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Artisan China Post-Venture Strategy
Regulation of Chinese companies is here to stay. Although increased regulation may add to
near-term volatility in equities, it will likely be a long-term net positive for investors. In part, a more
robust regulatory framework simply reflects China’s maturing markets. While this is capitalism
with Chinese characteristics—China is obviously still a communist state—the country embraces
capitalism to drive innovation and improve productivity. Successful companies are expected to give
back to society, and Chinese regulators are expected to remind companies of that social contract.
With a bullish view on innovative small companies in China, I take regulatory risks very seriously.
However, by considering regulatory trends across China through a more balanced lens, I find
it easier to parse the signal from the noise within China’s financial markets. I believe regulatory
risk is another reason active security selection remains key—investment managers can strive to
find companies outside of regulatory crossfire through a comprehensive and thoughtful due
diligence process.

Regulatory Risks Outweigh Macro Risks in China
Regulatory risks matter more to equity investment in China than macro risks. China’s policymakers
have enough monetary and fiscal policy tools in their arsenal to help smooth out any blips in their
economic cycles. Accordingly, I maintain a sharp focus on identifying and avoiding regulatory
risks via a consistent and disciplined investment framework and process. In my experience, smaller
companies tend to be more vigilant about risks, as regulatory fines and penalties have the potential
to put a small company out of business. Spending time with up-and-coming entrepreneurs
generates helpful insights, particularly when it comes to regulatory risks. With a more sensitive
compass at hand for spotting regulatory risks, my research team and I seek companies that may
benefit, rather than be harmed, by regulatory trends. Smaller companies, especially those in newer
industries that are helping to solve China’s relevant problems, are more likely to have constructive,
collaborative relationships with regulators.

In the Headlines: Antitrust, Data Privacy and VIE’s
Antitrust regulation in China seeks to create a more level playing field for businesses, which
ultimately helps to promote market growth and healthy competition. Areas facing increased
regulation include education, fintech and transportation services. Parts of e-commerce,
particularly large e-commerce platforms with significant market share, have also captured
the attention of regulators. Our universe of small- and mid-cap companies tends to have less
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regulatory scrutiny because companies of that size are not yet

very capital efficient and can navigate short-term funding gaps by

perceived to have monopolistic power. Chinese regulators are

optimizing internal resources quickly. Because small companies

likely to conduct an ongoing review across all sectors of the

never know where the next round of funding might come from,

economy over time to break up monopolies. These regulatory

they tend to take a nimble approach to navigating delays in

reviews are designed to foster the next generation of innovation.

fundraising and public listings. After two decades of investing

Turning to data privacy, Chinese regulators are paying more
attention to companies listing abroad. This risk was triggered in
recent months by top-down factors (most notably, geopolitical

in China, I’ve learned the importance of finding companies with
strong balance sheets that can fund their own growth until the
next stage in their development.

tensions between the US and China) as well as bottom-up

Small companies have the potential to shine amid periods of

challenges (such as Chinese companies who did not get the full

market volatility because they generally have the best experience

blessing of regulators before initiating their foreign listings). The

at doing the most with less capital. In our current environment,

benefit of this review is to help the newer generation of China’s

it could take longer for private companies to go public, but I am

Internet users protect their data online. Regulators update data

very confident in our portfolio companies because they tend to

privacy guardrails as needed to ensure that consumers don’t

have healthy balance sheets. In the near term, Chinese regulators

fall into predatory practices of companies that may have a data

will take more time to review foreign listings across areas of focus,

advantage. Data privacy reviews may have a short-term impact

including data security. Over the long term, Chinese companies

on fundraising for Chinese companies, delaying their ability to

are likely to come back to the US market when the conditions

become publicly listed. However, our fundamental belief is that

are right.

great companies will find capital, even it if takes a little longer
than initially planned. The Artisan China Post-Venture Strategy
has the capacity to invest in great companies onshore, offshore,

The Role of Due Diligence and Active Management
Through our active approach to security selection, we seek to

in public markets and in private markets.

avoid companies that may be harmed by regulatory risk. Small

Another topic making news headlines are VIEs (Variable Interest

regulations to survive and grow. Accordingly, I look for companies

Entities). I see any potential regulatory risks among VIEs as

that have embedded these potential risks into their product and

company- and industry-specific, rather than related to the

service planning processes. Our longstanding relationships with

investment structure itself. The VIE structure, which allows Chinese

small company management teams is a proprietary source of

companies to list on both domestic and foreign exchanges, has

alpha for the Artisan China Post-Venture Strategy.

