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James Hay’s Pangolin Asia Fund
Welcome to 2013 and to the January issue of Asia Pacific Intelligence. With
the start of a new year, it’s a good opportunity to take a peek back at how
2012 was for the Asian hedge fund industry and then to look forward at
developments we can hope to see over the coming year.
This month’s cover story is an extensive interview with Joseph Pacini, Head
of Alternative Investment Strategy Group for BlackRock Asia Pacific and
responsible for some $22bn in alternatives in the region. Pacini pinpoints
opportunities for investors into Asia and within Asia over 2013. Dislocations,
shortage of capital and volatility will all provide potential returns, he says.
For our ‘View from here’ regular column, we interviewed James Hay at
Pangolin Investment Management whose $37m portfolio has achieved an
annualised return of 16% since 2004, with investments in just four Asian
markets: Singapore; Malaysia; Thailand and Indonesia. Not strictly a hedge
fund, as the markets don’t offer much in the way of hedging opportunities,
Hay’s fund is a value fund, hedging through natural opportunities that arise in
inefficient markets.
Looking at the regulatory environment in Asia, both back to 2012 and looking
forward to 2013, Kinetic Partners have produced a substantial report on how
this will impact on financial services companies. Asia seems relatively calm but
leaders from the financial services industry certainly seem to have concerns
over the impact of new regulations in the coming year.
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Dislocations, lack of capital and volatility make opportunities for Asian investors in 2013

J

oseph Pacini, Head of
Alternative Investment Strategy
Group for BlackRock Asia Pacific
is cautiously optimistic that 2013
will be a year of better opportunities
than recent events might have
suggested.
BlackRock is a
$3.7 tln business
globally, with
$115bn globally
in alternatives,
$30bn in single
strategy
funds and
just under
$20bn for
hedge
Joseph Pacini
				
fund advisory. In Asia, there is some
$22bn in alternatives, over 50% of
which is in single strategy hedge funds
or hedge fund advisory.
Pacini believes that for Asian investors
looking globally there are three key
themes of opportunity for investors.
The first is the dislocations in the
markets caused by deleveraging of
a wide range of assets, such as real
estate debt in Europe, or in fixed
income. “The theme here is taking
advantage of the distress of the sellers

