

the business opportunities in emerging markets. The banking assets of Australia will

shrink by 0.7%. Japan’s banking industry will maintain a strong momentum of

growth in assets, which is expected to be as high as 9.7%, while constantly
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enhancing the quality and effectiveness of international operation. The banking

industry of Brazil, Malaysia, Indonesia and Thailand will record an asset growth of

9.1%, 2.1%, 7.0% and 0.3%, respectively (Fig.1), while diving deeper into business.

Fig. 1: Estimated Size and Growth of Banking Assets in Major Economies1 in

2024

Source: Central banks and regulatory authorities, financial statements of banks, BOC

Research Institute

Second, banking profitability saw a difficult recovery. Since the start of 2024, due

to external headwinds like slowing global economic growth, frequent geopolitical

conflicts and tightening financial regulation, the profitability of the global banking

industry has been challenged by declining credit demand, rising debt cost and

1 The data of 37 major banks are adopted for the banking industry in the euro area. The data of the top 5 banks are adopted for the
UK banking industry, including HSBC, NatWest Group, Lloyds Bank, Standard Chartered Bank and Barclays Bank. The data of
three major financial groups are adopted for Japan’s banking industry, including Mitsubishi UFJ Financial Group, Sumitomo Mitsui
Banking Corporation and Mizuho Financial Group. The same below. The time range for the estimated data about the net profits of
Japan’s banking industry is April-December 2024.

Asset size (USD1
trillion)

Growth (RHS)
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deteriorating asset quality, etc. The operating situation is not optimistic. From a

full-year perspective, to boost profitability, the banking industry will focus more on

providing customers with high value-added financial services, to make up for the

loss of income in the economic downturn. According to estimates, net banking

profits of the US and euro area will fall by 7.1% and 7.7%, respectively, and the

trend of slide will be eased; UK’s net banking profits will grow by 1.5%, partly

driven by the greater effects released by the strategy of operating in more emerging

markets; Australia’s net banking profits will expand by 2.6%; Japan’s banking

industry will experience a year-on-year surge of 29.8% in net profits during

March-December, further expanding its advantages in international operation. The

banking industry of emerging economies will see great opportunities and solid profit

growth, with the net banking profits of Brazil, Malaysia, Indonesia and Thailand

increasing by 5.6%, 3.5%, 10.7% and 5.5%, respectively.

Third, the risk situation experienced profound and complex adjustments. Since

the start of 2024, banking asset quality has deteriorated to some extent due to

sluggish global economic recovery and the aftermath of the banking crisis in Europe

and US. Meanwhile, the global banking industry is facing a more complex risk

landscape, which include strategic risk, country risk, technological risk and financial

sanction risk in addition to traditional risks. From a full-year perspective, the risk

profile of the banking industry of major economies will continue to evolve

profoundly, with the NPL ratio kept at a relatively high level. According to estimates,

at the end of 2024, the US banking NPL ratio will increase by 0.05 percentage point

to 0.91%; the banking NPL ratio of the euro area will climb by 0.30 percentage point

to a high level of 2.30%; UK’s banking NPL ratio will be flat with the level at the

end of 2023 (1.90%); Australia’s banking NPL ratio will rise by 0.20 percentage

point to 1.16%; Japan’s banking NPL ratio will grow by 0.12 percentage point to

1.17%. The banking industry of emerging economies will show strong resilience in

operation, with asset quality further improving. Specifically, Brazil’s banking NPL
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ratio will decrease by 0.30 percentage point to 5.36% year-on-year; Indonesia’s

banking NPL ratio will fall by 0.23 percentage point to 1.96% year-on-year;

Thailand’s banking NPL ratio will slightly climb by 0.07 percentage point to 2.73%

year-on-year; and Malaysia’s banking NPL ratio will decline to 1.60% year-on-year.

