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China Investment Management: Market Update

Ignore the Noise

China’s capital markets do provide a compelling ride. First to head south in 2007, first to recover in
2008, they are, at this very moment, delivering a predictable post-regulatory-change wobble that
adds a new layer of uncertainty to one’s outlook. While good for the circulation, thrill rides typically
aren’t helpful for long-term planning unless, of course, the planner is already inured to bumps and
bruises. We can’t calm markets for our clients but, in this report, we hope to provide a little bit of
bubble wrap to cushion the bounces.

In Z-Ben Advisors’ view, current market conditions are not especially surprising, nor strongly
connected to global investor appetite. We also believe that their effects on Chinese FMCs can be
predicted with some confidence. Why aren’t we surprised by current market conditions? In large
part, because we’ve seen this before. Regulatory attempts to cool an overheated property market
were, in our view, the prime motive force behind both late 2006’s Chinese stockmarket trough and
its subsequent rocket ride. Many investment analysts outside China miss this fundamental link be-
tween property and mutual funds. Unlike almost every developed market (and many developing
markets), these two asset classes are the only available, scalable risk options for the majority of Chi-
nese investors, retail or institutional. Any measure which cools one inevitably warms the other.

Remember, China lacks a developed bond market and returns from fixed income assets almost
never exceed the inflation rate by any significant amount. Indeed, money markets almost always

Industry Assets Under Management (RMB Billions)

1Q10 Growth 4Q09 Growth 3Q09 Growth 2Q09 Growth
Total Industry Assets 2,431.7 -9.1% 2,676.1 19.1% 2,247.7 -2.4% 2,302.8 14.7%
Total Domestic 1,378.2 -7.6% 1,490.9 18.0% 1,263.7 -1.3% 1,280.8 14.4%
Total Joint Venture 1,053.6 -11.1% 1,185.1 20.4% 984.0 -3.7% 1,021.9 15.1%

SOURCE: Z-BEN ADVISORS

deliver an annual rate of return below CPI. Offshore investing, while becoming more available, is
not yet a widely used technique. PE is as difficult to access (and as difficult to exit) in China as else-
where and alt investments are, at best, an embryonic industry here with little broad appeal. That
leaves only two asset classes available to investors seeking CPI-plus returns: property and stocks (to
which mutual funds remain the main route of access for long-term and strategic investment). This is
why we often describe property cooling measures as one of the incubation conditions for a strong
and lasting stockmarket climb.

Remember also that nothing in recent property regulatory announcements is intended to have
any deleterious effects on capital formation, company spending, non-property investment or savings
rates. PBoC, Ministry of Finance and State Council can more properly be considered to be taking a
bet on the marginal benefits of another Rmblbn worth of speculative property development versus
the benefits of another Rmblbn of speculative company investment. An empty office block cur-
rently contributes substantially less to the odds of Chinese economic growth, in their view, than
might more working capital for the average listed company. All three of these government bodies
recognize the centrality of both property and stock investing to their citizens’ long-term ability to
support themselves. Their response is not an attempt to reduce overall investment availability, only
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to redirect current investment flows.

Of course, such regulatory interventions tend to create a bit of chaos before they create a
new order. Just as we saw in late summer 2006, the stockmarket has responded to a long-term stimu-
lus with short-term indigestion and a spluttering cough. That’s not entirely surprising, if we recall
that the main techniques employed by professional (and, to some extent, retail) investors in China
for producing outperformance are: first, well-timed asset allocation and, second, beta surfing.
Change the risk/reward conditions for one asset class by government fiat and indigestion in all
classes is the most likely short-term result. Without (in the Boesky sense) perfect information about
government intentions, that’s just one of the bumps to which planners in China must become inured.
The most likely long-term result and the one which we feel planers should make central to their base
cases, by contrast, is the one the government is attempting to arrange: a greater proportion of
China’s risk capital flowing towards stocks and mutual funds. Absent a 2009-scale global meltdown,
this appears to us to be the most reasonable expectation for market conditions in the second half of
2010.

That last comment brings us back to our second contention: that China’s current market malaise
is largely unconnected to global conditions. Despite a flurry of new product launches within the
QDII program this year, substantially less than 10% of China’s funds AUM is invested offshore, nor
is that proportion likely to grow quickly in 2010. (Come back in two years and we hope to be telling
you a very different story.) Moreover, with the exception of Chinese banks’ upcoming recapitaliza-
tions, which will rely, to some extent, on Hong Kong support, China is making few demands on the
world for risk capital. A global loss of appetite for stocks, in all but the most extreme cases, is
unlikely to have visible effects on the domestic market. We accept, as do all investors, the existence
and consequences of short-term mood contagion: a fat-fingered futures trader in Midtown Manhat-
tan certainly can put a one-day dent in the CSI 300. We would argue very strongly, however, that
China remains a mood-setter in the longer term, a conclusion for which the long-term lack of corre-
lations between Chinese and western stockmarkets, as well as China’s frequent leading position in
long-term market moves, both provide evidence.

