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Potential of financial technology in East and North-East Asia
FinTech can be broadly defined as the application of 
information technology (IT) to the financial sector. Its 
importance is crucial due to the role of the financial sector 
in channelling savings towards sustainable investments, as 
it can make them more efficient by circumventing inefficient 
credit allocation systems that tend to favour State-owned 
enterprises over innovative MSMEs. Indeed, the rise of 
FinTech has permeated several aspects of economic 
dimensions, promoting what is known as the alternative 
economy: an economic structure that is separate from, and 
operates largely independently of, the traditional economy. 
Among many examples of the alternative economy, two 
well-known global ones are Uber (transport services) and 
Airbnb (accommodation services). 

There are several mechanisms through which FinTech 
affects the economy. First, FinTech enhances the supply 
of credit. For instance, crowdfunding can channel savings 
from large numbers of savers on to borrowers, therefore 
affecting commercial banks’ “monopoly” on supplying credit. 
Second, FinTech also expands the demand for credit. For 
example, as potential entrepreneurs and microenterprises 
see as being more feasible the possibility of accessing 
credit, they may demand more of it. In turn, as the supply 
of and demand for credit expands, aggregate supply 
increases via stronger investments and innovation. Finally, 
FinTech also stimulates aggregate demand, especially 
through the creation of easier payment methods, such as 
payment using cell phones.
 
These transmission mechanisms illustrate how FinTech 
stimulates private sector development and specifically key 
segments, such as innovative small businesses, start-ups 
and entrepreneurs. Besides driving innovations, these 
small businesses spur investment, generate employment, 
increase consumption and facilitate domestic resource 
mobilization via taxes, all of which support economic 
development.1 Not surprisingly therefore major East and 
North-East Asian economies have traditionally been 
supporting and enabling small businesses to thrive. For 
instance, China established a national small and medium-
sized enterprise development fund through a public-private 
partnership. Japan provides small and medium-sized 
enterprises with funds at low interest rates and a credit 
enhancement system to guarantee loans from commercial 
banks for such enterprises.
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The global financial crisis that started in 2008 is generally 
considered as having been a turning point.2 In 2016, 
FinTech grew by 10 per cent globally, attracting $23.2 
billion in investments, a tenfold increase relative to that of 
2010 3. FinTech investments in the Asia-Pacific region, at 
$11.2 billion, more than doubled in 2016 relatively to a year 
previously, exceeding that of North America for the first time 
(North America attracted $9.2 billion in such investments)4. 
Furthermore, the sources of FinTech investment are from 
within the region, especially from East and North-East Asia. 
China’s alternative online finance market dominates the 
global market, as it concentrates 99 per cent of the total 
(table 1). Alibaba and JD.com are the two major FinTech 
investors that are focused on providing end-to-end services, 
including payments and lending. 

In 2015, Japan and the Republic of Korea accrued 
investments worth $360.2 million and $41.2 million 
respectively.5 Not all the areas of FinTech are growing equally. 
In China’s online alternative finance market, marketplace 
consumer lending and business lending constitute 52 and 
39 per cent respectively of the total. Meanwhile, Japan’s 
business lending share is almost 90 per cent, as FinTech 
becomes an investment option vis-à-vis low-interest yields 
offered by commercial banks. Crowdfunding in Japan has 
also been on the rise, averaging 60 per cent in the last four 
years.6  The Republic of Korea’s FinTech market is heavily 
concentrated in consumer lending (figure 1).

Thus, FinTech offers very large potential benefits for various 
aspects of the economy. For example, digital financial 
services, together with effective oversight and supervision, 
can expand the scale, scope and reach of financial services 

Source:  Bryan Zhang  and others, Harnessing Potential: The Asia-Pacific Alternative 
Finance Benchmarking Report (Sydney, 2016). Available from http://sydney.edu.au/
business/data/assets/pdf_file/0005/262166/Harnessing-Potential-Report.pdf. 

Online alternative finance market in East and 
North-East Asia, 2013-2015

Table 1.

2013 2014 2015

China 5 560.0 24 300.0 101 690.0

Japan 92.7 125.2 360.2

Republic of Korea 2.2 2.9 41.2

Asia-Pacific region (excluding China) 137.2 271.9 1 120.0

(Millions of United States dollars)  
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unregulated or poorly regulated FinTech can translate 
into poor consumer protection, which can exacerbate 
vulnerabilities and inequality in a society. There have been 
cases involving cryptocurrency exchanges where people 
lost their savings due to theft, such as the Mt. Gox “hack” 
in 2014 and that involving Coincheck in 2018. In January 
2018, after detecting an unauthorized access Japan’s 
cryptocurrency exchange Coincheck found that $400 million 
in NEM coins had been stolen.
 