Fourth, capital position was relatively stable. Since the start of 2024, the global

banking industry has seen growing risky assets and accelerated consumption of

capital. New capital regulation rules based on the Basel Ⅲ：Finalising post-crisis

reforms have been rolled out across the world, putting tougher capital restraints on

banking operation. Due to generally sliding profits, the global banking industry saw

limited capacity to replenish capital from internal sources and a decline in capital

adequacy, and thus needs to further refine capital management. From a full-year

perspective, the focus of the global banking industry may gradually shift from

interest-bearing business to non-interest-bearing business, with capital consumption

to be reduced. However, pressure on the recovery of banking profitability will persist,

and the capacity to replenish capital from internal sources still needs to be improved.

At the end of 2024, the US banking capital adequacy will further slide to 14.96%,

down by 0.29 percentage point from the end of 2023; the banking capital adequacy

of the euro area will increase by 0.15 percentage point to 19.05%; UK’s banking

capital adequacy will improve by 1.55 percentage points to 18.27%; Australia’s

banking capital adequacy will grow by 0.06 percentage point to 20.03%; Japan’s

banking capital adequacy will grow by 1.22 percentage points to 16.92%. In

emerging economies, banking capital adequacy will rise significantly, too, with the

increase hitting 0.66, 3.15 and 0.57 percentage points in Malaysia, Indonesia and

Thailand, respectively.

II. China’s Banking Review and Outlook

II.1 The environment for banking operation was generally stable

Since the start of 2024, China’s economy has operated in a generally sound manner,
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providing a solid foundation for the banking industry to focus on domestic business

while steadily advancing internationalization.

First, with the steady progress of macro economy, the banking industry further

bolstered support for real economy. Since the start of 2024, macro economy has

progressed amid stability, with three major drivers of growth performing solidly. In

the first eight months of 2024, nationwide fixed asset investment totaled RMB32.94

trillion, up by 3.4% year-on-year. Focusing on fostering new quality productive

forces, the banking industry worked to promote technology finance, green finance,

inclusive finance, pension finance and digital finance, and scaled up credit support

for technological innovation, advanced manufacturing, green transition, new-type

infrastructure construction, software and IT, among other areas, to boost the

high-quality development of real economy. Total retail sales of consumer goods

amounted to RMB31.25 trillion, up by 3.4% year-on-year. To fully tap the

opportunities brought by the strategy of expanding domestic demand and the policy

of promoting consumption, the banking industry, based on residents’ basic needs in

life, sped up innovation of products and services in new-type consumption scenarios,

such as intelligent and connected new energy vehicles, green and smart home

appliances, cultural and tourist events, and healthcare and fitness, satisfying people’s

aspiration for a better life while driving business development and transformation.

Total imports and exports of goods reached RMB28.58 trillion, up by 6.0%

year-on-year. Implementing the requirements on reform and opening-up, the banking

industry coordinated services for the “going out” by Chinese enterprises and the

“bringing in” of foreign enterprises, supporting high-standard opening-up on all

fronts (Fig. 8).

Second, fiscal and monetary policies were proper in both pace and intensity,

creating a sound policy environment for the banking industry to effectively

meet market financing needs. Since the start of 2024, the proactive fiscal policies

were properly enhanced for higher quality and efficiency. Ultra-long special CGBs
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was issued in an orderly manner, and the funds raised were used with high efficiency

for key areas like promoting the self-reliance of high-level technologies, advancing

the integrated development of urban and rural areas, driving coordinated regional

development, enhancing the protection of food and energy security, improving the

overall population quality, and propelling the building of a beautiful China in all

aspects. While working to ease debts, local governments were prudent in issuing

special funds, with the issuance in the first seven months totaling RMB2.94 trillion,

down by 7.7% year-on-year. The prudent monetary policies were flexible,

appropriate, targeted and effective, guiding the banking industry to create a sound

monetary financial environment for the high-quality development of economy and

society, maintaining stable interest rates at a low level and ensuring reasonably

sufficient liquidity. At the level of interest rates, in July, 1-year LPR and 5-year LPR

were both cut by 10 bps, hitting a historical low again, lowering comprehensive

social financing costs and boosting market confidence. At the level of liquidity,

while ensuring sufficient total funds, the banking industry coordinated the efforts to

promote technology finance, green finance, inclusive finance, pension finance and

digital finance and the move to foster new quality productive forces, stepping up

liquidity support and targeted credit supply for major strategies, key areas and weak

links. At the end of August, outstanding RMB loans and aggregate financing to the

real economy both grew by 8.1% year-on-year (Fig. 9).

