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Xu Jin: Jack Ma has painted afresh on the finance scroll. Are there no systemic

financial risks in China? How to regulate the new finance? It matters little to judge

the motives if they are right and wrong. What matters most are the source and the

background of these motives.
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H7Ma Yun or Jack Ma
Source: cnbe.com
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October end, on the eve of the Ant Financial

listing, Jack Ma delivers a speech at the

Shanghai Bund Conference.
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What did jack Ma say? Why did his speech
draw so much attention? Which trends are

worth watching?
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Jack Ma began his speech by flagging out an
immediate problem, that is, he emphasised on
the need to get rid of mental inertia. He
compared criticising the Basel Accord with the
club of the elderly. What is currently trendy is
to talk more and more on the risk control and
not growth. Next he deliberated upon
innovation and supervision. “Today we need
‘policy experts’ and not the director-like
‘documentation expert’,” he stressed. Last but
not least, Jack Ma pointed out that we should
talk about new finance based on the future, and
he was very critical of today’s banking culture
and pawnshop thinking (the text and video of
Jack Ma’s speech is easily available on the
internet; you may visit my blog to access some

excerpts of his video speech — author).
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It is not wrong to say, Jack Ma as the leading
businessman-entrepreneur today, always keeps
abreast of the market trends. There are many
more highlights in his speech. For example,
how to rectify the real online finance, call for
deregulation and seizing opportunities. Of
course, Jack Ma’s speech led to a “run-riot” of

screen scanning, but then he is special!
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Jack Ma at Shanghai Bund Summit 2020
Source: yqqlm.com
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This time around, Jack Ma brought along the
prestige of the Ant Finance going public. He
spoke freely, free like a retiree! He pointed out,
his perspective and views are not only the
result of his 16-long years of practical
experience, but also based on his work with
professionals associated with organizations

such as the UN etc. and so on.
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Jack Ma spoke very eloquently. It was obvious

he had rehearsed well his speech. More
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importantly, more than being lucid, his speech
was very profound. Equally important is the
fact that he was not addressing an ordinary
audience. Besides the video speech by the
Chinese vice president, Wang Qishan, the top
Shanghai city luminaries present included the
city party secretary Li Qiang. Other top figures
spotted in the audience included Chen Yuan,
Zhou Xiaochuan, and Yi Gang etc. (Chen Yuan
— served as Chairman, China Development
Bank, 1998-2013 and Vice Chairman of the
Chinese = People’s  Political Consultative
Conference CPPCC, 2013-2018. He is the
elder son of the former Chinese Vice Premier,
Chen Yun; Zhou Xiaochuan and Yi Gang are
the former and current governors of China’s

central bank, respectively — Translator)
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What are the financial risks in China?

Jack Ma’s Ant Group
Source: livemint.com
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One of the most controversial points in Jack
Ma’s speech was of systemic risks. He said, the
problem facing China is not that of systemic
financial risks but a lack of the financial
ecosystem risk. “China’s financial system is
like other developing countries’ which are still
growing up, in its teenage years and it still does

not have a mature ecosystem.”
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This awareness is lacking on the ground today.
The fact of the matter is, after four decades of
growth, China’s financial system has become
quite complete — banks, insurance, funds, trusts
and other industries are all thriving and their
scales are also in the top world ranking.
According to McKinsey 2019 “China and the
World Report,” China already has the world’s
largest banking system, the second largest
stock market system and third largest bond
market, respectively. In other words, the degree
of systemization of China’s financial system by
no means can be considered low, although it
still lags in its globalization process. However,
what is noteworthy is the degree of domestic
financial deepening has long surpassed the
level of the developing nations and is fast

catching up with the developed world.
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Is China’s financial system free of risks? We
all know “big” does not necessarily mean
“strong.” True, China’s banking system looks
to be making good profit but its book-to-profit
ratio is low and in recent years it has been
below 1, which is indicative of the fact that
market value of the bank is lower than the
bank’s book value. What does it mean in the
capital market? It means risk concerns, i.e., in
spite of the fact that the average bad debt rate
of the Bank of China (BoC) is not high on the
surface, but the hidden risks are surely a cause

to worry about.

