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o Asset Management in China
e FinTech Platform and Mutual Fund Distribution
e Household Finance in the Age of FinTech
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Asset Management in China

e Estimated at around RMB 100 trillion by 2018:
» Wealth management products: 32 trillion.
» Trust products: 22 trillion.
» Asset management products: 50 trillion.

e Household savings are 23% of GDP, 15% higher than the global average in 2016.

e As of 2020, mutual funds close to 20 trillion, including over 9 trillion money market
funds.
» Limited presence; huge potential.
» Incoming competition from foreign asset-management companies.
» Increasing partnerships with tech firms: Vanguard with Ant Financial;
Blackrock in talks with Tencent.

Financial Markets, Spring 2021, SAIF Class 5: China's FinTech and Asset Management JunPan 3 /22



Asset Management in China
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Mutual Funds in China
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FinTech Platforms and Mutual Fund Distribution

e Traditionally, mutual funds are distributed by fund families, banks, and brokers:

» Different distribution channels offer different collections of funds.
» Flow of information:

* Barricaded and segmented, both within and across distribution channels.
* Biased, as each channel promotes its own funds, both online and offline.

o Created by tech-driven firms, platforms are independent of the traditional channels:
» Thrive on scale — vast fund coverage and large user base.
» Improve the means of connectivity:
* take down the barriers,
» allow information to flow more freely,
* and level the playing field for all mutual funds.
» Technological efficiency — mobile apps allow for quick and convenient access to
trading, moving away from physical counters and pc-based websites.
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The Emergence of FinTech Platforms

Platform Coverage of Actively-Managed Mutual Funds
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Mutual Fund Distribution Channels
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The Economic Impact of FinTech Platforms

@ As the platforms make the distribution of funds more efficient, do they also make
the allocation of risk more efficient for investors?

@ As the platforms improve the means of connectivity, what is the impact on the
means of production, particularly for the actively-managed mutual funds?

e More generally, what are the economic consequences, both intended and
unintended, of this new and powerful distribution channel?

e Findings:

» Investors: striking increase in performance chasing associated with the
emergence of FinTech platforms.

» Fund managers: increased risk taking to enhance the probability of getting into
the top rank.

» Fund families: the organizational structure of large fund families weakens as the
introduction of platforms levels the playing field for all funds.
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Fund Flow and Past Performance
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Time-Series Variation of Performance Chasing

Mixed Funds

—*— Value-Weighted Average Flow

—©— Top Decile - Average

€081
4 1081
40T
4 10LT
4 €091
41091
4€0sT
4 T0ST
-0Vt
4 TOVT
- €0eT
4 TOET
ERer4
41021
€011
41011
- €001
4 1001
€060
- 1060
€080
4 1080

40

30"

20 -

(%) mol4 Appauend

-10

-20 [

-30

Equity Funds

—*— Value-Weighted Average Flow

—©— Top Decile - Average

€081
4 1081
40T
4 10LT
4 €091
41091
4€0sT
4 TOST
-0Vt
4 TOVT
- €0eT
4 10ET
ERer4
41021
4 €011
41011
- €001
4 1001
€060
- 1060
€080
4 1080

o =} o

< N
(%) mol4 Appauend

-20

-40

11/ 22

Class 5: China's FinTech and Asset Management Jun Pan

cial Markets, Spring 2021, SAIF




Direct Evidence from Howbuy

Purchases, Equity Funds Market Share in Purchases, Equity Funds
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Household Finance in the Age of FinTech

e The current wave of “Fin + Tech” development is unique in that

» FinTech Platforms: created by tech not finance firms.
» Giant user bases, low operational costs, and a culture of “winner-take-all."

» Super Apps: financial services delivered directly to households via super apps.
* Free of traditional financial advisors.
* All-in-one ecosystems with a wide range of products.
e In China, activities central to household finance are taking place on FinTech

platforms via super apps:
» Consumption: online consumption accounts for 25% of the total.
» Investments: 30% of mutual fund purchases takes place on FinTech platforms.

» Payments: digital payments everywhere.
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FinTech in China

Consumption, Investments, and Payments
aggregated over a random sample of 50,000 individuals
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Alipay as a One-Stop FinTech App
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Measuring FinTech Adoption in China

Using individual i's month-t consumption on Alipay and Taobao:

AliFrac; = Alipay;

Alipay; + Taobao;

2017Q2 2017Q4 2018Q2 2018Q4
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City-Level FinTech Penetration

Average Level of FinTech Penetration 2018 minus 2017
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FinTech Adoption and Household Risk-Taking

e Can FinTech lower investment barrier and improve household risk-taking?

v

Under risk-taking: access costs, lack of familiarity, trust, financial education.
FinTech platforms: easy access, low costs, brand recognition, repeated usage.
FinTech convenience reduces physical costs, increasing participation.
Repeated usage of Alipay builds familiarity and trust, increasing risk-taking.

v

v

v

e Who benefits the most from FinTech Advancements?
» The otherwise more constrained investors prior to the arrival of FinTech:
» Individuals who are more risk-tolerant.
* Individuals living in areas under-served by financial institutions.
» Individual heterogeneity: risk tolerance inferred from consumption volatility.
» Geographical variation in financial inclusion: areas under-served by financial
institutions, using the number of local bank branches as a proxy.
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Financial Theory on Household Finance

e Optimal portfolio choice and consumption:

» Mean-variance: Markowitz (1952) and Tobin (1958).

» Dynamic continuous-time models: Merton (1969, 1971).
e Insights from Merton’s portfolio problem:

» The link between the optimal portfolio weight w* and risk-aversion
. lp—r

v ok

» The link between the optimal consumption volatility o. and risk-aversion -~y

w

B o _1u—r
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e Beyond Merton: alternative specifications of household utility, stochastic interest
rates, and time-varying risk premiums.
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FinTech Adoption and Risk-Taking
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Optimal Alignment of Consumption and Investment

All Active Users
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High and Low FinTech Adoption

*  High FinTech Adoption
B Low FinTech Adoption

| High FinTech: o}, =6.23 + 0.91 ol ; R? = 77%.

[8.86]

*
-} .
nTech: o), = 6.65 + 0.58 o ; R” = 45%.
s [4.42]
L ‘ ‘ ‘
2 3 4 5 6 7

Normalized Consumption Volatility oc

Jun Pan 21 /22



Which Cities Benefit More from FinTech Advancements?

Level Change
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