Third, the coverage of financial regulation was expanded, securing the solid

development of the banking industry. Since the start of 2024, financial regulation

has been tightened to be more prospective, targeted, effective and coordinated,

ensuring the solid development of the banking industry through full regulatory

coverage. In terms of forestalling risks, keeping pace with the development of cyber

technology, the banking industry intensified prevention against new-type telecom

and cyber frauds, and ensured protection of consumer rights. It also revised and

released the Measures for Management of Relevant Criminal Cases by Financial
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Institutions to further improve the management of relevant criminal cases by

financial institutions, and crack down on financial crimes. In terms of shoring up

weaknesses, the banking industry improved the mechanism for due diligence

exemption in inclusive credit, guiding the banking industry to further create a

working atmosphere where banks dare to and are willing to lend. It advanced the

learning and application of the experience drawn from the initiative of “Green Rural

Revival Program” to help boost rural revitalization on all fronts. It unveiled the

Measures for Compliance Management of Financial Institutions (Draft for

Comments), urging and guiding financial institutions to enhance compliant operation

in an all-round way, and ensure that its operations and employees’ performance of

duty comply with laws and regulations. In terms of benefiting people’s well-being,

the campaign of “Financial Education Publicity Month” was launched, to enhance

the financial literacy and risk prevention ability of the public, and create a

harmonious and healthy financial environment. In terms of promoting opening-up,

the QFII system was optimized, and the institutional opening-up of the financial

sector was steadily widened (Table 3). Going ahead, the coverage of financial

regulation will be further expanded to uphold tougher and stricter regulatory

requirements and effectively prevent and mitigate financial risks.

Fourth, the financial industry operated solidly on the whole. Insurance, securities

and funds ensured complaint and sound operation, creating a healthy financial

environment together with the banking industry. In the first half of 2024, insurance

companies registered an original insurance premium income of RMB3.55 trillion, up

by 4.9% year-on-year. Compensation and payment totaled RMB1.23 trillion, up by

33.1% year-on-year. The number of newly increased policies was 47.2 billion, up by

40% year-on-year. The insurance industry fully leveraged its role as an economic

shock absorber and a social stabilizer, working to build a framework for its

high-quality development that features steadily expanding coverage, increasingly

comprehensive protection, continuously improving services, prudent and balanced
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asset allocation, sufficient solvency, and complete and effective governance and

internal control. As the new “Nine Preferential Policies” produced results with their

further implementation, securities showed a trend of relatively robust development

on the whole. Funds maintained the momentum of growth. At the end of July 2024,

the size of publicly offered funds was RMB31.49 trillion, up by nearly 9.3%

year-on-year, and the number was 12,094, up by nearly 9.6% year-on-year. Relevant

institutions took solid efforts to deliver good performance, constantly improving

product structure and layout, and steadily advancing the distinctive and differentiated

development of the industry.

II.2 Promoting the new “dual circulation” development pattern and staying

committed to high-quality development

Amid China’s efforts to press ahead with its reform and opening-up, China’s banking

industry coordinated domestic and overseas operations, maintained support for the

real economy, and balanced sustainable development and social responsibility.

Consequently, it saw mild declining profits, basically stable asset quality, and sound

capital adequacy.

First, its support for the real economy remained unabated, with the asset size

further expanding. The banking industry scaled up support for the real economy,

and the size of assets and liabilities expanded further yet at a slower pace. In 2024Q2,

commercial banks recorded RMB370.0 trillion in total assets, up by 7.3%

year-on-year, and RMB341.3 trillion in total liabilities, up by 7.1% year-on-year. The

growth in the size of assets and liabilities was aligned with economic development

and the demand of real economy, ensuring smooth transmission of monetary policies.

Credit continued to play a big role in the expansion of banking size. At the end of

June, outstanding RMB loans to real economy accounted for 62.6% of the aggregate

financing, basically flat with the same period of last year. Despite a slowed growth

of asset size, the banking industry remained committed to the purpose of serving the

high-quality development of real economy, focusing more on the quality of credit
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funds and prioritizing support for the key areas and weak links of the national

economy.

