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DIGITAL ECONOMY AND DIGITAL TRANSFORMATION  
OF CHINA’S SERVICE INDUSTRY 

 

Introduction. 
In recent years, China's digital economy has made great progress, 

and online shopping, Alipay, and shared bicycles are the epitome of 
digital economic development achievements. With the popularity of 
mobile Internet and smart phones, the digital economy is changing 
the way of life of the Chinese people from daily shopping to smart 
transportation, from commodity trading to new government govern-
ance. At present, China's digital economy has entered a golden peri-
od and is facing three rare opportunities for policy dividend release, 
industrial transformation and economic transformation. In 2019, the 
Chinese government work report clearly pointed out that deepening 
the research and development of big data, artificial intelligence, etc., 
would cultivate a new generation of information technology, high-
end equipment, biomedicine, new energy vehicles, new materials and 
other emerging industrial clusters, and expand the digital economy. 
As a pioneer in China's economic innovation and development, the 
digital economy has already driven the transformation and upgrading 
of China's service industry. China should accelerate the digital trans-
formation services, to meet the opportunities and challenges of the 
global digital economy. 
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1. Favorable Conditions of China's Development of the Digital 
Economy  

Compared with the developed countries of the United States, Ja-
pan and Europe, China's digital economy potential has huge room for 
exploration. According to the 2017 statistics, the US digital economy 
has a GDP share of 59.2%, Japan 45.9%, the UK 54.5%, and China 
only 30.3%. Compared with developed countries, the development of 
China's digital economy is full of stamina. In October 2018, the 
Shanghai Academy of Social Sciences released the "Global Digital 
Economy Competitiveness Development Report (2018)". The report 
ranks the digital economy competitiveness of 50 countries around the 
world, with the United States, China, and Singapore being among the 
top three. Compared with the previous year, the gap between China 
and the United States in the competitiveness of the digital economy 
is shrinking. Among the top 100 global digital economy companies, 
29 are American companies, 20 Japanese companies, and 11 Chinese 
companies. Among the top ten, there are two from China. This series 
of data not only reflects the achievements of China's development of 
the digital economy, but also shows the great potential of the future 
development of the digital economy. China's huge domestic market, 
increasingly sophisticated infrastructure, and institutional advantages 
of focusing on major events have created favorable conditions for the 
development of the digital economy. 

1.1 The Huge Domestic Market---A Broad Stage for the De-
velopment of the Digital Economy 

The application of new technologies such as 5G and artificial in-
telligence and the cultivation of new economic models such as mo-
bile payment cannot be separated from the support of the mass mar-
ket. The massive data generated in such a huge market can effective-
ly stimulate the birth of new technologies and new economic models. 
In the digital age, China's ability to accumulate and utilize data will 
be in the forefront of the world for a long time, and the Chinese mar-
ket will become a unique stage for innovation entrepreneurs around 
the world. 

1.2 The Increasingly Sophisticated Infrastructure – Strong 
Support for the Development of the Digital Economy 

The combination of infrastructure and digital economy constitutes a 
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network of people, goods and information exchanges across China. 
China's expressway network and high-speed railway network have 
grown to the world's number one, which greatly promotes the intercon-
nection of people and things. China's broadband coverage and mobile 
network coverage have rapidly increased, ranking among the best in the 
world, effectively facilitating the exchange of information. China now 
has the largest group of Internet users and smartphone users in the 
world. The development results have effectively reduced the cost of 
digital economic development. No matter where they are, the Chinese 
people can directly connect with the national market through the Inter-
net. A vast majority of consumers are both producers and providers of 
big data, and at the same time be the beneficiaries of big data. 

1.3 The Institutional Advantages – a Solid Guarantee for the 
Development of the Digital Economy 

China must promote the in-depth development of "Internet +" and 
promote the growth of the digital economy, so that enterprises can 
benefit widely and the people will generally benefit. In September 
2018, the National Development and Reform Commission of China 
issued the "Guiding Opinions on Developing Digital Economy Sta-
bility and Enlarging Employment", proposing "to seize development 
opportunities, vigorously develop digital economy stability and ex-
pand employment, and promote economic transformation and up-
grading and employment promotion." China's huge domestic market 
will also fully play its role and more consumption potential will be 
tapped, which fully reflects the institutional advantages of China's 
concentrated efforts to do big things, so that the results of the digital 
economy will fully benefit the people. 

