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An update on QFII Investment in China

9% GDP growth in 2008, forecasted to 
slow in 2009 although conditions in the 
global economy are improving and signs of 
greenshoots are emerging in China. 

Shanghai Composite Index is up to 28.35% 
and Shenzhen Component Index up to 
36.97% in the 1Q09

QFII share of A-share market had 
increased from 0.18 to 0.24% over the past 
six months

Greater diversification from equity asset 
class to include fixed income and money 
market fund for more balanced QFII 
investment (1)
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(1)  Source:  Wind info.  Quarterly QFII investment is derived from quarterly report of listed companies, which is the aggregation of the amount listed in the Top 10 shareholders of listed 
companies under QFIIs.  



New Market Participants

New MoU signed:  Institutional investors from Ireland, Dubai, Russia and Austria can now apply for QFII license.

New Market Entrants

21 QFII licenses approved 
since July 2008

Predominately Buy Side 
Investors/Asset Managers 

CSRC is approving 
an average of 3–4 QFII’s 
a month

Moving forward QFII 
approvals will speed up given 
appreciating pressure on the 
Yuan has subsided, time to 
market is reduced to 
approximate nine months

24/02/2009PendingDWS Investment S.A.21.

10/02/2009PendingEmerging Markets Management, L.L.C.20.

05/02/2009PendingHanwha Investment Trust Management Co. Ltd.19.

29/12/2008PendingMitsubishi UFJ Securities Co. Ltd.18.

18/12/2008PendingCapital International, Inc.17.

03/12/2008PendingABU Dhabi Investment Authority16.

16/12/2008PendingAllianz Global Investors Luxembourg S.A.15.
28/11/2008PendingUOB Asset Management Ltd.14.
14/10/2008PendingCredit Suisse13.
14/10/2008PendingSociété Générale Asset Management SA12.
12/09/2008110T. Rowe Price International, Inc.11.
12/09/2008PendingShell Asset Management Co. B.V10.
11/09/2008PendingDAIWA Asset Management Co.9.
11/09/2008PendingFirst State Investment Management (UK) Ltd.8.
28/08/2008150Oversea-Chinese Banking Corporation Ltd.7.
28/08/200850AllianceBernstein Ltd.6.
25/08/2008150Samsung Investment Trust Management Co. Ltd.5.
22/08/2008200President and Fellows of Harvard College4.
22/08/2008200Caisse de dépôt et placement du Québec3.
05/08/2008150ACE INA International Holdings, Ltd.2.

25/07/2008150Mirae Asset Investment Management Co. Ltd.1.

License Approval DateQuota (mn)NameNo.

Source:  License approved name and approval date are sourced from CSRC website; while quota amount is not publicly available, and is sourced from the market.



What’s New in China QFII

Account Structure

The Lehman’s collapse exposed the risk of holding 
assets in a single account in the name of the QFII at 
the CSD level 

Two recent developments 1) QFII’s can open a 
separate ‘nominee’ account at the CSD level to hold 
client assets, 2) possible to apply for a ‘special 
account’ by setting up a master feeder structure, 
this will permit monthly liquidity of US$50 million 
per month without approval and lock-up period is 
reduced to three months from one year

With monthly liquidity available under special 
account structure, we expect to see more pension 
funds, e.g. ERISA, to enter China A-share market

QFII Application Process Update 

Regulators concern over a number of QFII who had 
not been able to fully utilise QFII quota approved 
due to market difficulty, preference for direct investor 
and fund manager investing existing funds

Tax and Other Considerations 

Tax:  Interest and Dividend tax of 10% commenced 
in January 2009 and first quarterly collection to take 
place in March 2009.  It is anticipated Capital Gains 
tax may be introduced and QFII’s have already 
started to withhold tax in preparation for the rollout 

QFII can participant in more liquid interbank bond 
market by purchasing a structured bond product 
through their local broker – this would allow for more 
balance portfolio investment

A group can apply for two QFII licenses under the 
same investor type category, e.g. a fund manager 
can apply for two QFII licenses (CSRC had in the 
past had required the two license to be from different 
QFII category, e.g. bank and fund manager)

Delegation of QFII quota within a group is possible –
CSRC had recently approved a second QFII license 
for a financial group where the QFII quota of second 
license is shared between multiple entities within 
a group 

Source:  Discussion with clients, Shanghai Stock Exchange and regulators.