In the full year of 2024, commercial banks will see proper growth of credit size

while focusing more on structural optimization, expected to achieve high-growth in

areas like supporting residential consumption and new quality productive forces,

thus becoming a new driver of the continued growth of asset size across the banking

industry. It’s expected that the size of assets and liabilities of commercial banks will

maintain a high growth rate of around 8% in 2024.

Second, net interest margin (NIM) stabilized at a low level, weighing on the

growth of profits. In 2024Q2, banking operating income was still under stress. In

terms of interest income, PBOC continued to guide financial institutions to lower the

financing cost of real economy. Alongside with LPR reduction, policies were also

leveraged to guide positive competition in the deposit and loan markets, avoid idle

funds circulating within the financial sector without flowing into the real economy,

and rectify manual supplementation of interest rates. Commercial banks successively

raised nominal interest rates, with the asset and liability structure further optimized.

Due to multiple factors, commercial banks recorded a NIM of 1.54% in 2024Q2,

down by 0.2 percentage point from the same period of the last year, but the decline

narrowed, fat with the end of 2024Q1. In terms of non-interest income, the capital

market experienced more drastic fluctuations in 2024Q2, with the rates of equity

fund products lowered and the commission income from agency fund sales under

pressure. As for insurance agency fees, the policy of “aligning the filed prices with

actual prices” was implemented to urge financial institutions to ensure alignment of

product prices in the materials submitted to regulatory authorities with what is

actually charged in operation, and change the phenomenon of high insurance agency

fees. This pushed a general rate cut in the bank-insurance channel, and dampened the

growth of fee and commission income. Overall, non-interest income accounted for

24.31% at commercial banks, up by 2.51 percentage points year-on-year, and down
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by 1.52 percentage points quarter-on-quarter. In terms of cost control, at the end of

2024Q2, the cost-income ratio of commercial banks was 30.71%, up by 0.43

percentage point year-on-year. Commercial banks actively leveraged information

technology to boost financial management and resources allocation. However, amid

the weak growth of operating income, operating expenses were relatively rigid,

causing the cost-income ratio to rise. As a result of many factors, net profits totaled

RMB1.26 trillion in the first half of the year, up by 0.4% year-on-year.

In the full year of 2024, to keep the NIM basically stable and reinforce the support

for real economy, commercial banks will further refine their pricing capacity.

Adjustment of nominal deposit rates will be more flexible, but may vary across

terms, with time deposit rates more likely to be lowered. Some large state-owned

banks and joint-stock banks with the capacity of international operation will fully

use the time window of the high interest environment overseas to optimize overall

profitability. Given economic recovery and development of non-interest business,

commercial banks are expected to maintain a growth of around 1% in net profits in

2024.

Third, banking asset quality was kept basically stable. In 2204Q2, while lowering

the financing cost of real economy, the banking industry attached great importance

to credit risk management, and leveraged diverse means to prevent and mitigate

potential risks associated with non-performing loans (NPLs), leading to generally

sound asset quality. Outstanding NPLs grew by 4.36% year-on-year to RMB3.34

trillion, while the NPL ratio fell by 0.06 percentage point year-on-year to 1.56%. The

banking industry gained stronger risk compensation capacity. Outstanding loan loss

provisions at commercial banks were nearly RMB6.99 trillion, up by 5.98%

year-on-year; and the provision coverage ratio was 209.32%, down by 3.2

percentage points year-on-year.

From a full-year perspective, with the steady recovery of real economy and the

improvement of enterprise operation, banks will intensify prospective management,
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step up efforts to regularly recheck the quality of various types of assets, accurately

identify non-performing assets, and reasonably record provisions. Meanwhile,

guided by the logic of “making up for possible shortages with surpluses”, banks will

use the dynamic provision recording mechanism to absorb asset loss, laying

groundwork for the normalized growth of profits and their sustainable development.

In 2024, commercial banks will see asset quality remain sound, with the NPL ratio

expected to remain steady around a low level of 1.6%.

