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Investment summary 

The Covid-19 pandemic in 2020 has accelerated digitalisation efforts in many sectors in China and we will 

focus on digital development in Chinese financials and healthcare industries in this note. For the banking 

sector, there has been an increasing shifting towards digital distribution platform. Mainland China retail clients 

are much more receptive in buying financial products via digital platform. This is evidenced by the falling 

market share of banks in mutual fund distribution vs. that of independent fund distribution platforms, which 

are predominately internet platforms.  

Having said that, the regulatory tightening in China’s fintech development has been stepping up since end-

2020. Despite that several fintech tightening policies were issued during July-20 to Feb-21, there are key issues 

to watch out for including i) formal issuance of the new payment regulation; ii) capital regulation on financial 

holding companies; and iii) data regulation. We believe Chinese banks could benefit from fintech regulatory 

tightening from both consumer loans and wealth management business perspective. Among Chinese banks, 

we believe China Merchants Bank (3968 HK) and Ping An Bank (000001 CH) are better positioned retail banks. 

In the insurance industry, the lowering of regulatory hurdles to enter the domestic insurance market has 

supported the development of insurtech firms in China over the past few years. Disruption from this segment 

has started to disrupt the traditional Chinese insurers through the online availability and distribution of lower 

priced and simpler product types. Another form of disruption has come from the issuance of cheap medical 

indemnity insurance products by local governments into the system, facilitated by online distribution channel 

such as WeChat/Alipay. Over the medium term, as disruptive technology continues to gather momentum, 

traditional insurers who have been taking proactive steps to mitigate the threat from online insurance and 

who can effectively upskill their agency force should fare better. Among Chinese insurers, we view Ping An 

Insurance (2318 HK) is ahead of its peers in embracing digital empowerment. 

China’s online pharmacy penetration is estimated to grow at a CAGR of around 30% over the next decade 

to about 29% in 2030e. Online medical consultation is currently growing from a low base with growth driven 

by key online healthcare players building their healthcare ecosystem, supporting by synergies with their 

parent companies. For instance, there are additional synergies that Ping An Insurance hopes to derive from 

integrating its healthcare eco-system with commercial health insurance. 

Exhibit 1: Focus stocks  

 
Source: Bloomberg, Internal estimates; share price as of 24 June 2021  
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Banks have been stepping up investments in technology 

While retail banking digital transformation is not new, development in wealth management-related 

technology has been relatively behind and banks are stepping up investment in this area. In retail banking, 

mobile and/or internet banking offering is a norm among banks. The Covid-19 pandemic has accelerated a 

shift in customer behaviour, demanding more online and digital engagement and services. Looking ahead, 

digital transformation is likely to be a key success factor for banks that are aiming to grow wealth business, 

which is critical for fee income growth.  

Shifting towards digital distribution channels 

Mainland China retail clients are much more receptive in buying financial products, such as, mutual funds, 

through internet platforms vs. via bank channels. This is evidenced by the falling market share of banks in 

mutual fund distribution, with their market share by value of mutual funds under administration falling from 

25.2% in 2015 to 23.6% in 2019, vs. that of independent fund distribution platforms, which are predominately 

internet platforms and the market share rose from 2% In 2015 to 11% in 2019. In 1H20, the mutual fund sales 

value of East Money amounted to RMB568bn, exceeding that of Industrial & Commercial Bank of China (1398 

HK, Buy, Fair value HKD6.35), which amounted to RMB334bn. 

Through digital transformation, banks are able to enhance customer experience, deepen customer 

knowledge and facilitate cross-selling. Singapore banks are ahead of its regional peers in partnering with 

robo-advisors and other wealth fintechs to help retail clients build investment portfolios based on their 

investment goals and risk profiles. Digital transformation also enables banks to reach new markets more cost 

efficiently. For instance, international banks and financial institutions, which have limited physical presence in 

mainland China when compared with local peers, would be crucial to have necessary digitalization 

infrastructure in place when entering a new onshore market so as to capture business opportunity in onshore 

retail wealth business.  

Exhibit 2: Market share of different 

distribution channels of fund sales in China 

Sources: Asset Management Association of China 

Exhibit 3: Mutual fund sales value* of key 

Chinese banks vs. non-bank wealth 

platform 

Sources: PBOC; *note: as of 1H20 
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China fintech regulatory direction – a more disciplined development 

The regulatory tightening in China’s fintech development has been stepping up since end-2020. We believe 

regulatory direction is to bring more discipline to financial services provided by internet companies, including 

licensing and capital requirement, containing monopoly power and correcting aggressive marketing and 

cross-selling practices. While implementation details in many areas have yet to be finalised, we believe these 

changes are likely to lead to slower growth (especially in consumer credit), lower return-on-equity (ROE) 

owing to raising capital requirements, and lower profit margin (reversal of improper fintech innovations, and 

reduced cross-selling efficiency) for fintech companies.  