not the assets” Pacini says, in an
interview with Asia Pacific Intelligence.
“The second theme is how can we
benefit from the lack of capital and
the lack of lending? Can hedge funds
become lenders of choice to growth
opportunities in Europe, the US and
Asia?”
And the third is how can investors
monetise volatility globally? “If you
look globally at economies there are
clear winners and losers – how can you
benefit from the differentiation? This
is where a lot of our Asian clients are
looking at and we try to be a conduit
for that business.”
Pacini closed 2012 with a number
of conversations with the most
sophisticated investors in the Asian
region. “There is some cautious
optimism whether we look at the US,
Europe or Asia” he says. “There is a
belief that the US will resolve its fiscal
cliff issues, Europe will achieve stability
and there is a belief that there were
will be positive implementations in Asia
for continued growth. That is playing
out into a desire to increase risk assets.
Institutional investors are actively
planning to increase their allocations to
alternatives over 2013.”
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The Chinese character for ‘crisis’ is
made up of two characters, one for
risk, and one for opportunity, Pacini
explains. “In a crisis there is a natural
desire to look for opportunity in the
risk. Asian institutional investors don’t
need everything to be completely
fixed, they just need to see that there
is a plan to fix it.”
From a global investor’s point of view,
Pacini sees an interest in investing
back into Asia to be part of the growth
story. China may have seen a cut in
its growth pattern but as Pacini says,
even at just 7.5 to 8%, this is good
growth. “Investors in private equity
in China have seen it out perform the
public equity markets. There are ways
you can benefit from these growing
markets” he says.
He believes that in China there is a
real desire to allow more markets or
instruments, including shorting and
free flow of investment allocations.
“As that happens there will be a desire
to invest. They want the growth but
not the volatility so a market neutral
strategy is something that is pretty
attractive and will continue to be in the
future.”
Winners in China will be global
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companies that have some sort of
advantage in their production who do
not currently have an angle in China.
“The Chinese consumer market is
pretty interesting for us” Pacini says.
“A company that makes a really
good heel for a woman’s shoe, or an
automotive manufacturer – if they
gain a partnership in China which
has a more discerning and growing
consumer market, they will benefit.”
Leveraging off the desires of the
300m Chinese middle classes, who
are set to increase to one billion in 10
years, and whose tastes are changing
is a winning trade.
Looking back into the pan- Asian
investment markets, Pacini says
that BlackRock tries to diversify
its approach. “We actively invest
throughout the region, but we have
to be realistic that you have to be
able to short and we prefer a pan
Asia view that allows us enough
liquidity. It’s a pan Asia view but
it absolutely means that we may
overweight opportunistically – there
are good companies throughout the
region but we have to be sensitive
to liquidity in these markets. At
BlackRock, our view is that risk comes
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first. You have to balance the risk and
rewards.”
So to sum up, Pacini believes that
2013 has the makings of a good year.
“It could be a bumpy road along
the way but we do believe that next
year has the makings of a good year.
We start the year knowing there
will be volatility, that we are not in a
framework where everything is rosy
and perfect. There will be a lot of
hard decisions that have to happen
in Europe and the US. We will have
positive and negative headline news
but the underpinnings are looking
better; consumer confidence is looking
better; we are looking at a situation
while there will continue to be volatility
and uncertainty but the markets
are poised for a stronger place in
the future. Investors are cautiously
optimistic and they will want to invest
in a hedged way.”
Pacini specifically sees opportunities
in the deleveraging of assets that will
roll out over 2013. The late 1980s
American Savings & Loan crisis saw
$250bn in assets sold off; the late
1990s saw $350bn sold off because
of the Asia crisis. Our most recent
financial crisis has seen $2 tln in assets
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sold off and another $3-5tln still to
go. “The reason why it hasn’t all been
deleveraged already is because of
uncertainty and regulatory change.
Once there has been some clarity and
the rules are set there will be more
opportunities to buy and we are trying
to position ourselves to find these
opportunities” Pacini says.
“Some of these will be bad assets but
if you can identify the good ones, 2013
might be one of the best times ever to
buy.”
Assets such as mortgage backed
securities, quasi private debt,
corporate debt, equities, both public
and private are on the list. “Some of
the trophy assets are the first to be
sold, like property in London, and
going down the risk spectrum and it
will get a bit more messy. But if you
can properly assess them there will
be an opportunity to achieve terrific
returns.
You can read the BlackRock report
here.
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Value driven Asian focused portfolio achieves annualised returns of 16%

J

ames Hay’s Pangolin Asia Fund
has $37m under management
and has achieved annualised
performance of 16.3% since launch
in December 2004, and a return of
24.7% last year. Although the fund
can do most things a hedge fund
can, the current strategy is long-only
value with an emphasis on investing
in listed businesses for the long term.
“The markets in which we operate are
not that efficient and if you scratch
around there are natural arbitrage
opportunities” he says, in an interview
with Asia Pacific Intelligence.

ago.”
Hay favours Malaysia, which is currently
3% of the MSCI Emerging Markets
index weighting having been at 25%
in 1993. “A lot of Asian institutions
left Malaysia after the Asian financial
crisis” Hay says. “Large institutional
investors struggled to find liquidity
and investments in Malaysia. The fund
management industry in Malaysia is
largely closed to foreign companies so
not many fund managers are looking
at the market in great detail. Once you
get into the mid-caps the liquidity is
low and, as a result, many companies
are not widely covered or valued
appropriately.”
Indonesia has become a little too
fashionable for Pangolin’s value hunt.
“We made pretty good money buying
that market in 2008 and 2009 but
we have been net sellers over the
last couple of years. The valuations
are stretched in Indonesia - you can
buy stocks that offer as good growth
prospects more cheaply in Malaysia
and Singapore.”

