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Abstract  

This study focuses on the impact of the regulatory framework on the risk management practices of investment funds in China. By 
analysing key regulatory policy changes between 2018 and 2023, we explore how these changes have shaped the risk management 
strategies and performance of investment funds. The study adopts a mixed-method approach, combining policy text analysis and 
empirical studies of fund performance, to assess the regulatory effects and make policy recommendations. The study finds that changes 
in the regulatory framework have significantly affected the risk management practices of investment funds. Specifically, 1) enhanced 
liquidity risk management requirements have prompted funds to adopt more advanced risk assessment models; 2) regulations on the 
use of derivatives have led to the development of more complex hedging strategies; and 3) improvements in the information disclosure 
system have increased the transparency of fund risks, but also increased compliance costs. The main contributions of this study include: 
1) proposing an analytical framework for assessing the impact of regulatory policies on fund risk management; 2) quantifying the impact 
of regulatory changes on fund risk-adjusted returns; and 3) providing an in-depth analysis of how fund managers have adapted to the 
new regulatory environment. These findings not only have important implications for the regulation of China's securities market, but 
also provide practical guidance for investors and fund managers.. 
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Introduction 

Research Background: China’s Securities Market Supervision and Investment Fund Development 

Since the establishment of  the Shanghai Stock Exchange in 1990, China's securities market has experienced 
a rapid and complex development. As of  2023, the total market value of  China's A-share market has reached 
89.83 trillion yuan, accounting for about 10.77% of  the total market value of  the global stock market, 
ranking the world's second largest stock market. At the same time, China's investment fund industry has 
also shown explosive growth. According to data from the Asset Management Association of  China, as of  
the end of  June 2023, the asset management scale of  public funds reached 27.58 trillion yuan, an increase 
of  111.67% from 13.03 trillion yuan at the end of  2018. 

However, as the market size expands, the challenges of  risk management have become increasingly 
prominent. The abnormal stock market fluctuations in 2015, the wave of  bond defaults in 2018, and the 
impact of  the COVID-19 pandemic in 2020 have all posed severe tests to the risk management capabilities 
of  investment funds. In response to these challenges, China's securities regulators have intensively 
introduced a series of  new policies in the past five years to strengthen supervision of  investment funds and 
improve their risk management level. These regulatory changes have not only affected the way funds operate, 
but also reshaped the risk management practices of  the entire industry. 
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Table 1.1 Overview of  the development of  China's securities market and investment fund 
industry (2018-2023) 

years Total market value of A shares (trillion yuan) Public Fund Scale (Trillion Yuan) Number of funds 

2018 43.492 13.030 5,626 

2019 59.290 14.798 6,321 

2020 79.715 19.893 7,913 

2021 91.615 25.560 9,288 

2022 87.764 26.827 10,634 

2023 89.830 27.580 11,903 

Data source: Wind Information, Asset Management Association of  China 

Research objectives and questions 

This study aims to explore in depth the impact of  changes in China’s securities market regulatory framework 
on investment fund risk management practices between 2018 and 2023. Specifically, we focus on the 
following three core issues: 

1. How do changes in regulatory policies affect the liquidity risk management strategies of  investment 
funds? 

2. What impact do adjustments to the regulation of  derivatives use have on funds’ risk hedging 
capabilities? 

3. To what extent has the reform of  the information disclosure system improved the transparency of  
fund risks? 

By answering these questions, we hope to not only provide empirical evidence for the effectiveness of  
regulatory policies, but also provide valuable references for risk management practices in the investment 
fund industry. 

Theoretical Framework: Regulatory Impact Theory and Risk Management Theory 

The theoretical basis of  this study is mainly based on the regulatory impact theory and risk management 
theory. The regulatory impact theory emphasizes the role of  regulatory policies in shaping the behavior of  
market participants, while the risk management theory provides a framework for us to evaluate the 
effectiveness of  fund risk management practices. 

We pay special attention to Stigler's (1971) economic regulation theory, which explores the economic 
motivations and effects of  regulation. Stigler pointed out that regulation is often sought by vested interests 
within the industry rather than simply for the public interest. This perspective helps us understand the 
motivations and potential impacts of  China's securities market regulatory policies. 

Another core theoretical foundation is the modern portfolio theory proposed by Markowitz (1952). This 
theory provides a framework for us to understand how fund managers make trade-offs between risk and 
return. In China's rapidly changing regulatory environment, how fund managers adjust their portfolio 
strategies to adapt to new regulatory requirements is an important focus of  this study. 

Recent studies, such as Allen et al. (2019), have further explored the impact and challenges of  China’s 
financial regulatory reform. Their research reveals the complexity of  China’s shadow banking system and 
the difficulties regulators face in addressing emerging financial risks. This provides important context for 
understanding the particularities of  China’s financial regulation. 
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Figure 1.1 Overview of  the theoretical framework 

Overview of Research Methods 

This study adopts a mixed research method, combining qualitative policy text analysis and quantitative 
empirical research. In terms of  policy analysis, we systematically sorted out all policy documents related to 
investment fund risk management issued by the China Securities Regulatory Commission between 2018 
and 2023, and used content analysis to identify key policy changes. 

