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< Abstract >

An Analysis of Korea’s Asset Management Industry:

Current Status and Future Direction to Enhance Viability

In the mid 2000s, the general consensus about the Korean
asset management market was that it would eventually become
the core of the Korean financial system. Most people thought it
would grow faster than any other market in the world.
However, the reality today shows a market that faces
recessionary macroeconomic conditions given the unfriendly
global financial environment. Investors are not confident about
the asset management market and are seeking more -efficient

ways to save.

Bad market conditions are hitting asset management
companies’ income statements. As the years have gone by, the
number of companies with negative profit margins has
increased. The average pre-tax profit margin as a ratio of
revenues for the industry as a whole has dropped dramatically
since 2006. The ratio in 2012 was 9.4%, whereas in 2006 it was
35.2%. Even though the magnitude of the profit deterioration is
different across asset management companies, a lower profit

margin ratio is a fact for almost all companies.
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The problem is that the profit structure of the asset
management industry could deteriorate in the future. A detailed
analysis of the expected changes in the future business
environment, such as structural changes in the economic
environment, the government’s industry policy stance, customer
and product structures, and market competition, etc., offers a
gloomy picture for the asset management industry’s profit
structure. The future business environment will affect three key

variables for the profit margin ratio.

First, no company is guaranteed to acquire enough assets
under management (AUM) because of strong competition
pressure, even if the market as a whole regains its growth path

as is expected.

Second, weighted average management fees will decline
further. The change in products structure from active funds to

passive funds is a major reason for reduced fees.

Third, there are several factors that will raise operating costs
for asset management companies. For instance, the need to
separate target markets will increase costs for research, products
developments, and marketing. Furthermore, the widespread
popularity of solution products, which are a type of customized
product, will make it more difficult for asset management

companies to achieve economies of scale.
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The analysis shows that many asset management companies
will struggle for survival if they maintain their current business
model. In general, there are four categories of business models
for asset management companies depending on the degree of
focus and economies of scale. The four categories of business
models are scale players with broad product ranges (SB), scale
players with focused product ranges (SF), high value players
with focused product ranges (HF, or boutique), and high value
players with broad product ranges (HB, or multi boutique)
Currently, most companies compete in the SB area, and many
of them will have to change their business model for the
industry to give a well balanced picture. Ultimately, each
company should pursue its own specialty, cost efficiency, and

deeper global demand base.
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