Fourth, capital adequacy was sound, consolidating the foundation for risk

control. At the end of 2024Q2, the capital adequacy metrics of commercial banks

steadily recovered, with the capital adequacy ratio up by 0.87 percentage point

year-on-year to 15.53%, tier-1 capital adequacy ratio up by 0.6 percentage point

year-on-year to 12.38%, and core tier-1 capital adequacy ratio up by 0.46 percentage

point year-on-year to 10.74%. In terms of the replenishment of capital from internal

sources, with operating income and profits under persistent pressure, the banking

industry saw narrowing room for growing profits, but the growth of net profits

remained positive, consolidating banks’ capacity to replenish capital from inside. In

terms of the replenishment of capital from outer sources, convertible bonds,

preferred shares, perpetual bonds, subordinated capital bonds and special bonds were

held by investors in larger quantities due to broad prospects. From a full-year

perspective, the capital adequacy of commercial banks will maintain a relatively

high level of 15% or above.

III. Special Research: Deepening the Reform and the Internationalization of the

Banking Industry in All Aspects

III.1 Developments and prospects of the internationalization of China’s banking

industry and policy suggestions

International development is an important strategic choice of China’s banking

industry to implement China’s opening-up strategy, promote the new development
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pattern of dual circulation, and make itself better and stronger. China’s banking

industry should fully monitor the prospective trends, boost its capacity to operate and

compete globally, drive the building of powerful financial institutions, and enhance

the quality and efficiency of serving China’s initiative to foster a new development

pattern of dual circulation.

First, China’s banking industry has witnessed new developments in

internationalization since 2020. First, the pace of internationalization has slowed,

with global layout steadily expanding. Unlike the fast international expansion

through investment, M&A and increasing outlets over a decade ago, Chinese-funded

banks have apparently slowed internationalization since 2020. Second, the

development strategy has been optimized, focusing on comprehensive, green and

digital transformation, and aiming to enhance the quality and efficiency of banking

services for the new stage of opening-up. China’s banking industry maintained the

strategic focus on internationalization, and improved the management mechanism;

advanced international development and comprehensive operation in a coordinated

manner, and enriched financial service options; sped up green and digital

transformation, created better or new products and services, and guided

internationalization with the new development concept; served China’s opening-up

strategy, and constantly improved the quality and efficiency of serving the

high-quality development of real economy; elevated risk prevention control to a new

height, successfully addressed risks and challenges, and ensured generally sound and

safe operation overseas. Third, the proportions of assets, operating income and

profits related to international operation declined, while its comprehensive

international competitiveness and influence improved steadily.

Second, the environment for the internationalization of the banking industry

continued to evolve. First, the landscape of economic globalization has been

changing. Some significant political events and changes in economic & trade

policies and public opinions that have happened in major economies over the last
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years are profoundly reshaping the development trends of economic globalization

and economic focus, posing great uncertainties on the global layout of banks.

Second, digital economy and digital technology have experienced fast development.

The accelerated development of digital economy is the result of the upgrade and

innovation of digital and information technology and the COVID-19 pandemic that

broke out in 2020. According to research by China Academy of Information and

Communications Technology, in 2023, the US, China, Germany, Japan and South

Korea recorded more than USD33 trillion in the size of digital economy,

representing 60% of total GDP, and up by 8 percentage points from 2019. Third, the

transition towards green economy was advanced on all fronts. During the process of

internationalization, the global banking industry has paid more attention to ESG

performance. Particularly, it reached a consensus on green financial services, which

became a propeller of the green transition of global economy.

Third, below are some policy suggestions about the internationalization of

Chinese-funded banks. First, the banks should maintain the strategic focus on

internationalization, and refine the top-level strategic design. Second, the banks

should keep pace with China’s efforts to foster a new pattern for institutional

opening-up at a higher standard, enhance the capacity to operate globally, pursue

differentiated competition, and draw on each other’s strengths. They should also

improve the capacity to make prospective judgment of future trends, conduct

in-depth analysis of the political, economic and financial situations in destinations of

investment, as well as their dynamic relations with China, and keep a close eye on

promising markets while avoiding risky markets. Third, the banks should vigorously

advance digital transformation, develop digital finance, reshape the new model of

developing international business, and boost market competitiveness. Fourth, the

banks should uphold the green development concept, integrate themselves into the

ESG tide, and drive more sustainable international development. Fifth, the banks

should strengthen the capacity in compliance, internal control and risk management,
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so as to secure international development.