Key overhangs 

We believe uncertainties around the loan facilitation business model are likely to be a key overhang for online 

lenders. In a bearish scenario where fintech lenders have to fall back on joint lending via national online 

micro-loan license, large fintech platforms with strong shareholder backgrounds and micro- and small-

enterprises (MSE)-centric lenders should be better positioned in receiving this license. Under this scenario, most 

listed fintech lenders may have capital-raising needs. In addition, pricing sustainability remains another 

medium-term risk, especially for MSE lenders and those operating in an internal rate of return (IRR) range of 

24-36%. 

On the back of tightened regulatory environment and relatively high penetration, growth of consumer loan 

by fintech lenders is likely to stay modest in the near term. While fintech credit was tightened more 

significantly, non-bank payment has continued to grow despite the uncertainty from the new anti-trust 

regulation. China’s non-bank payment size increased 18% y/y and attained RMB295trn in 2020, despite that 

the growth rate dropped from 45% in 2017-18. AliPay and TenPay together have more than 80% market share, 

exceeding the “warning level” of market dominance, as stipulated by the PBOC’s new regulation, and there 

are uncertainties regarding what could be the potential regulatory consequence. Mobile banking payment 

also grew rapidly and outpaced the growth of non-bank payment since 2H18. As of 1Q21, non-bank payment 

and mobile payment accounted for around 11% and 16% of total e-payment market, respectively. 

Several fintech tightening policies were issued during July-20 to Feb-21. Key things to watch out for would 

include: i) formal issuance of the new payment regulation, including the anti-trust clauses; ii) capital regulation 

on financial holding companies (FHCs), and the set-up of fintech FHCs; and iii) data regulation, including 

potential requirement of credit scoring license for the loan facilitators. 

Exhibit 4: Growth in banks’ retail loans 

Sources: PBOC, CBIRC 

Exhibit 5: Non-bank payment 

Sources: PBOC 
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Chinese banks being beneficiaries  

We believe Chinese banks could benefit from fintech regulatory tightening. From consumer loan perspective, 

tightened regulations on fintech firms would imply a better operating environment with less risk of excess 

borrowing, and eased competition on banks' credit card businesses. Chinese banks’ retail loan growth 

rebounded in 1Q21, with strong growth in personal operating loans. In addition, breaking data monopoly 

could potentially give Chinese banks equal access to transaction and e-commerce data that may help 

improve their risk management. From wealth management business perspective, we expect the 

disintermediation trend to slow after recent regulatory moves, including a ban on selling online bank deposits 

through fintech platforms, keeping banks as the proprietary distribution channel for wealth management 

products issued by banks' wealth management subsidiaries, and Yu’e Bao's forced downsizing.  

Among Chinese banks, China Merchants Bank (CMB, 3968 HK / 600036 CH, Hold, Fair Value HKD70 / CNY59.5) 

is the best positioned retail bank, in our view. CMB has the highest retail asset under management (AUM) size 

among all Chinese banks, with non-deposit AUM accounting for 79% of retail AUM. CMB is also a leader 

among its bank peers in fintech investment and increasing user engagement with mobile banking apps. Apart 

from CMB, we view Ping An Bank (PAB, 000001 CH, Buy, Fair value CNY27.5) also a has a strong growth outlook 

thanks to its retail-focus strategy and synergies with its parent company. PAB's growth of non-deposit AUM has 

contributed significantly to the bank's overall retail AUM growth in recent years, with share non-deposit AUM 

in retail AUM rose from 55% in 2015 to 74% by end-2020. 

Increasing digitalization in China healthcare and insurance industries 

The Covid-19 pandemic in 2020 has accelerated an acceleration in digitalisation efforts in many sectors 

globally and this was no different for the Chinese healthcare and insurance industries, which experienced 

increased pressure to engage with clients as online competition accelerated, supported by technological 

innovation (artificial intelligence/AI, big data, cloud computing) which has played a key role in improving the 

convenience of online product offering and services. 