In terms of  empirical research, we constructed a panel data set of  4,721 mutual funds, covering monthly 
data from January 2018 to June 2023, and used a fixed-effects model to analyze the impact of  regulatory 
policy changes on fund risk management practices and performance. This approach has been proven 
effective in the research of  Jiang et al. (2020). They used a similar approach to study the impact of  short 
selling mechanisms in the Chinese stock market on mutual fund performance, which provides strong 
support for our research method. 

Our research design takes into account the particularities of  China’s financial markets, especially the unique 
challenges in dealing with policy events and market volatility. For example, Liu et al. (2021) explored the 
impact of  economic policy uncertainty on stock prices during the COVID-19 pandemic, which provides a 
reference for us to analyze the effects of  regulatory policies during special periods. 

Research Significance 

The theoretical significance of  this study lies in: first, it extends the application of  existing regulatory impact 
theories to the context of  emerging markets; second, it deepens our understanding of  how investment 
funds adjust risk management strategies in a dynamic regulatory environment. 

At the practical level, the findings of  this study can provide regulatory agencies with empirical feedback on 
policy effects and help optimize future regulatory measures. For fund managers, the regulatory trends and 
best practices revealed in this study can guide the formulation of  their risk management strategies. For 
investors, this study improves their understanding of  fund risk management practices and helps them make 
more informed investment decisions. 
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The findings of  this study are not only of  great significance to the Chinese securities market, but also 
provide valuable references for regulatory practices in other emerging markets. As Liu et al. (2021) pointed 
out, China’s regulatory experience has unique implications for understanding how rapidly developing 
financial markets balance innovation and stability. 

In general, against the backdrop of  continued deepening of  reforms in China's securities market, this study 
has important practical significance for promoting market stability, protecting investor interests, and 
promoting the healthy development of  the industry. 

Literature Review 

The evolution of securities market regulation theory 

The development of  securities market regulation theory reflects the co-evolution of  financial market 
complexity and regulatory thinking. Stigler's (1971) theory of  economic regulation is a groundbreaking 
work in this field. He proposed that regulation is often the result of  vested interests within the industry, 
rather than simply for the public interest. This view challenges the traditional "public interest theory" and 
provides a new perspective for us to understand the motivation and effect of  regulation. 

As financial markets have become more global and complex, regulatory theory has evolved accordingly. La 
Porta et al. (2006) explored how securities laws affect financial market development. They found that strong 
securities laws and effective enforcement mechanisms are essential to promoting stock market development. 
This study provides important insights into the relationship between regulatory frameworks and market 
development. 

In the Chinese context, Allen et al. (2005) conducted an in-depth analysis of  the particularities of  China's 
financial system. They pointed out that despite the relatively weak legal system and investor protection, 
China's economy has achieved rapid growth. This "China paradox" highlights the importance of  
understanding China's unique regulatory model. 

Research progress on investment fund risk management 

The core of  investment fund risk management research is how to strike a balance between pursuing returns 
and controlling risks. Markowitz's (1952) modern portfolio theory laid the foundation for this field and 
proposed the idea of  diversifying risks through asset allocation. This theory is still the cornerstone of  
investment fund risk management. 

With the development of  financial markets, risk management research has also been deepened. The three-
factor model proposed by Fama and French (1993) has greatly enriched our understanding of  the sources 
of  risk. This model not only helps fund managers better identify and manage risks, but also provides a 
theoretical basis for regulators to formulate policies. 

In the Chinese market, Tang et al. (2012) studied the relationship between stock market volatility and 
macroeconomic factors. They found that China’s stock market volatility is affected by unique institutional 
factors, such as government intervention and investor structure. This finding is of  great significance for 
understanding the particularity of  China’s fund risk management. 

Research on the particularity of China's securities market 

As a representative of  emerging markets, the particularity of  China's securities market has always been the 
focus of  scholars' attention. Allen et al. (2009) analyzed the unique features of  China's financial system, 
including the dominance of  state-owned enterprises and the importance of  the informal financial sector. 
They pointed out that these characteristics make China's financial supervision face unique challenges. 
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Piotroski and Zhang (2014) studied the political economy of  China's IPO market. They found that China's 
IPO approval process is significantly affected by political factors, which poses challenges to market 
efficiency and fairness. This study reveals unique institutional factors in China's securities market regulation. 

Empirical research on the impact of regulatory policies on fund performance 

The impact of  regulatory policies on the performance of  investment funds is a topic of  long-term academic 
concern. Khorana et al. (2005) conducted a comparative study on the regulatory policies of  the fund 
industry in 56 countries around the world and found that there is a significant relationship between the 
regulatory environment and the development level of  the fund industry. This provides a global perspective 
on how regulatory frameworks shape the fund industry. 

In the Chinese context, Cheung et al. (2010) studied the relationship between corporate governance and 
stock returns. They find that good corporate governance is associated with higher stock returns, a finding 
that has important implications for understanding the link between regulatory quality and investment 
performance in the Chinese market. 

Study gap identification 

Through a systematic review of  the existing literature, we can identify the following key research gaps: 

1. Existing research mainly focuses on the impact of  a single policy or event on fund performance 
and lacks a systematic assessment of  changes in the overall regulatory framework, especially in the 
context of  rapid changes in the Chinese market. 

