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emerging economies that have garnered an 
outsized share of global investment flows.

Alongside the long-established financial 
hubs of Tokyo and Hong Kong, Singapore 
has emerged in recent years as an important 
centre for hedge fund managers, especially 
for up-and-coming entrants to the industry, 
thank in part to the open and flexible 
approach of the financial regulator, the 
Monetary Authority of Singapore.

The emergence of China as a regional and 
global economic juggernaut has also boosted 
the role of Hong Kong as the country’s 
traditional internal gateway, although it has 
also prompted the development of a domestic 
hedge fund management sector based in 
Shanghai and to a lesser extent Beijing. And 
these trends are part of a broader dynamic 
that has seen a steady shift toward the 
management of money within the region rather 
than in the global hedge fund management 
clusters of London and the US East Coast.

But all the enthusiasm for Asia as an 
investment destination among global asset 
allocators and the development of local 

Asia’s economies have emerged much more 
speedily than those of Europe and North 
America from the global financial crisis and 
economic downturn, so one might expect 
the continent’s hedge fund industry to have 
capitalised upon the rebound in investor 
confidence and in market performance over 
the past year.

However, Asian managers have yet to win 
back much of the international capital that fled 
at the height of the crisis, and this in turn has 
implications for the future development of the 
alternative investment management industry in 
a region that is expected to generate above-
average growth in the years and decades 
to come. Nevertheless, industry members 
believe the return of international investors will 
not be too long delayed.

The continent has been a prime 
beneficiary of the increased interest in 
emerging markets among investors in 
alternative products as well as traditional 
financial assets over the past few years, 
exemplified by the presence of China and 
India among the much-feted ‘BRIC’ quartet of 

Paradise postponed 
for Asian hedge fund 

industry
By Simon Gray
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Improving marketing 
and client servicing

By Meredith Jones

With a global menu of more than 18,000 
hedge funds, marketing and investor relations 
have become a key ingredient of success 
for any fund manager. Whereas in the past a 
fund’s success could be built almost entirely 
on performance and trading results, the focus 
is gradually shifting to include high-quality 
investor relations and marketing.

Most investors we encounter now 
collect weekly month-to-date estimates at a 
minimum, sector and geographic exposure 
and other aggregate information as a mid-
level solution, and some even full portfolio 
transparency on a daily basis. Providing this 
information can strain hedge fund and fund 
of funds infrastructure, but failure to do so 
can lead to redemptions.

In Asia, PerTrac is seeing a number 
of new hedge fund start-ups, and the 
alternative investment industry appears to 
have tremendous potential to expand in the 
region. From the start, the new managers 
seem to recognise the need to market 
and service both new and existing clients 
effectively, but many firms are still learning 
what it means to provide top-notch service in 
these areas.

PerTrac generally recommends that 
fund companies incorporate the following 
processes into their marketing and investor 
relations workflows. First, they should 
produce a monthly performance report 
including basic statistics such as compound 
annual return, monthly returns, Sharpe and 
Sortino ratios and standard deviation, as 
well as complete peer group analysis to put 
returns into perspective. Graphics are also 
key to a successful presentation (PerTrac 
offers a free statistics and reporting guide for 
fund managers that would like to enhance 
this portion of their marketing toolkit). 

Secondly, managers should develop a 
pitch book that succinctly articulates the 

competitive advantages of the fund, firm and 
personnel; thirdly, managers should prepare 
a monthly commentary letter, including 
information about wins and losses, market 
and strategy outlook; fourthly, managers 
need to prepare weekly month-to-date 
estimates, if the strategy allows; fifthly, 
managers should determine the level of 
transparency to offer prospective and current 
clients and develop an efficient way to 
deliver this information.

All communications with investors and 
prospects should be tracked across the 
firm, so that whoever answers the phone 
is always apprised of the most recent 
communication, including e-mail and phone 
calls as well as in-person meetings. Robust 
systems for tracking communication are 
also important for compliance with internal 
procedures and any regulations that may be 
enacted in 2010 and beyond.

Lastly, monitoring the liquidity of the 
investor base can help proactively manage 
redemptions (and prevent the need for gates).