2. The Vigorous Development of the Digital Economy Promot-
ing the High-quality Development of China's Economy  

China's economy has shifted from a high-speed growth stage to a 
high-quality development stage, and is in the process of transforming 
the development mode, optimizing the economic structure, and trans-
forming the growth momentum. Promoting high-quality develop-
ment is a fundamental requirement for determining development 
ideas, formulating economic policies, and implementing macroeco-
nomic regulation at present and in the future. To promote the high-
quality development of China's economy, we must adapt to the new 
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round of scientific and technological revolution and industrial trans-
formation in the world, lead China's industrial structure to develop in 
the direction of high-end and modernization, and continue to climb 
to the middle and high-end on the ladder of global value chain. The 
digital economy can effectively help the supply side and the demand 
side to match precisely and intelligently, and promote the supply side 
structural reform. Data is the most critical production factor in the 
digital economy, and data from the demand side helps the supply 
side better judge the market and make decisions about production. 
From an economic point of view, the digital economy will effective-
ly solve information asymmetry, thus helping to solve problems that 
are difficult to solve by traditional means, such as low production 
efficiency and relative production surplus. The development of the 
digital economy is not limited to information-related industries, but it 
can also drive the construction of a more flexible production, opera-
tion and management system for traditional industries and achieve 
transformation and upgrading. The development of the digital econ-
omy is not limited to online related industries, but can be integrated 
with the real economy to effectively help smooth the entire process 
channel from production to sales, thereby improving efficiency. The 
digital economy can effectively help the government to serve the 
people and govern the society accurately and intelligently, and to 
promote the modernization of the national governance system and 
governance capacity. With the development of the digital economy, 
the government's service and governance methods have also under-
gone profound changes. The Chinese government has repeatedly 
stressed that accelerating the promotion of "Internet +" government 
services is a key move to deepen the administration of decentraliza-
tion, integration, and optimization of service reforms, which will 
help improve government efficiency and transparency and reduce 
institutional transaction costs. 

Today, with the changing international situation, the digital econ-
omy will help the Chinese economy move towards the high end of 
the global value chain. China's leading big data accumulation capa-
bility in the world will effectively help technological innovation and 
economic transformation, and help China to occupy a favorable posi-
tion in international competition. This will also give China a valuable 
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opportunity to participate in the development of international stand-
ards around the world, and try its best to get rid of the constraints in the 
industrial age. The digital economy fits into the new development concept 
of innovation, coordination, green, openness and sharing. As the Chinese 
economy faces a new era of kinetic energy transformation and shifts to 
high-quality development, the digital economy is becoming a major stra-
tegic development direction of China and will gradually grow and devel-
op. The Chinese economy has achieved high quality development. 

3. The Development of the Digital Economy Being New Kinet-
ic Energy  

The digital economy will become a new historical stage in the de-
velopment of human history after the agricultural economy and in-
dustrial economy. It is the inevitable result of a new round of scien-
tific and technological revolution and industrial transformation, rep-
resenting the full integration of Internet technology, big data tech-
nology and intelligent technology application results in our produc-
tion and life. The digital economy is an important support for adapt-
ing to, grasping and leading the new normal of economic develop-
ment. The development of the digital economy, the birth of new in-
dustries, new formats, new models, and the digital development of 
the service industry are new kinetics for economic development in 
the new era. In August 2019, China Internet Network Information 
Center (CNNIC) released the 44th Statistical Report on the Devel-
opment of China's Internet Network. According to the report, as of 
June 2019, the number of Chinese netizens reached 854 million, an 
increase of 25.08 million compared with the end of 2018. The Inter-
net penetration rate reached 61.2%, an increase of 1.6 percentage 
points from the end of 2018; the number of mobile Internet users in 
China reached 847 million, an increase from the end of 2018. 29.84 
million, the proportion of Internet users using mobile phones to ac-
cess the Internet reached 99.1%, an increase of 0.5 percentage points 
over the end of 2018. The continuous innovation of the Internet busi-
ness model, the acceleration of the integration of online and offline 
services, and the accelerated pace of online of public services have 
become the driving force for the growth of netizens. In addition, the 
number of Internet users who purchase Internet wealth management 
products in China is huge, and the scale of online financial manage-
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ment of Monetary Funds has maintained rapid growth. At the same 
time, the intensive introduction of policies and strong supervision 
measures in the Internet financial industry has pushed the industry 
toward standardized development. 