In response, countries have started examining closely 
and regulating FinTech, especially cryptocurrencies. Two 
broad approaches have been adopted. On one hand, such 
countries as China have become increasingly restrictive. 
After the collapse of the peer-to-peer lender Ezubau,  
China implemented “know your client” measures for the 
administration of online payments performed through non-
bank payment institutions.10  Amid worries about financial 
scams and money-laundering activities, the Government 
also began to tighten its grip on Bitcoin by banning 
companies from making initial cryptocurrency offerings, and 
in September 2017 closed some Bitcoin exchanges. 

Recent guidelines  issued by Chinese financial regulators 
have been aimed at developing Internet (digital) finance while 
reducing emerging risks, such as fraud, money laundering, 
illegal fundraising and the unauthorized disclosure of 
users’ personal information. New regulations cover non-
bank payment services, licensing procedures and investor 
requirements and a centralized clearing platform. As with 
China, the Republic of Korea (one of the countries with the 
world’s largest volume of exchange in cryptocurrencies) has 
turned increasingly restrictive towards cryptocurrencies. 
This does not mean, however, that all FinTech activities 
are being hindered. China continues to promote innovation 
and venture capital under its 13th Five-year Development 
Plan and has since then considered policies towards 
crowdfunding, online lending and Internet-based financing, 
among others. The rapid growth of FinTech, advancement 
of digital infrastructure and risks prompted not only the shift 
towards regulation, but also towards self-regulation in the 
FinTech sector.11

On the other hand, Japan has taken a more permissive 
approach and regulates FinTech to promote it. Registration 
and verification requirements are some examples of 
compliance measures to protect consumers and users and 
maintain strong healthy development of FinTech in East 
and North-East Asia. In the wake of the collapse of the Mt. 
Gox exchange  in 2014, Japan provided for the registration 
and capital requirements for virtual currency exchanges 
as well as cybersecurity and self-regulation to enhance 
customer protection and prevent money laundering.12 In 
April 2017, Japan, through its Virtual Currency Act, began 
to recognize Bitcoin and other virtual currencies as legal 
tender and a method of payment, and it exempts the 
purchase and sale of such currencies from consumption 
tax. Cryptocurrency exchange operators are now required 

to close gaps in financial inclusion. Similarly, blockchain (the 
underlying technology of cryptocurrencies) has enormous 
potential for efficiently managing various stakeholders 
and parties in complex, cross-border projects, especially 
those involving public-private partnerships. Indeed, such 
projects will be vital from the perspective of furthering 
regional integration with sustainable infrastructure. 
The policy aim should be to promote digital solutions in 
accelerating financial inclusion and to balance the risks 
and opportunities of digital financial inclusion, through an 
enabling and proportionate legal and regulatory framework.7

Regulatory framework as a driver of FinTech: 
policy considerations 

Innovation-driven growth strategies, supportive regulatory 
framework and financial assistance have had, and are having, 
strong influence in the growth of FinTech in East and North-
East Asia. The regulatory environment is arguably the most 
crucial factor explaining the rise of FinTech in that subregion. 
Initially, countries adopted a “wait-and-see” approach that 
led to considerable growth in FinTech. For instance, China 
allowed the nascent e-payment system and P2P platforms 
to operate without setting a legal and regulatory framework, 
thereby allowing developers space to innovate, expand 
and contribute to the growth of the digital ecosystem.8

Several concerns have arisen more recently, however, 
notably about consumer protection and cryptocurrencies. 
This is because, by its very nature, FinTech facilitates the 
development of shadow banking, understood broadly as 
financial intermediaries that are not subject to regulatory 
oversight by central banks.  Using Internet finance, debt-
based lending platforms have greatly expanded with 
relatively loose regulatory policies in such countries as 
China9, which has introduced an array of risks and challenges 
due to inexperience among new investors and the limited 
information available on best practices. Similarly, from the 
beginning of Bitcoin (the first cryptocurrency), there were 
worries that it could be used for illegal activities. Generally, 

Source:  Bryan Zhang  and others, Harnessing Potential: The Asia-Pacific Alternative 
Finance Benchmarking Report (Sydney, 2016). Available from http://sydney.edu.au/
business/data/assets/pdf_file/0005/262166/Harnessing-Potential-Report.pdf. 

Percentage share of the alternative finance market in 
East and North-East Asia, 2015 

Figure 2.
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to register with the Financial Services Agency under an 
amendment to the Payment Services Act and undergo 
regular controls. Japan’s active revitalization strategy 
towards the fourth industrial revolution includes promotion 
of artificial intelligence, FinTech and cashless payments. 
As entrepreneurs are aware of the new clearly set 
rules, this is expected to stimulate innovation and future 
development of the sector.
 