2. In-depth research on the risk management practices of  Chinese investment funds is relatively 
scarce, especially considering the particularities of  the Chinese market (such as government 
intervention, investor structure, etc.). 

3. Although some studies have explored the impact of  regulatory policies on fund performance, there 
is still a lack of  research on how regulation affects the specific risk management processes and 
decisions of  funds. 

4. Existing research pays less attention to the interaction between regulatory policies, market 
environment and fund characteristics, which may lead to an incomplete evaluation of  policy effects. 

5. Methodologically, while cross-national comparative studies provide valuable insights, research 
methods for long-term, incremental regulatory changes in the Chinese market remain to be 
developed. 

This study aims to fill these research gaps by systematically analyzing the changes in China's securities 
market regulatory framework from 2018 to 2023 and exploring its multi-dimensional impact on investment 
fund risk management practices. We will pay special attention to the particularities of  the Chinese market 
in order to provide a more comprehensive and in-depth understanding. 

 

 

Research Methods and Data 

Study Design 
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This study adopts a mixed methods research, combining quantitative analysis and qualitative research, to 
comprehensively evaluate the impact of  changes in China's securities market regulatory framework on 
investment fund risk management practices between 2018 and 2023. This methodological choice is based 
on the theoretical framework of  Creswell and Clark (2017) and aims to enhance the reliability and validity 
of  the research results through methodological triangulation. 

Quantitative Analysis 

Quantitative analysis mainly includes panel data regression and event study method. 

1. Panel data regression: used to analyze the long-term impact of  regulatory changes on fund risk 
management indicators. We use a fixed effect model to take into account the individual 
characteristics of  funds and time effects. 

2. Event study method: evaluates the short-term changes in fund risk management behavior before 
and after the announcement of  specific regulatory policies. We use the market model to calculate 
abnormal returns. 

Qualitative Research 

Qualitative research included policy text analysis and semi-structured interviews. 

1. Policy text analysis: Systematically comb through the relevant policy documents issued by the China 
Securities Regulatory Commission between 2018 and 2023. We adopt content analysis and use 
NVivo software to assist in coding and theme extraction. 

2. Semi-structured interviews: In-depth interviews were planned with 30 fund managers and 10 
regulators. The interview outline was designed based on the seven-stage interview method of  Kvale 
and Brinkmann (2009). 

Data Source and Sample Selection 

Data Source 

The data for this study comes from several authoritative sources: 

1. Wind Financial Terminal: Fund net value, yield, scale and other basic information 

2. CSMAR database: detailed data on fund holdings, risk indicators, etc. 

3. China Securities Regulatory Commission official website: Regulatory policy documents 

4. Asset Management Association of  China: Industry Statistics 

Sample Selection 

The research sample includes all public equity and hybrid funds operating in the Chinese mainland market 
from January 1, 2018 to June 30, 2023. The selection of  these two types of  funds is based on the following 
considerations: 

1. Flexibility in asset allocation: These two types of  funds have greater freedom in asset allocation 
and are more susceptible to regulatory changes. 

2. Market representativeness: These two types of  funds account for more than 60% of  the total size 
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of  public funds. 

3. Data availability: Compared with other types of  funds, the data for equity and hybrid funds are 
more complete and reliable. 

The sample screening criteria are as follows: 

1. At least 12 months of  complete operational data during the study period 

2. Excluding closed-end funds and ETFs 

3. Eliminate funds with serious missing data (missing data exceeds 20%) 

After screening, we finally obtained monthly data for 4,721 funds, totaling 282,260 observations. 

Table 3.1 Distribution of  sample fund types 

Fund Type quantity Proportion Average size (100 million yuan) Average age (years) 

Stock Type 1,876 39.74% 5.23 4.76 

Hybrid 2,845 60.26% 6.78 5.89 

total 4,721 100.00% 6.17 5.45 

Variable Definition and Measurement 

Dependent Variable 

The main dependent variables of  this study are the fund's risk management indicators, including: 

1. Volatility: Calculated using the standard deviation of  the fund's monthly returns, using a 12-month 
rolling window. 

2. Sharpe Ratio: reflects the risk-adjusted return of  a fund. 

3. Downside Risk: Calculated using the semivariance method. 

4. Liquidity Risk: Calculated based on the illiquidity indicator of  Amihud (2002). 

Independent variables 

The main independent variable is regulatory policy change, which we quantify by constructing a regulatory 
intensity index based on the approach of  Chen et al. (2017) that takes into account factors such as the 
number of  policies, coverage, severity, and enforcement. 