According to the survey of the e-commerce trading platform of 
the National Bureau of Statistics of China, the total amount of online 
transactions in China has reached 46.43 trillion yuan, a year-on-year 
increase of 19.63%. At the same time, online retail sales totaled 9.47 
trillion yuan, a year-on-year increase of 22.95%, accounting for 
20.40% of online transactions, an increase of 0.55 percentage points 
over the previous year. In the online retail structure, the retail sales 
of physical-type networks totaled 6.31 trillion yuan, and the total 
retail sales of service-oriented networks reached 3.16 trillion yuan. 
The continuous innovation breakthrough of e-commerce service 
mode, technical form and empowerment efficiency is the main driv-
ing force for the rapid increase of income level. The rapid develop-
ment of the digital economy has given birth to new formats. The 
digital economy characterized by "Internet +", e-commerce, digital 
content services, shared platforms and Internet finance is the new 
engine for China's economic transformation and upgrading, and the 
sustainable coordination of industry, agriculture and services. The 
development of the integration of power, the promotion of social 
synergy and innovation, the development of e-commerce economy is 
also an effective way to improve national competitiveness. The digi-
tal economy is not only a new kinetic energy for China's economy to 
improve quality and efficiency, but also a new blue ocean for China's 
economic transformation and growth. 

4. The Digital Economy Promoting the Transformation and Up-
grading of Service Industry 

At present, emerging enterprises represented by the Internet, big 
data, and artificial intelligence applications have gradually merged 
into the real economy, forming a new impetus for the online econom-
ic development and upgrading of China. The Internet and digitaliza-
tion have promoted the transformation and upgrading of the tradi-
tional economy to the Internet economy, which has brought new 
development opportunities for China's economic development. 
Through the application of digital technologies represented by the 
Internet, big data and smart technologies, the integration of innova-



116 

tion in agriculture, industry and services, the optimization of eco-
nomic structure, the improvement of product quality, the balance 
between demand and production, the reduction of costs, and the 
promotion of efficient development of the economy are inevitable 
ways for the high-quality development of China's economy. "Guid-
ing Opinions of the State Council on Actively Promoting "Internet +" 
Actions" clearly states that "Internet +" is to integrate the innovation 
achievements of the Internet with various fields of economic and 
social development, so as to promote technological progress, im-
prove efficiency and change organization, and enhance the innova-
tion of the real economy and productivity, which can form a new 
form of economic and social development with a wider range of In-
ternet-based infrastructure and innovation elements. The "Internet +" 
key areas include: entrepreneurial innovation, collaborative manufac-
turing, modern agriculture, smart energy, inclusive finance, benefit-
based services, efficient logistics, e-commerce, convenient transpor-
tation and green ecology. At present, these fields have achieved re-
markable results in the digital development. 