All of these activities require time, effort 
and money, but unlike in the past, software 
solutions designed to specifically meet 
these needs can now assist managers and 
minimise the time and staff needed to raise 
capital, retain investors and guard against 
operational risks.

The efficiency of these efforts is important, 
particularly for new hedge fund firms and 
those with fewer staff. Spending too much 
time on these activities, or not doing them 
adequately, can lead to assets under 
management stagnating or even redemptions.

Institutional investors are increasingly 
looking beyond performance numbers. It 
is up to the manager to deliver not just 
returns but the transparency and timely 
communication that will help them stand out 
in an increasingly competitive market. n

Meredith Jones is a managing 
director at PerTrac Financial 
Solutions
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management talent did not spare the 
continent the effects of the global financial 
and economic turbulence – even though it 
was largely free of the debt-fuelled imbalances 
that affected Europe and the US, having 
learned painful lessons during the debt crisis 
that afflicted much of Asia in the late 1990s. 
And for a number of reasons the hedge fund 
industry has not recovered at the same speed 
as the broader regional economy.

According to Singapore-based consultancy 
and data provider Eurekahedge, its Asian 
Hedge Fund Index (which currently contains 
377 constituents) slumped by 20.6 per cent 
in 2008, including monthly declines of 5.4 
per cent in September and 6.5 per cent in 
October. That year brought to a juddering 
halt a run of outsized returns that reached 
double digits in each of the five years 
starting in 2003, and have averaged an 
annual 9.6 per cent since the index was 
launched at the beginning of 2000.

Eurekahedge says Asia’s hedge fund 
industry peaked in size at the end of 2007 
with USD176bn in assets and just under 
1,200 funds (a nearly sixfold increase over 
seven years). A combination of performance-
based losses and investor redemptions then 
saw assets dip to just USD105bn in April 
2009 before recovering to UD117.4bn at year-
end, helped by an average return last year of 
26.8 per cent (and of 37.5 per cent if Japan-
focused funds are excluded).

The firm’s Greater China Hedge Fund 
Index gained 45.6 per cent in 2009, a 
figure comparable with the 50.4 per cent 
performance gain recorded by Hedge Fund 
Research’s HFRX China Index. According 
to HFR, Asia-focused hedge funds now 
represent more than 15.1 per cent of all 
funds worldwide, although their significantly 
smaller average size means they account 
for just 4.8 per cent of the industry’ global 
assets, and China is now home to nearly 24 
per cent of all Asia-focused hedge funds.

Variations in the numbers reported by 
Eurekahedge and HFR reflect the firms’ 
different measurement criteria, but they 
both chart substantial investor withdrawals, 
especially during the second half of 2008 
and the first four months of last year, that 
were only partially offset by the industry’s 
return to positive performance. The 
withdrawals also contributed to performance 

losses due to forced selling and liquidating 
positions, Eurekahedge noted in its latest 
assessment of the industry.

Last year’s industry performance reflected 
at least in part Asia’s advantages over other 
parts of the world, says Peter Douglas, 
founder and principal of Singapore-based 
hedge fund consultancy and advisory firm 
GFIA. “As with a lot of emerging markets, 
Asia bounced back, because the whole 
world had a P&L problem, but the developed 
world had a balance sheet problem too that 
Asia didn’t,” he says.

“Generally speaking, sovereign, corporate 
and personal balance sheets in Asia were 
fairly bullet-proof, except possibly for 
sovereign in Japan and retail in Korea, so 
while people lost money, very few were 
taken out. Then, as the developed world 
tackled its cash-flow problem, last year saw 
a period of virtually free capital, which was 
designed to fix a problem Asia didn’t have.”

Douglas says the Asian hedge fund 
industry was hit particularly hard by 
redemptions in part because of managers’ 
ability to liquidate assets comparatively 
quickly but also because of the attitudes of 
international investors. “As Asian managers 
tend to run fairly liquid strategies, fund 
investors were able to get their money back,” 
he says. “In addition, the dominant investors 
in Asian hedge funds were based mostly 
outside Asia. When they’re nervous, people 
pull back stuff that’s furthest from home first.”

