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Lay of the land for foreign players

The great awakening

China’s Asset & Wealth Management (AWM) industry 
came into existence just over two decades ago, and 
since then, has grown rapidly when compared to other 
markets.  Despite the unprecedented growth, along with 
the country’s overall economic rise in that time, the 
industry has yet to reach its full potential. 

On the ground, it remains business as usual, as China 
has been ‘first-in-first-out’ in the context of the global 
COVID-19 pandemic, and the country’s AWM industry 
has remained resilient along the way, successfully 
navigating through uncertainties. This is remarkable 
against the backdrop of lingering geopolitical and trade 
tensions, that add to the complexity to how asset and 
wealth managers operate in China.

In general, domestic players used to be the main 
beneficiary of the industry’s growth, while foreign 
players faced limitations to fully participating in the 
growing onshore AWM industry in China. This is now 
starting to change, as a plethora of business friendly 
structural reforms that policymakers have implemented, 
aimed at increasing the involvement of foreign players 
has gained traction. Overall, this is a journey that will 
bring opportunities to foreign players, but there will be 
speedbumps along the way. 

Going forward, the industry at large will undergo a 
significant transformation journey fuelled by; the robust 
wealth accumulation of individuals, momentum in 
structural and regulatory reform, and the expected flow 
of trillions of households’ savings into financial 
products. And with China’s colossal multi-pillared 
pension system about to embark on a grand opening for 
foreign institutions, opportunities are aplenty. Moreover, 
the increasing financial sophistication of retail and 
institutional investors alike in China has led to a 
burgeoning demand for products that can offer 
performance diversification and innovation. This 
narrative provides a catalyst for foreign players to fill the 
white space and offer the necessary experience, ability 
and product suite to cater to Chinese investors. Foreign 
players are generally seen as more long-term oriented 
and fundamental-driven than domestic players, which 
can serve as the baseline to its China strategy. While 
this is a good starting point, it should be noted that 
various potential challenges await, due to the 
uniqueness of China’s AWM industry.

Combining the right ingredients to succeed 

In the coming years, rapid increase in interest and 
activity, inbound and outbound, will see continued 
excitement on the China opportunity across asset and 
wealth managers around the globe. China is considered 
the most important market for business growth, and the 
current dynamics and fundamentals are conducive for all 
players. 

From a strategic perspective, the complexity of 
establishing, operating and investing in China cannot be 
underestimated, as the competitive and regulatory 
landscape continues to change course. Change will be 
the only constant. New business models will emerge and 
innovation in financial products will accelerate to cater to 
the burgeoning demands of the Chinese investor. Total 
investable assets held by Chinese individuals is expected 
to grow exponentially, and the shift from a savings 
mindset to an investing one should lead to increasing 
opportunities for foreign players. Foreign players have yet 
to scratch the surface, but with the country busy 
accelerating its capital markets liberalisation agenda, 
foreign players new and old, small and large, must be 
ready to seize the opportunity when it arrives. However, 
foreign players should be cognisant that they cannot 
simply ‘import’ their tried and tested strategy used in 
other countries. One must recognise China is unique in 
contrast to other markets, and investors have a different 
investment mindset and a tailored strategy is required for 
success in the country. 

A China market strategy will bring opportunities as well 
as challenges for firms taking their first steps into the 
country’s relatively nascent but growing market, and also 
to those who are looking to deepen their presence in the 
market. Strong commitment is necessary for long-term 
returns and success, and a long timeframe on the return 
on capital should be expected. However, in view of the 
compelling opportunities for asset and wealth managers, 
throwing too much caution to the wind may be 
detrimental to a successful China strategy. A first mover 
advantage generally enables a player to establish brand 
recognition, customer loyalty, along with other benefits 
before competitors. While this is true in regard to writing 
and rewriting the China playbook, strategic 
considerations on the mode of market expansion, be it 
partnership, joint venture, or greenfield play, should also 
be deliberated meticulously. 

