Are You Ready for the Financial Services
Opportunities of China's Greater Bay Area®

Customer-centered innovation, omnichannel services,
and efficient operating models will help banks, insurers,
and wealth managers flourish in Hong Kong, Macav,
and Guangdong province.

By Henrik Naujoks, Priscilla Dell’Orto, and Herbert Lee
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At a Glance

P Recent policy changes have raised new prospects for wealth management, insurance, and

lending in China’s Greater Bay Area.

P Among customers in China and Hong Kong, there is significant interest in cross-boundary

products for their unique features and ability to diversify exposure, our research finds.

> To prepare, financial services companies can begin taking immediate “no-regrets” steps such as
investing in brand building, while simultaneously developing the customer-centered innovations,
omnichannel services, and operating models that will help them long term.

Encompassing Hong Kong, Macau, and nine cities in Guangdong province, China’s Greater Bay Area
(GBA) has a population of more than 7o million and gross domestic product (GDP) growth of roughly
8% per year over the past decade. With a GDP of approximately $1.7 trillion, the area’s economy is

similar in size to Canada and South Korea (see Figure 1).

Thanks to rising economic activity and an expanding affluent population, the GBA is an attractive market
for wealth management, insurance, and lending products, and is supported by recent government action.

Figure 1: The Greater Bay Area includes nine mainland cities, Hong Kong, and Macau; over 70

million people; and a total GDP of $1.7 trillion
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In May 2020, Chinese financial services regulators jointly issued opinions on financial support for the
area’s development. Their key themes included: enabling cross-boundary financial services, supporting
the opening of Chinese financial markets, facilitating the integration of GBA financial markets and
infrastructure, and encouraging financial services innovation. While details remain uncertain, the
announcement of further guidelines and policies to facilitate closer collaboration among the financial
markets of GBA seems likely in the near future.

In November 2020, we surveyed over 3,000 retail customers and small and medium-sized enterprises
(SMEs) within the GBA. Our aim was to understand mainland and Hong Kong customers’ preferences
and attitudes toward cross-boundary financial services and products, such as an insurance policy that
a Hong Kong resident purchases from the mainland, or vice versa. We found that individuals and
businesses in both China and Hong Kong have a strong interest in such cross-boundary financial
products (see Figure 2).

Opportunities for wealth management, insurance, and lending

The greatest immediate financial services opportunity appears to be in wealth management, based on
our customer survey and recent policy developments. Today, fewer than 20% of GBA retail customers
own cross-boundary wealth products, and respondents who do not yet own these products have a
strong interest in them. Among mainland GBA retail customers who do not own Hong Kong wealth
management products, 70% are interested in making such a purchase in the next three years.

Figure 2: There is significant future demand for cross-boundary financial products in China’s
Greater Bay Area

Wealth management Insurance Lending
75%
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0,
49% 45% 45%
37% 35% 38%  37% 38% 36%
22%
Mainland Hong Mainland Hong Mainland Hong Mainland Hong Mainland Hong Mainland Hong
Kong Kong Kong Kong Kong Kong
Retail SME Retail SME Retail SME
Percentage of respondents interested in purchasing Percentage of respondents who already
cross-boundary products in the next three years own cross-boundary products

Notes: Mainland includes nine cities in Guangdong province; SME stands for small and medium-sized enterprises
Source: Bain GBA Survey 2020 (n=3,090)
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There is already an infrastructure for some cross-boundary trading in stocks (Stock Connect) and bonds
(Bond Connect), as well as distribution of funds (Mutual Recognition of Funds). While implementation
details have not been fully announced, we anticipate that the soon-to-launch Wealth Management
Connect government initiative will facilitate access to additional cross-boundary wealth management
products, likely beginning with low- to medium-risk ones and potentially progressing to more complex
products in the future. To ensure appropriate risk and capital controls, the Wealth Management
Connect is expected to operate under a closed-loop system of cross-boundary fund flow and be subject
to fund-flow quotas.

The soonto-launch Wealth Management Connect government initiative
will facilitate access to additional cross-boundary wealth management

products, likely beginning with low- to medium-risk ones.

Insurance, on the other hand, is still nascent in mainland GBA cities. In those cities, life and property-
and-casualty insurance penetration was about 6% in 2019, low compared with developed markets,
where penetration is about 10%, and Hong Kong, where it is 18%. Closing the gap with developed
markets could result in additional premiums of $50 billion. As awareness of the need for insurance
and retirement planning increases among mainland customers, products such as health and annuity
insurance are becoming more popular, says Jack Jiang, chief customer officer for AIA China.