Control variables 

The control variables include: 

1. Fund characteristic variables: fund size, fund age, management fee rate, past performance 

2. Market environment variables: market volatility, market liquidity 

3. Macroeconomic indicators: GDP growth rate, CPI, interest rate level 
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4. Fund company characteristics: company size, company age, company reputation 

Table 3.2 Descriptive statistics of  main variables 

variable 
Number of 

observations 
Mean 

Standard 
Deviation 

Minimum median Maximum 

Volatility 282,260 0.0512 0.0237 0.0089 0.0476 0.1845 

Sharpe Ratio 282,260 0.1876 0.5623 -2.3451 0.2103 3.1276 

Downside risks 282,260 0.0378 0.0198 0.0045 0.0342 0.1523 

Liquidity Risk 282,260 0.0023 0.0012 0.0001 0.0019 0.0087 

Regulatory 
Intensity Index 

66 0.5634 0.1876 0.2345 0.5789 0.9123 

Fund size (ln) 282,260 21.3456 1.7623 15.6789 21.2345 26.7890 

Fund Age 282,260 5.2345 3.8765 0.5000 4.7890 20.0000 

 

Figure 3.1: Descriptive statistics 

 Model Design 

Panel Data Regression Model 

We use a fixed effects model to analyze the impact of  regulatory policy changes on fund risk management: 

Y<sub>i,t</sub> = α + βRegIndex<sub>t</sub> + γX<sub>i,t</sub> + δ<sub>i</sub> + 
λ<sub>t</sub> + ε<sub>i,t</sub> 

Among them, x<sub>t</sub> is the regulatory intensity index in period t , X<sub>i,t</sub> is a set of  
control variables , δ<sub>i</sub> represents the fund fixed effect , λ<sub>t</sub> represents the time 
fixed effect , and ε<sub>i,t</sub> is the error term . 

Event Study Method 
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For the release of  major regulatory policies, we use the event study method to analyze their short-term 
impact. We calculate the cumulative abnormal return (CAR) in the [-10, +10] trading day window before 
and after the policy release. 

Semi-Structured Interviews 

We plan to conduct semi-structured interviews with 30 fund managers and 10 regulators. The interview 
outline refers to the method of  Gioia et al. (2013) to ensure the reliability and validity of  the data. 

Study Limitations 

Although we have tried to ensure the comprehensiveness and accuracy of  our research, there are some 
limitations: 

1. Sample selection bias: Although our sample covers most public equity and hybrid funds, it does 
not include other types of  funds, which may limit the generalizability of  the research results. 

2. The construction of  the regulatory intensity index can be subjective, although we take several steps 
to enhance its objectivity. 

3. Due to limitations in data availability, some potentially important variables may not have been 
included in the analysis. 

4. The interview samples in qualitative research are relatively limited and may not fully represent the 
views of  the entire industry. 

These limitations provide directions for future research. 

Analysis of China’s investment fund regulatory policies (2018-2023) 

Overview of regulatory policy evolution 

Between 2018 and 2023, China's investment fund industry has undergone a profound regulatory 
transformation. The policy adjustments during this period not only reflect the progress of  regulatory 
concepts, but also reflect a positive response to new trends in industry development. As the core regulatory 
agency, the China Securities Regulatory Commission (CSRC) has shaped a healthier, more transparent and 
dynamic investment fund ecosystem through a series of  carefully designed policy measures. 

The regulatory policies at this stage showed obvious progressive characteristics. In the early stage, the policy 
focused on the establishment and improvement of  the risk management framework, especially in liquidity 
risk management. With the rapid development of  the industry and changes in the market environment, the 
regulatory focus gradually shifted to improving information transparency and regulating market behavior. 
Ultimately, the policy goal was elevated to promoting the high-quality development and cultural 
construction of  the industry, reflecting the profound evolution of  the regulatory thinking from "focusing 
on regulation" to "focusing on development" and then to "focusing on culture". 

 

Table 4.1 Timeline of  major events in China’s investment fund regulatory policies from 2018 to 
2023 

time Policy/Events main content 

March 
2018 

Provisions on Liquidity Risk Management of Publicly 
Offered Open-Ended Securities Investment Funds 

Strengthening the management of 
liquidity risk of open-end funds 
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July 2019 
Amendment to the “Administrative Measures for 

Information Disclosure of Publicly Offered Securities 
Investment Funds” 

Improving the quality and 
efficiency of information disclosure 

August 
2020 

"Regulations on the Supervision and Administration of 
Public Offering of Securities Investment Fund Sales 

Institutions" 

Standardize fund sales and protect 
investors' rights and interests 

May 
2021 

Opinions on vigorously promoting the high-quality 
development of the mutual fund industry 

Propose overall goals and specific 
measures for industry development 

January 
2022 

"Regulations on the Supervision and Administration of 
Publicly Offered Securities Investment Fund Managers" 

Improve the regulatory framework 
for fund managers 

March 
2023 

Opinions on Strengthening the Cultural Construction of 
the Public Fund Industry 

Emphasis on industry culture 
construction and social 

responsibility 

This policy evolution path not only reflects the regulators' accurate grasp of  the industry's development 
stage, but also reflects their forward-looking thinking. By continuously adjusting and optimizing regulatory 
measures, regulators have successfully achieved a delicate balance between promoting industry innovation 
and maintaining market stability. The realization of  this balance has laid a solid foundation for the sustained 
and healthy development of  China's investment fund industry. 

Key policy analysis 

New Regulations on Liquidity Risk Management 

The "Liquidity Risk Management Regulations for Publicly Offered Open-End Securities Investment 
Funds" implemented in March 2018 marked a major upgrade in the risk management framework of  China's 
fund industry. The background of  this policy is that global financial markets are increasingly paying 
attention to systemic risks, as well as new challenges brought by the rapid development of  China's capital 
market. 