That relatively few hedge fund firms in Asia 
closed down altogether, even though many 
managers closed marginal funds, Douglas 
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Hong Kong in the 
driving seat

By Paul li and Rolfe Hayden

Asia’s hedge funds sector had been growing 
in importance long before the financial crisis. 
While hedge fund managers and other 
financial services companies grapple with 
the uncertainties posed by proposals for 
tighter regulation of their businesses in the 
US and the EU, such as the draft Private 
Fund Investment Advisers Registration Act 
and the proposed Directive on Alternative 
Investment Fund Managers, jurisdictions 
such as Hong Kong are poised to take 
advantage and are witnessing an increasing 
number of relocations and start-ups, both 
from within the region and outside.

Among the main factors that support 
fund managers in Hong Kong are its low tax 
rates – the profits tax is 16.5 per cent – and 
a simple tax regime, with no value-added 
tax, capital gains tax or tax on interest, as 
well as a reasonable regulatory environment. 
Growing investor sophistication places 
compliance and regulation at the crux of 
any successful investment strategy. It has 
become increasingly evident post-Madoff that 
investors prefer managers to be based in 
jurisdictions that allow them to ‘tick the box’ 
of compliance and adherence to well-defined 
and established law and regulation.

Hong Kong continues to be the preferred 
destination in Asia. Although both Hong Kong 
and Singapore are close rivals as international 
fund management hubs for the Asia-Pacific 
region, the predominantly Western economic 
crisis has underlined the advantages of the 
Special Administrative Region. Factors that 
support its leading position in the region 
include the availability of high-quality legal 
and accounting services, fund administrators, 
prime brokers and custodians.

However, Hong Kong’s edge over its 
traditional rival is perhaps mainly due to 
its established regulatory framework. The 
territory has had a robust licensing regime 

for fund managers for some time, and while 
it may previously have lost out to Singapore’s 
more relaxed approach, clients now see 
value in being supervised in a centre with 
regulatory certainty.

Hong Kong’s regulator, the Securities 
and Futures Commission, has continued to 
welcome hedge funds, and it is noteworthy 
that the political hostility in Europe and the 
US toward alternative investment managers 
has not resulted in any corresponding 
changes to the Hong Kong licensing or 
short-selling regimes.

As conditions become more conducive 
to raising money, Hong Kong has also seen 
a higher number of start-ups, with 30 fund 
launches in 2009, compared with an estimated 
16 for Singapore. The latter is also looking to 
revamp its regulatory regime, making market 
entry even harder. The Monetary Authority of 
Singapore published revised rules (FAQs) on 
January 26 regarding its exempt fund manager 
regime, which bears a close resemblance to 
the Hong Kong licence requirements.

In addition, Singapore can never compete 
with Hong Kong’s relationship with China 
and its immense potential. Following the 
Hong Kong-PRC Closer Economic Partnership 
Agreement of 2007 and subsequent changes 
in Chinese law the following year, the China 
Securities Regulatory Commission has 
allowed mainland fund managers to set up 
operations in Hong Kong.

An increasing number of Chinese fund 
managers have established a presence in 
the territory, launching offshore funds and 
even A Share ETFs. With Hong Kong’s 
positive tax system and regulatory stability, 
the jurisdiction’s asset management industry 
will grow further in 2010. Looking to the 
future, Hong Kong as a financial centre will 
clearly not only be about China inbound but 
China outbound as well. n

Paul Li (top) is country head 
and Rolfe Hayden (below) 
is a partner at Simmons & 
Simmons in Hong Kong
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attributes to the relatively low cost of doing 
business in the region’s main centres for 
the industry. In fact, he says, the economic 
dislocation has prompted a significant number 
of individuals within the industry to strike out 
on their own, in the same way as they did in 
the wake of the Asian financial crisis more 
than a decade earlier.

But his expectations that international 
capital would start flowing back to Asian 
managers have so far remained largely 
unfulfilled, perhaps because investors remain 
nervous about the durability of the recovery. 
“At the end of last year, my bet would 
have been that the first quarter of this year 
would see a fairly substantial wave of global 
allocators putting money back into Asian 
hedge funds,” Douglas says.