James Hay
The portfolio is currently standing at
22% in Singapore, where the firm is
headquartered, 42% in Malaysia, 24%
in Indonesia and 12% in one stock in
Thailand. The high return for 2012
reflects earlier portfolio positioning.
“What tends to make us money is
what we have done a year or two
before” Hay says. “At the end of
November 2011, markets were weak
and we invested excess cash when
things were cheap.” The fund made
money in Thailand and Malaysia.
“We are a research house that
occasionally deals” Hay says. “We
don’t aim for performance over the
month or quarter but really for the
long term so our results largely come
from something we have done a while

Unlike most fund management
companies operating in the region,
Pangolin does not invest in palm oil
due to the destructive impact that crop
has on the environment, the habitat of
endangered species and indigenous
people. “In my view, it is totally
unacceptable for fund managers to
own this industry and close one eye to
the damage it causes” he says.
The firm has four full time investment
professionals and presently invests
in only four markets and 18
companies in total. “We have had
institutional investors but we are
too small for some” Hay says. “We
don’t hedge - we look for long term
outperformance through buying good
companies cheaply. When markets
fall back we come scalable.” The fund
offers quarterly liquidity and a 2%
redemption fee for the first 12 months,
which is effective in deterring shorter-
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term thinkers. “We only want genuine
long term money” he says.
“It is hard to find investors who share
our long-term thinking. Or if they
do, very often their clients don’t. The
macro news is always so gloomy that
committing to a long only, emerging
markets fund investing in small
companies is something considered
too risky by some; especially a fund
that practises no hedging or volatility
management”.
The current investor based includes
individuals (lots of fund managers
and people who have visited for their
institutions, found them too small and
made a personal investment), private
banks and single and multi-family
offices.
The team looks for other opportunities
beyond the four countries in which
they currently invest. “China scares
us on corporate governance, Vietnam
we look at but there is an in-built
currency depreciation, there are
cheap companies in Sri Lanka and we
are pretty comfortable with Korea.
We understand the ASEAN markets
very well and we could replicate our
portfolio in other markets but there
have to be strong arguments to
expand our geographical coverage.
It’s bound to happen at some point in
the future.”

Kinetic Partners report

identifies financial industry
leaders’ concerns on regulatory
developments over 2013