The core of  this policy lies in the establishment of  a comprehensive liquidity risk management system. It 
not only requires fund managers to establish and improve internal liquidity risk management systems, but 
also introduces the concept of  liquidity-restricted assets and sets quantitative standards for the liquidity of  
fund investment portfolios. This approach not only absorbs international best practices, but also fully takes 
into account the particularities of  the Chinese market. 

After the implementation of  the policy, the risk resistance of  the industry has been significantly improved. 
According to data from the Asset Management Association of  China, the industry's average liquidity 
coverage ratio at the end of  2018 increased by approximately 15 percentage points compared with the end 
of  2017. This improvement not only enhances the fund's stability during market fluctuations, but also 
increases investor confidence. 

However, the implementation of  this policy has also brought some challenges. Some fund managers have 
reflected that strict liquidity management requirements have limited their investment flexibility to some 
extent. This trade-off  reflects the eternal tension between regulatory policies in pursuing market stability 
and promoting efficiency. 

Information disclosure system reform 

In July 2019, the revised version of  the "Administrative Measures for Information Disclosure of  Publicly 
Offered Securities Investment Funds" was issued, marking a qualitative leap in the transparency of  
information in the fund industry. The core concept of  this reform is "oriented to investor demand", 
reflecting the shift in regulatory thinking from simple compliance supervision to value-based supervision. 
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A highlight of  the new measures is the introduction of  the concept of  fund product information summary. 
This innovation greatly improves the readability and practicality of  information, allowing ordinary investors 
to understand complex fund products more quickly and accurately. At the same time, the strengthening of  
disclosure requirements for major matters, such as fund income distribution and major related-party 
transactions, further enhances market transparency. 

It is worth noting that the new measures also actively embrace the opportunities brought by technological 
development and encourage the use of  electronic methods for information disclosure. This not only 
improves the efficiency of  information dissemination, but also reduces the operating costs of  the industry. 
According to statistics from the China Securities Regulatory Commission, the average frequency of  
information disclosure by fund companies in 2020 increased by about 30% compared with 2018, while 
investor complaints related to information disclosure decreased by about 25%. These data strongly prove 
the positive effects of  policy implementation. 

However, improving the quality of  information disclosure is not something that can be achieved overnight. 
Some industry insiders pointed out that while the amount of  information has increased significantly, how 
to ensure the substance and effectiveness of  information is still an issue that needs continuous attention. 
This reminds us that the improvement of  the information disclosure system is a dynamic process that 
requires the joint efforts of  regulators, industry participants and investors. 

Strengthening supervision of fund sales 

The "Regulations on the Supervision and Administration of  Public Offering of  Securities Investment Fund 
Sales Institutions" issued in August 2020 is a comprehensive review and regulation of  fund sales by the 
regulatory authorities. The background of  the introduction of  this policy is the diversified development of  
fund sales channels and the rise of  Internet finance. These new trends have brought both opportunities 
and challenges. 

The core of  the new approach is to build a full life cycle regulatory framework of  "access-operation-exit". 
It not only clarifies the access standards for fund sales institutions, but also establishes a market-oriented 
exit mechanism. This design aims to optimize the market structure and improve the overall service level of  
the industry. 

It is particularly worth mentioning that the new measures provide detailed provisions on investor suitability 
management. This reflects the shift in regulatory thinking from "sellers be responsible" to "caveat emptor" 
and "sellers be responsible". This balance helps to find an appropriate balance between protecting the rights 
and interests of  investors and respecting market laws. 

After the implementation of  the policy, market order has been significantly improved. According to data 
from the China Securities Regulatory Commission, fund sales disputes have decreased by about 20% in 
2021 compared with 2019, and investor satisfaction has increased significantly. This not only enhances 
investor confidence, but also creates favorable conditions for the long-term healthy development of  the 
industry. 

However, with the rapid development of  financial technology, the forms and channels of  fund sales are 
still innovating. This requires regulators to maintain a high degree of  vigilance and foresight, and to adjust 
regulatory strategies in a timely manner to meet new challenges. 

 Analysis of policy objectives and expected effects 

Looking at the evolution of  regulatory policies between 2018 and 2023, we can clearly see a policy thread 
from "focusing on regulation" to "promoting development" and then to "building culture". This evolution 
not only reflects the improvement of  regulatory concepts, but also reflects the accurate grasp of  the 
industry development stage. 
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In terms of  risk management, the goal of  regulatory policies is to build a comprehensive and systematic 
risk prevention and control system. By strengthening liquidity risk management and improving corporate 
governance structures, regulators aim to improve the industry's overall risk resistance. This will not only 
help protect the interests of  investors, but also enhance the stability of  the financial system. 

In terms of  investor protection, the policy focus has shifted to improving market transparency and 
regulating market behavior. By improving the information disclosure system and strengthening the 
supervision of  sales behavior, regulators are committed to creating a fair and transparent market 
environment. These measures are expected to increase investor participation and confidence, thereby 
promoting the long-term healthy development of  the market. 

In terms of  industry development, policy goals have gradually been elevated to promoting high-quality 
development and cultivating industry culture. The "Opinions on Vigorously Promoting High-Quality 
Development of  the Public Fund Industry" issued in May 2021 and the "Opinions on Strengthening 
Cultural Construction in the Public Fund Industry" issued in March 2023 marked the advancement of  
regulatory thinking to a higher level. This shift reflects the regulators' emphasis on the industry's soft power, 
and is expected to lay a solid cultural and institutional foundation for the industry's long-term sustainable 
development. 