III.2 Digital economy and the internationalization of banks: impact,

international experience and inspirations

In recent years, the booming digital economy has emerged as a major driver of

global economic growth. While highlighting the efforts to advance the high-level

opening-up of the financial sector, the Third Plenary Session of the 20th CPC Central

Committee also pointed out the major directions for improving the system of

promoting the deeper integration between real economy and digital economy. Going

forward, China’s banking industry should take digital factors into full account in

internationalization, and deploy its international layout based on judgment of the

future landscape of global digital economy.

First, digital economy is reshaping global economic forms and landscape.

Digital platforms speed up the deeper integration between economy and

digitalization. Business, education, finance and healthcare in digital forms are

applied and popularized worldwide, and the digital ecosystem with platform

economy at the core grows increasingly sophisticated. Digital platforms have

expanded into different industries including real estate, healthcare and education, and

a growing number of traditional enterprises are open to platform-based business

modes. Digitalization drives innovation, growth and employment. Over the last two

decades, information and telecommunication technology-related industries have

been one of the fastest-growing areas in the world, with the growth nearly doubling

that of other industries. Digital economy polarizes between Global South and Global

North. Frontier technologies widen the digital divide between Global South and

Global North. Cutting-edge technologies represented by generative AI have

developed to a new stage, triggering considerable related investment dominated by

developed countries. Generative AI may undermine the comparative advantages of
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low- and middle-income countries in the global trade arena, eventually reversing the

trend of converging living standards of residents between Global South and Global

North over the last years.

Second, impacts of digital factors on the internationalization of commercial

banks. First, the polarization of digital economy between Global South and Global

North becomes a major factor affecting the regional layout of commercial banks.

The divide of digital economy between Global South and Global North means the

divergence of economic development between Global South and Global North,

affecting the economic foundation for the global layout of the banking industry. The

divide of digital economy between Global South and Global North means the

polarization of financial infrastructures, affecting how the banking industry of

different countries conducts business. The divide of digital economy between Global

South and Global North means low-income countries may be stuck in the

comparative advantage trap for long, posing financial risks to banking operation.

Second, the customer base of digital economy serves as an important foundation for

the development of banking business. The best-quality customers of commercial

banks typically have improved enterprise competitiveness by digital means, or are

digital platforms themselves. Third, digital technologies widen the coverage of

banking services while lowering their cost and boosting their efficiency. Digital

transformation constantly advances in both depth and width, providing technological

support for the banking industry to continuously expand the coverage of services and

export financial services worldwide.

Third, the practical experience of large international banks in advancing

internationalization by digital means. First, developing digital banking has

become a major way to operate in emerging markets. Digital banking enjoys broad

prospects worldwide. Independent of physical outlets and easy to access and operate,

digital banking acts as a key channel for large international banks to enter emerging

markets. Many large Japanese and South Korean banks rely on digital banking to
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operate in Southeast Asian countries. Second, integrated domestic and overseas

operations drive the digital transformation of commercial banks. Large international

banks gradually convert customer service centers into intelligent delivery hubs,

consolidating the advantages of traditional financial business through digital

technologies, and differentiating the positions of online and offline channels in

digital economy. Meanwhile, they also embrace fintech and invest in finance for the

future.

Fourth, inspirations for the internationalization of Chinese-funded banks. First,

they should carefully define the strategy of internationalization amid the

divergence of digital economy between Global South and Global North.

Chinese-funded banks should be cautious about operation in low-income countries

with weak digital infrastructures, deploy presence in the low- and middle-income

countries with a better digital foundation, and deepen the digital business in the

regions where they are already present. Second, they should reinforce the

customer base of digital economy with a focus on innovative products. They

should strengthen research on digital economy, refine the product system, and serve

the customers of digital economy worldwide. In developed countries, they should

focus on the customers along the industrial chains of the core enterprises of digital

economy. In developing countries, they should expand the local customer base of

digital economy. Third, they should take for reference the digital technologies of

industrial peers in Europe and the US and accelerate their application overseas.

