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I started the business because I love milk tea myself,  says Peng Yuxia. Meet
the Cow, her shop in Hangzhou, 200km south-west of Shanghai, sells the

cassava-based hot drink, also known as bubble tea, to passers-by—and,
increasingly, to customers who pre-order on their phones. Recently she signed up

to a small-business programme run by Ant Financial, China’s biggest �ntech �rm,
which has its headquarters nearby. Now customers can order in advance from
within Alipay, Ant’s payment app, and she has seen total numbers rise from about
50 a day to nearer 70. Payment is by scanning a qr (quick-response) code—so easy,
she says, that a mother getting a pedicure next door can send a child in to order
with her phone.

In another part of Hangzhou, Zeng Ping’en looks around his electric-moped shop
with pride. A loan from mybank, Ant’s digital bank, helped with the cost of
redecoration. Applying took just a few minutes, he says: “A click on the phone and I
got my money.” He can draw down and repay funds at his convenience; interest
amounts to a few yuan a day—“easily a�ordable”. Since China’s long-established
banks lend mostly to companies, without the mybank loan he would have had to
wheedle loans from his friends. “Electric-moped shops are getting fancier,” he says.
“I’d lose out to the competition if I didn’t renovate.”
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Ant’s origins lie in Alipay, set up in 2004 by Alibaba, then a newish e-commerce
website, to make online payments easier. As Alibaba grew, its payment arm started
to allow person-to-person transfers, and then purchases in bricks-and-mortar
outlets. Alipay was spun o� in 2011. Renamed Ant Financial in 2014, it is now one of
the world’s biggest �nancial �rms. Its most recent funding round, last year, valued
it at $150bn. Alibaba announced last year that it would acquire a 33% stake.

Together with its main rival, WeChat Pay, which sits within WeChat, the country’s
dominant messaging app, Alipay has transformed Chinese commerce—and
everyday life. They have enabled China to leapfrog straight to mobile payments
using qr codes, bypassing credit and debit cards. All manner of things can be done
from within their apps, including buying tickets for �ights, train journeys and
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�lms, calling a taxi, paying an electricity bill, ordering food and much more.

In the past �ve years Ant has expanded beyond payments and into other �nancial
services. In 2013 it set up Yu’e Bao (“spare treasure”), a single-click, instant-access

way to earn interest on excess Alipay balances by parking them in a money-market
fund. By March 2018 the fund had 1.7trn yuan ($250bn) in assets, making it the
world’s biggest money-market o�ering by a wide margin.

In 2015 Ant started providing revolving consumer credit. The following year it
launched mybank, using Alipay data to set interest rates and credit limits for small-
business loans. Ant Fortune, launched the same year, gives access to Yu’e Bao, now
with a choice of money-market funds, and a range of wealth-management products
from nearly 30 asset-management �rms.

Startled by Ant’s hectic growth, in the past couple of years Chinese regulators have
sought to slow its pace, setting daily limits on transfers within Alipay and caps on
those into and out of Yu’e Bao. Regulators abroad, too, have crimped Ant’s
ambitions. Last year America’s investment-screening committee blocked Ant’s
purchase of MoneyGram, a money-transfer �rm, which would have given it access
to 350,000 retail outlets globally—and a foothold in America, the biggest market for
�nancial services.

The setbacks forced a rethink. At home, Ant’s top brass now talk about supporting
incumbents to �nd new customers and become technically more nimble. Its
foreign plans have been slimmed down, too. It is focusing on enabling Chinese
people to use Alipay abroad (now possible in 54 countries and hundreds of
thousands of shops) and expanding into developing countries. Ant now has stakes
in, or partnerships with, digital-payment �rms in countries including Bangladesh,
India, Malaysia, Mexico, the Philippines and Thailand. “We see our role as serving
the unbanked and underbanked,” says Leiming Chen, its general counsel.

Bestriding the world
Ant’s giddy growth is both a cause and a consequence of big changes in Chinese life:
development, urbanisation and the emergence of a vast middle class ready to
spend. But it also exempli�es a broader shift in the provision of �nancial services.
That shift goes well beyond China’s borders. In hindsight, the pivotal year was 2007,
when the credit crunch started and the iPhone was launched. The consequences of
the crunch have preoccupied bankers everywhere for more than a decade. The
smartphone, it is becoming clear, will matter at least as much for their future.