China has 389 billionaires, 
worth a total of US$1.2 
trillion*. At its peak, the 

country produced 
billionaires at the rate of 

two a week.

The savings rate in China 
is significantly higher than 
other economies at 46%.

Trillions are flowing from 
bank deposits into capital 

markets.

The number of mass 
affluent and HNWIs is 

expected to grow to 
56.67 million in 2022**

China is the fifth-largest 
mutual fund market 

worldwide, with total assets 
of US$2.4 trillion***

Total private fund asset size 
in China is approximately 

US$2.5 trillion.
Source: 
*UBS and PwC
**Global Data, AMAC, PwC Analysis
***FitchRatings, AMAC, PwC Analysis
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Multiple routes to access China’s capital markets

Broader and deeper opening

Consistent with policymakers’ vision and mission, the 
opening up of China’s capital markets to international 
investors has not been short of extraordinary. Initially, 
like with any new initiative, programme or scheme, 
there was a high degree of caution as quotas and 
restrictions accompanied each one. However, as 
policymakers became comfortable with the nature and 
size of inbound and outbound flows, and their impact on 
capital controls on foreign exchange, a more lenient 
and hands-off approach has been adopted. 
Opportunities for international investors through the 
various routes are abundant, and with China exposure 
still underrepresented in global portfolios, inbound 
investment is likely to grow exponentially.

Hong Kong as a platform

Hong Kong has successfully enabled foreign institutions 
to access China and helped China access the rest of 
the world. Hong Kong’s leadership as a best-in-class 
international financial center is broad based, with 
inherent strengths in banking, asset management, 
equity and debt capital markets and forex to name a 
few. These qualities have enabled Hong Kong to play a 
‘gateway’ inbound and outbound role to facilitate capital 
flows and allow international investors to tap into 
China’s growth and opportunities via the city. 
Historically, Hong Kong has participated in many 
initiatives to open up China’s capital markets and such 
trends are expected to continue. To date, investment 
opportunities in China via Hong Kong can be accessed 
through the Shanghai-Hong Kong Stock Connect, 
Shenzhen-Hong Kong Stock Connect, Mutual 
Recognition of Funds (MRF), and soon-to go-live 
Wealth Management Connect (WMC) in the Greater 
Bay Area (GBA).

When two become one

The two original inbound channels, the Qualifying 
Foreign Institutional Investor (QFII) and Renminbi 
Qualified Foreign Institutional Investor (RQFII) were 
introduced in 2002 and 2011 respectively. The QFII 
and RQFII programmes were governed by separate 
regulations and application procedures. While the 
underlying objective of the programmes were the 
same (investing into onshore asset classes), there 
were hindrances which made utilising the programme 
difficult for foreign asset managers, in particular for 
those using both the QFII and RQFII programmes. 

Effective from November 2020, the QFII and RQFII 
underwent reforms, culminating in the two inbound 
schemes merging to form the new ‘R/QFII scheme’. 
This development simplifies approval procedures, 
broadens the permissible investment scope, and 
increases the appeal of investing in onshore assets. 
The new ‘R/QFII scheme’ is designed to complement 
– rather than to compete with - the existing access 
routes into China’s capital markets such as the Stock 
Connect and Bond Connect, as each access route 
still has its own set of advantages catering to different 
parts of the market.

The significantly broadened investment scope, which 
covers various new asset classes, including hedging 
instruments is touted as the main benefit of the 
merger. That is partly because onshore derivatives 
have not been easily accessible to foreign investors to 
date. However, foreign players should be cognisant in 
how futures, options and FX derivatives should be 
traded in the context of hedging and speculating. 
Moreover, the new ‘R/QFII scheme’ enables foreign 
institutions to invest in onshore private funds, which 
could in turn benefit foreign firms’ affiliated local 
private fund units as it provides ‘seed capital’.