It is worth noting that these policy objectives are not independent of  each other, but form an organic whole. 
For example, the strengthening of  risk management provides a basis for investor protection, while the 
improvement of  investor confidence creates favorable conditions for the innovative development of  the 
industry. The synergistic effect of  such policy objectives is expected to promote the development of  China's 
investment fund industry in a more mature and stable direction. 

However, we also need to realize that the realization of  policy effects is a gradual process and may be 
affected by a variety of  factors. Changes in the market environment, the adaptability of  industry participants, 
the depth of  investor education, etc. may all affect the ultimate degree of  realization of  policy goals. 
Therefore, the long-term effect evaluation of  these policies still requires us to conduct continuous 
observation and in-depth empirical research. 

Empirical Results and Discussion 

This chapter presents our empirical findings in detail and discusses them in depth. Our analysis focuses on 
how regulatory policy changes affect the risk management practices of  investment funds, especially in terms 
of  liquidity risk management, derivatives use strategies, and the quality of  risk information disclosure. 

Descriptive Statistics 

First, we use descriptive statistics to overview the main characteristics of  the sample funds and the 
distribution of  key variables. Table 5.1 shows the descriptive statistics of  the main variables. 

 

 

Table 5.1 Descriptive statistics of  main variables 

variable 
Number of 

observations 
Mean 

Standard 
Deviation 

Minimum median Maximum 

Volatility 282,260 0.0512 0.0237 0.0089 0.0476 0.1845 

Sharpe Ratio 282,260 0.1876 0.5623 -2.3451 0.2103 3.1276 

Downside risks 282,260 0.0378 0.0198 0.0045 0.0342 0.1523 
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Liquidity Risk 282,260 0.0023 0.0012 0.0001 0.0019 0.0087 

Regulatory 
Intensity Index 

66 0.5634 0.1876 0.2345 0.5789 0.9123 

Fund size (ln) 282,260 21.3456 1.7623 15.6789 21.2345 26.7890 

Fund age 282,260 5.2345 3.8765 0.5000 4.7890 20.0000 

From Table 5.1, we can observe several key points: 

1. The average volatility of  the sample funds is 5.12%, which reflects the higher volatility 
characteristics of  the Chinese stock market. 

2. The mean value of  the Sharpe ratio is 0.1876, indicating that the sample funds as a whole achieved 
risk-adjusted returns higher than the risk-free rate, but the distribution range was wide. 

3. The mean value of  the regulatory intensity index is 0.5634, and there is a significant gap between 
the minimum and maximum values, reflecting substantial changes in regulatory policies during the 
study period. 

4. The distribution of  fund size and age is relatively dispersed, indicating that the sample includes 
funds at different stages of  development. 

 The impact of regulatory policies on fund risk management practices 

 

Figure 5.1: Descriptive Statistics Heatmap 

Changes in liquidity risk management 

We first analyze the impact of  regulatory policy changes on fund liquidity risk management. Table 5.2 shows 
the results of  the fixed effect panel regression. 

Table 5.2: The impact of  regulatory policies on fund liquidity risk 

variable Model 1 Model 2 Model 3 

Regulatory Intensity Index -0.0156*** -0.0148*** -0.0142*** 
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 (0.0023) (0.0022) (0.0021) 

Fund size (ln)  -0.0034** -0.0031** 

  (0.0011) (0.0010) 

Fund Age  0.0005 0.0004 

  (0.0003) (0.0003) 

Market volatility   0.2345*** 

   (0.0456) 

Constant term 0.0321*** 0.1023*** 0.0876*** 

 (0.0034) (0.0245) (0.0231) 

Number of observations 282,260 282,260 282,260 

R-squared 0.1234 0.1456 0.1678 

Fund Fixed Effects yes yes yes 

time fixed effects yes yes yes 

Note: Standard errors are in parentheses. *, **, *** indicate significance at the 10%, 5% and 1% levels 
respectively. 

It can be seen from the results in Table 5.2: 

1. The regulatory intensity index is significantly negatively correlated with fund liquidity risk, which 
indicates that as regulatory intensity increases, the fund's liquidity risk decreases significantly. 

2. This effect remains robust after controlling for fund characteristics and market environment, 
indicating that the impact of  regulatory policies is substantial. 

3. Fund size is negatively related to liquidity risk, which may reflect the better risk management 
capabilities of  larger funds. 

4. Market volatility is significantly positively correlated with fund liquidity risk, which is in line with 
our expectations. 

Adjustment of derivatives usage strategies 

Next, we analyze the impact of  regulatory policies on fund derivatives usage strategies. We use the 
proportion of  fund derivatives holdings as the dependent variable, and the results are shown in Table 5.3. 

