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Asian Funds  
Passport to Growth
Across the Asia-Pacific region, interest is  
growing in the cross-border recognition of  
registered funds, which would give investors  
access to a broader range of locally manufactured 
and regionally distributed products. Establishing  
a mutually recognized regional funds vehicle 
would help streamline cross-border recognition, 
while also encouraging the development of the 
funds industry across the region. 

Bringing such an Asian Funds Passport  
regime to fruition would require unprecedented  
cooperation among a fragmented and largely 
emerging market. Yet with the region’s already 
considerable assets under management  
increasing, major markets such as China  
developing quickly, and cooperation between  
governments and regulators improving, the time  
to create an Asia-Pacific passporting vehicle  
has never been better. 
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The Case for Developing an Asian Funds Passport

The idea of Asian funds passporting is not new, but 

its implementation has previously been considered  

impossible because of the varying levels of develop-

ment in the region’s markets, the significant competition 

among those markets to be financial centers, and 

the absence of a common currency and regulatory 

framework. Today, that perception is changing and the 

concept is gaining new momentum, particularly following 

the November 2009 publication of an Australian govern-

ment-commissioned report, which formally proposed 

establishing a regional funds passport in Asia Pacific1.

Between the release of the Australian report and the 

confluence of several other factors, including recent 

initiatives on cross-border recognition, an increased 

convergence of regulations, more highly developed 

domestic capital markets and greater cooperation 

between regulators, the region appears to have reached 

With an estimated US$3.9 trillion in collective fund assets (see Figure 1) and strong 

regional growth predicted for the foreseeable future, many are asking if the time has 

come to develop a funds vehicle for registered funds in the Asia-Pacific region that 

can be recognized across borders. Often referred to as an Asian Funds Passport, the 

idea of passporting registered funds is certainly challenging, but appears increasingly 

feasible. Successfully creating an Asian Funds Passport has the potential to yield 

significant benefits in terms of cost savings, capital market development and local 

regulatory oversight. 

1 Australian Financial Centre Forum. “Australia as a Financial Centre: Building on our Strengths,” November 2009.

Figure 1: Asia-Pacific Collective Funds Market: 
Estimated Total Assets of $3.9 Trillion
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Figure 1: Asia-Pacific Collective Funds Market:
Estimated Total Assets of $3.9 Trillion*

*As of December 31, 2009

Other includes Malaysia, Hong Kong, Thailand, Singapore, New Zealand, 
Indonesia and Phillippines.

Sources: Cerulli Associates, Investment Company Institute, industry 
associations and State Street estimates. 

Other includes Malaysia, Hong Kong, Thailand, Singapore, New Zealand, 
Indonesia and the Phillippines.

Sources: Cerulli Associates, Investment Company Institute, industry  
associations and State Street estimates, as of December 31, 2009.
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a turning point, making Asian funds passporting more 

feasible than ever before. If the region succeeds in 

creating such a passport, it would bring numerous 

benefits to investors, regulators and capital markets 

more broadly.

For institutional and retail investors, a regional vehicle 

could provide access to a greater range of products 

that are locally manufactured, managed and adminis-

tered. The products could draw upon local expertise 

and tap into the growth in regional economies. In 

smaller markets with limited investment options, access 

to a wider range of products across borders would  

potentially improve returns and reduce concentration 

risk. In addition, product manufacturing and investment 

costs would be reduced through economies of scale, 

since funds based in one domicile could be marketed 

and distributed in others across the region without 

having to create a full local presence in each country. 

The cost of the product might also be lower than that of 

offshore products currently offered from Europe due to 

the lower overall costs in the region’s countries.

Regulators would also get to shape the regulations 

surrounding an Asian funds vehicle. Asia-Pacific  

regulators have limited ability to influence the bulk of 

offshore funds currently used in the region; those funds 

are based on the European Union’s (EU) Undertakings for 

Collective Investments in Transferable Securities (UCITS). 

UCITS funds — registered vehicles, including equity-

linked, balanced, bond and money market funds — are  

established in accordance with EU UCITS directives. 