Another advantage of the merger is the lower barriers 
of entry for entities applying through the scheme. With 
the elimination of the assets under management 
(AUM) threshold, smaller players from a financial and 
non-financial resourcing perspective, can now 
participate through the scheme, and the expectation 
is that a wide range of players from; traditional asset 
managers, hedge funds, private equity, and 
commodity trading firms, will propel the adoption of 
the new ‘R/QFII scheme’ in the coming years.

Into and out of China

2002 *Qualifying Foreign Institutional Investor (QFII)

2010 China Interbank Bond Market (CIBM) Direct 

2011 *Renminbi QFII (RQFII)

2014 Shanghai-Hong Kong Stock Connect

2015 Mutual Recognition of Funds (MRF)

2016 Shenzhen-Hong Kong Stock Connect

2017 Bond Connect

Wealth Management Connect (WMC)

Considerations when using the QFII and RQFII 
Trading, Clearing & Settlement Infrastructure 

Currency exposure    

Hedging options 

Risk of delayed repatriation 

Tax uncertainty 

*The inbound inv estment schemes of QFII and RQFII were 
merged as of  1 November 2020
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An onshore presence – the grand prize

What is on offer?

China is now the fifth-largest mutual fund market 
worldwide, with a total AUM of US$2.4 trillion. While the 
initial growth was largely driven by retail investors 
seeking consistent yields in money market funds, 
evolving investor needs have boosted other fund types 
as the democratization of investing continues to take 
shape. In addition, the ‘Super Guidance’ regulations 
issued in 2017 have laid the foundations for immense 
changes across the AWM industry, the impact of which 
are still being felt today. The ‘Super Guidance’ has 
been a catalyst for the industry, as it has redirected 
capital from wealth management products with implicit 
guarantees, to market driven asset management 
products, such as mutual funds and private funds. 

Currently, a multitude of licenses and programmes 
enable asset and wealth managers to tap into the AWM 
market at the institutional and retail level.

It was not until April 2020 that China lifted ownership 
restrictions on fund management firms to allow 100% 
ownership by foreign players. The license, branded as 
the Fund Management Company (FMC), enables 
foreign asset managers to launch onshore funds to 
retail investors and become the actual operator of the 
fund entity, as opposed to participating through joint 
ventures. Traditional managers will likely make use of 
this channel in order to fully capture China’s retail 
investor market. In contrast, a Private Fund 
Management (PFM) licence under an older licensing 
regime, which many foreign managers already 
possess, permits foreign players to launch onshore 
funds to institutional investors and HNWIs. 

Anecdotal evidence suggests that foreign players 
have yet to gain traction from their PFM, as most fund 
launches have been lukewarm. Foreign players have 
found the fundraising environment significantly 
different from that of their home jurisdiction. With a 
direct avenue to enter China’s retail market now made 
available through the FMC, it is expected many 
market players with a PFM will eventually convert into 
an FMC, as both licenses cannot co-exist according 
to regulations.

Success factors 

In regards to the distribution landscape, various 
channels are available for product manufacturers to 
gain a foothold to tap into the investable wealth of 
investors. In particular, the adoption of FinTech 
platforms in China, as a means of fund distribution 
has been quite prevalent. While it is perceived that 
distribution via FinTech platforms is a less costly 
approach for asset managers compared to traditional 
channels such as banks and independent financial 
advisers (IFAs), trailer commissions paid can be as 
high as 50% of management fees. Other major 
distributors can also charge a premium, in particular 
when product manufacturers are chasing after a 
blockbuster fund launch. Faced with increasing fee 
pressure, some of the largest domestic asset 
managers are looking to diversify their distribution 
strategy and are exploring the establishment of their 
own direct sales channel to engage directly with retail 
investors. 

Establishing or deepening existing presence in the 
AWM industry in China can be resource and capital 
intensive. Moreover, finding and retaining the right 
talent can be challenging, as local competitors and 
foreign peers compete for a scarce talent pool of 
investment management professionals, especially 
those with international experience, when compared 
to more mature markets. 