Without the preexisting regulatory infrastructure that wealth management enjoys, it may be some
time before cross-boundary insurance sales are permitted. However, recent moves such as allowing
mainland insurers to collaborate with third parties in Hong Kong and Macau to provide medical
treatment, and suggestions that insurers may soon set up GBA service centers to provide after-sales
service for cross-boundary policyholders, show that opportunities are opening for insurers in the
region. They would be smart to take advantage of this, as our survey shows strong demand from
consumers for these types of products across the GBA.

For lenders, increased mobility within the GBA will likely fuel demand for mortgages and lead to
additional cross-boundary opportunities. There remain technical challenges that the industry and
regulators must resolve—including cross-boundary know-your-customer, data privacy, and capital
control requirements in China—but there certainly seems to be potential. According to our survey,
20% of mainland retail customers and 10% of Hong Kong retail customers would consider getting a
mortgage from an institution across the boundary in the next three years. Businesses in mainland
China are interested, too; 45% of mainland SMEs either already borrow from Hong Kong financial
institutions or are considering doing so in the next three years.

Much remains uncertain today, including the pace and scope of future regulatory changes, population
migration, and trade activities, and companies may face challenges and difficulties such as creating

products and services that satisfy the different regulations and tax regimes of the region. Nevertheless,
this remains an important moment for the GBA financial services ecosystem. Many financial institutions
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have already committed to investing. Standard Chartered, for example, has spent $40 million to set
up a GBA center in Guangzhou to support its retail and corporate banking business in the region.

There are “no-regrets” moves that banks and insurers can make right now—such as launching
marketing campaigns to improve brand awareness—and setting up insurance service centers when the
time is right. Investing now in marketing that emphasizes trustworthiness, a key purchasing criterion
among customers we surveyed, will help set up companies for success later. A strong brand will be
critical to winning mainland customers, as word of mouth is still an important marketing tool, says
Lucia Ku, head of customer propositions and management at Hang Seng Bank.

Our survey and industry interviews indicate that over the long term, financial services companies can
effectively position themselves to make the most of the opportunity in China’s Greater Bay Area by
taking three specific actions.

Financial services companies can effectively position themselves to
make the most of the opportunity in China's Greater Bay Area by taking

three specific actions.

1. Distinguish themselves with innovative products and services tailored to the specific needs of
GBA customers

While it is always important to understand customers and their motivation, it will be especially helpful
for financial services firms in the GBA. Understanding the appeal of cross-boundary products and
services and knowing how to design them within the regulatory framework of the GBA will help
companies appeal to a variety of customers and establish a strong presence in the region. Rather than
focus exclusively on existing products, companies should develop differentiated offerings that match
the priorities of customer segments across the region.

Product innovation will need to be tailored to cross-boundary customer needs and be rapid enough
to keep up with regulatory changes. This can be challenging, but new products are already hitting the
market. Several Hong Kong banks, including Chong Hing Bank, Industrial and Commercial Bank of
China (Asia), and the Bank of East Asia, have begun offering mortgage service to Hong Kong residents
who purchase property in select mainland cities in the GBA, such as allowing them to apply for or
repay the mortgage within Hong Kong. Cross-boundary auto insurance is another product under active
discussion, according to Selina Lau, chief executive of the Hong Kong Federation of Insurers (HKFI).

For wealth management products, mainland GBA retail respondents to our survey indicated that they
are interested in Hong Kong products that allow them to diversify their portfolio with exposure to
international markets and gain access to better wealth advisory services (see Figure 3). There is also
substantial interest in Chinese investments from Hong Kong investors looking for higher potential
returns, says Ryan Song, vice chairman and chief executive of Hang Seng Bank (China). To address
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Figure 3: International exposure and better products draw mainland China customers to Hong
Kong institutions

Percentage of mainland retail customers who cite this as a top three reason
for purchasing Hong Kong products

Wealth management Insurance
78%

56%

0, 0,
53% 50% 54%
48%
Gain international Better advice More trust in products Better product More trust in products Better customer
market exposure and regulations features and regulations experience

Note: Mainland includes nine cities in Guangdong province
Source: Bain GBA Survey 2020 (n=1,550)

this need, fund management companies, including Hang Seng Investment Management, have been
participating in the pioneering Hong Kong-Mainland ETF Cross-Listing Scheme since October 2020,
expanding Hong Kong customers’ exposure to Chinese investments.