China’s vice president Wang Qishan at the Bund
Summit
Source: news.cgtn.com
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Two factors are crucial in understanding if a
financial system is strong or not, if a financial
system is full of risks or not, namely: overall
quality of financial assets; and the ability to

handle bad assets.
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Lets us look at the first point first. A legacy of
long years of excessive investment in China
has meant a large number of zombie companies
and low-quality assets. Naturally, the financial
result of this is huge financial bad debt. To say
such a situation is “not risky” but it is just that
the financial system is facing a worrisome
situation, is to deny the problem. In theory, the
financial crisis can be defined as an inevitable
concomitant of the credit economy and
therefore the ghost of financial crisis cannot be
wished away. At the same time, the state-
owned asset-led credit system has distortions in
the pricing and handling of risks, which get
superimposed on external shocks and therefore
slow down economic growth, and thus leading
to further increase in the instability of the

financial system.
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The regulatory authorities have already taken
this into their purview, China’s financial
regulatory authorities have always been very
cautious about managing and controlling risks.
They have not only established “palm boned”
regulatory regime but are also all-time ready to
kill any foreseeable financial crisis. The tone of
China’s financial and monetary policies in
recent years has been to call for keeping the
systemic financial crisis at minimum low. This
aspect was emphasized too by the vice
president Wang Qishan — who himself is
known as “the finance man” — in his video
speech at the conference. Wang Qishan said:
“Among the three principles of security,
liquidity and efficiency that the financial
industry complies with, security always ranks

first.”

Yi Gang, Chinese Central Bank Governor
Source: Bloomberg.com
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From broader perspective, the reason why
banking industry needs to be regulated is also
because the banking industry has externalities.
Once a bank is squeezed or is facing crisis, it
not only affects shareholders, customers, the
banking industry but the entire society. This is
why the US government had to step forward to
rescue banks during the financial crisis in

2008.
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The other highlights of the speech was Jack Ma

criticizing  Chinese  banking  industry’s
excessive relying on mortgages and rampant
“pawnshop  mentality.”  Regarding the
“pawnshop mentality,” Jack Ma pointed out
how it is making very difficult for the small
and medium-sized enterprises and individuals
who need funds to access money. Of course
this phenomenon exists and needs attention.
But there is always a last option — — the
banking industry relies on various credit

investigations, and mortgages have become the

most reliable referral. In a sense, judging the
growth and space of an enterprise is not the
responsibility of the bank, but rather the
expertise of investment institutions such as

PEVC.
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Talking of online financing, Jack Ma stresses
on three points: rich data, risk control
technology based on big data and big data
credit system. These three points are the first-
mover advantage of the technology companies
and the success of Ma’s own Ant Finance is
also inseparable from this. However, the credit
allocation and service targets of traditional
banks are not consistent with those of financial
technology companies such as Ant Financial

and therefore cannot be directly compared.
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End of “new frontier era” for Tech giants

Bank of China
Source: indnewslive.in
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Jack Ma’s remarks produced “explosive”
reactions in the financial circles, causing a lot
of thinking. It is of little significance to judge
whether what Jack Ma said is right or wrong.
Instead we should be thinking about where his
remarks are originating from and what do they

represent.
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The rise of tech giants has been phenomenal
over the past ten years. In fact, many a times
the original blank space takes the lead in data,
privacy and supervision. This period can be

called “new frontier era” for the tech giants.
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This is a global phenomenon, and China has
not been immune to it. China’s top online
giants are often the result of the game the
market plays: they were born recklessly at the
time and may not be even under the watchful
eyes of the regulators. Bu nowadays, once tech

companies get increasingly involved in
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financial payments and other areas, becoming
bigger and stronger, they are no more immune

and must face the conflicts head-on.
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Sometime ago, the Economist magazine had
released a data, that traditional banks now only
account for 72% of the total market value the
global banking and payment industry. Early
this year, this figure was 81% and a decade ago
it stood at 96%. It is too well known to all, the
valuation of the Ant Financial can go up, but
its (Ant Financial) core characteristics is its

technology and not finance.

China’s Central Bank
Source: finance.yahoo.com
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Facing the strategic location of financial
technology, traditional banks naturally feel that
they are pressing step by step and demand
stronger regulations for the former (i.e.
financial technology). Interestingly, the former
head of China Securities Regulatory
Commission, Shang Fulin, in his speech at the
Bund Conference said that the financial chaos
that has been cloaked in “financial technology”

must be resolutely rectified.
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Regardless of the fact whether in online
financing or in the digital currency world, most
people are not from traditional financing but
the regulators generally come from the field of

traditional finance. The two often have conflict

of ideas about the nature of finance and the
definition of risk. One feels the other party is
conservative and arrogant, one feels the other
side is layman and reckless. The two more
often than not find each other not on the same
page. As technology companies become bigger
and stronger, stronger regulation is bound to
follow. This is not just China’s problem, nor is
it just problem of finance. This is a global

phenomenon.
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In sum, the era of new frontiers tech companies
is gone, and the future belongs to data, privacy
and risks etc. The tech companies have to
operate in a strict environment. This does not
have to be viewed as right or wrong. Or in
other words, only time will tell us. The speech

by Jack Ma is just a spin-off from these ideas.

The views expressed here are those of the translator and not necessarily of the Institute of

Chinese Studies
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