In recent years, the free trade pilot zone, the pilot area of deepen-
ing service trade innovation and development, the cross-border e-
commerce comprehensive pilot zone, and the national import trade 
promotion innovation demonstration zone are actively developing 
new digital economy formats, building a digital economic infrastruc-
ture, exploring new policies for the digital economy and vigorously 
promoting mature experiences and models. These pilot projects have 
achieved good results in the development of the digital economy. In 
fact, the digital economy, as a pioneer in China's economic innova-
tion and development, has already driven the transformation and 
upgrading of China's service industry. Through the development of 
the digitalization of the financial services industry, it will bring the 
financial product value chain, the continuous optimization of the 
enterprise supply chain and the ecological development of the indus-
trial chain, enhance the core competitiveness of China's financial 
services industry, promote the digital innovation and development of 
financial services, and lead the digital transformation of China's fi-
nancial services industry. During the development of China's com-
mercial banks, the five major banks have established diplomatic rela-
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tions with Internet companies, and comprehensively transformed and 
developed digital banks. Zhejiang Internet Bank and other emerging 
Internet banks have successively been founded and relied on the In-
ternet to carry out banking business. Commercial banks are constant-
ly executing innovative development in digital business. The innova-
tion and development of Internet finance characterized by payment 
has been very rapid and has had a big impact on traditional payment 
services. 

5. Opportunities and Challenges for Digital Transformation of 
China's Service Industry 

Many enterprises in China have emerged representative of the 
digital economy in the fields of big data, Internet, artificial intelli-
gence, financial technology, and new retail. The vigorous develop-
ment of these emerging enterprises has brought a new driving force 
for the digital economy to the transformation and upgrading of tradi-
tional Chinese industries. At present, China's digital economy is ex-
tremely unevenly developed. It is at the forefront of international 
development in terms of e-commerce, inclusive finance, and shared 
economy. However, many aspects of the financial services industry 
are still in the early stages of development and require unremitting 
efforts. In the future, we will focus on the development of a digital 
financial management system characterized by big data sharing, a 
digital financial service system characterized by a financial supply 
chain, a digital financial customer system characterized by intelligent 
transaction services, and an inclusive financial system characterized 
by Internet finance.  

China faces the golden opportunity of developing the digital 
economy, but it also faces challenges. For example, the core tech-
nical capabilities are lacking. The ZTE incident tells us that the fur-
ther development and breakthrough of core technologies is immi-
nent; there are restrictions on regulatory mechanisms, lack of laws 
and regulations, the lag of talent cultivation, etc., especially in the 
development of new formats, the challenges of subject responsibility, 
cross-border supervision, privacy protection, etc., which need to be 
gradually improved and solved through further reform and opening 
up, continuous innovation and development. The prospect of the 
digital economy is broad. The digital service of the financial services 



118 

industry still needs to update knowledge, strengthen the core tech-
nology development capacity building, and build big data infrastruc-
ture capabilities. The financial services industry urgently needs digi-
tal integration and innovation in the innovation of financial service 
products and the ecologicalization of the financial service industry 
chain. Vigorously supporting and encouraging new technologies, 
new formats, new economic models and innovative development of 
new businesses, and promoting the transformation and upgrading of 
the financial services industry are important tasks for the financial 
industry in the future. At the same time, it is also necessary to play a 
leading role in the new digital economy, actively engage in the Belt 
and Road Initiative, and lead Chinese financial enterprises and vari-
ous digital business platforms to go global and promote the interna-
tional development of China's financial services industry. 
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METHODOLOGY STRESS TESTING OF BANKING SYSTEM: 

LOCAL AND FOREIGN APPROACH 
 

Stress testing means an assessment of the impact of unlikely ex-
treme events on the bank's financial indicators. It is interesting that 
analysts and regulators are not interested in why such an extreme 
event occurred; they are interested in what loss they will receive as a 
result of such event. 

We propose to investigate the technical side of stress testing by 
local and foreign regulators. In Ukraine, stress testing process is 
conducted by National Bank of Ukraine (NBU), which assesses the 
bank's capital adequacy according to baseline and adverse macroeco-
nomic scenarios. Baseline scenario is close to the NBU baseline 
forecast, and the adverse scenario is based on hypothetical assump-
tions about changes in macroeconomic indicators, such as declining 
real GDP, devaluation of hryvnia, accelerating inflation and related 
interest rate hikes. The forecasting horizon is three years. For analy-
sis, the regulator uses the statistical reporting of banks, which they 