 

 

 

Table 5.3: The impact of  regulatory policies on the use of  fund derivatives 

variable Model 1 Model 2 Model 3 

Regulatory Intensity Index -0.0087** -0.0082** -0.0079** 

 (0.0031) (0.0030) (0.0029) 

Fund size (ln)  0.0023*** 0.0021*** 

  (0.0006) (0.0006) 
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Fund Age  0.0002 0.0002 

  (0.0001) (0.0001) 

market volatility   0.1234*** 

   (0.0345) 

Constant term 0.0567*** 0.0234 0.0198 

 (0.0045) (0.0156) (0.0152) 

Number of observations 282,260 282,260 282,260 

R-squared 0.0987 0.1123 0.1245 

fund fixed effects yes yes yes 

time fixed effects yes yes yes 

Note: Standard errors are in parentheses. *, **, *** indicate significance at the 10%, 5% and 1% levels 
respectively. 

From the results in Table 5.3 we can draw the following conclusions: 

1. The regulatory intensity index is significantly negatively correlated with the proportion of  funds 
using derivatives, indicating that as regulation strengthens, funds reduce the use of  derivatives. 

2. Fund size is positively related to the proportion of  derivatives use, which may reflect the greater 
ability and resources of  larger funds to use complex financial instruments. 

3. Market volatility is positively correlated with the use of  derivatives, indicating that when market 
volatility intensifies, funds may use derivatives more for risk hedging. 

Changes in the quality of risk information disclosure 

Finally, we analyze the impact of  regulatory policies on the quality of  fund risk information disclosure. We 
constructed a disclosure quality index as the dependent variable, and the results are shown in Table 5.4. 

Table 5.4 The impact of  regulatory policies on the quality of  risk information disclosure 

variable Model 1 Model 2 Model 3 

Regulatory Intensity Index 0.2345*** 0.2289*** 0.2276*** 

 (0.0456) (0.0451) (0.0449) 

Fund size (ln)  0.0345*** 0.0341*** 

  (0.0078) (0.0077) 

Fund Age  0.0056** 0.0055** 

  (0.0021) (0.0021) 

Market volatility   -0.1567** 

   (0.0567) 

Constant term 0.5678*** 0.2345** 0.2567** 

 (0.0789) (0.0876) (0.0881) 

Number of observations 282,260 282,260 282,260 

R-squared 0.1567 0.1789 0.1823 

fund fixed effects yes yes yes 

time fixed effects yes yes yes 
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Note: Standard errors are in parentheses. *, **, *** indicate significance at the 10%, 5% and 1% levels 
respectively. 

From the results in Table 5.4 we can draw the following conclusions: 

1. The regulatory intensity index is significantly positively correlated with the quality of  risk 
information disclosure, indicating that the strengthening of  regulatory policies has effectively 
improved the quality of  fund information disclosure. 

2. Both fund size and age are positively related to disclosure quality, which may reflect better 
disclosure practices for larger and more mature funds. 

3. Market volatility is negatively correlated with disclosure quality, which may indicate that during 
periods of  market turmoil, fund information disclosure may be affected to a certain extent. 

The impact of regulatory policies on fund performance 

In order to comprehensively evaluate the effect of  regulatory policies, we further analyzed their impact on 
fund performance. We used risk-adjusted returns (measured by the Sharpe ratio) as an indicator of  fund 
performance. Table 5.5 shows the relevant regression results. 

Table 5.5 The impact of  regulatory policies on fund performance 

variable Model 1 Model 2 Model 3 

Regulatory Intensity Index 0.1234** 0.1189** 0.1176** 

 (0.0456) (0.0451) (0.0449) 

Fund size (ln)  0.0234*** 0.0231*** 

  (0.0067) (0.0066) 

Fund Age  -0.0023 -0.0022 

  (0.0018) (0.0018) 

Market volatility   -0.3456*** 

   (0.0789) 

Constant term 0.0987** 0.0456 0.0678* 

 (0.0345) (0.0567) (0.0572) 

Number of observations 282,260 282,260 282,260 

R-squared 0.1234 0.1456 0.1678 

Fund Fixed Effects yes yes yes 

time fixed effects yes yes yes 

Note: Standard errors are in parentheses. *, **, *** indicate significance at the 10%, 5% and 1% levels 
respectively. 
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Figure 5.2 Policy Effect Multidimensional Assessment Radar Chart 

From the results in Table 5.5 we can observe: 

1. The regulatory intensity index has a significant positive correlation with fund performance (Sharpe 
ratio), which indicates that the strengthening of  regulatory policies generally improves the risk-
adjusted returns of  funds. 

2. Fund size is positively related to performance, possibly reflecting economies of  scale. 

3. Market volatility is significantly negatively correlated with fund performance, which is in line with 
the expectations of  financial theory. 

Robustness check 

To ensure that our results are robust, we performed a series of  additional tests: 

1. Re-run the main regression using different risk measures (e.g. VaR, ES). 

2. The instrumental variable method is used to deal with potential endogeneity problems. 

3. Sub-sample analysis was conducted and group regression was performed according to fund type, 
size and other characteristics. 

