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An Analysis of Business Patterns of Umbrella Trusts and

Approaches to Supervision
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Abstract: Umbrella trust is examined as a financial innovation under the context of separated re-
gulation and mixed operation. The most significant feature of umbrella trust is the separation of its sub-
accounts, of which individual trades are housed under a single umbrella trust account. By adopting this
scheme, independent trading, accounting, portfolio duration and trust property attribution is achieved.
Compared with traditional equity trust, umbrella trust holds the advantage of privacy, low entry cost,
less regulation and simplicity of setting up. Therefore, umbrella trust has undergone extraordinary de-
velopment since its introduction. However, insufficient disclosure of account information misleads in-
vestors; leverage trading elevates the operational risk of market; falsely opened and abused accounts
impact the account management system as well as the depository and clearing system. Malpractice in
the operation of umbrella trusts is posing regulatory risk to the financial market. By inspecting the cur-
rent status of umbrella trusts, we can conclude that risk is accumulating. Current supervisory focus
should be on enforcing the appropriate disclosure of market activities and managing the market risk
whilst ensuring healthy development of the market. Certain measures can be taken to achieve the goal,
e. g. » closely supervising the compliance of umbrella trusts, facilitating the “look-through” surveil-
lance of umbrella trusts, carefully evaluating the risk of highly leveraged positions of umbrella trusts
and developing effective countermeasures, ensuring effective front-end control of the umbrella trust ac-
counts with support from brokers and software vendors.
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