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Micro-facial recognition for bank loans, AI-powered health clinics and algorithms to
assess seaside traffic flows. Given some of the things that it now does it would be easy to
mistake Ping An for a tech company. Yet as global technology groups such as Amazon
and Facebook, as well as China’s Tencent and Alibaba, push from social media and
ecommerce into banking and insurance, Ping An is moving in the opposite direction.

Over the past 30 years, chief executive Peter Ma has built Ping An into the world’s
biggest insurance company by market capitalisation. It is worth around $170bn, much
more than longer established rivals such as Axa, Allianz and AIG. And he has done it
almost entirely within the borders of China, where Ping An boasts impressive scale —
1.4m insurance agents, 179m customers growing at a rate of 25 per cent a year, 486m
users of its internet services and sidelines in everything from medical diagnostics to
wealth management.

That scale has been built on heavy investment in technology. It spends 1 per cent of its
revenues on innovation, equivalent to Rmb9.75bn ($1.4bn) last year. It gives Ping An
the sort of clout other insurers can only dream of.

“Fintech is a very powerful enabler in China,” says Linda Sun-Mattison, an analyst at
Bernstein who says that it gives the company the ability to reach more customers. “The
killer app of tech is the ability to scale up . . . [it] will add massive value to Ping An over
the long term.”

That level of investment in technology — it employs 23,000 people in research and
development and has over 8,000 patent applications — has put the company at the
forefront of a global trend for insurers to branch out from the traditional business
models, based on insurance policies and claims.

Mr Ma is setting his sights on markets outside China for the next stage of Ping An’s
expansion, with plans to take his business into south-east Asia and beyond. As part of
that he has created OneConnect, a fintech unit, to sell Ping An’s technology to other
finance groups.

“We’ve managed to get practical experience in China,” he says. “We hope we can apply
that technology and experience in other countries.”

Ping An, which translates as “safety”, was formed in the exhilarating days of China’s
economic opening, when reforms to the financial system could hardly keep pace with
growth.
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According to the company’s official history, Mr Ma spent two years lobbying his bosses
at China Merchants Group as well as various other officials and regulators for
permission to hive off a small workers’ compensation insurance unit from within the
state shipping company, to be based in the Shenzhen special economic zone.

After winning approval Ping An was launched in 1988 backed by a trust unit of
Industrial and Commercial Bank of China, which took a 51 per cent stake. The special
economic zone held the remainder. It was the country’s first insurance group with stock
held by both state and private entities.

As it expanded it took on investment from local government institutions, and eventually
from Morgan Stanley and Goldman Sachs in the early 1990s, each buying roughly 5 per
cent stakes for about $25m. Those investments would now be worth about $8.5bn each.
HSBC also became a large investor.

Growth in the early 2000s came from tapping into rising demand for insurance. By 2011
it became an investor in the state, buying Shenzhen Development Bank and merging it
with its own banking business, and pushed into trusts and asset management.

The reversal of roles has been stark. It has continued to buy state assets such as the
Shenzhen Qianhai Financial Assets Exchange in 2015. And it has emerged as the largest
shareholder in HSBC Holdings, with a stake of more than 7 per cent in Europe’s largest
bank.

But its higher profile also drew it into the orbit of powerful people and guaranteed
closer scrutiny. In 2012, the New York Times reported that members of the family of
Wen Jiabao, the then premier, were early investors in Ping An.

Supporters speak of Mr Ma in evangelical terms but some who have worked closely with
him say he sometimes finds it difficult to focus. “He’s thinking several steps ahead but
often struggles to take the first step and has to hire consulting companies to do that,”
says one former colleague.

More recently momentum has begun to stall. In the first half of this year the value of
new business in Ping An’s core life insurance division was flat on the previous year, with
analysts blaming a regulatory crackdown on some short-term products. Its share price
— a stellar performer in 2017 — has also stumbled, losing a fifth of its value since
peaking at HK$96.4 in January.
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According to Ms Sun-Mattison, the insurer’s business model has its doubters: “Many
investors are sceptical of Ping An’s one-stop financial conglomerate ambition: across
the world, such pursuits have produced mostly casualties not rewards for the
shareholders, at least so far,” she wrote in a recent note.

Despite that scepticism Mr Ma has turned his attention overseas for both
recruitment and new opportunities.

“They have become much more outwardly focused in the way they manage their
business,” says James Pearson, head of financial institutions group for Asia ex-Japan at
Nomura’s investment banking division. “It is a very international management team.”

The head of Lufax, Ping An’s wealth management platform, is an American called Greg
Gibb. One of the group’s deputy chief executives, Jessica Tan, hails from Singapore.
While Jonathan Larsen, an Australian former Citi banker, is the company’s head of
innovation and also runs its $1bn Global Voyager tech fund. McKinsey alumni are
particularly prominent.

The next step is to expand the business itself outside China. The vehicles for this shift
are, for the moment, the string of standalone companies that Ping An has launched to
target specific markets.

Good Doctor, which floated in Hong Kong in May with a market capitalisation of
HK$58.5bn ($7.5bn), provides online healthcare services. It has recently set up a
venture with Grab, a Singapore-based ride sharing platform that also operates in
Cambodia, Indonesia, Malaysia, Myanmar, the Philippines, Thailand and Vietnam.
“With Grab’s platform we can go to market quickly in eight countries,” says Oliver
Wong, Good Doctor’s chief executive.