“Last year we saw a pipeline of 
substantial allocators coming through Asia 
last year, clearly looking at the opportunities 
ahead. We expected that to hit the ground at 
the beginning of the year, but it hasn’t really 
happened. A very small number of the most 
popular funds have been attracting assets. 
Perhaps four or five got back to capacity and 
closed last year, but generally assets are 
increasing only very slowly. We see no wave 
of capital.”

However, Douglas is confident that the 
return of international investors is delayed 
temporarily rather than shelved indefinitely. 
“I believe a consensus exists to get back 
into Asia,” he says. “The mindset of many 
allocators has changed from ‘Asia is an 
interesting warrant that we will play from time 
to time’ to ‘Asia is strategically important and 
we need to be there, the question is how’. 
That’s a fairly substantial shift. But I suspect 
that the abrupt reversal of the markets in 

January spooked a few people who were on 
the verge of allocating.”

One consequence of the continuing 
hesitation on the part of international 
investors has been to increase the weight 
of local investors for managers in the 
region. Says Douglas: “Local investment 
has become significantly more important 
relative to the industry’s total assets under 
management. That’s partly because in 2008 
it was international capital that left, while 
the local capital was more sanguine and 
probably knew the managers better. They 
didn’t run as quickly, and therefore became 
a larger proportion of total investment. In 
addition Asian investors’ confidence has 
come back significantly anyway. In general 
they are out there buying assets, and some 
of that is coming into hedge funds.”

Meredith Jones, managing director and 
head of global marketing with PerTrac 
Financial Solutions, which provides software 
solutions for hedge fund firms, other asset 
managers and institutional investors, says 
Asia was a growth area for the firm last 
year. “A lot of that has to do with growing 
interest on the part of Asian investors and 
more willingness by those investors to invest 
directly into hedge funds,” she says.

Another factor, Jones argues, is that 
institutional investors and managers are 
equipping themselves with a wider range 
of tools. “Institutional investors are certainly 
taking more control and are focused on the 
tools they need to succeed in their manager 
selection and due diligence process,” she 
says. “With China’s economy booming and 
emerging markets remaining an area of 
interest for many institutions, including those 
in the US, that has been an important factor 
in our business growth.”

HFR is convinced that Asia remains 
firmly in the sights of international investors. 
“Global investors are continuing to allocate 
to the Asian hedge fund industry as a way 
of accessing strong secular growth and 
diversification of investment strategies,” says 
president Ken Heinz. “Recent developments 
in China, including the government’s approval 
of stock index futures in the Chinese capital 
market, will allow investors more flexibility 
in accessing this growth and are likely to 
contribute to significant growth in the Asian 
hedge fund industry in the coming years.” n

6 
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In recent years one of the biggest success 
stories of the Asia hedge fund industry 
has been the rise of Singapore, whose 
financial regulator, the Monetary Authority of 
Singapore, belied the city-state’s reputation 
for micro-regulation by throwing open the 
doors to hedge fund managers under an 
exempt regime that frees firms from various 
aspects of regulation if their business 
is limited to a relatively small number of 
investors.

In recent years the ranks of Singapore’s 
hedge fund industry have been swelled 
by a wave of start-up managers (including 
a number driven from Japan by legal and 
fiscal constraints) who appreciated the lack 
of red tape and relatively low costs involved 

in setting up their business. Prime brokers 
– many of them part of international banks 
already with a foothold in the Lion City – 
and more recently fund administrators have 
followed.

This has left Hong Kong, the traditional 
centre of the financial industry in Asia 
outside Japan, somewhat out of the spotlight, 
although it would be a gross exaggeration 
to say it has been eclipsed. The Special 
Administrative Region of China was home 
to 245 hedge fund managers with USD22bn 
in assets at the end of 2008, according to 
the Alternative Investment Fund Association, 
which has also estimated the size of the 
industry in Singapore as 138 managers with 
USD35bn in assets.

Regulatory uncertainty 
and the ‘China coupon’ 

give Hong Kong 
fresh impetus

By Simon Gray
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Established since 1993, Income Partners is an asset manager based in Hong Kong 
with its roots as an Asian credit/fixed income manager. Income Partners currently 
has a team of 28 investment professionals managing Asian credit, special situations 
and equity portfolios.