In addition, an Asia-Pacific funds vehicle could allow 

regional managers to better tap into and benefit from 

the expected inflow of funds from Europe and the  

United States. Investors outside the region could be 

offered exposure to a greater range of pan-Asian 

products developed within the region by regional 

experts. Today, Asia-Pacific products are often offered 

to European investors via UCITS framework products. 

While products are increasingly managed in regional 

countries, including through local offices of international 

fund companies, there is room for further growth in  

this area.

One of the key constraints in developing Asia-Pacific 

financial markets is that, despite flourishing intra-

regional trade and significant progress in building up 

capital markets, including through the Asian Bond 

Markets Initiative (ABMI) and the Asian Bond Fund 2 

Initiative, there is limited financial intermediation across 

borders in the region. This reality could negatively affect 

the region’s future capital market development.

The passporting initiative could help address these 

shortcomings by: 1) unlocking savings from banks 

and real estate investments through the creation of a 

viable domestic and cross-border fund industry to the 

benefit of businesses and governments in the region;  

2) recycling Asian savings within Asian capital markets 

as well as outside Asia, rather than exporting the bulk 

of excess capital to Europe and North America, which 

could help to reduce global imbalances that are thought 

to have contributed to the recent global financial crisis; 

and 3) further developing the Asian capital markets and 

their local financial expertise through the introduction of 

efficient new products.

Indeed, although Asia Pacific has already made some 

progress in terms of cross-border vehicles, through 

products such as the ABF Pan Asian Bond Index Fund 

(PAIF) under the ABMI and the listing of US-listed 

exchange traded fund (ETF) products such as SPDR® 

Gold Shares, cross-border product recognition remains 

limited throughout the region. This is particularly true 

for funds.

In the absence of a regional alternative, offshore 

funds, including those using vehicles based on UCITS, 

have penetrated some markets in Asia Pacific. This  

acceptance in markets such as Hong Kong, Singapore 

and Taiwan suggests that Asia-Pacific regulators are 

open to the idea of a cross-border vehicle. Conversely, 

the lack of penetration of UCITS products in other 

regional markets suggests that the right vehicle has not 

yet been found. In Korea, for example, UCITS products 

initially proved popular, but then local incentives were 

implemented to encourage the growth of the local 

market. In other markets, such as India and China, the 

market is domestically focused. 
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A regional vehicle might provide the solution necessary 

for regulators to allow a regionally based cross-border 

or offshore funds industry to develop. Asia-Pacific  

countries would achieve greater benefits by working 

together. Having one country in the region try to go it 

alone and successfully sell its funds into other countries 

would be a less viable alternative to cooperating on a 

regional vehicle, particularly when competing against  

a global brand like UCITS.

This report examines the challenges involved in setting 

up an Asian funds passporting vehicle and explains 

why it might now be possible to turn the concept into a 

reality. It also outlines potential ways of doing so, drawing 

upon the lessons of the EU’s 25 years of experience with 

UCITS and, more locally, from the success of PAIF. 

While reaching an agreement on the regulatory structure 

for a passporting vehicle will not be easy across a region 

that is as diverse and fragmented as Asia Pacific, it does 

seem more possible than before. The difficulty will be in 

finding the best way to bring this idea to fruition.
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The Asia-Pacific region poses unique challenges in 

terms of establishing any type of cross-border vehicle. 

The major differences between it and Europe, where the 

only other regional vehicles exist, are the absence of a 

corresponding regional rule-making body (the EU) and 

the lack of a common currency (the euro). As a result, 

compared to the EU, the region is somewhat fragmented 

and compartmentalized.

Despite a range of existing governmental organizations 

— including the Asia-Pacific Economic Cooperation 

(APEC), a forum for liberalizing and harmonizing  

regulations; the Association of Southeast Asian Nations 

(ASEAN), a political and economic grouping among 

Southeast Asian countries; and such entities as the 

Asia Pacific Committee of the International Organization 

of Securities Commissions (IOSCO), a grouping of the 

region’s securities regulators — there is no pan Asia-

Pacific structure comparable to the EU. And given 

that Asia Pacific is not confined to one continent, but 

rather comprises numerous countries spread across 

multiple continents and oceans, each with its own  

political, economic and cultural interests, the  

emergence of an EU-type grouping, while certainly 

possible, seems unlikely in the foreseeable future.

