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Chocolates are offered at the factory
shop of Swiss chocolate manufacturer
Aeschbach Chocolatier AG in Root-Lu-
zern

A woman looks at her phone while
walking past a sales sign on display,
outside a retail store in Ottawa, Ontar—
io, Canada, July 21, 2017. REUTEFT~
Chris Wattie

Former Brazilian presidents Luiz Inacio
. Lula da Silva and Dilma Rousseff at-
~ tend the funeral of Marco Aurelio Gar-
cia, former Foreign Policy Advisor to
the governments of Lula and Rousseff,
in Sao Paulo, Brazil July 21, 2017. RE-
UTERS/Leonardo Benassatto
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US Bank Card Companies To Seek Licenses
To Operate In China In A Few Months

Compiled And Edited By John T. Robbins, News&Review Editor

HONG KONG - U.S.-based payment card companies,
including American Express, MasterCard and Visa, are
preparing to submit license requests to operate in Chi-
na within months, according to three people with direct
knowledge of the matter.

The long wait for the U.S. companies is, though, un-
likely to end soon. It may take as long as two years or
more for the companies to clear all official scrutiny, in-
cluding from banking regulators, and for them to pass
a security review, as well as meeting other conditions,
the sources said.

The move comes against a backdrop of growing eco-
nomic friction between China and the United States,
after the two countries failed on Wednesday to agree
on major new steps to reduce the U.S. trade deficit with
China.

U.S. payment network operators have been waiting for
more than a decade to get access to China. It is set to
become the world’s largest bank card market by 2020,
when the number of cards in circulation is forecast to
rise to 9 billion from 6 billion in 2016, according to
research firm GlobalData Plc.

China first agreed in 2015 to
open the card market to local
and foreign businesses, a move
triggered by a 2012 World
® Trade Organization ruling.
\ However, foreign card compa-
| nies have been unable to set up
local operations in the absence
| of a clear roadmap from Chi-
| nese authorities.

" In May, Beijing and Washing-
ton agreed to a July 16 deadline
for China to issue ‘necessary
guidelines’ for the launch of lo-
cal operations by U.S. payment
network operators, leading to
“full and prompt market access.’
The People’s Bank of China
(PBOC), the central bank, is-
sued the guidelines on June
30, according to three people
familiar with the matter and a copy of the document
reviewed by Reuters.

The expected entry of foreign card companies will
challenge the dominance of state-backed China Union-
Pay Co Ltd, which currently is the sole operator in a
yuan bank card payment network worth more than $8
trillion in China.

‘It’s exciting that the uncertainty is finally over and
they have finally come out with the rule book, but it’s
not going to be a fast and smooth journey,” said one of
the people with knowledge of some of the U.S. pay-
ment companies’ plans.

The people said the applicants would be subject to in-
tense scrutiny by the banking regulator as well as se-
curity agencies.

The companies will also have to set up extensive local
infrastructure.

An American Express spokesman said it will apply for
a license as soon as possible. “The PBOC’s guidelines
clearly set forth the process ... and we’re continuing to
work with different regulators as we move through this
process,” he said.

A spokeswoman for Visa declined to comment, citing
the quiet period ahead of the announcement of the
company’s quarterly results. MasterCard did not im-
mediately respond to request for comment.

The PBOC declined to comment in response to ques-
tions faxed to them by Reuters.

Onshore Data

Under the conditions laid out by the central bank, all
payment companies would have to set up technolo-
gy and data infrastructure and a back-up data system
within China.

This is a concern for the foreign payment network op-

erators, which fear this could result in internal systems
being put under surveillance and could make it difficult
to maintain the confidentiality of proprietary data, ac-
cording to industry insiders familiar with the situation.
‘There was some expectation that this requirement
would be eased a bit but that has not happened, so all
the companies will have to build business plans keep-
ing this mind,” said one of the people. ‘That’s the big-
gest challenge.’
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Some industry insiders have privately expressed con-
cerns about whether China would provide a level-play-
ing field for foreign companies, which could signifi-
cantly impact the market share of UnionPay, set up in
2002 by China’s central bank and China’s top govern-
ment body, the State Council.

UnionPay also has been expanding its operations over-
seas and has a presence in over 160 countries includ-
ing the United States, while the likes of MasterCard
and Visa have been waiting to offer yuan-denominated
cards for years.

UnionPay’s share of the global credit card market rose
to 25 percent in 2015 from 13 percent in 2010, draw-
ing level with MasterCard but lagging Visa’s more
than one-third market share, according to Euromonitor
International.

The plans by the major global card companies to enter
China also comes at a time when Chinese consumers
are increasingly turning to mobile and online payments
and money transfers using services such as Tencent
Holdings” WeChat Pay and Alibaba Group Holding’s
affiliate Alipay. (Courtesy http://www.chinanational-
news.com/news)

Related

The Chinese Credit Card Market

The China Economic Review gives an interesting ac-

count of the latest troubles a big U.S. credit card com-
pany is having in what will soon become the world’s
biggest credit card market. As some of you will have
noted, earlier this month the Chinese central bank had
stopped MasterCard from issuing yuan-denominated
credit cards in the country, which the company was
doing through a partnership with a local payments
firm. The Chinese authorities did that even though a
year ago the World Trade Organization (WTO), acting
on a U.S. complaint, ruled that China is discriminating
against foreign providers of credit and debit card pay-
ments by maintaining a monopoly on payment cards
denominated in renminbi (yuan), which breaks the
organization’s rules. And recently, citing official sta-
tistics from the People’s Bank of China — the central
bank — China Daily said that in 2012 alone, Chinese
banks had issued a total of 331 million credit cards,

I Plastic’s fantastic
Payments* processed worldwide ™y rper of
By organisation and card type, 2011, $trn cardsin
BN Credit N Debit& prepaid | Orovlation.m
0 2 4 6 8 10
Visa [2349]
MasterCard {1,059
UnionPay (2963
American Express | 97 |
8 ()
Diners Club [ 6
Source: Nilson Report *Including cash withdrawals

exceeding the number of newly-issued debit cards.
That was a 16 percent increase over 2011’s total and
as a result a quarter of Chinese consumers now have
credit cards, a 19 percent growth from the previous
year’s total. The total number of bank cards issued by
Chinese banks at the end of 2012 was 3.5 billion, up
from 2.95 billion at the end of 2011 — an increase of
18.6 percent.