Digitalisation in China healthcare and insurance industries 

China’s online pharmacy penetration is estimated at 2.7% in 2019, and it is expected to reach about 29% in 

2030e which implies a CAGR of around 30% over the next decade (sources: Menet, IQVIA, Credit Suisse 

estimates), with more policy updates from the National Health Commission (NHC) and National Medical 

Products Administration (NMPA) expected on online prescription drug sales and verification over the coming 

year. Online medical consultation is currently growing from a low base (with an estimated market size of 

RMB7bn in 2019, source: Credit Suisse), with growth driven by key online healthcare players building their 

healthcare ecosystem, supported by synergies with their parent companies such as Alibaba (BABA US / 9988 

HK, Buy, Fair value USD279 / HKD288), Ping An Insurance (2318 HK, Buy, Fair value HKD113) and JD.com (JD 

US / 9618 HK, Buy, Fair value USD95 / HKD369). For Ping An Insurance, there are additional synergies the group 

hopes to derive from integrating its healthcare eco-system with commercial health insurance, although 

currently Ping An Good Doctor (PAGD-unrated) is still in the building-up phase and yet to break-even as there 

are significant investment required, limited revenue sources and challenges scaling up compared to online 

pharmacies.  In terms of technological innovation, PAGD has an AI-based medical diagnosis and severe 

disease monitoring system, as well as a smart medical safety monitoring platform that covers more than 3000 

diseases. Using technology, databases are maintained that contain more than half a million medical terms 

and four million questions and answers, with an estimated 99% accuracy in matching patients with 

appropriate medical specialties. Voice recognition technology is also deployed in its AI-assisted diagnosis 

and treatment system for online medical consultations 

On the insurance side, the lowering of regulatory hurdles to enter the domestic insurance market has 

supported the development of insurtech firms in China over the past years. Disruption from this segment has 

started to disrupt the traditional Chinese insurers through the online availability and distribution of lower priced 

and simpler product types. While we see potential for further industry disruptions from Chinese big tech and 

platform ecosystems, the immediate impact is still limited as products available online largely comprise of 
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one-year reimbursement-based protection-based products with low premiums (in contrast to traditional 

critical illness policies that are higher priced, have more complex terms and typically bundled with savings 

products). Another form of disruption for traditional insurers of late has come from the issuance of cheap 

medical indemnity insurance products (Hui Min Bao: very limited coverage requiring no underwriting and 

designed to complement social health insurance) by local governments into the system, facilitated by online 

distribution channel such as WeChat/Alipay. The government is currently focused on addressing mis-selling 

concerns on this product, which may ease the competitive pressures in the coming months related to this 

policy. Over the medium term, as disruptive technology continues to gather momentum, traditional insurers 

who have been taking proactive steps to mitigate the threat from online insurance and who can effectively 

upskill their agency force should fare better. 

Exhibit 6: Internet insurance premium and penetration in China  

 

Source: CBIRC, Insurance Association of China, iResearch,  

As an illustration of ongoing transformation efforts by traditional insurers, combining online medical 

consultation services with life insurance products has been one of the key long term strategies driving Ping An 

Insurance’s internal reforms, which aims to start client engagement earlier, i.e. lengthen client interactions 

and provide more opportunities for up-selling of products. One example is the latest insurance package 

named Zhen Xiang Run, which offered a bundling of critical illness management, chronic management and 

eldercare management. The firm has shared that clients who use both healthcare and insurance services 

purchased about 1.5 times more than traditional clients who only purchase insurance products. On the 

insurance front, PAGD plans to continue tapping into Ping An Insurance’s high quality customer database as 

it continues to expand its medical service market outreach through channel upgrade. Management believes 

it will eventually reach an in-house doctor team size of around 3000 over the long run and expects that daily 

consultations per doctor could eventually reach 300-400 daily with the support of AI technology. Digital 

empowerment is one of the key initiatives Ping An Insurance is focusing on in its current reform efforts, which 

includes an integrated smart activity management platform and customer centric insurance approach. As 

of end March 2021, the group’s smart service offering is estimated to cover 161 cities, around 37,000 institutions 

and about 750,000 doctors. The group aims to further develop a combination of “health, medical, chronic 

disease/critical illness & senior care” management services, which is likely to require some time given this 

concept is new in China. 
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Exhibit 7: Premiums of China’s online insurance market by product  

 

Source: CBIRC, Insurance Association of China, iResearch  

Exhibit 8: Valuation summary  

 

Source: Bloomberg as of 24 June 2021 

 

 

 

 

 

 

2021E 2022E 2021E 2022E 2021E 2022E 2021E 2022E

CHINA MERCHANTS BANK-H (3968 HK) 12.6 10.9 1.9 1.7 2.6 3.0 16.0 16.5 

CHINA MERCHANTS BANK-A (600036 CH) 12.5 10.9 1.9 1.7 2.6 3.0 16.0 16.3 

PING AN BANK CO LTD-A (000001 CH) 13.5 11.5 1.4 1.2 1.0 1.2 10.4 11.1 

PING AN INSURANCE GROUP CO-H (2318 HK) 7.5 6.5 1.3 1.2 3.8 4.2 18.6 18.6 

Price/Book Dividend Yield (%) ROE (%)Price/Earnings
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