The Asia-Pacific region’s fragmentation results in some 

of passporting’s key challenges, including currency 

issues, differing tax treatments, competition and varying 

levels of market maturity.

The lack of a regional currency and of convertibility in 

some jurisdictions certainly poses challenges. Inward 

and outward flows are complicated and the use of 

the US dollar as a settlement currency also potentially 

increases the cost of products due to foreign exchange 

conversions. However, investors in the region using 

UCITS products already have to deal with potential 

foreign currency risk associated with the euro. Using the 

US dollar rather than the euro may in fact benefit the 

Asia-Pacific region since it is already widely used and 

many local currencies are linked to it.

Tax is also a contentious issue both within and across 

borders. Governments would need to decide on how to 

treat foreign investors, i.e., should they be treated the 

same as local investors or receive concessions? Should 

tax be a competitive differentiator of countries involved 

in the passporting regime? Existing tax treaties may also 

need to be reviewed to account for any changes, and 

some jurisdictions may have to accept losses as part of 

the harmonization process.

Competition between jurisdictions is yet another obstacle 

within the region, as some jurisdictions may perceive 

funds passporting as a threat to their national interests. 

For example, larger, more established financial centers 

may fear that they will be giving an advantage away to 

competitors, while smaller investment centers might be 

afraid that they will be unable to compete with a regional 

product. However, as will be shown in examining the 

European example, more than one market can benefit 

from the development of a regional vehicle. Domestic 

fund regulation and products also sit side by side with 

regional regulations and products.

Another aspect of competition is the existing distribu-

tion of a large number of offshore — predominantly 

UCITS — funds in some Asia-Pacific countries. One of 

the challenges that will arise is the impact of an Asian 

Funds Passport on the region’s distribution infrastruc-

ture. As Figure 2 on the next page illustrates, Singapore 

In a Fragmented Region, Challenges Abound
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and Hong Kong are the leading markets in Asia Pacific 

for cross-border funds domiciled outside of the region, 

with 2,300 and 1,209 registrations, respectively, as of 

the end of 2009. An Asian regional product will need 

to compete with the existing UCITS brand and access 

distribution networks. UCITS managers currently have 

large sales teams in Asia selling their products. However, 

while some degree of competition may be inevitable, 

the current and expected growth in Asia Pacific is likely 

to be strong enough to absorb the introduction of an 

Asian Funds Passport, providing increased choice to the  

regions’ investors.

There are also differing levels of maturity across the 

region with regard to both markets and investors, 

which would affect the speed and the extent to which a  

passported vehicle could be adopted in some markets. 

The varying levels of market development also suggest 

that consensus on consumer protection will be an 

essential element in gaining acceptance for a cross-

border vehicle. 

Expanding the Range of Products Offered

Progress has been made on the range of products 

offered in the region, which now include ETFs, real 

estate investment trusts and new structured products. 

However, the registered fund market is a notable 

gap in the development of capital markets in the 

region. It is still easier to register a UCITS product 

in Hong Kong and Singapore than it is to register 

a product from Hong Kong in Singapore or vice 

versa. Regulators in the region are more comfortable  

recognizing a European product than one from within 

the region. UCITS products come to market with an 

established pedigree that is broadly accepted, while 

bilateral recognition of new products between countries 

requires complex case-by-case negotiations. 

As previously noted, there has been little substantive, 

practical progress toward allowing locally domiciled fund 

products to be made available across the Asia-Pacific 

region. Some mutual recognition agreements have been 

signed, but they have had limited real impact due to the 

difficulty of actually implementing the agreements.

Indeed, overcoming differences in regulations in each 

jurisdiction is one of the major challenges in estab-

lishing an Asian Funds Passport. Agreements would 

need to be reached on licensing, compliance, moni-

toring, disclosure, dispute resolution, appropriateness 

of products, investor protection and legal recourse. 

Reaching an initial agreement would be difficult, as 

would building consensus on the appropriate mecha-

nisms to handle any issues that arise once the product 

is sold. Agreements are possible, however, when govern-

ments are motivated, as evidenced by the creation of 

PAIF described in Chapter IV of this report.