As there are no internationally agreed financial regulatory 
standards and the pace of change is exponential, regulators 
should keep a close eye on the evolution of FinTech in their 
countries. There are some key aspects that policymakers 
should consider when they adapt their regulations. First 
and foremost, there is a need for regulators to strike a 
balance between facilitating innovative financing services 
and performing varying mandates, such as consumer 
protection, market stability, market competition and 
prudential regulation.13 For instance, recent regulatory 
requirements can be an obstacle to new market entrants 
and an added burden to promote access to finance. In 
China, marketplace and P2P lending platforms must now 
hold borrower and lender funds in an escrow custodian 
account with registered financial institutions separate from 
their own alternative platform. In the Republic of Korea, 
limitations on financial firms, that is, the scope of their 
permissible business or mismatch between supply and 
demand, as well as hefty capital barriers for FinTech start-
ups and business regulations, are stumbling blocks to 
market-driven FinTech innovation.14

Second, the benefits of FinTech should be inclusive, and 
policymakers have a central responsibility in this regard. 
In 2017, the Republic of Korea introduced Internet-
only banking to cater to the marginalized or “unbanked” 
members of society. Another example of policy adjustment 
to enhance inclusiveness and competition in the financial 
sector is the deregulation of money transfer services, 
which traditionally had been provided only by banks and 
licensed depository institutions. In 2010, companies in 
Japan other than banks have been authorized to perform 
such services subject to a threshold value. 

Third, regulation can become very complex, especially 
in such a fast-evolving environment as FinTech. In the 
Republic of Korea, FinTech firms argued that the country’s 
complex legislation was unable to keep pace with the 
technological and market developments.15 In 2017, the 
Government revised the regulations on electronic financial 
transactions and announced an innovative FinTech 
regulation plan to support convergence of finance and 
technology, maintain technology neutrality and lower entry 
barriers in such areas as remittances of foreign exchange, 
P2P finance and robo-advisors.  Japan’s Financial Services 
Agency is also reviewing currently fragmented financial 
regulatory frameworks and envisages restructuring the 
framework with the enactment of a new law associated 
with FinTech in 2018. 

Fourth, in the era of “big data”, ownership and control of data 
is a key issue for all stakeholders as financial institutions 
seek to increase the amount and variety of data that they 
collect. For instance, in the Republic of Korea, there is a 
proposal for an open data policy to allow third parties to 
access financial firms’ customer information.16 Currently, 
FinTech data are subject to relevant protection on personal 
information, such as Japan’s Act on the Protection of 
Personal Information and China’s Cyber Security Law, 
which provides for civil, criminal and administrative liability 
(effective June 2017). The Republic of Korea’s law on 
personal information protection applies to processing 
entities regardless of whether they are located overseas. 
Meanwhile, the protection of data privacy has been 
expanded to reputational risk in Hong Kong, China, where 
the commissioner would be allowed to publish the name 
of an organization that is the subject of an investigation for 
violation of privacy.

Fifth, regulatory technology (RegTech) is emerging in re-
sponse to FinTech. RegTech is an evolving area to pro-
mote risk-based and technology-neutral approaches by 
facilitating more efficient regulatory monitoring, reporting 
and compliance and helping to avoid regulatory arbitrage 
through so-called regulatory sandboxes or test-and-learn 
approaches.17  In Hong Kong, China, the FinTech supervi-
sory sandbox allows banks to conduct testing and the trial 
of innovative technologies without full compliance with the 
monetary authority’s supervisory requirements. However, 
applicant firms need to prove ex ante customer protection 
and effective complaint-handling measures. In the Republic 
of Korea, its regulatory test bed is defined as a temporary, 
limited mitigation of regulations during a pilot period to test 
innovative financial business models. RegTech also pro-
vides an opportunity to help create transformative big data 
to support a paradigm shift from the know-your-customer 
to know-your-data approach.18 Such data could, for ex-
ample help create a system of credit scoring for small and 
medium-sized enterprises and risk data for regulators to 
inform due diligence. 

Finally, East and North-East Asia is characterized by dif-
fering regulatory priorities, technological capabilities and 
customer conditions that could challenge the narrative of 
FinTech to finance development. Fragmented regulations 
across countries can create competing interests and nega-
tive externalities. Hence, regulatory convergence is a vital 
concept to monitor; international coordination will be criti-
cal to maximize the benefits of FinTech and minimize its 
potential negative effects.
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