Income Partners focuses on fundamental bottom-up research and analysis for 
security selection and utilizes an active macro overlay strategy to mitigate risks and 
enhance portfolio returns.

With offices in Hong Kong and Beijing the investment team benefits from access to a 
wide local network and deep local knowledge.

For further information, please feel free to contact us:

Income Partners Asset Management
Suite 3311-3313 Two International Finance Centre
8 Finance Street, Central
Hong Kong SAR
Tel: +852 2169 2100 Fax: +852 2869 6991
E-mail: marketing@incomepartners.com
Website: www.incomepartners.comHong Kong  Beijing
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Asian credit 
opportunity for 
hedge funds

By Suvir Mukhi

Following a very strong performance in 
2009, the Asian credit market continues to 
offer significant opportunities for investors 
across the spectrum. In the liquid credit 
space, investors can profit from growing new 
issuance, strong credit fundamentals, healthy 
technicals, attractive valuations and spread 
dispersion. Meanwhile, in the less liquid 
spectrum, investors willing to roll up their 
sleeves can find opportunities in transactions 
being disposed of by players exiting the field 
or transactions that need to be worked out.

The Asian Credit Hedge Fund is focused 
on the liquid section of the market. There 
are a few main fundamental themes that 
spell positive news for this market, starting 
with stronger economic growth supporting 
corporate earnings and keeping a lid on 
bank non-performing loans.

Another positive factor is a healthy banking 
system, with strong capital ratios and a 
funding mix primarily geared to depositors 
rather than wholesale funding. Additionally, 
sub-prime related losses have also been 
manageable in Asia. Finally, corporate 
leverage levels are lower given less leveraged 
buy-out activity and real growth opportunities.

In general, credit expansion in Asia has 
been subdued compared with that in other 
markets. This is a positive for the banking 
system as debt levels are likely to be more 
sustainable. Consumer leverage is also 
generally low and saving rates are high.

In terms of current opportunity sets in the 
liquid credit space, we remain constructive 
on the market as a whole, given strong 
fundamentals and valuations that are cheap 
in relation to comparable US values.

With new issuance volumes expected 

to remain strong, selective participation 
in primary market transactions can be an 
important alpha generator if one correctly 
assesses the credit, valuation and technicals 
on individual deals. We also note that 
despite the compression in credit spreads in 
2009, credit spread dispersion remains high, 
providing relative value trading opportunities 
for bottom-up credit pickers.

One important area for most Asian credit 
hedge funds, including the Asian Credit 
Hedge Fund, is the credit default swap 
market. We use CDS trades to reduce return 
volatility and hedge against event risks.

However we note that while liquidity in the 
Asian CDS market has improved, it has not 
returned to pre-crisis levels; trading volumes 
are lower and concentrated in indices. We 
expect the situation to improve over time, 
especially as CDS clearing is pushed on 
to exchanges – which will help address 
counterparty and notation concerns.

Given our positive view on the Asian 
credit market and the current opportunity 
set, the Asian Credit Hedge Fund is targeting 
returns upward of 12 per cent over a medium 
term horizon by investing in Asian bonds/
credits with a value approach. The fund has 
a diversified approach on macro allocation, 
with each country accounting for up to 15 or 
20 per cent of the portfolio.

Meanwhile, to participate in opportunities 
in the less liquid spectrum of the market, 
Income Partners recently launched the 
Asian Opportunities Fund. The fund is an 
initiative with Deutsche Bank to target event-
driven opportunities, with a focus on special 
situation credit and related private equity 
investments in Asia. n

Suvir Mukhi is director 
of investments at Income 
Partners
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Managers in Asia do not see a great 
difference between the rival centres. “The 
Asian hedge fund industry sees Hong Kong 
and Singapore as the same place, separated 
by a four-hour flight,” says Peter Douglas, 
principal of Singapore-based hedge fund 
consultancy and investment advisory firm 
GFIA and a long-time analyst of the industry 
across the region. “However, I believe Hong 
Kong will always be bigger than Singapore 
because of China. Hong Kong business is 
clipping the China coupon and that’s not 
going to change.”