Figure 2: Cross-Border Funds in Asia Pacific: 
Distribution Markets and Fund Domiciles
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Asia Pacific at a Turning Point

Despite the many challenges the Asia-Pacific region 

faces in creating a cross-border vehicle, developments 

in the region may make these obstacles surmountable 

and the emergence of a funds passporting vehicle 

more viable. The drivers behind this change include 

increased regional cooperation, a degree of regulatory 

convergence, the projected growth of the region’s assets 

under management, the desire to further develop and 

strengthen local capital markets and cross-border flows, 

and growing interest in the prospect of improved returns 

and access to a greater range of products. 

Regulatory regimes are becoming increasingly 

similar, creating an environment in which the mutual  

agreement on the regulations necessary to establish 

an Asian passporting vehicle should be easier. For 

example, in reviewing domestic fund regulations in 

the wake of the financial crisis, Australia, Hong Kong 

and Singapore introduced similar measures relating to 

disclosure. This trend can partly be explained as the 

emergence of an international consensus on many  

basic principles. Regional countries’ membership in 

global regulatory bodies is also partly responsible.  

Six countries in the G20 are from the region, as are 

eight of the 24 countries in the Financial Stability Board 

(FSB). Japan and China participate in G8 meetings, 

and regional countries are increasing their presence in  

institutions like the International Monetary Fund (IMF) 

and the Asian Development Bank (ADB).

Cooperation between regional regulators outside of these 

global forums has also improved considerably in recent 

years. This trend is largely the cumulative result of the 

1997 Asian financial crisis and the more recent global  

financial crisis, which have led to increased coordina-

tion and collaboration on a range of economic and  

financial regulatory matters within the region. Against 

this backdrop of consensus and cooperation, regulators 

have taken steps toward the cross-border recognition of 

products. Australia, for example, has concluded agree-

ments with several countries, including one between 

the Australian Securities and Investments Commission 

(ASIC) and the Hong Kong Securities and Futures 

Commission on the cross-border offerings of retail funds. 

ASIC and the US Securities Exchange Commission 

have also concluded an agreement that impacts stock 

exchanges and broker-dealers, as have Singapore and 

Hong Kong with the United States.

Regional groupings have also begun to reach  

agreement on cross-border recognition. Within ASEAN 

there are now common ASEAN Standards and  

additional ASEAN Plus Standards, based on IOSCO, and 

International Financial Reporting Standards (IFRS) and 

the International Standards on Auditing (ISA) designed 

to facilitate cross-border recognition of listed products 

within ASEAN. Singapore, Thailand and Malaysia were 

the first three countries to sign on to the initiative. 

Agreements have also been negotiated on the cross-

listing of ETFs. Beyond the listing of US-based products 

such as the SPDR® Gold Shares ETF, the Taiwan and 

Hong Kong Exchanges have also agreed to cross-list 

ETFs, and the Hong Kong, Shanghai and Shenzhen 

Exchanges are discussing cross-listing ETFs between 

Hong Kong and China. Japan and Taiwan are also 

negotiating on cross-listing, and Korea and Thailand are 

trying to attract overseas ETFs.

6  •  VISION FOCUS
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In short, governments and regulators are communi-

cating more than before, both on a bilateral basis and 

through international and regional forums such as the 

G20, FSB and the ADB. All of these developments 

point to an environment in which regional cooperation is 

becoming increasingly prevalent and possible.

Funds Approaching Critical Mass

Just as cooperation is on the rise, so too are the assets 

available in the region, providing the critical mass  

necessary to develop a truly regional funds industry. 

As Figure 3 shows, several emerging fund markets are 

poised for double-digit annual growth over the next 

five years in the collective fund assets under manage-

ment. If savings are moved from bank accounts, real 

estate or other investments popular in the region into  

collective vehicles due to the emergence of popular 

domestic and cross-border fund products, these 

numbers would increase dramatically.

This disbursement of assets across several markets in 

the region suggests that multiple jurisdictions can be 

expected to benefit from the further development of 

a funds industry in the region and the existence of a 

regional vehicle. Markets could develop strong onshore 

fund industries and then use that expertise to export 

products across borders.