That’s why we’re confident in domestic markets’ resilience, here’s why we’re confident we can
see the next few strategic moves of China’s FMCs. This year’s mediocre markets did very little to
daunt the ambitions of the largest players. We foresee no significant slowdown in their races to es-
tablish and develop Hong Kong offices, to lay ground work for later IPOs, and to tie up long-term
foreign partners that can deliver both capital and strategic support. Sustaining each of these ambi-
tions is the top-tier players’ belief that their AUM and market share will be higher at the end of 2010
than it was at end of 2009. That self-belief isn’t (and shouldn’t be) shared by more than a handful of
their smaller rivals. FMCs which haven’t already established a wide fund range, reliable distribution
partnerships and a recognized brand are currently hostages to market conditions, significantly less
able to advance their strategic plans until a climbing market creates opportunities. Expect, first and
foremost, the market share and strategic gaps between top-tier firms and their rivals to expand in
2010.

Plan for these outcomes and, we believe, you’ll be mimicking the expectations of China’s
savviest fund investors and most successful FMCs. Endure the bumps and bruises that domestic
volatility will inevitably inflict and you won’t be distracted from what should be the main goals of
any offshore asset manager in China. Better client relationships, improved access to distribution, and
more productive partnerships are all possible in the current environment, although many foreign
firms will use market conditions as an excuse not to make the effort. Our advice: don’t be one of
them.
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Analytical Quick Hits

New QFII Quota Granted. SAFE re-
cently granted Baring Asset Management
and Ashmore Investment Management
each a USD200m QFII quota. The two
companies received QFII licenses in Au-
gust 2009 and September 2009, respec-
tively. The newly granted quota brought
total QFII quota to USD17.07bn.

Manulife TEDA Awarded QDII Quota.
SAFE recently granted Manulife TEDA
USD500m in QDII quota. The FMC re-
ceived QDII qualification last April.
Since SAFE resumed issuing QDII quota
last September, 17 companies in total
have received quota, all of which will be
competing for fund AUM.

The Second ICBC Credit Suisse QDII
Fund. ICBC Credit Suisse started raise
funds for its second QDII fund, the
Global Enhanced Equity Fund, on April
15. ICBC Credit Suisse will also become
the first FMC to have two QDII products
on the market after the new fund
launches, a move that other large firms
will likely follow in the near future.

Institutions Now Allowed to Partici-
pate in Index Futures. CSRC issued
regulations for mutual funds and broker-
ages to participate in index futures. Eg-
uity, balanced and guaranteed funds are
allowed to use index futures. For broker-
ages, proprietary portfolio and pooled
wealth-management products are al-
lowed to participate in index futures.
These institutions can participate in in-
dex futures only with arbitrage strategies.

Huijin Received Approval for Bond
Issue. The State Council recently ap-
proved Huijin’s plan to sell Rmb80bn in
bonds on the interbank market. The pro-
ceeds of the bond sale will be injected
into Export-Import Bank of China, China
Export & Credit Insurance Corp and
other state-run lenders. Several under-
writers have already started working on
the bond issue.

Central Huijin Appoints New GM. Mr.
Peng Chun, current Vice President of
BoComm, has been appointed to replace
Mr. Xie Ping as new GM of Central Hui-
jin. Mr. Xie will continue to serve as
Deputy Manager of CIC. Mr. Fan Yifei,
Vice President of CCB, will transfer to
CIC as a Vice President.

NCSSF Announced The Second Batch
of Global Investment Managers.
NCSSF has announced 12 managers it
appointed in 2009 to manage parts of its
USD5bn+ offshore portfolio. Several of
the firms disclosed have not been previ-
ously linked to NCSSF.

NCSSF Allowed to Expand Overseas
Investment Channels. According to Mr.
Dai Xianglong, Chairman of NCSSF, the
regulators have allowed NCSSF to invest
in overseas unlisted companies and PEs.
The fund is now selecting investment
managers. In the domestic market,
NCSSF has invested in six PE funds,
totaling Rmb5bn.

NCSSF Cut Stakes in Banks. NCSSF
has reduced its stake in both BOC and
ICBC this year in the Hong Kong mar-
ket. NCSSF sold 30 million BOC H-
shares, which brought down the fund’s
holding in the bank from 14.03% to
13.99%. Later, NCSSF reduced its posi-
tion in ICBC's H-shares from 19.01% to
18.99% after it sold 15.3 million H-
shares of the bank.