J

ulian Korek, Founding Member
of Kinetic Partners identifies five
key issues that concern financial
industry leaders going into 2013 in
the firm’s Global Regulatory Outlook
2013. “The business leaders that
participated in this inaugural study
say that they welcome regulation,
understand the need for it, and
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want to work with lawmakers in
this area. However, they still have
strong reservations around the core
challenges in turning next-generation
regulation into effective business
processes” he warns.
While in the main, those interviewed
understood the need for new
regulation, their concerns were
topped by a perceived lack of clarity
with 55%, more than half of the
executives surveyed, saying that
clarity is the key issue missing from
current regulation plans. “Worryingly,
not a single regulator currently has
clarity listed as a key aim” the report
comments.
The respondents felt that they had
concerns regarding relationships and
trust: “It is clearly in the best interests
for all concerned if firms feel able to
critique proposed regulations openly.
Regulators should actively encourage
this engagement in order to ensure
that new regulations are effective,
consumers are protected, and the
industry remains competitive” the
report says.
The respondents to Kinetic Partner’s
survey claimed that a growing number
of finance firms were unwilling
to engage with regulators about
regulations with which they have
issues, as they “don’t want to upset
them”.
Culture was also an issue, lacking
clear definition in a global world.
“There is already a great deal
of diversity between different
regulators,leading to significant
differences in interpretation in
different countries or regions. As a
result, nearly 80% of those surveyed
for our Global Regulatory Outlook
report believe that regulation has
had little impact on the stability
of the global financial system, and
77% believe that global regulations
may stall new product innovation or
development” the report found.
Another concern lay in performance
versus risk with respondents
concerned that while strong business
performance is clearly important
for CEOs, the board and other
stakeholders, management needs to
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have a sound understanding of risk
and compliance in order to be truly
effective. “Too much focus on risk and
regulation could result in reducing
choice for customers. Already, some
UK banks moot withdrawing from
the pension and personal financial
products market in response to
regulator pressure to ‘take the risk
out of investing’, which could reduce
opportunities for consumers”.
The final key concern for the
respondents was internationalism
and extra-territorialism with the
financial services sector currently
seeing a significant drive towards
more agreements, working groups,
standards and co-operation across
jurisdictions. “Whilst our survey reveals
that many firms see this as a key
ingredient in helping to drive more
effective regulation, it remains to be
seen what impact might this have for
regulators, the regulated and industry
bodies”.
Turning specifically to the Asian arena,
AnnMarie Croswell of Kinetic Partners
reports from Hong Kong that it is an
attractive place to set up an office
for existing global funds and asset
managers. “Advantages include the
strong local investor base, being in the
same time zone as currently emerging
and booming markets, and being part
of the action of trading and research”.
But she finds that that the best reason
for firms to operate in the Hong Kong
time zone is China. “We agree with
the 52% of our clients surveyed who
believe the next big opportunity in
Asia will come from Shanghai. Over
the next few years, China’s stringent
investment criteria are increasingly
welcoming more opportunities,
such as with the Qualified Foreign
Institutional Investor (QFII) rules and
talks of the new Qualified Domestic
Limited Partnerships (QDLP), people
will be able to invest outside its
borders for the first time. To tap into
that investor base of a billion people,
one needs to be here, and invest time
and resources into compliance” the
report says.
However, choosing Hong Kong as a
base does come with its challenges
– such as trading across different
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markets within the Asia Pacific region.
“These markets include Australia,
Japan, Singapore, Korea, Taiwan,
India, China and various emerging
markets. Such variety requires
adapting to the different reporting
requirements and regulations within
each of these jurisdictions. If a firm
considers taking on US investors,
there will also be relevant US
regulations relating to the SEC and
the CFTC. With all of these complex
issues at play, often the first challenge
our clients face is not knowing what
they don’t know” Croswell writes.
“Although it is arguable whether
regulation is more or less burdensome
in Hong Kong or the US, in many ways
the Hong Kong approach makes more
sense. Firms often complain that the
SEC does not understand the industry
and that its rules are based on a
kneejerk reaction to the financial crisis,
as opposed to proactive regulation
which is characterized by the SFC in
Hong Kong”.
Barry Bateman, Vice Chairman of
Fidelity International Ltd comments
on the treatment of UCITS across
the world, in the Kinetic Partners
report. “A particular worry in this
area is the increasingly different
treatment of UCITS III mutual funds
between Asia and Europe. The
UCITS III rules, misguidedly in our
view, enable mutual funds to adopt
awider range of derivative strategies
with which the Asian regulators
are increasinglyuncomfortable. It is
now more difficult, therefore, to get
regulatory approval in various Asian
countries for UCITS III funds and there
is a distinct possibility that a group
of Asian countries may develop a
competing “UCITS” product with a
more conservative approach to the
use of derivatives. As a company
with substantial Asian operations this
would not be unduly worrying, but it
would reduce the economies of scale
that UCITS funds currently provide”
he writes.
Kinetic Partners Benoit Andrianne
and Philippe Matelic comment
on the global spread of UCITS.
“Regulators have not changed their
minds with regards to UCITS funds,
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but the financial crisis has prompted
Asian regulators in particular to
investigate in more detail before they
approve funds. More complex UCITS
strategies with leveraged derivatives
will be considered in more detail by
regulators, specifically in Hong Kong,
as they consider these more risky
than the original UCITS outline. As
a result they are more likely to be
subject to delay and even rejection.
These complexities extend approval
processes from six weeks to over a
year in some cases for the SFC. With
the current UCITS VI consultation, the
question being asked of the industry is
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whether UCITS funds should continue
to include more complex structures,
such as use of complex derivatives,
or should they return to the simpler
structure originally envisaged.”
The pair advises that for CEOs, the key
is to think carefully about the structures
they want to use in Asia. “The more
complex a structure appears to an
Asian regulator, the more questions
the regulator will ask. Whilst pan-Asian
organisations such as ASEAN are
trying to introduce a passport similar
to the European Union, the focus of
regulation is still to protect the final
investor in Asia. The financial crisis
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destroyed confidence in complex
products and there will be a continued
political element to shielding local
investors into the future”.
Asia Pacific Intelligence reviewed the
potential development of an ASEAN
UCITS vehicle in our November issue.
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Aussie group expands to offer fiduciary and partnering services to overseas groups