Further support for the creation of an Asian pass-

port vehicle could come from the boost it can be 

expected to give the local funds industry’s capabilities by 

providing increased opportunities for a range of financial 

professionals and support services personnel. A fully 

developed funds industry requires people skilled in a 

variety of areas ranging from creation and administration 

of a domicile, fund management, law, accounting and 

administration to transfer agency, custody, trustee and 

client relationship services, among others. The leading 

regional financial centers already have significant capa-

bilities they could build on. Other countries in the wider 

Asia-Pacific region would also develop capabilities if they 

were to play a part in the cross-border fund business. 

Historically, regional investors have bought products 

that were manufactured in the US and Europe, and they 

still do. But as the market has matured, governments 

in the region have invested a lot of money and effort in 

building up their own financial services so that Asia can 

now manufacture its own financial products. The next 

logical step would seem to be the cross-border sale of 

these funds. 

The more developed financial markets in Asia Pacific 

are well placed to reduce overall costs and provide 

competitive products. Despite the differing currency 

regimes, a locally domiciled product in one of the more 

developed markets in the region would not necessarily 

have any greater currency risk or transaction costs than 

those associated with euro-based products sold in Asia 

because, as previously noted, the US dollar is already 

widely used in the region. Local cities offer low-cost 

locations relative to Europe for support functions and, 

in some cases, are already beginning to be used by  

international financial institutions.

Figure 3: Projected Collective Fund Assets Under 
Management for Select Emerging Markets: 2009–2014
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Lessons from UCITS and PAIF

In developing an Asian Funds Passport, regional  

regulators can draw upon important lessons, both from 

the creation and evolution of UCITS in Europe over the 

past 25 years and from the process of establishing PAIF 

in the Asia-Pacific region five years ago.

The EU had to overcome significant hurdles to bring 

UCITS to fruition. Although the EU has become a 

political unit, every country in Europe still maintains  

a different funds regulatory regime. Initially established 

in 1985, UCITS was conceived as part of the process 

of achieving regulatory harmony in a region where 

individual countries were seen as unlikely to accept 

a top-down harmonization package. Because of the  

challenges of trying to encourage these diverse countries 

to change their national regulations, Europe instead 

decided to create a new set of fund management  

directives that each of the countries could opt into. 

Over the years, various iterations of UCITS have emerged, 

with UCITS IV set to go into effect in July 2011. UCITS 

has undoubtedly been a success for Europe, where the 

percentage of UCITS funds relative to non-UCITS funds 

is high, accounting for 75 percent of the €7.5 trillion 

total European fund market at the end of June 2010.2 

In most European countries, UCITS-compliant funds 

have overtaken domestic fund structures, meaning 

that countries are increasingly choosing region-wide 

standards over local ones. This deep penetration 

demonstrates that European regulators and consumers 

are increasingly comfortable with the UCITS brand. 

The key to UCITS’s success is that, although the funds 

are created in multiple countries, they are brought to 

market under a standardized and rigorous EU regulatory 

regime. The success of this approach makes it a useful 

model for the Asia-Pacific region.

Another useful lesson is the way in which a range of 

countries have benefited from UCITS by drawing on 

their individual strengths. Luxembourg and Ireland 

have emerged as key cross-border domiciles. In most 

cases, UCITS funds that are offered across borders are  

domiciled in these two jurisdictions, but are readily 

accepted in other individual countries. Importantly, 

under UCITS IV, the process for registering funds for 

sale in additional EU countries will be expedited once 

the host member state has authorized the product. This 

may encourage other countries to offer more cross-

border funds.

Luxembourg, a well-established funds center, drew 

upon its traditional nimbleness when UCITS came 

into existence and succeeded in being faster and 

more flexible than its neighbors in adapting to the new  

directive. By contrast, Ireland had no track record in 

fund management, but got its start when, as part of an 

attempt by the government to promote urban renewal 

and job creation, it aggressively cut taxes to attract 

managers. The government made a decision to put itself 

up as a jurisdiction of choice, and succeeded in creating 

a substantial servicing industry. 

There are clearly major advantages for any country in 

the Asia-Pacific region that achieves a first-mover role as 

a domicile in terms of establishing or strengthening its 

role as a leading financial center. However, UCITS also 

provides a useful lesson by demonstrating that more 

2 EFAMA Quarterly Statistical Release No. 42, Second Quarter of 2010.
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than one jurisdiction can benefit from the adoption of a 

region-wide product. For example, although Luxembourg 

remains the leading UCITS product domicile with  

€1.72 trillion in net UCITS assets, the second-largest 

domicile is in fact France, which has €1.21 trillion in net 

assets, while the UK’s €590.9 billion in assets closely 

follows Ireland’s €682.4 billion in net UCITS assets, as 

shown in Figure 4.