In cross-boundary insurance, our survey indicates almost 80% of mainland GBA retail respondents
are interested in their unique product features such as cross-boundary medical coverage and foreign
currency-denominated policies. As Hong Kong and Macau citizens increasingly consider retiring to
more affordable mainland GBA cities, demand for cross-boundary retirement insurance products
could also rise, notes Jacky Chan, regional chief executive of AIA Group.

Among mainland retail respondents not interested in cross-boundary insurance, most indicate that
they do not adequately understand Hong Kong insurance products, suggesting that insurers can further
educate customers about their offerings. In wealth management, those not interested in Hong Kong
products cite unattractive returns as a reason, and some feel mainland options already meet their
needs (see Figure 4). This points to an opportunity for further product differentiation of Hong Kong
products and tailoring to mainland customer needs.

2. Create cross-boundary digital and omnichannel experiences that work for a variety of customers

Customers not interested in cross-boundary products often cite inconvenience. But what constitutes
convenience can vary. While many customers prefer an end-to-end digital process, others value a local
presence. Mainland customers are sophisticated consumers of digital experiences and have high
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Figure 4: Mainland China customers cite various reasons why Hong Kong financial products do
not interest them

Percentage of mainland retail customers who cite this reason for their lack of interest in
Hong Kong products

Wealth management Insurance
Inconvenient to trade o Lack sufficient understanding o
and maintain 33% of Hong Kong insurance 57%
Unattractive returns 29% Inconvenient to purchase 44%
Difficulty moving funds out of 28% Inconvenient to manage (paying 36%
the mainland ° premiums, changing policies) °
Mainland products satisfies 259, No clear advantage over 219
my investment needs ¢ mainland insurance °
Less affordable 22% Does not meet my needs 13%
Uninterestediir?vg\slfr;seeneiz 20% Less affordable 1%
Inferior advice 18% Difficult to transfer money 1%
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Products do not meet my needs 17% Inferior customer experience | 3%

Note: Mainland includes nine cities in Guangdong province
Source: Bain GBA Survey 2020 (n=1,550)

expectations, notes Mark Saunders, group executive, chief strategy and corporate development officer
of AIA Group. This raises the need for insurers to ensure that their digital platforms work seamlessly
across the region and to build strong analytics capabilities of their own. AIA, for example, equips its
agency force in Hong Kong, Macau, and mainland China with digital capabilities for needs-based
analysis and financial health checks, and sees opportunities to leverage these capabilities to serve
GBA customers where applicable, assuming regulation permits.

In a separate study, we found up to 9o% of mainland respondents prefer to research and interact
with insurance companies over digital platforms. Some 60% consider digital the best channel for
purchasing and trading wealth management products. Ideally, a digital solution can process simple
offerings end-to-end, is personalized, and is integrated into an omnichannel setup where branches,
service centers, and agents serve customers seamlessly. Some banks are beginning to offer cross-
boundary digital functionalities. For example, Hang Seng Bank customers with accounts in both
Hong Kong and mainland China can view account information and transfer funds between accounts
on their digital banking platform.

Covid-19 added momentum to the shift toward remote channels, even in categories traditionally
dominated by in-person service. In response to Covid-19 and since July 2020, a select group of AIA
Hong Kong financial planners has been able to help customers purchase certain insurance products
remotely via recorded video conferencing, a type of technology that could be applied to cross-boundary
insurance servicing, if regulations allow that in the future.
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Figure 5: Hong Kong customers value face-to-face interaction, while mainland customers are more
likely to prefer digital

Preferred channel for purchasing cross-boundary wealth management or insurance products

Wealth management Insurance

Cross-boundary
physical locations

Hong Kong Mainland Hong Kong Mainland

Note: Mainland includes nine cities in Guangdong province
Source: Bain GBA Survey 2020 (n=1,550)

Physical locations will also remain an important part of the omnichannel approach (see Figure 5).
They are still highly preferred in certain situations, including by Hong Kong customers looking for
advice on more complex products. Even with their strong preference for digital interaction, around
30% of mainland retail customers nevertheless indicate that for them to consider purchasing more
cross-boundary products, Hong Kong insurers and wealth management providers must increase
their physical presence on the mainland. Having brick-and-mortar locations can also help companies
learn the market. Setting up after-sales insurance service centers in mainland GBA cities, for example,
offers an opportunity for insurers to understand differences in the markets and their rules, while
establishing a foundation for later development and integration, notes Selina Lau of the HKFI.

The way companies think about serving GBA customers is different and will probably require developing
new capabilities, new partnerships, and even new business models.