N

ews came through
in December that
Australian group Select
Asset Management had
completed the purchase of Australian
financial services business Total Fund
Services (TFS) for an undisclosed
amount.
TFS provides specific regulatory
services to Australian managed
investment schemes, acting as
a ‘responsible entity for hire’ to
registered schemes and similar
investment vehicles and the new
business will be integrated into Select
Fund Services (Select FS) headed by
Alex Wise, who is also chief operating
officer of Select Asset Management.

approach, so on the investment side
the firm built up expertise in investing
in alternative managers, as well as
representing some including a number
of local hedge fund managers.
Post the global financial crisis, the
focus has changed slightly, largely
moving away from third party
representation, keeping just London
and Sydney based natural resources
specialists Baker Steel Capital
Managers, and concentrating on rebuilding the multi manager business
up to pre-2008 levels of assets under
management. These now stand at
$856m (A$815m) with some $52m
(A$50m) in a stand-alone fund of
funds, the Select Alternatives Portfolio,
which is largely made up of retail
investment capital.
Wise joined the firm as chief operating
officer for the Group in November
2012, and is also charged with growing
the fund services business. “What we
are doing is opening up our expertise
and going back to partnering with
good quality overseas managers
to represent them in Australia,
distributing their funds in Australia
and providing good quality fiduciary
and oversight services to Australian
managers” Wise says.

Alex Wise
Select was established some 10
years ago by investment specialist
Dominic McCormick, ex-AHL finance
director Brendan Foley and head of
technology, David Yale. In an interview
with Asia Pacific Intelligence, Wise
explains that the initial premise was to
represent some interesting alternative
managers in Australia through third
party distribution. Given their past
association with AHL, under the
aegis of Select, the firm originally
represented Aspect Capital, spun out
of the founding AHL team.
In its original business form, Select
managed multi manager portfolios
with an emphasis on using alternatives
as part of that multi-asset class

the high net worth community are
finding them focussed on getting
a diversified asset base which will
include some alternatives and that
is increasingly popular among the
more sophisticated end of the retail
spectrum.”
Locally, Wise says there have been
some interesting launches over recent
years. “From my work in the Asian
Pacific hedge fund industry over the
past five years, we are confident that
we can generate some interest from
the wider Pacific Rim in terms of
bringing quality managers to Australia
and locally we find lots of talent where
they have struggled to raise assets.”
Wise’s background as a consultant
working with Australian superfunds
and helping them to get used to
alternatives from an operational
perspective feeds his optimism that
the firm can act as a bridge between
alternatives and institutions in the
region.

Most funds in Australia are structured
within the unit trust vehicle and in
order to provide wholesale unit trusts,
firms need a trustee. “There is a
move to independent governance for
retail funds which are a large source
of capital in Australia” Wise says.
“And for that you need a ‘responsible
entity’ - a trustee with a statutory
base and we offer that service and the
acquisition of Total Fund Services has
enhanced our offering in that regards.”
Mom and Pop investors in Australia
have often amassed a good sized
pension pool of their own and are
able to pick where they want to
invest it. “What we are finding is that
they are looking for a multi-asset
portfolio” Wise says. “Select and
other groups that offer portfolios to
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Cerulli report claims China’s largest asset managers will go global in five years