Paul Li and Rolfe Hayden, respectively 
country head and a partner at law firm 
Simmons & Simmons in Hong Kong, 
argue that Hong Kong also benefits from a 
particularly advantageous fiscal environment, 
with a 16.5 per cent rate for taxation of 
corporate profits and no VAT, capital gains tax 
or tax on interest, as well as the existence 
of a comprehensive service infrastructure 
encompassing law firms, accountants and 
auditors, fund administrators, prime brokers 
and custodians.

In addition, they say, the territory’s stable 
regulatory infrastructure is probably seen 
as more of an asset by fund investors (and 
by extension, managers) than it might have 
been a few years ago. “Growing investor 
sophistication places compliance and 
regulation at the crux of any successful 
investment strategy,” says Li, arguing that in 
the wake of the Madoff scandal investors 
are more attracted to managers based in 
jurisdictions that insist on compliance with 
well-defined standards and regulations.

This is something that has occurred to 
the authorities in Singapore too. As early 
as November 2008 the regulator began to 
talk about regulatory change, and the MAS 
launched informal consultations with the 
industry last December, with the exempt 
regime clearly a key focus. At present hedge 
fund managers are exempt from holding 
a capital markets services licence if they 
manage funds on behalf of 30 or fewer 
qualified investors.

However, apart from announcing last year 
that it would adapt its regulatory regime “as 
appropriate”, the MAS has not clarified the 
changes it envisages, and Douglas suspects 
that the uncertainty may be slowing the flow 
of new hedge fund managers to Singapore. 

Last year saw 26 hedge fund start-ups in the 
city-state compared with 33 in Hong Kong, 
according to Singapore-based consultancy 
and data provider Eurekahedge.

Says Hayden: “Hong Kong’s edge over 
rivals in Asia is due to its existing and stable 
regulatory framework. It has had a robust 
licensing regime for fund managers for some 
time, and while it may previously have lost 
out to Singapore’s more relaxed approach, 
clients now see value in being supervised in 
a centre with regulatory certainty.”

Douglas says of the situation in 
Singapore: “Everyone knows the regulations 
are going to change, but nothing formal has 
come out yet. There’s certainly no exodus 
of managers, and at the margin a few new 
managers are coming in, but it appears 
that some managers who might come to 
Singapore are holding back because they 
don’t know what the regulatory environment 
will look like. Hong Kong is probably picking 
up a bit of business as a result.”

He notes that in Singapore the regulator 
also fulfils the function of a financial sector 
promotional agency – a combination of roles 
that a number of prominent international 
jurisdictions have separated, in some cases 
under pressure from international bodies such 
as the International Monetary Fund, because 
of the potential for conflicts of interest such 
an arrangement can give rise to.

“The MAS is explicitly a promotional 
agency as well as a supervisor, so there’s 
the implication that part of its job is to be 
nice to people, whereas the SFA in Hong 

induStRy
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GFIA principal Peter Douglas: 
“Some managers who might 
come to Singapore appear 
to be holding back because 
they don’t know what the 
regulatory environment will 
look like”
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The high growth  
story of Asia

By anthony d’Silva

There are no two ways about it – Asia 
has ambitions to become one of the 
fastest-growing regions in the alternative 
investment market. With Western markets 
under pressure, the focus of the investment 
community is turning to opportunities in the 
East. And while traditional financial centres 
such as Hong Kong and Singapore are still 
the most popular in the region, one of the 
more interesting stories is mainland China, 
especially with its plans for Shanghai to 
become a major financial centre.

This story of Asian growth is not limited 
just to investment opportunities but also 
to the development of a robust regulatory 
framework. Jurisdictions such as Hong Kong 
and Singapore, with their well-established 
and structured legal and regulatory regimes, 
are among the most preferred centres in 
Asia in which to set up management and 
advisory companies.

Much of the growth potential is in funds 
with strategies that are outside the scope 
of traditional equities, even though Asian 
funds are known for equity long/short and 
long-bias strategies. In addition, private 
equity investments and funds are also 
growth areas; a number of hedge funds are 
employing hybrid strategies and investing in 
pre-IPO stocks. 