NCSSF May Invest in CCB. China
Construction Bank is planning private
placement to raise about Rmb45bn in
Shanghai and Rmb30bn in Hong Kong.
NCSSF may invest in the bank. In addi-
tion, NCSSF also promised to inject
Rmb20bn into China Development Bank
and Rmb215bn into ABC.

AlG-Huatai Changed Its Name. The
fund house’s name was changed to Hua-
tai-PineBridge Fund Management. The
reason was that the name of its foreign
partner was changed to PineBridge In-
vestments from AIG Global Investment.
Funds from the house also underwent
corresponding changes.

Two More FMCs to Join the Ranks.
BNY Mellon Western FMC and
Zheshang FMC have passed the last step
needed to secure regulatory approval.
The two firms may begin their operations
as early as June, 2010. This will bring
the total number of fund management
companies in China to 62.

Beijing Chang An Group May Sell Its
Stakes in China Post & Capital. Bei-
jing Chang An Group, the third largest
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shareholder of China Post & Capital, is
reportedly seeking to sell its 24% stake.
China Post & Capital had Rmb48bn in
AUM at end-2009. The other sharehold-
ers of the FMC are China Post Group
and Capital Securities.

Senior Management Changes at
Golden Eagle. Mr. Liang Weiwen and
Mr. Zhan Songmao, Chairman and GM
of Golden Eagle will leave the company.
Mr. Liu Dong will act as the new chair-
man of the company. Mr. Yin Kesheng,
the former CIO of Penghua, will take the
job of GM.

The World’s Largest IPO. ABC is
likely to list on stock markets in Shang-
hai and Hong Kong in Q3 this year. The
bank may raise USD22bn to USD30bn
from the IPO. ABC hired several firms
as its underwriters for its IPO in the Chi-
nese mainland and Hong Kong. ABC
would only introduce the NCSSF as its
strategic investor prior to the IPO.

Enterprise Annuities AUM Achieved
Rmb252.5bn in 2009. The average an-
nual growth for Enterprise Annuities has
reached Rmb46.1bn over the past four
years. EA portfolios achieved a 7.78%
return in 2009, within which, FMCs per-
formed the best with an 8% average re-
turn.

Zijin Invested in Inter-Citic Through
a QDIl Account in ICBC Credit
Suisse. Zijin Mining Group, China’s
largest gold producer, announced a stra-
tegic investment of CAD18.56m in Can-
ada's Inter-Citic Minerals. After the deal,
Zijin will own 19.15% of the shares of
Inter-Citic, and become the largest share-
holder of the firm.

Taiwan Yuanta Plans to Set up an
FMC in The Mainland. Yuanta Securi-
ties Investment Trust Company is in
talks to set up a FMC in mainland China
with an as yet unidentified Chinese com-
pany, though it was previously reported
that Soochow Asset Management will be
the mainland partner.

Demand for QDII Funds Still Weak.
Guotai raised Rmb556m for its
NASDAQ 100 Index Fund, which was
comparable to other QDII funds
launched this year. Although the demand

© 2010 Z-Ben Advisors Ltd.
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remains weak, another new QDII fund,
UBS SDIC Global Emerging Market
Equity Fund, will start subscription on
May 6, with several other funds poten-
tially hot on its heels.

GTJA Allianz Increased Registered
Capital. The registered capital was in-
creased from Rmbl00m to Rmb150m
without shareholding change. It was the
first house increasing registered capital
since China International and Galaxy did
last April.
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Quick Hits

Fortis Haitong Changed English
Name. Fortis Haitong Investment Man-
agement Co., Ltd has changed its name
to HFT Investment Management Co.,
Ltd since April 1%, 2010. The new name
is an acronym for the company’s Chinese
name ‘Hai Fu Tong’.

Bank of Beijing Officially Approved to
Invest in Insurance Company. On
April 28, CIRC approved Bank of Bei-
jing to take over 50% stakes in ING
Capital Life Insurance from Capital

Group at around Rmb600m. At the end
of 2009, the insurer owned Rmb4.55bn
total assets. Bank of Beijing is the first
small bank allowed to invest in insurance
company.

First AMC Set up by Brokerage. Ori-
ent Securities was approved by CSRC to
set up an asset management subsidiary,
which will be the first brokerage AMC.
Its registered capital will be Rmb300m.
The new company will focus on asset
management business including QDII.