O

n the back of regulatory
change instituted by
GuoShuqing, chairman
of the China Securities
Regulatory Commission and other
drivers for growth in the Chinese
asset management industry, Cerulli
Associates projects that the Chinese
mutual fund industry’s assets under
management will grow at a four-year
compound annual growth rate of
13.3% to RMB3.9 trn (US$614.1 bn)
by 2016.
Cerulli believes that Chinese investors
will walk away from their direct equity
culture and return to equity funds by
2014 or 2016. But the firm warns that
the progressive, fast-paced regulatory
moves will benefit only the largest
asset managers.
The Cerulli Quantitative Update:
Asset Management in China 2012
says the new regulatory direction
has several side effects. “It creates
simultaneous competition from other
segments of the financial services
industry, such as securities companies
that are now allowed to create and
sell a wide variety of products without
having to seek approval from the
regulator” the firm writes.
“Securities companies’ new
investment parameters include
commodities futures, interest
rate forwards and swaps, asset
management products investing
into securities firms’ special projects,
and wealth management schemes
from commercial banks and trust
companies” Cerulli says.
“These are the types of assets that
wealthy investors prefer, which
means securities companies now
have improved capability to attract
them. In contrast, asset managers
must still go through several weeks
of product approval process and are
limited in the types of assets they can
invest in. This means that Chinese
asset managers do not have an
equivalent arsenal to attract investors

through a variety of market cycles and
conditions” the study finds.
“Only the largest, most well-resourced
asset managers that are able to gain
the confidence of the Big Four bank
distributors and be the first one or
two firms to launch new products can
compete in this new environment,”
says Ken Yap, head of Asia-Pacific
research at Cerulli Associates. Cerulli’s
data show that only the first product of
any kind can gather substantial assets
in China’s retail market.
So far, the regulators have worked
on broad structures such as Qualified
Foreign Institutional Investor (QFII)
and Renminbi QFII (RQFII) quotas and
asset allocation, but Cerulli foresees a
different kind of change occurring over
the next two or three years. The firm
believes that further regulatory moves
might begin to address the industry’s
operational competence as China
attempts to produce fund houses that
can eventually compete in the global
marketplace. “Currently, Chinese fund
houses’ risk management practices,
for example, fall 30% to 40% short of
globally accepted best practices. If the
CSRC takes this route-which is the one
Mr.Guo took when he was chairman
of China Construction Bank-only the
largest asset managers will be able
to afford the requisite systems and
experienced staff. At the same time,
retail distribution costs are rising and
institutional assets are fetching smaller
margins.

mainland China, Hong Kong, and
Taiwan as the regulator has begun
seeking the views of global asset
managers before drafting new
regulations” the firm says.
“Indeed, three to five years from
now, the largest Chinese firms would
have earned the requisite three- or
five-year track record to market their
funds in the European Union or North
America. The biggest firms’ Hong
Kong subsidiaries started funds with
international structures - such as
UCITS or Cayman Islands domiciles-in
2010 or 2011, and are steadying these
fledglings for the global marketplace.
HFT Investment Management’s
Hong Kong subsidiary, for example,
has a Cayman-domiciled product
investing in long/short Greater China
equities. BOCHK Asset Management,
a subsidiary of Bank of China (Hong
Kong), has at least two Cayman funds
with China investment strategies.
Many other mainland subsidiaries in
Hong Kong have similar funds”.
A version of this piece originally
appeared in Opalesque’s AMB. You
can read the original version here.

This means that the smaller fund
houses will fall behind even more
rapidly” Cerullis says, expecting to see
some exits from foreign joint ventures
and mergers between smaller fund
houses.
Looking forward, over the next five or
more years, Cerulli foresees Chinese
asset managers gathering assets from
outside Greater China,even possibly
Europe and North America. “Even
the CSRC appears to be preparing
to engage with the world outside
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Australia’s Zenith predicts Angela Merkel will not be buying a Greek holiday home

Z

enith’s end of 2012 report
couldn’t resist the chance of
predicting a few trends for
2013. “We are certain of a
couple of things” Daniel Liptak writes.
“Angela Merkel will not buy a holiday
home in Greece and expect to be
warmly welcomed by locals bearing
gifts. Secondly, no one will be picking
up the can in 2013, expect a bit more
kicking.”
However, Liptak
feels that the
major concerns
surrounding the
Eurozone debt
crisis, US fiscal
cliff and the
state of the
Chinese
economy
are now
receding and
Daniel Liptak
writes:
“there are now unconfirmed reports
that Dawn has been sighted. 2013
could be the year when fighting the
Fed and central banks might prove
too costly for many fixed income
investors. If so, we might see a
continued return to equities for 2013
and our collective mood will rise from
the darkness.”
Zenith’s sources suggest that
investors are demonstrating more
willingness to entertain broader range
of strategies, even those with more of
a niche focus; distressed shipping and
the Australian electricity and water
markets. “That being said most of our
clients and industry contacts continue
to have heightened interest in the
more liquid and tactical strategies;
credit, CTAs and equity long short.
While there has been some fading
of interest at the tail end of 2012 in
global macro funds we believe that
this will turn with performance.”
Liptak believes that with the almost
daily announcement of investment
banks significantly downsizing their