These burgeoning areas represent 
opportunities for quality global service 
providers to enter the market and offer 
specialist and targeted services to a variety 
of strategies and asset classes.

There is considerable scope for local 
administrators to provide more personalised 
and client-focused levels of service. This is 
something that has been overlooked and 
lacking in Asia for many years, due to the 
small number of administrators available 

in the region to service a growing number 
of funds.

Secondly, administrators must begin to 
offer more innovative specialist products to 
managers including fund formation services, 
Ucits, master-feeder structures, full middle 
office services and corporate secretarial 
services. To really add value to client fund 
managers, it is important to be able to 
service any strategy in any domicile locally 
where the fund manager sits to provide the 
best service levels.

Again, one of the bigger opportunities 
lies in the growth potential of mainland 
China. Setting up a physical presence in 
China requires a close understanding of 
the intricacies of forming and operating a 
company on the mainland, as opposed to 
operating in Hong Kong and Singapore, 
which is still considerably easier. Despite 
these challenges, companies such as Apex 
that have made a long-term commitment 
to the area are greatly appreciated by local 
fund managers, investors and regulators.

The financial crisis has highlighted the 
opportunities in Asia for the rest of the 
world. The banks were not investing in 
over-leveraged products and the continent’s 
economies are producing strong growth 
numbers, factors that have helped Asia 
emerge from the crisis well before other 
parts of the world.

With this in mind it is perhaps not a 
surprise that the region has experienced an 
increase in the number of funds relocating 
to or establishing offices in Asia. This 
represents further evidence that established 
fund managers in the US and Europe are 
prepared to make a long-term commitment to 
the region and are looking at capitalising on 
Asian opportunities. n

Anthony D’Silva is managing 
director at Apex Fund Services
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don’t necessarily need those based in the 
country to get the exposure we want.

“Since we started covering the Shanghai 
and to a lesser extent Beijing universe 
more than five years ago, we have suffered 
continuous frustration that we couldn’t 
get the information that we thought we 
were entitled to, and that the quality of the 
information flow was variable. Since we 
are looking after other people’s money, we 
didn’t feel it was safe. Within China, there is 
no longstanding cultural DNA of corporate 
governance, and it will take another 
generation to get there. However, this is 
not a qualitative judgement about Chinese 
portfolio managers – there are some great 
managers there.”

Nevertheless, Douglas acknowledges that 
attitudes toward the perceived requirement 
among international investors for greater 
‘institutionalisation’ of Asian management 
firms have been affected by the managers’ 
experiences during and after the financial 
crisis, which saw substantial redemptions 
from hedge funds investing in the region.

“We are seeing a complete polarisation,” 
he says. “Asia has always had a spectrum of 
managers ranging from the big institutional 
asset-gatherers to small boutiques, but now 
it’s becoming black and white. On one side 
are big managers with the resources to 
gather assets, with a lot of redundancy in 
the organisation, which are very organised 
about marketing and have multi-billion-dollar, 
multi-product businesses. On the other are 
boutiques that don’t have a large amount 
of assets and don’t want to deal with large 

Kong does not have the job of promoting the 
industry,” Douglas says. “Secondly, Singapore 
still has the exempt regime, which allows 
firms effectively not to be regulated if they are 
running a pure business-to-business operation. 
Personally I believe this is probably the 
most sophisticated approach to hedge fund 
regulation anywhere in the world, but I do think 
the exempt regime is going to change.”

However, there is a widespread belief that 
both cities will remain significant centres for 
the hedge fund industry in Asia. Despite the 
enthusiasm for the hedge fund management 
clusters growing up in Shanghai and Beijing, 
many analysts and investors see benefits in 
the international culture of compliance and 
transparency that guides financial industry 
professionals in Hong Kong and Singapore.

GFIA caused a flurry of international 
interest in February when it was reported 
that the firm had ended its coverage of and 
investment with managers based in mainland 
China. Douglas says the truth was rather less 
dramatic, but nevertheless illustrates cultural 
differences between some members of the 
investment industry in China and investors, 
especially institutions, elsewhere in the world.