They should consolidate technological resources and improve universal digital

platforms globally. They should keep pace with frontier technologies and pursue

differentiated applications. They should also establish technological platforms by

combining diverse ways. Fourth, trials to expand overseas consumer finance

services via digital banking are encouraged. Chinese-funded banks should

develop overseas digital banking through multiple channels. They can collaborate

with mainstream digital platform overseas to develop digital banking; merge with or
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acquire the digital banking startups with a certain customer base; or take a stake in

overseas digital platforms before gradually acquiring the controlling right based on

full evaluation of the target’s commercial operation and effective risk control.

III.3 Analysis of the adjustment in the internationalization strategy of global

banks

Internationalization is a key strategy of large banks. With the slowed global

economic growth, frequent occurrence of geopolitical conflicts and constant

adjudgment of monetary policies in developed economies, the large banks operating

globally have experienced a series of significant adjustments and transformations

over recent years.

First, they adjust the organizational structure to support changing international

operation. Highly international banks pay growing attention to their governance

mechanism and organizational structure, establishing overseas regional management

centers, introducing the matrix-like management structure, adopting the mode

dominated by management of business lines and supplemented by regional

management, and restricting and cooperating with each other based on the division

of labor for intensive management. In 2022, Citigroup established the Personal

Banking and Wealth Management (PBWM), adjusted the Institutional Clients Group

(ICG), and launched Legacy Franchises, which included retail banking it planned to

exit from, to be prepared for contracting overseas presence. In 2023, Citigroup split

ICG and PBWM into five business units, namely Global Markets, Transaction

Services, Investment and Corporate Banking, US Consumer Banking, and Wealth

Management, effectively reducing the levels of management.

Second, they adjust global layout with the focus on core regions. Relying on local

resources and advantages, internationally leading banks pave the way for overseas

expansion through local M&A, and vary the strategies of entering developed

countries or emerging markets, either establishing institutions of their own or
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conducting M&A overseas according to market conditions. HSBC Group has

adjusted its international presence, focusing on emerging markets in Asia, selling or

exiting business in Canada, France, Greece, Russia, etc., and exiting from the US

mass market. Santander highlights eight key markets in overseas operation, as they

are geographically close and culturally similar to Spain.

Third, they concentrate on core business to boost core competitiveness. Banks

should base international operation on their absolute and comparative advantages.

First, they should concentrate resources to grow traditional business, so as to gain a

foothold in overseas markets. After consolidating business advantages, they can

adjust product structure and accelerate business innovation based on customer

demands, market potential and their operations in overseas markets, to expediate

market penetration. Citigroup has largely contracted traditional retail banking, while

enhancing retail banking overseas. HSBC Group has put forward the strategy of

developing wealth management finance, committed to becoming a leading wealth

management institution in Asia by 2025.

Fourth, they serve key customer groups, seeing more business opportunities and

prospects for profits. Banks provide comprehensive financial services for

going-global enterprises. In return, this significantly improves customer loyalty,

forms lasting and stable business relations, and brings banks more business

opportunities. MUFG expands at a pace highly aligned with the flows of Japan’s

industrial capital. As Japan’s industries become deeply integrated with local

economy, MUFG plays a growing role in international project financing, overseas

syndicated loans, advisory services, and international trade financing. Standard

Chartered Bank closely follows the financial needs of small and medium-sized

enterprises worldwide, and continuously reinforces its advantages in global payment

and transactions by delivering services related to trade finance, payment and treasury,

and custody, etc.

Fifth, they strengthen overseas risk management, adhering to the concept of
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prudent operation. Global expansion comes with a variety of potential risks,

including country risk, credit risk, market risk, liquidity risk, and reputational risk.

Internationally leading banks generally follow the concept of prudent operation, and

are strong in cross-border risk management. HSBC Group adopts a highly

concentrated risk management system, with the risk management department at the

Head Office defining global risk limits and decomposing them at regional and

departmental levels. It has in place a group-wide risk self-evaluation system, designs

key risk metrics through a powerful IT system for early risk warning, and formulates

risk response plans and business recovery plans.
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