INDUSTRY AUM & MARKET SHARE

MARCH 31, 2010 (REAL)

DOMESTIC FUND MANAGERS

SINO-FOREIGN FUND MANAGERS

AUM AUM

FMC RMB Bill Share RANK FMC RMB Bill  Share  RANK
Baoyin 9.3 0.4% 45 ABC-CA 20.2 0.8% 33
Bose)'rqg 129.4 5.3% 4 AEGON:-Industrial 40.9 1.7% 23
Changxin 21.6 0.9 32 AXA SPDB 1.7 0.1% 60
ChinquMC 253.9 10.402 1 Bank of Communications Schroders 66.8 2.7% 10
China Nature 4.4 0.2% 53 BOC' 34.4 1.4% 26
China Post & Capital 45.0 1.8% 21 CCB Principal 34.4 1.4% 27
China Universal 54.2 2.2% 15 Chf:mgsheng 2' 42.9 1'8:/0 22
Dacheng 88.3 3.6% 7 Ch{na International ! 57.2 2.4% 12
E-Fund 168.1 6.9% 2 China Merchants ! 33.2 1.4% 29
i CITIC-Prudential 12.6 0.5% 40
First Trust S 0.5% 42 Everbright Pramerica 33.8 1.4% 28
Galaxy 120 0.5% 41 First State Cinda ! 8.8 0.4% 48
Golden Eagle 4.3 0.2% 55 HFT (formerly Fortis Haitong) 38.7 1.6% 25
Great Wall 395 1.6% 24 Fortune SGAM 493  20% 18
Guangfa 98.3 4.0% 6 Franklin Templeton Sealand 17.3 0.7% 36
Guotai 466 1.9% 19 Full Goal 2 597 25% 11
Harfor 62 03% 51 GTJA Allianz 9.2  04% 46
Hua'an 80.6 3.3% 8 Harvest 2 139.8 5.8% 3
Huashang 14.3 0.6% 37 HSBC Jintrust 9.8 0.4% 43
Lion 45.6 1.9% 20 Huatai-PineBridge 19.2 0.8% 34
New China 8.8 0.4% 47 ICBC Credit Suisse 52.8 2.2% 16
Orient 9.7 0.4% 44 INVESCO Great Wall 517 2.1% 17
Soochow 6.6 0.3% 50 KBC-Goldstate 3.2 0.1% 59
Southern 120.9 5.0% 5 Lombarda China 4.4 0.2% 54
Tianhong 4.0 0.2% 58 Lord Abbett China 4.1 0.2% 56
Wanjia 13.8 0.6% 38 Manulife TEDA 24.4 1.0% 31
Yimin 71 03% 49 xinshengsfoylal o ‘5"‘“ 8'22;" 2;

. organ Stanley Huaxin . .2%
Yinhua 738 30% 9 Penghua 2 555  2.3% 13
TOTAL 1,378.2 56.7% Rongtong 2 547 22% 14
SYWG BNP Paribas 12.9 0.5% 39
SOURCE: Company Data, Z-BEN ADVISORS UBS SDIC 31.8 1.3% 30
' Zhonghai 2 18.4 0.8% 35
TOTAL 1,053.6 43.3%

1 - ING INVESTMENT MANAGEMENT OWNS A 33.3%

EQUITY INTEREST IN CHINA MERCHANTS;

JP MORGAN FLEMING ASSET MANAGEMENT

OWNS A 49% EQUITY INTEREST IN CHINA INTERNATIONAL; BLACK ROCK OWNS A 16.5% EQUITY INTEREST IN BOC; COLONIAL FIRST STATE

GROUP OWNS 46% IN FIRST STATE CINDA.

2 - BANK OF MONTREAL BOUGHT AN EQUITY INTEREST IN FULL GOAL THAT CURRENTLY STANDS AT 27.775%;
DBS ASSET MANAGEMENT ACQUIRED A 33% STAKE IN CHANGSHENG WITH NIKKO
EURIZON FINANCIAL GROUP OWNS A 49%

MENT PURCHASED 30.0% EQUITY INTEREST IN
ASSET MANAGEMENT BUYING A 40%

POSITION IN RONGTONG.

HARVEST.

NIE FINANCIERE EDMOND DE ROTHSCHILD BANQUE OWNS A 15.385% OF ZHONGHAI.

China Investment Management: Market Update

DEUTSCHE ASSET MANAGE-

STAKE IN PENGHUA. LA COMPAG-
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Ms. Peggy Xu

Marketing Associate

Tel: (86-21) 3857-1321 x235
peggy.xu@z-ben.com
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1088 Yuanshen Road
Pudong New Area
Shanghai, China 200122
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(86-21) 3857-1321

Fax: (86-21) 3857-1322
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Corporate subscribers receive 10 reports annually (monthly excluding January and July) with five
copies of each sent to any two international locations of the clients’ choosing.

To join, please complete the form and return it by fax to (86-21) 6876-1652

Name:

Company:

Address:

Phone:

Email:

PRICE et Rmb 100,000.%°
USD 15,000.%

Annual Subscription