Says Douglas: “In fact, we made an 
internal decision that for our China exposure, 
which remains around the level it always 
has done, we will only use managers where 
the principals were trained in Western or 
otherwise recognised institutions. However, 
this does not make a big change – we are 
excluding ourselves from no more than a 
dozen managers, maybe even fewer. There’s 
a big universe of China managers, and we 
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to do more without having to inflate their 
organisation unduly.”

Jones says that in general Asian 
management businesses are smaller and 
leaner than their counterparts in Europe and 
North America. “Having the right tools means 
they can be more efficient and more proactive, 
and have higher-quality communication 
with fewer staff,” she says. “Nor should the 
marketing aspect be ignored. With still about 
18,000 active funds in existence at the end of 
2009, hedge funds managers in Asia are really 
focused on making sure that they showcase 
their competitive advantages. Part of that is 
producing compelling performance reports, 
which you cannot do efficiently without the 
tools to produce effective peer group analysis, 
distribute the reports and conduct an effective 
follow-up.”

Amid all these developments, industry 
members are confident that a combination of 
attractive investment opportunities, growing 
professionalism among managers and the 
ongoing development of a sophisticated 
support infrastructure will underpin the Asian 
hedge fund sector as the world emerges from 
the economic downturn and investors regain 
confidence in markets beyond their front door.

For example, specialist credit manager 
Income Partners reports that demand is 
already gathering steam. “The Asian credit 
market continues to grow as companies 
tap the market to fund their regional 
expansion,” says director of investments 
Suvir Mukhi. “On the demand side, we see 
increasing appetite for Asian credits from 
funds, insurance companies and private 
clients – who are attracted by the regional 
growth story, strong credit fundamentals and 
favourable valuations.”

Last year multi-jurisdictional fund 
administration firm Apex Fund Services 
launched what it says is the first private fund 
administration service in mainland China 
with the opening of an office in Shanghai, 
in addition to its existing operations in Hong 
Kong and Singapore. Says managing director 
Anthony D’Silva: “With growing investment 
opportunities and excellent growth figures, 
Asia will be the most sought-after region 
among developing markets. With its 
technological, infrastructure, regulatory and 
legal framework, Asia has the capabilities to 
cater for any fund strategy and manager.” n

numbers of investors, and consciously intend 
to stay at a modest size.

“Throughout the world but especially in 
Asia, a lot of the flakiest investors turned 
out to be institutions. The mantra was 
always that managers wanted to attract big 
institutional money because those investors 
were stable and credible. A lot of those 
supposedly long-term investors who were 
writing big tickets to Asian hedge funds 
were requiring managers to put in place 
redundancy within their organisations in the 
form of governance and due diligence.

“But when the crisis came many of them 
pulled their money out anyway. A lot of 
managers are now asking why they need 30 
people in their organisation when they are 
capable of running the money with just 10. 
The principals no longer have management 
issues and can spend their time focusing 
on the portfolio; they don’t have to talk to 
25-year-old analysts, just people they know 
well. For some managers, that’s a business 
model that suits them better.”

However, that does not mean that hedge 
fund investment in Asia is becoming less 
sophisticated – quite the contrary, according 
to Meredith Jones, managing director and 
head of global marketing at investment 
software specialist PerTrac Financial 
Solutions. “There is recognition of a need 
for more information and for the ability to 
understand what’s going on,” she says.

“The investors we’re working with in Asia 
are more sophisticated than ever before 
and have more understanding of the risks 
they face. They are increasingly demanding 
tools that will allow them to fully research 
and vet managers, to construct and track 
portfolios, and to collect and manage all 
the information that greater transparency is 
bringing them.

“On the manager side, someone has to 
respond to all these requests from investors. 
The need for first-class investor relations and 
marketing efforts has been growing over the 
course of a decade, but it has accelerated 
dramatically over the past 18 months. This 
is particularly an issue for Asian managers 
that previously might have had a smaller 
infrastructure in place for dealing with 
client requests and marketing efforts. They 
are beefing up that side of their business, 
and looking for tools that will enable them 