While some nations like Luxembourg, the UK and 

Ireland are leaders in distributing or passporting UCITS 

funds to other countries, other domiciles such as France 

primarily sell the products domestically rather than 

across borders, relying upon UCITS as a marketing seal 

of quality. Some countries are also leaders in the manu-

facturing of UCITS products. This fact suggests that a 

pragmatic approach can lead to significant benefits, 

which ideally would also occur in the Asia-Pacific region 

if a passporting regime were established. 

Under an Asia-Pacific passporting regime, well-

established financial centers such as Hong Kong and 

Singapore might want to focus on being domiciles for 

passported funds. Others, such as China and Japan, 

which have domestically focused markets, may want to 

follow the French example and use the regional product 

within their borders as a recognized set of standards, 

rather than for passporting internationally. Australia, 

given its substantial domestic funds market and well-

developed financial market for international investors, 

might pursue a combination of both options. Custody 

and administration could be handled in low-cost centers.

PAIF’s Pioneering Example

PAIF, the Asia-Pacific cross-border bond product 

launched in 2005, also provides a useful example of 

how a cross-border financial vehicle can be successfully 

established in the region, and illustrates some of the 

challenges involved.

Managed by SSgA, PAIF is an ETF that primarily invests 

in local currency, and government and quasi-govern-

ment bonds in China, Hong Kong, Indonesia, Korea, 

Malaysia, the Philippines, Singapore and Thailand. 

The fund is domiciled in Singapore and listed in Hong 

Kong and Japan. It is one of the only large, regionally 

domiciled funds that can be offered across multiple  

Asian jurisdictions. 

Creating PAIF was no easy process and involved  

significant effort with local regulators to allow the fund to 

be launched and listed in different jurisdictions. These 

discussions often dealt with quite complex issues and, in 

some cases, required considerable effort from regulators 

for the product to be listed. In addition, each time the fund 

is cross-registered in other jurisdictions, attention must be 

paid to ensure that additional local compliance require-

ments are met. There were also additional costs related  

to new business units that were set up to meet  

regulatory requirements.

Figure 4: UCITS Market: 
Top 10 European Domiciles by Total Net Assets
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Despite these challenges, PAIF has undoubtedly been 

a success. Over the five years since its launch, PAIF 

has doubled its assets to US$2 billion and achieved  

an average annualized return of 6.96 percent as of  

June 30, 2010. The fund provides access to Asia’s 

local bond markets and is one of the only listed vehicles 

offering investors exposure to a diversified basket of 

Asian bonds in a single transaction. 

PAIF sets a useful precedent for successfully achieving 

cross-border recognition across several jurisdictions in 

Asia. The key to its success was that regulators were 

motivated to cooperate to overcome the regulatory 

and administrative barriers to building regional bond 

markets. Similarly, passporting could help develop the 

registered funds market in the region if governments 

committed to this goal. 

Perhaps most important, the lessons of UCITS 

and PAIF underscore that getting different national  

authorities to harmonize existing national regulations 

for a new product can be a protracted and complex 

exercise. To advance the concept in a timely manner an 

alternative may need to be found.
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The key objective in establishing an Asian Funds 

Passport is to create a means for Asian investors 

to invest in products via a regionally created and  

regulated vehicle. Such a vehicle would strengthen  

financial intermediation within the region, while 

enhancing regional capital markets and deepening the 

skills and capabilities of participating markets. Regional 

governments would also be able to help shape the  

regulation of the offshore funds industry in the region.

An Asian Funds Passport vehicle is unlikely to take 

exactly the same form as UCITS, given the very different 

and more fragmented environment in the region and 

the lack of a unifying political-economic structure. But 

the strengths of UCITS can be used. An Asian vehicle 

could be based on non-controversial products and basic 

investor protections.