3. Craft an operating model that is focused, collaborative, and appropriate to the region and its
growth potential

Creating products designed for unique customer needs and delivering them seamlessly requires a
carefully developed GBA strategy and operating model. The idea is to capture the market’s full potential
and look at it as one opportunity. Firms should aim to combine the best of Hong Kong, including its
well-established expertise in financial advice and network of professional agents, with mainland
China’s digital capabilities and local knowledge. This will improve not only the customer experience,
but also operational efficiency.
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One way to do this is by using ecosystem partnerships to accelerate customer reach and add key capa-
bilities. Health insurers, for example, are now allowed to collaborate across boundaries or with third
parties to provide cross-boundary medical services such as claims settlement. Companies including
AXA Hong Kong and China Taiping have medical partners across boundaries in mainland China and
Hong Kong, which enable customers to receive medical treatment and have the costs directly billed
to the insurer. Collaboration between financial services companies and technology firms could create
such benefits as boosting insurance companies’ data and analytics capabilities, supporting value-added
services such as robo advising, and helping integrate sales and services. There is precedent for this
kind of partnership. Hang Seng, partnering with Alipay and WeChat Pay, has worked with select
Hong Kong retail merchants to introduce a QR code payment service that accepts mainland China
and Hong Kong wallet users’ QR payments for purchases, for example.

While serving cross-boundary customers is not new, companies are trying different operating models
in the GBA to balance the need to use resources efficiently, make decisions rapidly, and implement
new initiatives effectively. A first step is setting joint targets to align the interests of the different regions.

There are any number of potential operating model options: having a dedicated person assigned as
the GBA development lead, setting up a joint task force pulled from China and Hong Kong entities,
or setting up an independent GBA unit that reports to China, Hong Kong, or directly to the regional
office. For financial institutions, finding the optimal operating model is top of the agenda, including
deciding whether to operate with a dedicated CEO or a GBA center, as well as ensuring that there is
no duplication of roles and responsibilities with existing entities. The right model will depend partly
on how a particular company is currently positioned between Hong Kong and mainland China, but
whatever version a company settles on, it should aim to launch quickly and adjust flexibly as regulations
and the market evolves. There is complexity to manage, but making a strong start today will help
companies compete in the future.

Conclusion

It is hard to predict how financial services regulation will evolve in the GBA. However, no matter
what exact scenario comes to pass, this is the moment for financial institutions to begin building on
recent supportive regulatory momentum, develop a clear GBA strategy, and help shape how the
region’s financial services market evolves. Companies should be pioneers and active participants in
policy relaxation initiatives, says Gilbert Lee, Hang Seng’s head of strategy & planning and chief of
staff to CE.

By taking these steps—carefully differentiating products and services and tailoring them to the
needs of GBA customers, delivering seamless cross-boundary digital and omnichannel experiences, and
adopting an operating model that aligns the priorities of the regions and focuses on efficiently capturing
new opportunities and strong growth—financial services companies can position themselves to make
the most of the GBA opportunity.
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Bold ideas. Bold teams. Extraordinary results.

Bain & Company is a global consultancy that helps the world’s most ambitious change makers
define the future.

Across 59 offices in 37 countries, we work alongside our clients as one team with a shared ambition to
achieve extraordinary results, outperform the competition and redefine industries. We complement our
tailored, integrated expertise with a vibrant ecosystem of digital innovators to deliver better, faster, and
more enduring outcomes. Our 10-year commitment to invest more than $1 billion in pro bono services
brings our talent, expertise, and insight to organizations tackling today’s urgent challenges in education,
racial equity, social justice, economic development, and the environment. Since our founding in 1973,
we have measured our success by the success of our clients, and we proudly maintain the highest level
of client advocacy in the industry.

For more information, visit www.bain.com
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AIA

ATA Group Limited and its subsidiaries (collectively “AIA” or the “Group”) comprise the largest
independent publicly listed pan-Asian life insurance group. AIA meets the long-term savings and
protection needs of individuals by offering a range of products and services including life insurance,
accident and health insurance, and savings plans. The Group also provides employee benefits, credit
life, and pension services to corporate clients.
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HANG SENG BANK
Hang Seng Bank

Founded in 1933, Hang Seng Bank provides customer-centric banking, investment, and wealth manage-
ment services for individuals and businesses. With strong digital capabilities and 29o service points, it
offers customers a seamless omni-channel experience. Its wholly owned subsidiary, Hang Seng Bank
(China) Limited, operates in almost 20 major mainland cities to serve local customers and those with
cross-boundary banking needs. For information, please visit www.hangseng.com.