Start with the threat from Ant itself. Many bankers in developed countries fear that
its plans for aggressive expansion beyond China have merely been postponed. That
worries rich-world incumbents, since a hungry new arrival would mean slimmer
pickings for those already at the table. And Ant’s “platform” approach—o�ering a
pick-and-mix of �nancial and non-�nancial products from other companies on its
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pick-and-mix of �nancial and non-�nancial products from other companies on its
app—poses a challenge to the current (or checking) account that is the central
relationship with banks of most people in rich countries. If that core were to break
up, how would banks cross-sell loans, mortgages or insurance, pro�t from interest-

rate spreads and commissions, or charge fat fees for occasional services such as
foreign exchange or overdrafts?

“I understand why [banks] would be a little scared: the sheer size of our user base
and the variety of services we o�er,” says Mr Chen. But incumbents everywhere have
nothing to fear, he insists: Ant sees its role not as displacing them, but as helping
them serve customers they would otherwise not be able to reach. Its expertise is in
creating value from technology, not from deploying capital to support loans, he
says. “The notion of us being a disrupter, or some creature that traditional �nancial
institutions should be scared of, is misguided.”

Many of those institutions are quaking nonetheless. And being disrupted by Ant is
just one of their digitally induced nightmares. In another version a Western tech
giant—Amazon is mentioned most often—decides to move into banking. Or a
messaging or ride-hailing �rm expands into �nancial services—like Kakao in South
Korea, which owns the country’s favourite chat app and now o�ers payments and
banking; or Grab and Gojek in South-East Asia, ride-hailing services that have
moved into payments, insurance and loans. Some incumbents fret that customers
might decamp en masse to a mobile-only “neobank” that o�ers its own current
account but also acts as a broker for products o�ered by other �nancial institutions,
such as Monzo in Britain or n26, now in 24 countries in Europe and planning to go
farther a�eld.

In such scenarios incumbents risk ending up as “dumb pipes”, holding bloated
balance-sheets and originating products such as mortgages and loans that someone
else sells to consumers. If they were to lose the ability to build a brand and the
transaction data needed to understand their customers and cross-sell, their wares
would become interchangeable. Margins would be driven down, even as they
continued having to abide by onerous banking regulations and hold balance-sheet
risk.

The mobile phone allows �nancial products to be linked with other services in
novel ways. Take Ant Financial’s main rival, Tencent, the social-media and gaming
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giant that owns WeChat. It moved into payments in 2013. Uptake was slow until the
company spied an opportunity in the tradition of giving cash gifts in red envelopes
to friends and relatives during Chinese new year. In 2014 it added a digital “red

envelope” feature to WeChat; 40m were sent over the holiday period. In 2015 an
astonishing 500m were sent on the single busiest day.

Though Alipay hurriedly added its own red-envelope feature, the damage had been
done: WeChat Pay had become a �xture on Chinese people’s phones. It continues to
bene�t from being embedded in an app that is used by most Chinese people many
times daily, and which connects them to everyone they know. Its share of mobile
transactions has risen steadily and now accounts for 39% by value (though
somewhat more by number, since it tends to be used for smaller transactions),
against 54% for Alipay (see chart). Tencent also o�ers personal loans and runs an
online bank, WeBank. A move deeper into �nancial services would further threaten
Ant’s position.

Innovation generation
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This special report will argue that banking incumbents will need to reinvent

themselves to survive the restructuring of their industry. It will also o�er a way to
understand the coming �ght: as a co-evolution of incumbents, �ntechs, neobanks
and consumers, with developments in each country shaped by, among other things,
the strength of existing banks, quirks of the local market and the attitude of
regulators.

It will focus on Asia, where the population is young, the market for low-cost
�nancial products is growing fast and incumbents are weak; and on places where
�nancial regulators are seeking to boost competition by encouraging new banks,
notably Britain. It will have little to say about America, where digital banking has
not yet had much e�ect on the industry. Incumbents are sheltered by a thicket of
state and federal regulations, and running a free-standing digital-only bank is nigh-
impossible.

Since the evolutionary pressure comes from the mobile phone, the best way to view
the �ght is through the eyes of its most devoted users: the under-30s. Though
people of every age are turning to mobile banking, the future of the industry is
clearest to see in the hands of digital natives. A good place to start is South Korea,
which is the world’s most connected country—and perhaps also its most
overbanked.

Correction (May 3rd 2019): In the original version of this article we wrote that Alibaba
holds a 33% stake in Ant Financial. In fact Alibaba announced last year that it would
acquire a 33% stake. Sorry.
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