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Abstract

In the year 2017, China’s Asset Management industry has experienced both
market and regulatory challenges, these challenges announced the end of shadow
banking system.

In accordance with the requirements of the central government to “ prevent
major risks” , the financial supervision in 2017 exerted its force from top to bottom:
breaking the rigid payment, de-leveraging, controlling off-balance sheet financing. In
particular, the Guiding Opinions on Regulating the Asset Management Business of
Financial Institutions, which were solicited for comments in November 2017 and
officially released in April 2018, was far exceeded the market expectation, the
establishment of unified regulatory standards in the asset management industry is a
foregone conclusion.

Under the high pressure of regulation, the growth of the asset management
industry has been slowing down. The traditional growth drivers such aspassageway
business and off-balance sheet financing have ceased to exist. The year-on-year growth
rate of the industry scale has dropped sharply for two consecutive years, particularly,
the subsidiaries of fund companies that make a living from special account business are
facing challenge of survival.

Excluding the regulatory impact, the industry also suffered great challenges in
2017 due to the market changes. The turning point of monetary policy has turned
market liquidity tight, however the balance sheet structure of some institutions has
not been able to adjust timely. There has been an inversion between the cost-sensitive
interbank liabilities and long duration asset returns. Besides, the institutional customers
quickly left the market and the retail customers are difficult to cultivate, the “asset
shortage” in 2016 quickly changed to “debt shortage” in 2017.

Regulatory arbitrage and easing of liquidity used to be the fundamental of
industry prosperity. In 2017, asset managers were struggling to cope with all kinds of

regulatory pressures throughout the year, but even greater difficulties came from the
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confusion over the development of the industry. “ Where are we, where are we
going, how do we go” becomes a question in the minds of every person in charge.

In the transition period, asset management companies need to understand the
reality : the primary task of the regulator is to manage the financial risks. Therefore,
the asset management companies need to adjust its thinking, eliminate the thought of
regulatory arbitrage, and loans moved off their balance sheets must be returned
smoothly. On the other hand, in the three-year period of the transition, asset
management companies should actively identify its own market position and build
competitive advantage in at least one of the three fields: distribution, investment,
and service (system) .

In the new era, all asset management institutions will compete on the same
starting line. Industry differentiation is inevitable and this difference will only become
more and more serious over time. Anyone who manage to make the transition
smoothly while locate the right direction quickly will has tremendous edge over

competitors.
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