Business 
Type

Asset Management

Wealth 
ManagementPrivate 
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Public 
Fund 
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Form PFM 
WFOE

Form 
*QDLP 
WFOE

Form FMC 
WFOE

Increased 
stake of FMC 
JV to wholly 

owned

Form majority controlled JV 
with Bank WM subsidiary

Increase stake 
in current FMC 

JV (for non-
bank FI) Partner with 

technology 
platforms

Participate in 
pension 

management

Note: The above is not an exhaustive list of options
* Refers to the “Qualified Domestic Limited Partnership” regime which refers to the 
programme that allows foreign asset managers to raise RMB from HNWIs and institutional 
investors in China to make investments in overseas markets
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their own risk
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products without 
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strategy

• NAV product with 
a clear 
investment 
strategy



Making private less private

The alternatives playbook

A big shift in investment dynamics towards private 
markets as a significant source of capital and lending in 
China is happening bigly. Spurred by the withdrawal of 
the onshore shadow banking system, as part of the 
policymakers’ roadmap to reign in risky borrowing 
practices, the opportunity set for foreign alternative 
players has never been greater. The influx of private 
capital will likely see red-hot themes benefiting and this 
includes; digital and technological innovation, growth of 
the middle class, sustainability and climate protection, 
urbanisation and consumption upgrade, and the 
evolution of e-commerce. Attractive investment 
opportunities in the private space are abundant, and 
higher rates of return are expected for those willing to 
manage the risks and invest boldly into the broader 
trends. With this, the fundraising environment looks 
conducive and set to stay strong, as many international 
investors are still looking to increase China exposure in 
their portfolios. Moreover, regulations on the remittance 
and repatriation of capital have become more 
streamlined, as China’s intended path towards the 
internationalisation of the renminbi should gradually 
welcome more foreign investment. In China, the name 
of the game is scale, and if an enterprise is successful, 
it is usually open to taking foreign capital so that it can 
level-up to new heights. This is why China is one of the 
most active and dynamic private equity markets 
globally.

Private Equity 

The PE market in China has grown rapidly in recent 
years and is now the third-largest in the world. In the 
five years from 2015 to 2020, the total PE fund asset 
size has quadrupled to US$2.5 trillion with the number 
of registered private funds surpassing 100,000. Besides 
the aforementioned figures, China’s PE market is still 
relatively nascent with strong growth potential. 
Policymakers and regulators have encouraged direct 
financing to companies, while private financing is 
considered as a vital component to support 
entrepreneurial innovation and reform of traditional 
industries in China.

Private Credit 

Private credit and special situations will play a greater 
role in financing China’s development as the crackdown 
on unregulated lending continues. The tightening of 
bank risk appetite, regulatory changes supportive of 
bond markets and disintermediation, and the continued 
challenges faced by SMEs to access funding will keep 
the segment vibrant in years to come. With fewer 
foreign players competing in the private credit space in 
China, this will keep risk-adjusted returns above other 
markets around the world. Furthermore, there are signs 
that policymakers are more comfortable letting 
borrowers default on payments onshore, which helps 
create a market where credit risk is better reflected in 
pricing, and a credit cycle which is more aligned to 
economic fundamentals and the business cycle.

Raising capital for inbound and outbound 

To make private equity investments in China in 
renminbi, the main route for foreign players is via the 
Qualified Foreign Limited Partnership (QFLP), a 
programme introduced in Shanghai in 2010. In later 
years, other cities have followed suit and rolled out their 
own QFLP programmes, including Beijing, Chongqing, 
Tianjin and Shenzhen to name a few. The QFLP 
programme is intended for players to create an onshore 
fund structure with the capacity to raise capital from 
offshore investors and then converting to renminbi for 
investments. For a Chinese seller of target Chinese 
portfolio companies, receiving renminbi is less 
cumbersome in contrast to US dollars, and the 
regulatory and governmental approvals for the 
transactions will be much quicker.