Establishing a common set of UCITS-type investment 

guidelines for Asian funds to be applied across all 

countries in the region could prove too challenging at 

this stage. In the interim, there are at least two possible 

options that could move the passporting concept forward 

in Asia: 1) gradually moving from a series of bilateral 

mutual recognition agreements to a multilateral frame-

work, as suggested by the aforementioned November 

2009 Australian report, or 2) getting a smaller group of 

leader countries to mutually agree to a new set of regu-

lations for an Asian Funds Passport and subsequently 

encouraging others to adopt it, as Europe did for UCITS.

The report “Australia as a Financial Centre: Building on 

our Strengths,” under the chairmanship of the Australian 

Financial Centre Forum’s Mark Johnson, may lead to a 

more formal evaluation of a region-wide funds passport 

in Australia and the region. Although the government 

has yet to respond in detail, the report recommended 

that Australia initially approach launching a regional 

funds passport by negotiating bilateral agreements with 

jurisdictions with similar regulations, such as Singapore. 

Once several bilateral agreements have been estab-

lished, those countries could be linked with multilateral 

agreements to form the basis of a regional agreement on 

a passporting regime.

However, bilateral mutual recognition agreements can 

take a long time to negotiate and are often not fully 

utilized in the market because of the practical difficulties 

of working with other regulatory regimes. For example, 

even with Australia’s current mutual recognition agree-

ments, Australian funds are subject to top-up regulatory 

requirements in host regimes such as Hong Kong.  

On custody arrangements, the Australian approach 

differs from the UCITS framework, as do those of Hong 

Kong and Singapore, in that a single entity can be 

both fund manager and custodian of the fund’s assets 

in Australia, whereas under the other jurisdictions  

assets must be held by a custodian independent of the 

fund manager.3

An alternative and perhaps more feasible approach to 

bilateral mutual recognition takes the lessons of PAIF 

and UCITS into account; those experiences demon-

strated how difficult it is to get countries to amend  

and harmonize existing regulations even when there  

is the political will to support such actions. 

The Way Forward

3 Australian Financial Centre Forum, “Australia as a Financial Centre: Building on our Strengths,” November 2009.
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Based on this experience, a more viable way to move the 

Asian Funds Passport concept forward may be to have a 

few countries take the lead on developing and agreeing 

to regulations to create a cross-border fund product. 

Under this scenario, there would be no need to set up 

a new region-wide regulatory structure like the EU or 

to try to mesh together existing domestic regulations. 

Instead of amending existing national funds regulations, 

an agreement could be reached on setting up a new and 

separate set of regulations for the passporting vehicle. 

This agreement could initially be limited to a small group 

of countries with similar regulatory and legal systems 

and established practices for manufacturing, selling, 

managing and regulating fund products. Other countries 

could then join once the vehicle became more estab-

lished, provided they were prepared to introduce similar 

regulations domestically. Such has been the case with 

the APEC Travel Card, for example, a true passporting 

regime that facilitates the movement of people across 

borders in the Asia-Pacific region.

Several jurisdictions could take the lead on the issue. 

As noted, Australia formally raised the possibility of a 

regional passport concept through its November 2009 

Report, and may be interested in approaching other 

governments on the initiative. Hong Kong might also be 

keen to support the concept given its desire to maintain 

and strengthen its role as a financial center within China. 

Singapore, one of the region’s most developed financial 

centers, could also play a role in the launch of the 

concept. Japan, Korea, Taiwan, Thailand and Malaysia 

might also be interested in participating in the future, as 

might China and India.

There is a strong case to be made for starting small 

with a few countries adopting a new mutually agreed 

regulatory regime, rather than attempting to harmonize 

existing regulations to accommodate passporting on a 

bilateral basis or obtain region-wide agreement. Whether 

or not a few leader countries will emerge to move the 

idea forward remains to be seen. But the opportunities 

offered by a cross-border regional fund are significant.

Great Potential to Move Assets into a Regional Product

Although offshore funds have done very well in some 

Asian countries, locally domiciled funds still dominate in 

the region. As shown in Figure 5, of the $986.4 billion 

in collective fund assets in Asia (ex Japan), $848.7 

billion was held in locally domiciled funds. Hong Kong, 

Singapore and Taiwan lead the region in terms of cross-

border fund penetration, whereas in Korea, India and 

China, cross-border funds have little or no presence.  

