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Hedge Funds 

Greater China: Quarterly Update 

2Q15 

Mainland Private Fund Managers (PFMs) are 
increasingly setting up in Hong Kong and applying for 
RQFII and QFII quota. These moves may redirect China-
focused capital away from traditional managers. 

RQFII RQFII 

Korea 

Chalk and Cheese 
(page 30) 

Quarterly highlight 

Source: Z-Ben Advisors 

Foreign investors utilizing the 
northbound Connect channel target 
value stocks: a stark contrast to their 
mainland investor counterparts who 
chase growth listings. We believe 
northbound Connect users are 
mirroring the investment approach of 
QFIIs, also pointing to the Connect’s 
use as a supplementary channel.  

Korea has asserted itself as one of the most active 
RMB-hubs, pushing ahead of both rival Asian and 
European hubs. RQFII product construction and sub-
advisory are flourishing as allocated quota hits 50% 

ETFs 

Vanguard 

To unilaterally include A-shares into Vanguard’s FTSE 
Emerging Market ETF we estimate it would require 
over RMB23bn RQFII quota in order to complete the 
adjustment, but they only hold RMB10bn. 
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Stock Valuation (Ln of PE ratio) 

SSE stocks without H-share 

SSE stocks with H-shares 

Bubble Size: Market value held via Connect (By June 29) Ping An 

Insurance 

(-7%) 

Kweichow 

Moutai 

China 

Merchants 

Bank (9%) 

Petro China 

(58%) 

Shanghai International 

Airport 

Daqin 

Railway 

North Navigation 

Control Technology 

Value Stocks 

Growth Stocks 

ICBC 

(4%) 

BOC 

(15%) 
()  A-H premium by June 29 

55x PE 400x PE 7x PE 



Z-Ben Advisors | www.z-ben.com 3 Greater China Quarterly Update | 2Q15 

Overview: 
 Executive summary                          ……………… 4    

GC feature: R/QFII: RMB surpasses USD for China access                      ……………… 5 

                  GC feature: MSCI & FTSE: A-share index inclusion is closer than you think     ……………… 6 

 GC landscape: Market sizing                           ……………… 7 

                  GC landscape: Markets                                                                                                 ……………… 8 

ETFs: 

                  ETFs: Competitive landscape                        ……………… 9 

 ETFs: Mainland MRF funds vs RQFII/QFII funds        ……………… 10 

 ETFs: Case Study: Vanguard pushes forward on A-shares       ……………… 11 

Cross border:  

                  Regulatory update：QFII/RQFII                                                                                 ……………… 12 

 QFII :Membership overview                                                                                        ……………… 13 

 QFII :Quota update                                                                                                        ……………… 14 

 QFII : Active-equity: Mainland MRF funds vs. QFII funds       ……………… 15 

 QFII : Case Study: Fidelity waiting         ….………….. 16 

 RQFII : Quota update                                                                                                     ……………… 17 

                  RQFII :Participation                                             ……………… 18 

 RQFII : Products:                                                                                                              ……………… 19 

                  RQFII : Circumventing the Hong Kong RQFII hard cap (Tools)                              ……………… 20 

 RQFII : Circumventing the Hong Kong RQFII hard cap (Firms)                              ……………… 21 

 RQFII : Mainland PFMs (hedge funds) go global                                                      ……………… 22 

                  RQFII : Korea leads uptake                                                                                            ……………… 23 

                  RQFII : Riding Korean uptake                                                                                        ……………… 24 

                  RQFII : Case Study: Harvest’s expansion in Europe                                                 ……………… 25 

 

 

   

Table of Contents 

  

       

 RQFII: RMB fixed income (ex-Hong Kong)                                                                     ………………     26 

                  RQFII: Foreign investors in domestic bond markets                                                    …….……….        27 

 The Connect : Northbound demand – aggregate                                                        ………………       28 

                  The Connect : Northbound demand – daily                                                                  ………………       29 

                  The Connect : Foreign targets: A stark contrast to mainland investors                  ………………       30 

 The Connect :  A-H premium and daily net buying                                                     ………………        31 

GC funds: 

                  GC funds: Flows                                            ………………        32 

 GC funds: AUM changes                                                         ………………        33 

 GC funds: Performance                                                                                                     ………………        34 

 Competitive landscape: Market share                                                                           ………………        35 

 Competitive landscape: Active-equity managers                                                        ………………     36 

 Competitive landscape: Quarterly leaders' profiles                                                   ………………     37 

 Competitive landscape: Quarterly laggards' profiles                                                 ………………     38 

 GC themes: People moves                                                                                      ………………     39 

Appendices: 
 Appendix I: Methodology                                                                                                 ………………         40   

Appendix II: Greater China funds                                                                                    ………………        41  