proprietary trading desks it follows
that strategies with a focus on liquidity
provision will continue to be a strong
source of returns in 2013.
“The hunt for yield will continue
through 2013. While we believe
there is a chance of equities running
strong this year, mutual fund flow
data suggests that investors prefer
credit over equities. The result of this
preference is a significant underweight
in equities, but on low trading
volumes. In other words equities are
in a position where they could move
rapidly in either direction” he writes.
“During 2012 investors did allocate to
new fund launches, although appetite
is selective, there is an emphasis
on pedigree and the quality of the
business. The lure of large established
managers might be a trend that may
not endure with concentration risks
now high.”
Looking at China, Liptak writes: “The
Chinese economy is tipped to grow
at a faster rate than 2012 at around
9% this year, implying an uptick in
commodity demand, especially metals
and energy. The spot iron ore price
is up 68% from the lows of last year.
In other words demand is on the rise.
We believe an active but risk aware
approach to investing in China should
be a rewarding exercise over the next
12 months.”
Turning to hedge funds and their value
to investors, markets and the broader
economy, Liptak writes: “Hedge funds
significantly outperformed traditional
asset classes such as equities, bonds
and commodities over the last 17
years according to a study released
in April by The Centre for Hedge
Fund Research at Imperial College in
London. The research, commissioned
by KPMG, the international audit, tax
and advisory firm, and AIMA, is the
most comprehensive of its kind to
date. The report, entitled The Value of
the Hedge Fund Industry to Investors,
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Markets and the Broader Economy,
found that, per annum, hedge funds
returned 9.07% on average after fees
between 1994 and 2011, compared
to 7.18% for global stocks, 6.25% for
global bonds and 7.27% for global
commodities.”
“Moreover, hedge funds achieved
these returns with considerably lower
risk volatility as measured by Valueat-Risk (VaR) than either stocks or
commodities. Their volatility and
Value-at-Risk were similar to bonds,
an asset class considered the least
risky and volatile. The research also
demonstrated that hedge funds were
significant generators of “alpha”,
creating an average of 4.19% per year
from 1994 - 2011. Portfolios including
hedge funds also outperformed those
comprising only equities and bonds,
The Centre for Hedge Fund Research
concluded. The study showed that
such a portfolio outperformed a
conventional portfolio that invested
60% in stocks and 40% in bonds.
The returns of the portfolio with
an allocation to hedge funds also
yielded a significantly higher Sharpe
ratio (which characterises how well
the return of an asset compensates
the investor for the risk taken) with
lower “tail risk” (the risk of extreme
fluctuation).”
Liptak says: “The author’s metaanalysis of academic literature
concluded that hedge funds are
important liquidity providers to the
markets with spill over benefits to
efficient capital allocation, enhanced
financial stability and shareholder
value” and concludes: “The only issue
the report did not address was that of
fear and loathing of hedge funds by
many investors.”
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December news round-up: Asia Pacific hedge fund news over this month included:
AUSTRALIA

CHINA

TAIWAN

Opalesque reported Damien
Hatfield’s Triple A newsletter, with
Hatfield claiming 2012 was a boring
year in hedge funds. Hatfield said
that MST Capital Pty Ltd, a global
macro trading manager with an Asia
Pacific bias based in Sydney, won a
$100 million investment mandate
from an unidentified Australian
superannuation fund, reported
Financial Review, while Bloomberg
reported in February that UBS
AG’s only team of traders with a
global mandate to make bets on
macroeconomic trends had left the
bank to form a hedge fund, MST
Capital, and that Gerard Satur, the
head of macro strategic trading
would lead. Hatfield also reported
that 90 West Asset Management,
a Melbourne-based boutique fund
manager specialised in global natural
resource companies, won a $100
million equities mandate from another
undisclosed Australian industry
superannuation fund, said Super
Review. The firm runs the 90 West
Global Basic Materials Fund (long/
short) and the 90 West Global Natural
Resources Fund (long only).