Lufax, which also manages peer-to-peer lending, uses data from across the Ping An
group and elsewhere to measure risk appetite and tailor its offering to individual clients.
Like Good Doctor, Lufax is targeting south-east Asia .

“Our intention is to serve the middle class in south-east Asia,” says Mr Gibb. “If you
look at new wealth creation in the next decade, two-thirds of it comes from Asia and half
of that is from the middle class,” he says.

That might help to compensate for a tougher domestic market, where some in the
industry expect a government crackdown to cut the number of peer to peer lenders from
over 1,500 to as few as 50 over the next 12 months.
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OneConnect offers a third route out of China. It now has 2,700 customers across China,
and at a fundraising earlier this year was valued at $7.5bn.

“Fintech is expensive to develop. Not all banks can afford to do it,” says Michael Fei,
chief strategy officer at the company, which earlier this year set up offices in Hong Kong
and Singapore. The Hong Kong central bank and 21 other institutions have already
agreed a trade finance system based on Ping An’s blockchain technology.

“There is huge market potential in other parts of the world but we have been cautious.
We have to understand the local regulatory environment,” says Mr Fei. “We chose
Asean [south-east Asian nations] as a first step to do some tests. If it is successful, we
will go for other countries.”

What is less clear is whether Ping An will attempt to take its core insurance and
banking operations into overseas markets. In August the company was said to be
looking to bid for Prudential’s Asian business, which analysts at Bernstein value at more
than £37bn.

One rival says it would make sense for Ping An to diversify its earnings. And a banker
who knows the company well believes that Mr Ma would like to do a “transformational”
deal. Prudential Asia would give the company instant access to 15m life insurance
customers in 12 markets.

Yet even if Ping An wants to do a deal and can persuade Prudential to part with what
many see as its prize asset, there is a lot of scepticism about whether such a deal would
be possible or desirable.

The first barrier is financing. Even for a company the size of Ping An, Prudential Asia
would be a huge deal. “They would have to raise foreign country debt,” says Ms Sun-
Mattison. “It is do-able, but it is another hurdle to cross.”

A bigger potential obstacle is regulation. Chinese authorities have been cautious about
allowing insurance companies to invest heavily overseas following the failure of rival
Anbang earlier this year after it expanded across Europe, Asia and the US.
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Chinese regulators are not likely to be the only dissenters. “Would overseas
governments be happy with Ping An having a big holding in a life insurance company —
especially with its data collection capabilities?” asks one executive at a rival insurer.

There are also questions over whether Ping An would be able to pull off such an
acquisition: “The challenge with doing a very substantial transaction is a lack of
experience,” says one insurance banker. “Ping An has the financial scale, but whether
they’d be able to succeed with a multi-jurisdictional acquisition is difficult to assess.”

In 2007 it bought a 4 per cent stake in Fortis, the Dutch-Belgian financial services group
for €1.8bn. Fortis had to be rescued in the crisis and Ping An ended up writing off
almost all of its investment.

“Fortis was a disaster,” says Ms Sun-Mattison. “I don’t think shareholders would like
them to repeat that.”

More fundamentally, argue some analysts, there is no need for Ping An to look overseas.
Mr Ma himself plays down the prospects of a deal: “As of now, we don’t have aspirations
to make acquisitions overseas. The Chinese market has the best growth prospects,” he
says.

Bernstein estimates that earnings from Ping An’s life insurance business will grow from
Rmb66bn ($9.5bn) this year to Rmb120bn within four years.

That means more than just extra cash for the
shareholders. Ms Sun-Mattison says that
despite all the expansion plans and investment
in technology the life insurance business is Ping
An’s “crown jewel”. And its army of sales agents
give it a big advantage as it seeks to take on the
tech companies that will form its competitors in
the future.

Revenues: Technology promises an alternative income stream

Traditional finance still makes up 90 per cent of Ping An’s profits, but senior executives can
scarcely finish a sentence without adding how yet another aspect of its technology is driving their
segment forward.

The overhaul is controversial, with some analysts questioning whether the technological push is
little more than a distraction. “We like Ping An’s insurance business but we wish they would focus
less on the technology,” says one analyst.

Sally Yim, associate managing director at rating agency Moody’s, says: “The technology helps with
the top line and with efficiency and fraud prevention, but right now it is very hard to put a number
around it.”

People who worked for Ping An in the 1990s and early 2000s say there was nothing particularly
innovative about the company at the time. But over the past decade that has changed.

“We realise that as markets get more competitive and margins thinner we have to invest in
technology,” says Ping An founder Peter Ma.

The company’s software supports more than 440 banks in China, while its AI-powered X-ray
scanners screen for cancer in thousands of hospitals across the country.

“We have electronic medical profiles of 100m people and we use AI to analyse those profiles,” says
Mr Ma. “The inaccuracy rate of that analysis is under 1 per cent. Chinese doctor’s misdiagnosis
rates are 30 per cent.”

The technology allows Ping An to expand in a way that, unlike more traditional insurance and
banking business, does not put its balance sheet at risk.

By selling lending and risk control systems to hundreds of Chinese banks, for example, its
OneConnect unit can make a small margin off its customers’ decisions without taking on risk.
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