Within China, soaring wealth accumulation has 
outgrown the capacity of the onshore investment 
universe, and there is an increasing need for Chinese 
investors to diversify and invest in offshore assets. This 
can be achieved through the Qualified Domestic 
Limited Partnership (QDLP), a programme that allows 
foreign asset managers to raise capital onshore to 
make investments in overseas markets, operated under 
a quota system. This route is catered for high-net-worth 
individuals (HNWIs) and institutional investors, and it 
enables foreign managers to feed into their offshore 
strategies. 
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Scale of PE funds in Chinese Capital Market (US$ trillion)

Considerations when using the QFLP
FX consideration – US dollars vs. Renminbi
(I.e. USD funding but consideration paid in RMB)

Investment holding structure and tax planning strategies

Price negotiation and valuation of portfolio companies

Building relationships with local policymakers and regulators

Foreign investment restrictions and potential alternative 
investment structures



Population: 72.65 million
Area: 56,000 sq.km

GDP: US$1.68 trillion

A slew of new market initiatives ahead

The GBA initiative, an important national economic 
development strategy for China, will level-up 
opportunities for the financial services industry. The 
region has a rich and deep pool of savings, and 
combined with the improving financial literacy of 
individuals and the demand for well-designed and 
globally diversified products and services, cross-border 
investment across the GBA will soar to new heights. 
Moreover, the GBA is home to China’s technology 
leaders, which down the road, will enable the financial 
services industry to capitalise on the innovation in the 
technology industry. 

Wealth Management Connect (WMC) 

As part of the GBA initiative, the expected launch of the 
Wealth Management Connect (WMC) designed to allow 
residents in the GBA region of China, Hong Kong and 
Macau to invest in each other’s wealth management 
products, will provide asset and wealth managers an 
opportunity to sell products to a population similar to the 
size of the U.K. It is envisioned that Chinese investors 
will have a stronger appetite for Hong Kong products 
than investors in Hong Kong for Chinese products, 
similar to what is seen in other initiatives such as the 
MRF programme. 

6

Zhaoqing

Jiangmen

Foshan

Zhongshan

MacauZhuhai

Hong Kong

Shenzhen

Dongguan

Huizhou

Guangzhou

The Greater Bay Area (GBA)

The concept of the Greater Bay Area (GBA) was first 
cited in 2016 as part of China’s 13th Five Year Plan. 
The GBA aims to bring together Hong Kong and Macao 
with nine cities in Guangdong to become an economic 
cluster, by combining the unique strengths of each city 
with the overarching priorities ranging from economic 
growth, technological advances, infrastructural buildout 
and connectivity, and ecological conservation. 

Relev ance of the GBA for the Financial Serv ices industry

Expand av ailable inv estment options

Prov ide capital f or start-up inv estments

Sy nergies in the regulatory  and approv al criteria f or products

Potential to become an innov ation powerhouse

Build a green f inance hub in the region

In regard to eligible products which qualify for the WMC 
scheme, it is likely this will only include deposits and 
low-risk mutual funds, particularly in the early stages, as 
regulators take an incremental approach. This is 
consistent with the launch of other initiatives involving 
China, given the country’s hands-on approach in 
managing its cross-border capital flows and investor 
protection. Similar to what was seen in the Stock 
Connect, various quotas and restrictions will be put in 
place which may be seen as restraining for market 
players. However, once a credible track record is built 
up for the WMC scheme, regulatory easing leading to a 
more conducive environment for market players will be 
expected. For asset and wealth managers, a broadening 
of the eligible products permissible is the most sought-
after relaxation, and will lead to more optimism for the 
WMC scheme.