companies need to be very forward-looking in terms of upcoming

been around for decades. At the end of the second quarter of
2021, VIEs accounted for all Chinese ADRs in the MSCI China Index,
as well as a healthy portion of the Hong Kong-listed H shares
within the index. Headlines and speculation around VIEs flare
every couple of years, but I don’t foresee any immediate changes

Small companies in China have the potential to provide investors
with attractive, noncorrelated returns, which are increasingly
hard to come by in an interconnected world. I believe it takes
specialized on-the-ground fundamental due diligence to fully

to the VIE structure itself.

vet small companies in China’s fast-paced, highly dynamic

Capital Efficiency: The Superpower of Small Companies

problems for China’s enormous middle class, our research team

Small companies are used to sudden disruptions in capital flows.

seeks companies with the potential to become the large-caps

Accordingly, the most successful small companies in China are

of tomorrow.

economy. By looking for companies tackling and solving big
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This commentary represents the views of the manager as of 22 July 2021 and do not necessarily represent those of Artisan Partners. The views and opinions expressed are based on current market conditions, which will fluctuate, and those
views are subject to change without notice. While the information contained herein is believed to be reliable, there is no guarantee to the accuracy or completeness of any statement in the discussion. Any forecasts contained herein are for
illustrative purposes only and are not to be relied upon as advice or interpreted as a recommendation.
International investments involve special risks, including currency fluctuation, lower liquidity, different accounting methods and economic and political systems, and higher transaction costs. These risks typically are greater
in emerging markets. Securities of small- and medium-sized companies tend to have a shorter history of operations, be more volatile and less liquid and may have underperformed securities of large companies during some
periods. Growth securities may underperform other asset types during a given period. A portfolio focused on greater China will be closely tied to market, currency, economic, political, environmental, or regulatory conditions
and developments in the region, and may fluctuate more than the returns of a more geographically diversified portfolio. Investments will rise and fall with market fluctuations and investor capital is at risk. Investors investing
in strategies denominated in non-local currency should be aware of the risk of currency exchange fluctuations that may cause a loss of principal. These risks, among others, are further described in Artisan Partners’ Form
ADV, which is available upon request.
This material is provided for informational purposes without regard to your particular investment needs and shall not be construed as investment or tax advice on which you may rely for your investment decisions. Investors should consult
their financial and tax adviser before making investments in order to determine the appropriateness of any investment product discussed herein.
Artisan Partners Limited Partnership (APLP) is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Artisan Partners UK LLP (APUK) is authorized and regulated by the Financial Conduct Authority and
is a registered investment adviser with the SEC. APEL Financial Distribution Services Limited (AP Europe) is authorized and regulated by the Central Bank of Ireland. APLP, APUK and AP Europe are collectively, with their parent company and
affiliates, referred to as Artisan Partners herein.
Artisan Partners is not registered, authorized or eligible for an exemption from registration in all jurisdictions. Therefore, services described herein may not be available in certain jurisdictions. This material does not constitute an offer or
solicitation where such actions are not authorized or lawful, and in some cases may only be provided at the initiative of the prospect. Further limitations on the availability of products or services described herein may be imposed.
In no event shall Artisan Partners have any liability for direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) losses or any other damages resulting from the use of this material.
This material is only intended for investors which meet qualifications as institutional investors as defined in the applicable jurisdiction where this material is received, which includes only Professional Clients or Eligible Counterparties as defined
by the Markets in Financial Instruments Directive (MiFID) where this material is issued by APUK or AP Europe. This material is not for use by retail investors and may not be reproduced or distributed without Artisan Partners’ permission.
Australia: This material is directed at wholesale clients only and is not intended for, or to be relied upon by, private individuals or retail investors. Artisan Partners Australia Pty Ltd is a representative of APLP (ARBN 153 777 292) and APUK
(ARBN 603 522 649). APLP and APUK are respectively regulated under US and UK laws which differ from Australian laws and are exempt from the requirement to hold an Australian financial services license under the Australian Corporations
Act 2001 in respect to financial services provided in Australia.
Canada: This material is distributed in Canada by APLP and/or Artisan Partners Distributors LLC, which conduct activities in Canada under exemptions from the dealer, portfolio manager and investment fund manager registration requirements
of applicable Canadian securities laws. This material does not constitute an offer of services in circumstances where such exemptions are not available. APLP advisory services are available only to investors that qualify as “permitted clients”
under applicable Canadian securities laws.
© 2021 Artisan Partners. All rights reserved.
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