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Abstract

All kinds of asset managers in China grew faster in 2015 with both the size and
growth rate hit the historical records, as PBOC continued to ease monetary policies
and reduced interest rates and required reserve rate each for five times. However, the
ever growing capital end resulted in dramatically increased pressure on assets
allocation. Besides exploring assets with new investment opportunities through
crossover innovation, asset managers faced the common challenge of striking a balance
between risk and return as well as size and efficiency in 2015.

China’s economy slowed down further last year and the market expected that a
L-shaped growth pattern would be highly likely in the future. While the government
has been promoting the over-capacity cut and deleveraging, some companies faced
cash flow pressures which caused more default cases in the fixed income market from
private companies to SOEs with a tendency of getting larger in size and more
frequently. As credit risks were gradually exposed, many asset managers adjusted their
investment strategies proactively and further concentrated on high credit quality,
which made it hard to find high quality assets and brought downside pressure to the
investment returns.

As for the financial markets, the volatility was higher significantly for all kinds of
assets influenced by the market funds conditions under the loose monetary
environment. This brought lots of trade opportunities and compensated the loss of the
credit assets to some extent. The stock market gave a roller coaster ride and the debt
market kept a bull market since 2014, while the commodities markets hiked
dramatically late last year. After a short-lived wait and see mode at the start of 2015,
the asset managers couldn’t stop to buy debts and OTC fixed income products with
high quality aggressively, as well as to explore into the new markets such as equity,
overseas and commodities markets actively to expand the investment options. The
expanded investment options for the financial institutions also brought diversification

to the investment pattern. In addition to the traditional pattern, such as being the
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prime layer or with equal layers in a asset management product, more and more asset
managers started to entrust other institutions to invest on behalf of them, hoping to
make up their shortages in trading and the use of leverage.

Against the assets rotation background, the asset managers often found themselves
difficult to match their investments, asset management and risk control abilities with
the size of their assets under management. The once mixed financial industry tended
to have specialization among different asset managers. The institutional investors
focused on assets allocation and acted as the funds pool; some institutions full with
experience of investing in industries or capacity of trade developed into true asset
managers as being entrusted; the institutions good at designing the products provided
the market with liquidity through acting as a deal maker and constructing risk and
returns structures of the products. Crossover doesn’t mean being all round complete.
Specialization would be the important base for crossover cooperation after the assets
qualities diverged.

Looking forward, the convergence of the risks from investment strategies of the
asset managers would be more significant as it would be new normal for the growth to
slow down, which means purely increasing the size would be unsustainable. Under
the new circumstances, asset managers need to accurately position themselves on the
industry chain and go deep into the real economy to explore the underlying return
from the risks with differentiated development strategies. In the mean time, regulators
needs to promote regulation according to functions and unification of the rules, as
well as control the leverage level and help reduce unnecessary trade cost and prevent
financial risks, in order to pave the way for healthy and continuous development of

the financial markets and create value for the economy and wealth for the nation.
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