It is anticipated that Hong Kong domiciled funds will be 
favoured for the ‘Southbound Connect’. Given the 
opportunities that lie in the addressable retail market of 
the GBA, it would be prudent for product manufacturers 
to start considering the set up of Hong Kong domiciled 
funds, if they have yet to establish such structure. Aside 
from fund domiciliation, a fully integrated and frictionless 
GBA and WMC will require the active role of Hong Kong 
as a two-way springboard to enable international players 
to access China and Chinese players to access the rest 
of the world. The strategic advantages for Hong Kong as 
an international financial services centre has long been 
established, and has always been envied by other cities 
globally, but in recent years its leading position has 
been contested. Withstanding this, Hong Kong’s 
positioning as the go-to destination to do business 
remains steadfast. Hong Kong’s proximity to China, 
availability of a diverse talent pool, competitive tax 
environment, as well as a stern but fair regulatory 
landscape are all unique strengths which are 
irreplaceable. These building blocks have enabled Hong 
Kong to successfully attract international, regional and 
domestic financial institutions to base their operations in 
the city.

Hong Kong 
SAR

Mainland 
Cities in 
the GBA

Southbound Connect

Northbound Connect

WMC scheme details and direction

“Territorial administration” principle

Depending on the residence 
location of  each investor, the 

WMC can be classified as 
“Southbound Connect” or 

“Northbound Connect”.

Banks will hav e a crucial 
role as distributors and 

asset managers will play 
the role of  product 

manufacturers.

Designated investment and 
remittance accounts with one 

bank only  for each investor.

Remittance of funds will be 
handled in a closed-loop 

fund flow.
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Firm-wide Governance
Investment Management 
Talent and Infrastructure 

China’s carbon neutral drive

The green journey and corporate China

This decade is shaping up to be a crucial year in the 
fight against global warming and many countries have 
scaled up their climate pledges to decrease 
greenhouse emissions. Across the globe, there is now 
an expectation that organisations should make ESG 
issues and sustainability central to their corporate 
strategy, philosophy, operations and reporting. 

Given China’s rise on the world stage and increasing 
economic clout, the country’s stance on climate change 
and ESG will be vital to the success of any global and 
coordinated strategy. To some extent there is a 
misconception that China is behind the curve, given the 
country is one of the world’s top carbon emitters. 
However, on the ground, awareness of ESG best 
practices are growing among corporate China,  driven 
by a combination of investor pressure and regulatory 
policies. From the top, President Xi Jinping’s 
announcement on China’s commitment to achieve 
carbon neutrality before 2060 has put down a marker in 
the country’s ambitious green journey, while regulators 
are also helping to accelerate the ESG momentum as 
the transition to a low-carbon economy takes shape. 
While the ESG agenda is becoming more mainstream, 
it should be appreciated the country’s green journey 
started before many others, with a key milestone 
achieved through the introduction of the green finance 
framework around five years ago, which included at 
least four pillars. 

At present, there is a mix of required and voluntary 
reporting, introduced by regulators and stock bourses, 
with various guidelines and requirements. The 
Shenzhen Stock Exchange (SZSE) and the Shanghai 
Stock Exchange (SSE) issued guidance on voluntary 
ESG reporting in 2006 and 2008, respectively.  Going 
forward, there is expectation that policymakers will 
streamline ESG reporting requirements for listed 
companies to ensure consistency and a unified 
standard. It is likely there will be a mandatory 
requirement for all listed companies and all bond 
issuers to disclose environmental and climate 
information in the not-so-distant future. 

7

Percentage of A-share companies issuing ESG reports

Source: SynTao Green Finance 
Note: Includes reports labelled as 
“sustainability”, “CSR” etc. 

From intangible value to tangible ones

Before ESG issues became mainstream, many 
investors believed that investing sustainably would 
come at the cost of financial returns. While there are 
still those that hold this view, the consensus view is 
that ESG investing now delivers better returns and 
lower risks. However, like with any investment 
strategy, ESG investing will not always outperform 
over short time horizons. Over the longer term though, 
sustainable investing can help investors develop a 
more complete picture of a company, and not one 
solely reliant only on traditional metrics and financial 
indicators. ESG factors can now be integrated in a 
company’s valuation in various ways, for instance, by 
adjusting traditional valuation methods such as the 
Discounted Cash Flow (DCF) model to include a 
premium or discount on the ESG component.

