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Week of 15th June 2020 

What’s on our mind this week? 

American Express enters the Chinese RMB payment market 

Last week American Express received the approval from the Chinese authorities to start 

bank card clearing services in China. The US company became the first foreign payments 

network to be allowed to process RMB transactions in China. The license was granted by 

People’s Bank of China, China’s central bank, to American Express’s China joint venture, 

Express (Hangzhou) Technology Services. Under the terms of the approval, the company 

must start operations within 6 months. 

In 2018 China’s bank card clearings was a USD 27tr market with USD 8.4tr of online 

transactions. Express (Hangzhou) Technology Services intends to operate both online and 

offline payment transactions, but it will probably be far from easy. Competition will be 

tough for the new entrant. On the physical card side China UnionPay already dominates 

the market. In the online space, American Express’s JV partner LianLian Group is a 

relatively small player in China’s third-party mobile payments industry where WeChat Pay 

and Alipay have more than a 90% combined market share. Fees will also be a challenge 

as they are much lower in China than they are anywhere else. The card-clearing fee rate 

is 0.065% for domestic banks and the acquiring fee rate ranges from 0.5% to 1%. American 

Express typically charges between 1.4% and 3.5% in the US so it will have to sacrifice its 

margins if it wants to gain a meaningful market share in China.  

The approval is part of phase one of the US trade deal signed earlier this year by the US 

and China in which China made a commitment to open up its USD 45tr financial markets 

to foreign firms. Other US card companies may soon follow American Express. Mastercard 

received its initial approval in February while Visa’s progress has been slower. The opening 

envisaged under the phase one deal does not limit itself to payments as it also includes 

insurance, asset management and investment banking services. 

Some cynics will say that opening now the payment market to foreign companies is not 

a big sacrifice for China since this market is already well developed and dominated by 

local players. Nevertheless, the same is often true when Chinese companies want to set 

foot in the US.  
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China’s openness to business is more than just a posture. The country is moving towards 

opening up its financial markets and is fast changing rules accordingly. For instance, since 

1st January 2020 any foreign insurance company can set up business in China through 

wholly owned subsidiaries, no longer needing a local partner. 

When it comes to new bond issuances and IPOs in Hong Kong, we can already see that 

international banks, and more specifically American banks, have the favour of state-

owned issuers. 

This trend goes beyond financial markets as China has been welcoming US investors in 

many sectors - Tesla having built a large factory to cater to the local market is a good 

example - and Foreign Direct Investment from the US into China remains strong. At the 

same time, measures taken by the US administration against Chinese investments on US 

soil have led to a collapse of such investments.  

 

Source: Rhodium Group/Macrobond, 2020 
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Company snapshot: ByteDance 

Over the past year a young internet startup from China, ByteDance, took the world by 

surprise after launching an addictive and incredibly successful short-video platform – 

TikTok that fast became the most downloaded app on the internet. Rumour of an 

upcoming IPO has recently surfaced. ByteDance is now the second largest online 

advertising company in China, with the second longest screen time of all applications 

among Chinese consumers. Its main apps –TouTiao (a news headline aggregating app) 

and TikTok (the short-video platform) – are both based on ByteDance’s proprietary 

Artificial Intelligence (AI) technology. In the mobile era, due to the limited screen sizes 

and input method, content curation and recommendation have become essential. 

ByteDance’s sweeping success is a perfect example of AI’s power. After becoming number 

one in China, TikTok went global with the same level of success. 90% of TikTok’s traffic is 

generated today from outside China. 

In 2019, ByteDance recorded a whopping USD 17bn of revenue and USD 3bn of net profit, 

which is extremely rare among internet startups. Driven by strong advertising and e-

commerce revenue, the company managed to deliver both growth and profitability soon 

after being set up.  

ByteDance has become a major competitor of both Alibaba and Tencent as it competes 

with Alibaba’s online advertising market, including e-commerce, and with Tencent’s 

gaming platform through time-spent online. ByteDance is well set to become a household 

name in the Chinese economy. We will follow its market debut with great interest. The 

IPO valuation is estimated to be around USD100bn. 
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