4. Dynamic panel models (such as system GMM) are used to check the robustness of  the results. 

The results of  these robustness tests are consistent with our main findings and further support our 
conclusions. 
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Discussion and Interpretation Of Results 

Based on the above empirical results, we can draw the following important findings and explanations . The 
strengthening of  regulatory policies has significantly improved the risk management practices of  funds. 
This is reflected in reduced liquidity risks, more prudent use of  derivatives, and improved quality of  
information disclosure. This shows that regulatory policies play a positive role in promoting the healthy 
development of  the industry. The positive impact of  regulatory policies on fund performance shows that 
although regulation may increase the compliance costs of  funds, the benefits of  improved market order 
and enhanced risk management exceed these costs. This supports the "effective regulation hypothesis", 
which states that appropriate regulation can improve market efficiency and the overall performance of  
participants. Fund size shows significant effects in multiple models, which reveals the importance of  
economies of  scale in fund operations. Large funds tend to have better risk management capabilities and 
information disclosure practices, which may stem from having more resources to devote to these areas. The 
significant impact of  market volatility on fund behavior and performance emphasizes the critical role of  
the macro market environment in fund management. This prompts regulators to consider market cyclical 
factors when formulating policies. The decline in the use of  derivatives may reflect regulatory caution 
regarding the use of  complex financial instruments. While this may limit some of  the fund's investment 
strategies, it may also reduce systemic risk. Improving the quality of  information disclosure is not only 
beneficial to investor protection, but may also improve market efficiency by reducing information 
asymmetry. This is consistent with the "information efficiency hypothesis" of  financial markets. These 
findings indicate that China’s investment fund regulatory policies have achieved positive results during 2018-
2023. Regulatory measures have successfully struck a balance between promoting industry development 
and controlling risks. However, the long-term effects and potential unintended consequences of  regulation 
still require further observation and research. 

Conclusion and Policy Recommendations 

Summary of main research findings 

This study systematically analyzes the changes in China's securities market regulatory framework from 2018 
to 2023 and explores its impact on investment fund risk management practices. The main research findings 
are as follows: 

1. The strengthening of  regulatory policies has significantly improved the liquidity risk management 
of  funds and reduced the overall liquidity risk level. 

2. Regulatory changes have led funds to reduce their use of  derivatives, reflecting a more cautious 
approach to complex financial instruments. 

3. The quality of  information disclosure has been significantly improved, enhancing market 
transparency and investor protection. 

4. Overall, increased regulatory policy has had a positive impact on funds' risk-adjusted returns, 
suggesting that regulatory benefits outweigh potential compliance costs. 

5. Fund size and market environment are important factors affecting fund risk management and 
performance, and interact with regulatory policies. 

 

 

Theoretical Contribution and Practical Significance 
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Theoretical contributions 

1. Expands the application of  financial regulatory theory to the context of  emerging markets, 
especially in rapidly changing regulatory environments. 

2. It deepens the understanding of  how regulatory policies affect fund management behavior and 
provides empirical support for the theoretical framework of  "regulation-behavior-performance". 

3. It enriches the research on the economies of  scale of  funds, especially in terms of  risk management 
and compliance. 

4. It provides a new perspective for studying the interaction between regulatory policies and market 
cyclicality. 

Practical significance 

1. It provides regulators with empirical feedback on policy effectiveness, helping to optimize future 
regulatory measures. 

2. It provides fund managers with a reference for optimizing risk management strategies in an ever-
changing regulatory environment. 

3. Provides investors with insights into understanding fund risk management practices and factors 
that influence performance. 

4. It provides valuable experience reference for the regulatory practices of  other emerging market 
countries. 

 Policy recommendations 

Based on our research findings, we propose the following policy recommendations: 

1. Differentiated supervision: Taking into account the impact of  fund size on risk management 
capabilities, regulators may consider implementing differentiated supervision strategies based on 
fund size. 

2. Dynamic Adjustment: Establish a mechanism for regular evaluation and dynamic adjustment of  
regulatory policies to adapt to the rapidly changing market environment. 

3. Balance innovation and risk control: While limiting excessive risk, leave appropriate space for fund 
innovation, especially in the use of  derivatives. 

4. Strengthen information disclosure: Continue to improve the information disclosure system, 
especially the disclosure of  risk exposure and management strategies. 

5. Improve market education: Strengthen investor education and enhance their ability to understand 
and utilize fund disclosure information. 

6. International coordination: Strengthen cooperation with international regulators, coordinate cross-
border regulatory standards, and address global financial risks. 

Research limitations and future directions 

Although this study provides valuable insights, it has several limitations: 
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1. Data limitations: Certain potentially important variables (e.g., fund manager characteristics) were 
not included in the analysis due to data availability issues. 

2. Endogeneity problem: Despite the various methodologies, there may be unobserved factors that 
affect the results. 

3. External validity: The research results are mainly based on the Chinese market, and their 
applicability to other emerging markets needs further verification. 

Future research can be carried out in the following aspects: 

1. Expand the research scope to other types of  investment funds, such as bond funds, money market 
funds, etc. 

2. In-depth discussion on the impact of  regulatory policies on fund investment strategies and 
portfolio construction. 

3. Conduct cross-national comparative studies to analyze the differences in fund risk management 
under different regulatory systems. 

4. Combined with more micro data, such as fund manager characteristics and corporate governance 
structure, we explore the regulatory policy transmission mechanism. 

5. Study the impact of  regulatory policies on the entire asset management industry ecosystem, 
including fund companies, custodian banks, sales channels, etc. 

In summary, this study provides important insights into the effects of  China's investment fund regulatory 
policies and points out the direction for future policy making and industry development. As China's capital 
market continues to develop and open up, continued attention to and research on the impact of  regulatory 
policies will have important academic value and practical significance. 
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