Private markets for public good 

Within the AWM industry, the alternative assets 
industry, in particular the private equity space has 
been spearheading the ESG and sustainability 
agenda. This is not surprising as Limited Partners 
(LPs) increasingly demand higher levels of ESG 
standards when selecting General Partners (GPs). In 
effect, ESG has truly moved into the mainstream – it 
is now a ‘must-have’ and not a ‘nice-to-have’. This has 
forced GPs to re-think how they are incorporating  
ESG elements into target company screening, due 
diligence processes, portfolio management, and 
investor reporting to name a few.Taxonomy

Disclosure 
requirements Incentives

Green financial 
products

27%

86%

All
A-share companies

CSI 300
A-share companies

Fundamentals to consider in an ESG integration framework 

ESG
Integration 
FrameworkESG 

Specialists

Governance & 
Oversight

Strategy & 
Vision

Asset 
Acquisition

Portfolio 
Management

Investment 
Stewardship

Reporting & 
Disclosure

Technology 
& Data

While GPs place a high importance on exit valuations, 
increasingly, it is seen that many private managers 
are starting to view how they are being perceived not 
just by LPs, but by broader society. This change in 
behaviour is driven by the country’s top echelon who 
are encouraging institutions to make a positive impact 
on the communities in which they operate, in addition 
to empowering changes towards a more sustainable 
way of living.



China’s pension untapped

The pensions landscape 

Globally, there are mounting challenges for 
policymakers in regard to devising a long-term and 
workable solution to offering adequate financial security 
for retirees, today and sustainably into the future. To 
ensure that lifetime financial security is provided, 
pension systems should be designed to be adequate, 
sustainable and fit for purpose, taken into consideration 
demographic needs and the overall maturity level of the 
country’s development. In the context of China, its vast 
population is ageing fast and birth rates remain low, 
pushing up the dependency ratio and creating imminent 
challenges for policymakers.

The current backdrop driven mainly by demographic 
trends will put pressure on the country’s multi-layered 
pension system which is divided into three pillars. Pillar 
1 which is comprised of public pension schemes is 
seen as the default programme and makes up ~80% of 
total AUM.  While this is seen as the foundation of the 
multi-pillar system, it is increasingly facing challenges 
as the income produced is unable to keep up with living 
standards. Moreover, shifting workforce trends - where 
the younger generation are turning to small and 
medium enterprises, and working as freelancers – have 
limited opportunities for retirement protection. With 
Pillar 1 facing pressures to provide for the future, 
policymakers have started to champion Pillar 2 and 
Pillar 3 in recent years as the pension gap widens. The 
former covers employer-sponsored programmes and 
the latter consists of private pensions, which is 
generally annuities at large currently. Developments in 
China have been consistent with global trends as there 
is an onus on pivoting away from state funded pensions 
and reallocating capital to privatised pension plans, 
which will present opportunities for financial institutions 
offering pension products.

Pillar 3 – a catalyst for market players

Historically, when looking at financial institutions who 
provide products in the country’s multi-pillared pension 
system in China, the ecosystem has been largely 
dominated by domestic players, while foreign players 
have stayed on the sidelines. All this is changing though 
as policymakers have enacted various market reforms 
and introduced initiatives to encourage foreign 
participation, in a bid to help plug the savings gap and 
ensure the long-term viability of providing for the future. 
In particular, for foreign players, Pillar 3 offers the most 
compelling opportunities for those looking to gain a 
foothold in the pension market. 