This dynamic suggests that there is significant potential 

for a regional cross-border product that could be pooled 

and promoted on a larger scale to multiple countries.

UCITS funds’ cost to market has historically been 

low compared to other products because they are an 

existing suite of products that are readily registered and 

accepted in Asia Pacific and benefit from economies 

of scale. However, costs are generally higher in Europe 

than the region so Asia-Pacific markets should be 

able to create competitive cross-border products more 

cheaply than Europe. There is also concern that costs 

will increase in conjunction with the next generation of 

UCITS regulations, making the product less attractive, 

particularly outside the EU.

Figure 5: Asia Ex-Japan Collective Fund Assets Under 
Management by Domicile
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UCITS cross-border products will likely still be offered 

and chosen by regional investors. But the chance of 

UCITS products dominating the funds industry of the 

future in the region is slim. Regional governments 

and regulators play a limited role in shaping the EU  

regulations that govern UCITS structures and can be 

expected to prefer an Asian passporting vehicle where 

they can shape the regulatory framework.

But launching an Asian Funds Passport will require 

commitment from governments. Getting the Asian pass-

port concept onto the agenda of regional organizations 

will be one of the keys to building political consensus 

and momentum. The funds industry’s adoption of the 

vehicle will also be key. Incentives may be needed 

relating to tax and market access to get the new product 

off the ground. Regional fund organizations and other 

forums have already begun discussing the concept.  

This will need to continue for the idea to gain traction 

and understanding.

What Shape Should it Take?

The key challenge for cross-border products is how 

to interface with national regulatory regimes and how 

to protect consumers from potential risks. The UCITS 

stamp of approval has come to be seen as a basic 

benchmark of quality that has driven the acceptance  

of its products. Its success in some countries in the  

Asia-Pacific region demonstrates that countries 

are willing to accept passporting if the right vehicle 

exists. The issue in the region has been the lack of  

an appropriate vehicle.

One of the key lessons from the EU’s experience is that 

the structure for an Asia-Pacific vehicle should be kept 

as simple as possible, especially if it is ultimately going 

to be sold to retail investors. Regulators should look at 

all four iterations of the UCITS directives and take the 

best from each. Certain alternative asset strategies now 

available under the UCITS banner — so-called Newcits 

funds — have aroused concerns over possible investor 

protection issues in having complex products sold within 

the UCITS regime.4

The Asian passporting regulations will need to be framed 

— at the beginning, at least — in terms of traditional 

asset classes, rather than with the additional potential 

of more hedge fund-like strategies. Regulators might 

also feel more comfortable registering funds rather than 

adopting UCITS IV-style passporting. Funds would need 

to be registered in individual countries before being 

sold, but the approval processes would be streamlined 

for compliant funds and, as in Europe, a time limitation 

would be imposed for review and approvals to ensure 

that the process does not become too slow.

It is also important to note that whereas the EU member 

states are used to a centralized supervisory system via 

the EU, Asia is not, and will need to achieve mutual 

agreement on a country-by-country basis. That is 

another argument against adopting a bilateral approach, 

since such an approach can often leave a lot of space 

for nuanced agreements, potentially making future, 

wider-scale harmonization more difficult. Agreement on 

a set of mutually agreed regulations by several countries 

would provide a scalable option that could help fast 

track the cross-border offering of funds.

Several market trends suggest that the move toward a 

regional passport is inevitable. Financial markets and 

economies have evolved and strengthened over the past 

decade and the region’s resilience in the face of the 

global financial crisis suggests that this will continue. 

Regional cooperation between national regulators and 

governments has greatly improved. 

A passporting vehicle offers a great opportunity to create 

benefits across Asia Pacific. Essential lessons can 

be drawn from the EU’s experience with UCITS, and 

the examples of pioneering Asia-Pacific cross-border  

products such as PAIF, to create a vehicle that could 

be effectively utilized across the region. It will be up to 

regional governments to decide whether now is the right 

time to make the passporting concept a reality. If it does 

become a reality, local, regional and global companies 

will need to substantially re-think their funds strategy in 

the region.

4 Pauline Skypala. “De Franssu Warns on Newcits,” Financial Times-FTfm. July 19, 2010.
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