Moreover, in 2012 the number of card transactions rose
by 46 percent and ATM withdrawals increased by 26
percent, China Daily told us citing statistics from Chi-
na UnionPay. The chart to the right was produced by
The Economist, using data from the Nilson Report — a
payment industry newsletter — to illustrate the global
balance of power in 2011. Considering its growth rate,
UnionPay may already have more bank cards in circu-
lation than Visa and MasterCard combined.
Furthermore, UnionPay may surpass Visa’s processing
volume within as few as 3 — 4 years. In 2012, the av-
erage volume of bank card transactions in China was
5,894 yuan ($957.8) per person, up 6.6 percent from
2011 level. The average transaction value was 2,312
yuan ($375.7), down 2.6 percent.
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US-China Trade Talks
Failing As 100-Day Deadline
Expires On Sunday

Compiled And Edited By John T. Robbins, News&Review Editor
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Chinese Vice Premier Wang Yang (C), U.S. Secretary of Commerce Penny Pritzker (L) and U.S.
Trade Representative Michael Froman pose for a photograph at the 27th Session of the Chi-
na-U.S. Joint Commission on Commerce and Trade (JCCT) in Washington D.C., capital of the

United States, on Nov. 23, 2016. (Photo/Xinhua)

Bilateral talks aimed at reducing the U.S. trade deficit
with China have yielded some initial deals, but U.S.
firms say much more needs to be done as a deadline for
a 100-day action plan expires on Sunday.

The negotiations, which began in April, have reopened
China’s market to U.S. beef after 14 years and prompt-
ed Chinese pledges to buy U.S. liquefied natural gas.
American firms have also been given access to some
parts of China’s financial services sector.

More details on the 100-day plan are expected to be
announced in the coming week as senior U.S. and Chi-
nese officials gather in Washington for annual bilateral
economic talks, rebranded this year as the “U.S.-China
Comprehensive Economic Dialogue.”

“We hope to report further progress on the 100-day de-
liverables next week,” a U.S. Commerce Department

spokesman said on Saturday. “That will be the basis
for judging the extent of progress.”

The spokesman declined to discuss potential areas
for new agreements since a May 11 announcement on
beef, chicken, financial services and LNG.

Earlier in April, when Chinese President Xi Jinping
met U.S. President Donald Trump for the first time at
his Florida resort, Xi agreed to a 100-day plan for trade
talks aimed at boosting U.S. exports and trimming the
U.S. trade deficit with China.

The U.S. goods trade deficit with China reached $347
billion last year. The gap in the first five months of
2017 widened about 5.3 percent from a year earlier,
according to U.S. Census Bureau data.

“It is an excellent momentum builder, but much more
needs to be done for U.S.-China commercial negotia-

tions to be considered a success,” said Jacob Parker,
vice president of China operations at the U.S.-China
Business Council (USCBC) in Beijing.

There has been little sign of progress in soothing the
biggest trade irritants, such as U.S. demands that Chi-
na cut excess capacity in steel and aluminum produc-
tion, lack of access for U.S. firms to China’s services
market, and U.S. national security curbs on high-tech
exports to China.

The Trump administration is considering broad tariffs
or quotas on steel and aluminum on national security
grounds, partly in response to what it views as a glut of
Chinese production that is flooding international mar-
kets and driving down prices.

North Korea has cast a long shadow over the relation-
ship, after Pyongyang tested what some experts have
described as an intercontinental ballistic missile on
July 4.

Trump has linked progress in trade to China’s ability
to rein in North Korea, which counts on Beijing as its
chief friend and ally.

“Trade between China and North Korea grew almost
40 percent in the first quarter. So much for China work-
ing with us - but we had to give it a try!” Trump said on
Twitter after the North Korean missile test.

UM SHIPPING - LINE

Trading Meat

American beef is now available in Chinese shops for
the first time since a 2003 U.S. case of “mad cow” dis-

ease, giving U.S. ranchers access to a rapidly growing
market worth around $2.6 billion last year.

More beef deals were signed during an overseas buy-
ing mission by the Chinese last week.

Even after North Korea's testing of an inter-
continental ballistic missile that could hit the
U.S. state of Alaska, China's trade with North
Korea has continued.

“There are hopes there will be even more concrete
results,” Chinese Foreign Ministry spokesman Geng
Shuang told a daily news briefing in Beijing on Friday.
He did not elaborate.

Critics of the 100-day process said China had already
agreed to lift its ban on U.S. beef last September, with
officials just needing to finalize details on quarantine
requirements.

China, meanwhile, has delivered its first batch of
cooked chicken to U.S. ports after years of negotiating
for access to the market.

But unlike the rush by Chinese consumers for a first
taste of American beef, Chinese poultry processors
have not had a flurry of orders for cooked chicken.
Demand should improve once China is allowed to ship
Chinese grown, processed and cooked chicken to the
United States, said Li Wei, export manager at Qingd-
ao Nine Alliance Group, China’s top exporter of pro-
cessed poultry. (Courtesy http://sino-us.com)

Please send your comments to the News & Review Editor at john@scdaily.com
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