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Remember what you were reading about China one year ago? A huge and risky stimulus plan was 
dominating headlines, kept in prominence by an (allegedly) unexpected and outsize bank lending 
spree that vastly amplified the program’s effects. The overall tone of offshore commentary was a 
mix of suspicion and wonderment. Surely declining global trade levels meant China had no cards to 
play? Surely a massive expansion of the lending base would lead immediately to asset bubbles and 
runaway inflation? And even if the Chinese government somehow managed to keep all of its plates 
in the air, the growth target of 8% was now, of course, impossible, so what would China be forced to 
do to accommodate the new reality of slow economic progress? 

One year later, with GDP growth of 8.7% achieved, wonderment and suspicion continue to pre-
vail. Surely the cooling steps the government will need to take must, at last, explode the property 
and stock bubbles? Surely attempts to prevent inflation will come at the costs of jobs, investments or 
GDP itself? And no matter how good at juggling China’s leaders have become, surely some of these 
plates are doomed to fall? 

We doubted the hand-wringers then, we doubt them now. But, while holding the economic 
commentariat’s feet to the fire is a healthy and character-building exercise for all involved, it’s nei-
ther our purpose nor our point. What we hope to draw readers’ attention to is the astonishing and 
growth-supporting policy continuity that has governed life for China’s FMCs throughout this long 

cycle of outrageous economic turbulence. CSRC has, throughout the past three years, been slowly 
ticking its way down a list of clear and well-communicated requirements for the FMCs it regulates. 
That list is nearing its end and what CSRC has accomplished will, in our view, create significant 
new opportunities for current and future participants in China’s fund management industry. 

The process of bringing shareholding structures into line with regulations is now almost com-
plete. Those FMCs which have finished re-engineering their share registries are, without exception, 
receiving fund launch permissions, pilot program access, regulatory blessing for Hong Kong expan-
sion and, in our view, tacit support for any attempt they might make to bring in new capital – foreign 
or domestic – or even begin preliminary plans for a public listing. Those still struggling to complete 
their restructurings are denied all of the above and have no opportunity to grow their business again 
until CSRC is happy: exactly the punishment the regulator threatened when the shareholding com-
pliance issue was first raised. 

For FMCs whose shareholdings were already compliant, CSRC has improved both the fre-
quency of launch approvals and the ease of obtaining them, allowing a record number of firms to 
launch products into 2009’s equity market rise, widening or deepening their fund ranges and break-
ing new ground with innovative funds, ETF feeders and more. These steps have preserved industry 
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  4Q09 Growth 3Q09 Growth 2Q09 Growth 1Q09 Growth 
                  

                  

Total Industry Assets 2,676.1  19.1% 2,247.7  -2.4% 2,302.8  14.7% 2,007.0  3.5% 
                  

Total Domestic 1,490.9  18.0% 1,263.7  -1.3% 1,280.8  14.4% 1,119.4  5.9% 
Total Joint Venture 1,185.1  20.4% 984.0  -3.7% 1,021.9  15.1% 887.6  0.7% 
                  



Page 2 

February 8, 2010 

China Investment Management: Market Update © 2010 Z-Ben Advisors Ltd.   

 Z-BEN ADVISORS 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Unprecedented  
predictability from 
regulators 

AUM over one of the most volatile market cycles the industry has ever known. Moreover, CSRC 
has managed to preserve competitiveness through a period when deep-pocketed giants could easily 
have picked off struggling smaller rivals. 

CSRC’s track record isn’t perfect. Mechanisms for slowing the revolving door of portfolio man-
agers have yet to show themselves effective and, as 30 – yes, you read that correctly, thirty – firms 
will now complain, more could be done to allow new entrants into the industry. The latter problem, 
we suspect, will be solved faster than the former, although likely not as fast as the 30 complainants 
would like. 

CSRC’s real gift, over the past three years, has been to introduce substantially greater predict-
ability to the Chinese fund industry at a time when it has been reduced in almost every other market. 
That predictability is what allows us to forecast with such confidence the effects of margin trading 
and index futures on FMCs, the impact of insurers as FMC owners, the opportunities remaining for 
style funds, the pros and cons of launch vs post-launch management emphasis and every other topic 
considered in this report. If our forward view has been so greatly improved by the regulator’ acts, 
it’s fair to ask: has yours? 

Monthly Research Highlights 
Seismic Activity: Insurers Set to Enter the Mutual Fund Business               Page 9 

On December 30th, 2009, China’s third-largest insurer, PICC (Group), announced plans to acquire a 
48% majority stake in Dacheng FMC, China’s seventh-largest fund house, marking a major regula-
tory breakthrough for Chinese insurers, which are, so far, barred from entering the mutual fund in-
dustry. Barring an outright and visible regulatory objection, Z-Ben Advisors expects other insurers 
to view PICC’s action as a greenlight for them to start finding a way to add a FMC to their own 
conglomerates. We forecast that it is just a matter of time before more insurers’ name appear on the 
list of owners for local fund houses. Given insurers’ formidable asset base, the potential distribution 
they might bring and, not to mention, their ambition for mega financial-service conglomerates, we 
attempt to sketch the full consequences of their entry into the fund business.  
 

