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FAILING GRADE: Chinese stock market fell 8.8pc through 
November on fears of slowdown. P91iticalleadership change 

HONG KONG 

T HE Warren Buffetts of the 
East failed to live up their rep
utations in 20U, when big

name investment gurus made the 
wrong calls on China while markets 
in India and Southeast Asia raced 
ahead to rank among the top· per
formers globally. 

Between January and November 
.. this year, Franklin Templeton's 

Mark Mobius and Value Partners' 
Cheah Cheng-hye fell short of their 
benchmarks by the widest margins 
in more than a decade, data from 
Thomson Reuters Lipper showed. 

Sustained underperformance by 
the top names could push investors 
towards cheaper, paSsively managed 
index and exchange traded funds 
(ETFs), a trend that has taken hold in 
Europe . and the US where active 
funds find it tougher to exceed 
benchmarks. 

,"The (Chinese) economic slow
down in 2012 certainly had a neg
ative impact on the consumer sector, 
an area I am overweight," Fidelity's 
Anthony Bolton, another star port- 
folio manager who failed to beat his 
benchmark during the period, told 

Reuters in an email. 
"The fund's focus on small and 

mid-caps also hurt performance," 
said· Bolton, who returned three 
years ago amid much fanfare to 
chance his arm in China. 

All three A-listers were under
mined by their bets on China, whose 
stock market, measured by top 
Shanghai and Shenzhen listings 
CS1300, fell 8.8 per cent through 
November on fears of economic 
slowdown, and as a once-a-decade 
political leadership change was 
completed in that month. The index 
has s.irice rebounded and is now up 
4.5 per cent for 2012. 

By contrast, share markets in the 
resilient Southeast Asian economies 
have rallied, and Indian shares have 
risen by a quarter so far this year, 
helped by US$24 billion (RM73.39 
billion) foreign portfolio inflows. 

Bolton's Fidelity China SpeciaJ.Sit
uations was up 5.8 per cent in the 11 
months to end-November, 8 per
centage points behind its bencn
mark MSCI China index. That came 
after missing its gauge by nearly 18 
percentage points last year. 

His play on China consumer 
stocks backfired, with sector shares 
falling five per cent on average com-
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pared with an average 15 per cent 
rise in consumer staple stocks in 
Asia Pacific, data from Thomson 
Reuters StarMine showed. 

Mobius also paid a price for his 
heavy China exposure, with almost 
30 per cent of the US$16.9 billion 
Templeton Asian Growth fund in
vested there. Those positions proved 
to be a drag on performance: the 
fund notched just 10.6 per cent re" 
turn, lagging the benchmark MSCI 
AC Asia ex Japan iridex by 8.3 per
centage points and logging its 
biggest gap since 1999. 

The fund suffered from its invest
ment in some energy stocks, as the 
sector was impacted by swings in 
commodity prices, Mobius said, 
with poor show by automobiles also 
hurting performance. 
- His fund's top holding at end
September wasPetroChina, the na
tion's dominant oil and gas produc
er, Lipper data showed, a stock that 
fell by·13 per cent in the year to end
November. 

Value Partners Classic Fund, man
aged by a team led by Cheah, was 
16.6 percentage points behind Hang 
Seng index; its widest gap since 1999, 
data from Lipper showed, 
-"This macro-driven year has been 

Templeton Asset Management's Mark Mobius speaking at a presentation in 
Bangkok. Mobius paid a price for his heavy China exposure with those 
positions proving to be a drag on performance. Bloomberg pic 

a long winter for value investing; as 
investors have stayed on the side
lines remaining defensive,"- a 
spokeswoman for Value Partners 
said. 

The underperformance by stellar 
names highlights the struggles large, . 
actively managed funds face in try
ing to beat their benchmarks in the 
West arid now in Asia, a trend likely 
to push · investors towards cheaper 
index and ETFs. 

That would be a blow to active 
money managers who typically 
charge a fee of 1.5 per cent of assets 
under management, nearly three 
times (that of ETFs, Lipper data 
showed. 

ETFs blindly track indices and re
quire no management or research, 
making them cheaper than active 
funds run by teams of investment 
professionals. 

To keep charging premium fees, 
active managers would have to show 
results. Expectations of · outperfor- -

mance are especially high in Asia 
due to the region's relatively under~ 
researched and inefficient markets 
compared with more mature 
economies. 

Otherwise, active managers risk 
losing business to passive invest
inent funds, a firm trend in devel~ 
oped markets, as a result of their low 
cost and of the failure of actively~ 
managed funds to consistentlyout
perform. 

This year US investors embraced 
low-cost, passively managed index 
funds. For instance, customers 
ploughed US$130.4 billion into Van
guard· Group's mutual funds and 
ETFs in the first 11 months of 20U, 
setting a new record for annual in-
flows. -

The trend has also benefited . 
BlackRock's iShares ETF unit, While 
hurting more traditional firms like 
American Funds, Dodge & Cox and 
Janus Capital Group that shift is 
gaining momentum in Asia. ~euters 

Indian shares jump after us 
Senate okays 'fiscal cliff' deal 
MUMBAI: Indian shares rose yester
day after the US averted the looming 
"fiscal cliff" in a last-minute deal 
with hopes of a rate cut by the Re
serVe Bank of India beginning to 
gather steam, leading to gains in 
bank shares. 
- Analysts say with the New Year . 
Day holidays, US Congress still has 
tune to draw up legislation and back
date it to avoid the harsh fiscal mea
sures including tax hikes and spend
ing cuts, which many fear could 
cripple the world economy in 2013. 

While Indian stocks are expected 
to remain firm in January tracking 
expectations of a rate cut by the Re
serve Bank of India, negative local 
fundamentals, namely twin deficits 
and sticky inflation, may limit -the 
outperformance in the near term. 

"While the macro environment 
both domestically and globally does 
not inspire much confidence, at the 
micro level things are looking good," 
said Atul Kumar, senior fund man
ager at Quantum Asset Management 
Company Pvt Ltd. ' 

The fiscal deficit is likely to exceed 
the target set by the government due 
to higher subsidy burden, which can 
also tum into a constraint for the 
ReserVe Bank of India to 'cut rates, 
added Kumar. 

The benchmark BSE index rose 
0.79 per cent, or 154.10 points, to end 
at 19,580.81 after earlier hitting Its 
highest level intraday since April 27 
2011. The broader NSE index rose 
0.77 per cent, or 45.75 points, to end 
at 5,950.85. 

Option traders see the probability 

. of the 50-stock index or Nifty inch
ing closer to 6,200 levels in the Jan

. uary derivative series which ends on 
January 31. . 

Banking stocks including ICICI 
Batik rose on expectations of a cut in . 
interest rates by the Reserve Bank of 
India in.January. 

ICICI Bank ended up 1.8 per cent, 
while State Bank of India ended 1.7 
per cent higher. 

Shares in Indian steel companies 
including Tata Steel gained on ex
pectations of better realisations as 
China plans to scrap a 40 per cent 
expOrt duty on metallurgical coke, a 
steelmaking raw-material, from yes
terday. 

Tata Steel gained 2.3 per cent 
while Jindal Steel and Power ended 
three per cent higher. Reuters 
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