Appendix III: QFII holders                                                                                                  ………………        55 

Appendix IV: RQFII holders                                                                                               .………………       64 

                  Appendix V: RQFII products                                                                                              ………………        69 

                  Appendix VI: Managers of Greater China funds                                                           ………………        74 

 



CONFIDENTIAL 11 Greater China Quarterly Update | 2Q15 

Case Study: Vanguard pushes forward on A-shares 

In early June, Vanguard announced that it would be unilaterally including A-shares into its Vanguard FTSE Emerging Markets ETF, a move that will see its primary NYSE-listed 

EM fund begin to invest into A-shares. Vanguard currently holds RMB10bn Australian RQFII quota – a huge amount by ex-Hong Kong and first grant standards – and will need 

substantially more quota in order to complete its initial adjustment. Vanguard will be looking high and low for additional RQFII quota. However, the more pressing question 

may be: when will the firm decide to unilaterally act to include A-shares in its MSCI-based European-listed Emerging Markets ETF. 

EM expansion 

GC funds ETFs Appendices Cross-border Overview 

Source: Z-Ben Advisors 

USD69.2bn 

USD7.5bn 

FoF / Feeder Fund  Direct Sale 

RMB13bn + quota shortfall 

Inclusion is expected to begin in the next two 

quarters. Once the initial stages of inclusion are 

completed, A-shares could make up 5.6% of the  

fund’s portfolio. By Z-Ben Advisors’ estimates, 

Vanguard would require over RMB23bn RQFII 

quota in order to complete the adjustment. 

EU A-share inclusion: held back by quota availability 

Despite MSCI deciding against A-share inclusion, we have no doubt 

that Vanguard is mulling the prospect of unilateral inclusion for its 

flagship EM fund in Europe. Securing sufficient quota (over-and-

above what is required for its flagship US fund) is likely to be the 

only brake on such a move progressing.  

RMB10bn (USD1.6bn) 

RQFII quota 

RMB10bn (USD1.6bn) 

RQFII quota (est.) 

RMB10bn (USD1.6bn) 

RQFII quota (est.) 

Satellite RQFII hubs are likely to remain a target for 

Vanguard as they seek quota to match the RMB23bn access 

required to complete their announced A-share inclusion 
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Foreign investors in domestic bond markets 

Foreign participation in the Interbank Bond market (IBB) continues to increase with foreign central banks and sovereign wealth funds driving most of the activity. Managers 

and investment banks are also increasing their activity as type C participants, but at a slower pace, with the vast majority of their participation still occurring in the smaller 

and non-licensed exchange-traded bond market. We believe foreign IBB participation will be driven by central banks in the short term, with a larger number of commercial 

foreign participants joining the market as the range of debt instruments on the IBB (municipal bonds, among others) widens.  

Awaiting a trickle-down effect from sovereigns to managers 

GC funds ETFs Appendices Cross-border Overview 

RQFII 

Source: Z-Ben Advisors 
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Reserve assets, liquidity management 

RMB assets held by offshore central banks in 

the IBB currently stand at around RMB660bn, 

PBoC-designated clearing banks in offshore 

RMB hubs also trade in the IBB as offshore 

participants and make up a large part of 

foreign activity. As these non/semi-commercial 

entities increase their activity in the IBB, global 

managers and banks will follow in a trickle-

down effect.  

Higher yield products 

Newly-introduced regulations have allowed a 

wider range of product types to enter the 

exchange-traded bond market, most notably debt 

from unlisted companies. The exchange traded 

bond market is expected to provide companies 

with a wider range of debt financing, satisfying 

manager appetites for increased-yield products. 

RMB fixed income fund products remain in an 

embryonic stage globally with growth stifled by a 

lack of access to the domestic credit market, recent 

growth in the exchange-traded bond market will 

work to improve this.  

Rapid growth in higher-yield bond 

products will occur as loosened 

regulations increase supply 

We believe the RMB’s pending 

inclusion into the IMF’s special 

drawing rights (SDR) has led to 

regulators opening the door to 

central banks in the IBB. 

Uninhibited access is a vital 

prerequisite for foreign central 

banks to include RMB as part of 

sovereign reserves.  
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Foreign targets: A stark contrast to mainland investors 

 
Foreign investors utilizing the northbound Connect channel tend to target value stocks: a stark contrast to their mainland investor counterparts who chase growth listings. 

We believe northbound Connect users are mimicking the investment approach of QFIIs, also pointing to the Connect’s use as a supplementary channel. Stocks that are rare 

among H-shares and ADRs tend to draw the most foreign interest, an example would be Kweichow Moutai. Some cross-listed stocks remain popular due to liquidity balancing 

by foreign investors, most notably large banking stocks. 

The northbound Connect’s holding pattern 

Source: Z-Ben Advisors 
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