Margin Trading & Index Futures: New Year’s Present                           Page 12 
New year, new decade and a long-anticipated New Year’s present from the State Council: hedging. 
Margin trading and index futures were approved by the highest authority in China in January. In our 
view, CSRC will facilitate their launches in the next two to three months, starting with carefully 
regulated pilot stages. According to the current management rules, margin trading and index futures 
will serve primarily as hedging tools in the A-share market. Z-Ben Advisors believes it unfeasible 
for FMCs to incorporate them into innovative products in the market for now. In the long run, how-
ever regulators are determined to expand both programs. Right now, hedging is within sight, al-
though unlikely to arrive soon. Our advice: start planning today.  
 

Rmb19m Annually: The Real Cost of Losing a Portfolio Manager        Page 15 
The losses caused by replacing a PM are sobering. By our calculations, losses in performance and 
shares in issue cost funds that changed PMs once between 2007 and 2009 Rmb2.67bn in total 
AUM, on average, compared to those that kept the same PM throughout the period. Assuming a 
typical fee of 150bps per year, that’s as much an average of Rmb13m in annual revenues that were 
lost the moment a PM walked out the door. For funds which endured multiple PM changes, the 
numbers are even worse: Rmb4bn in AUM foregone and Rmb19m in annual fees, on average. We 
analyze the factors that make PM replacement such an expensive move and demonstrate that the 
loss of a strong performer can cost twice as much (or more) than the departure of an average PM.  
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 Q4 Industry Review: The New Normal                                                Page 18 
Industry AUM grew 19.1% in the fourth quarter, the largest quarter-to-quarter jump since the end of 
2007, supported by three major phenomena: growth in underlying capital markets, large new prod-
uct launches, and extensive inflows into money market funds. Despite this, Z-Ben Advisors finds an 
alarming lack of growth in total industry shares. We suggest that even with a market rebound, very 
few new investors have entered the market, and most of the new purchases in funds have consisted 
of intra-industry churn, buoyed by underlying growth. In our view, 1Q10 will be decidedly less at-
tractive in aggregate, as AUM evaporates from money market funds and large products launched in 
4Q09, while volatility in underlying markets will lead to a dampening of underlying demand.  
 

Timorous Beasties: Small/Mid Cap Funds Scared to Play                         Page 21 

Recently, numerous funds have launched dedicated small and mid cap style funds, hoping to capital-
ize on higher rates of growth featured in small and mid cap equities. However, Z-Ben Advisors finds 
that fund performance has not often matched equity performance, as only a handful of small/mid cap 
style funds attempt unhedged equity allocation. Though hedged strategies are certainly less risky, by 
operating with large hedges fund managers are unable to reap the rewards that are available in the 
better performing small and mid cap market. As a result, we argue that there remains considerable 
space for aggressive fund managers to launch funds that are genuinely exposed to small and mid cap 
funds in an honest effort to draw AUM from investors seeking premium returns. 
 

Modern Warfare: Fund Launches and Competitiveness in China               Page 24 
Fund managers continue to place product launch at the forefront of their growth strategy. While this 
tactic has merits, especially given the importance of fund launches on a firm's growth trajectory, Z-
Ben Advisors suggests it is often a vain effort as a firm's fundraising potential is somewhat determi-
nistic. In the modern war for market share growth, we argue that FMCs must also be mindful of post
-launch tactics which can prove vital for firms to grow and gain market share. Failure to understand 
these strategies will, our research demonstrates, result in a firm that can raise funds but still ends up 
losing market share over time.  
 

QDII Update: The End of the Beginning                   Page 27 

SAFE has injected some real excitement into the program reboot by ensuring that new entrants will 
offer a much broader range of funds in a flurry of attention-getting launches. At time of writing, 
more than US7.4bn of new quota had been awarded in a 10-week period, with eight FMCs ready for 
a debut QDII launch, one fund – the E-Fund Enhanced Asia-Pacific QDII Fund – finishing fundrais-
ing with a surprisingly low Rmb592m in assets, and no other funds yet open for subscriptions. Our 
expectation, barring an absolute collapse in fundraising or global market disruption, is that SAFE 
and CSRC intend to keep the approval momentum high. By end-Q3, we believe the entire backlog 
of quota applicants – now numbering 12 – may well be cleared, with successful FMCs from the ear-
lier waves of fund approval coming back for a second kick at the can. 
 

JV Review: Baby’s Steps                                    Page 30 
An increasing number of foreign asset managers will enjoy their first taste of real action in the Chi-
nese market in 2010-2011: perhaps as many as six, as the current wave of shareholding restructur-
ings winds down and CSRC, as we expect, re-opens the door to greenfields. Z-Ben Advisors has 
spent a disproportionate amount of time and analysis, in this report and elsewhere, preparing those 
new owners for the financial realities they will confront once the stock certificates arrive. Here, we 
set out what we believe are reasonable expectations for the softer issues: the practicalities of influ-
ence, the limits of control, the necessity of patience and, above all else, the utility of the JV for other 
business purposes. If you’re coming to China, start your homework here. 
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