Pillar 3 is still in its embryonic stages of development as 
it was only in 2018 that the pillar was kickstarted, with a 
pilot programme that enabled individuals to purchase 
income tax deferred insurance products. And more 
recently, policymakers have signalled that the eligible 
products available under Pillar 3 will include mutual 
funds, which would be a boon for asset managers. The 
savings rate in China remains high versus other 
countries. However, the introduction of mutual funds will 
be a key catalyst to encourage the flow of capital from 
bank deposits, to pensions and savings products.
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Pillar 1 - State Pension provided by the Government
Component: Public Pension Fund (PPF), National Council Social Security Fund (NCSSF)
AUM: RMB8.1 trillion    Coverage: ~960 million participants 

Pillar 2 - Corporate Annuity provided by Insurers
Component: Enterprise Annuity (EA), Occupational Annuity (OA)
AUM: RMB2.0 trillion    Coverage: 57.57% of Enterprise Annuity cover SOEs

Pillar 3 - Commercial Pension provided by Insurers, Banks, Asset Managers 
Component: Individual plans, tax-deferred insurance products 
AUM: Negligible   Coverage: Almost 50,000 participants in tax-deferred pension

Current state of affairs 

Underdeveloped pension market… 
• China pension market AUM only accounts for 11% of GDP*
• The av erage AUM in other jurisdictions (top 22) is 67% of GDP*

Ageing society creates a huge demand for pension care…
• 176 million people abov e 65 years old in 2019**
• Ongoing debate on how to cater to the world’s largest population**

Existing provision have not been able to satisfy pension needs…
• Expected pension gap of RMB 8-10 trillion in the next 5-10 years***
• More and more prov inces are reporting growing deficits

Huge potential in converting resources into pension savings…
• Total f inancial assets of residents have reached RMB 160 trillion****
• RMB 90 trillion are in bank deposits with maturity less than 1 year

Source: 
*China Development Research Foundation       **Chinese Academy of Social Sciences
***Insurance Association of China                      ****China Daily

China’s pension market is currently ov er reliant on Pillar 1

Comparison of Pillar 3 between Europe & U.S. and China 

9%

27%

64%

78%

18%
4%

Europe & U.S. China

Source: 
International Finance News Pillar 1 Pillar 2 Pillar 3

Given that Pillar 3 is in its early innings of development, 
there is still time for foreign players to strategise how 
they will play in the market. Unlike many other sub-
segments in the AWM industry in China, foreign players 
will enter on a level playing field with domestic players. 
This presents a vast opportunity for foreign players who, 
without the need to play catch-up, can leverage their 
competitive edge in designing long-term investment 
products. 



The best is yet to come

A golden era awaits 

Despite the unprecedented growth so far, the AWM 
industry in China has by and large yet to reach its full 
potential. Policymakers have long-desired to open up 
the country’s financial markets to foreign institutions 
and investors. Over time, there has been steady 
advances to this end goal. While some market 
commentators have criticised the somewhat staggered 
approach in opening up the market fully to foreign 
players, it should be acknowledged that China is unique 
by international standards and in this regard, should 
lead an inherently different path of development to 
those adopted by other countries.

Structural reforms implemented by policymakers have 
happened at a gradual pace, but in recent years, this 
has been greatly accelerated. This partly reflects 
China’s strong commitment to enhancing its financial 
markets infrastructure, so as to support the country’s 
unrelenting economy growth and global achievements, 
which will ultimately call for investment from domestic 
and foreign sources. 
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Despite the distractions posed by geopolitical and 
trade tensions, policymakers and regulators have 
continued to apply structural reforms to develop 
China’s financial markets infrastructure. The journey 
of reform will inevitably bring speedbumps and 
challenges as the country refines its high-speed 
roadmap in opening-up. While the AWM industry in 
China remains complex, it is clearly at an inflection 
point ready to spark off a new wave of 
transformation. There are various ways across the 
different sectors foreign players can participate, and 
as the overall AWM industry continues to expand in 
size, even a ‘small slice of the pie’ can amount to 
ample opportunities. A golden era awaits those 
willing to be bold, brave and patient in their China 
market strategy.
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