News on sunshine funds in China,
found a hopeful uptick in business
for the sector. Opalesque reported
that a thick cloud shrouded China’s
prototype hedge funds, or so-called
sunshine funds after seeing record
liquidations this year but the future
looks brighter as insiders believe that
the estimated 1,800 sunshine funds
across China could rebound next
year, benefiting from fresh regulations
Beijing is set to implement in 2013.
According to the report, the new
regulations will bring flexibility in
investment strategy compared to
mutual funds because they will not
be required to invest 60% of their
portfolio in equity strategies and also
allow such funds to raise their cash
positions to evade risk.

Research from Cerulli Associates
revealed that Taiwan’s high-yield bond
funds have suffered from higher churn.

Hatfield also reported that Acorn
Capital (not to be confused with U.S.based Acorn Capital Management),
a relative value manager based in
Melbourne, launched the AU Acorn
Capital Asia Small Cap Fund. The
fund is issued by Australian Unity
Funds Management. Douglas Loh,
Acorn Capital’s head of Asia, said that
there are excellent opportunities in
the Asian small cap sector.<p>

Shanghai law firm Boss & Young
predicted that China is ready to
license foreign firms to expand their
hedge fund activities. Source

COMPLIANCE
Compliance Asia took a look at
compliance programmes over 2013,
urging clients to look at their AML
efforts.

HONG KONG
Opalesque reported that Hong Kong
based hedge funds are shifting gears
towards UCITS. You can read that
story here.

BROKERS

JAPAN

Greenwich Associates announced
six brokers tied for top spot in Asian
market while Nomura retained
dominance in Japan.

Fortress’s Japan Opportunity Fund II
has closed with assets at $1.65bn.
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ACCURATE

PROFESSIONAL
REPORTING SERVICE
No wonder that each week, Opalesque publications are read by more than 600,000 industry professionals in
over 160 countries.
Opalesque is the only daily hedge fund publisher which is actually read by the elite managers themselve

Opalesque Islamic Finance Briefing delivers a quick and
complete overview on growth, opportunities, products and
approaches to Islamic Finance.
Opalesque Futures Intelligence, a new bi-weekly research
publication, covers the managed futures community,
including commodity trading advisers, fund managers,
brokerages and investors in managed futures pools,
meeting needs which currently are not served by other
publications.
Opalesque Islamic Finance Intelligence offers extensive
research, analysis and commentary aimed at providing
clarity and transparency on the various aspects of Shariah
compliant investments. This new, free monthly publication
offers priceless intelligence and arrives at a time when
Islamic finance is facing uncharted territory.
Alternative Market Briefing is a daily newsletter on
the global hedge fund industry, highly praised for its
completeness and timely delivery of the most important
daily news for professionals dealing with hedge funds.
A SQUARE is the first web publication, globally, that is
dedicated exclusively to alternative investments with
“research that reveals” approach, fast facts and investment
oriented analysis.
Technical Research Briefing delivers a global perspective
/ overview on all major markets, including equity indices,

fixed Income, currencies, and commodities.
Sovereign Wealth Funds Briefing offers a quick and
complete overview on the actions and issues relating
to Sovereign Wealth Funds, who rank now amongst
the most important and observed participants in the
international capital markets.
Commodities Briefing is a free, daily publication
covering the global commodity- related news and
research in 26 detailed categories.
The daily Real Estate Briefings offer a quick and
complete oversight on real estate, important news
related to that sector as well as commentaries and
research in 28 detailed categories.
The Opalesque Roundtable Series unites some of the
leading hedge fund managers and their investors from
specific global hedge fund centers, sharing unique
insights on the specific idiosyncrasies and developments
as well as issues and advantages of their jurisdiction.
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