Market Outlook in 2009/2010

MOU with Ireland and Luxembourg to 
allow funds domiciled in these 
jurisdictions to be marketed in China

QDII demand has slowed given the poor performance of existing 
funds in the past but anticipate conditions to improve leading 
into 2010

QDII

Offers more investment opportunities 
and choices for long term investor in 
the market

SSE to establish a new International Board to allow Chinese 
companies listed overseas to list on International Board in USD;
B-share market may be merged into the International Board

Private equity funds listed on SSE

Availability of bond repo market

Other Planned 
Market Initiatives

QFII may have more wider range of 
investment opportunities to include 
derivative products in China market

Stock index futures – postponed till 2010

First China Depository Receipts (CDR) to be listed in 2010 on 
Shanghai Stock Exchange (SSE)

Introduction of bond forward contracts on SSE

Capital Market 
Developments

Improves market liquidity and enhances 
market efficiency

Authorities will introduce under a three phased approach resulting 
in a central counterparty model in 2011, after which QFII may be
allowed to participate in securities borrowing and lending

Securities Lending

Eliminate broker and settlement risk 
inherent under the current T+0/T+1 
settlement cycle

Improved trading platform for 
institutional investors

Impact

DVP T+1 – Postponed due to the implementation of a new block 
trading system in the market

Settlement

Trading Platform – Institutional investors to trade on the new 
block trading system while retail investor will continue to use 
existing trading platform

Trading

Market Development
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QDII Investment in China

Fund Manager segment is the largest QDII segment 
with US$7.6 billion AUM followed by the public 
sector, insurance, banks and securities firms.  We 
expect the fund manager QDII segment will continue 
to grow to be the dominant QDII segment in China

Based upon NAV trends, securities firms’ QDII 
performed relatively better at 0.77; average NAVs of 
QDII launched by fund managers and banks are 
0.59 and 0.56 respectively

The “CICC Great China Securities” QDII fund, 
launched by CICC in February 2008, was the only 
QDII launched by a securities firm in 2008.  We 
believe securities firms’ QDII performed relatively 
better as the majority of securities fund products 
may hold up to 100% cash as a defensive strategy

(1)  Public sector QDII exclude direct investment made by public sector institutions not under QDII scheme, e.g. CIC investment into Blackstone.
(2)  NAV of insurance and public sector QDII are not publicly available in China.

Estimated Total QDII Size in China (1)
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What’s New in China QDII

Approval of QDII Funds

All three regulators in China, i.e. CBRC, CSRC and CIRC, 
have not been approving QDII mutual funds/investment in the 
past nine months

The last QDII fund approved was the Bocom Schroders 
global value selected fund launched by Bocom Schroders 
Fund Management Co., Ltd on 22 August 2008.  The QDII 
fund raised US$75 million

CSRC has indicated that they are unlikely to approve new 
QDII mutual fund unless the first four funds, which had an 
average NAV of 0.42, recover to about 0.60–0.70.  This will 
require existing QDII funds to return 100% from current levels 
before new funds will be approved

Regulators have held frequent meetings with market 
participants to review the effectiveness of the QDII scheme.  
There were two meetings held in Beijing and Shanghai by 
CSRC and SAFE in March

With more MOUs signed with CBRC, funds registered in the 
US, Korea, Australia, Ireland, Luxembourg, HK, UK, Japan 
and Singapore can now be distributed through 
Chinese banks

New Regulatory Development

Launch of Separately Managed Account (SMA) QFII scheme 
by CSRC (see Appendix for further details)
– Only applicable to fund managers with QDII and SMA 

license; a total of 27 fund managers qualify
– Can be offered to both high net-worth individuals and 

institutional investors, minimum fund size is 
RMB50 million (or US$7.4 million)

– No application process – only filing with CSRC 
– Fund managers with un-used QDII quota would not need 

to re-apply for QDII quota

Bank-owned JV fund managers have been most active in 
pursuing SMA QDII mandates as banks can refer clients to 
JV fund managers, e.g. ICBC Credit Suisse and 
Bocom Schroders

CIRC, the insurance regulator, has approved the first QDII 
investment mandate for insurance companies to use 
overseas third-party fund managers for a QDII investment in 
an insurance company in China

CIRC has approved investment into corporate bonds under 
QDII scheme

Source:  Discussion with clients and regulators.



What’s New in China QDII (Cont’d)

Other Considerations

Domestic investors have been gradually switching from bond funds to equity funds as bond return had declined dramatically from the 
high of 8–10% in 2008 to 0.1% in March 2009

A gradual recovery of domestic A-share funds raised; recent average fund size had increased to US$200–300 million from the low of 
US$50–100 million in mid-2008; we expect the average fund size to reach US$500 million by end 2009

Investors in the 27 new funds launched in China in 1Q09 totalling US$7 billion AUM are more risk-averse
– 12 new funds were bond and money market funds, comprising 27.5% of new funds
– Four new funds were balanced fund, comprising 25% of total new funds
– Four new funds were broadly diversified index fund or principal protected fund, comprising 25.5% of total new funds 
– Seven new funds were equity funds, comprising 22% of total new funds

Fund managers have been actively building up managing investment of corporate annuity programs (corporate pension), total AUM of
corporate annuity programs in China increased 20% in the fourth quarter in 2008 and reached US$6.4 billion at the end of 2008

CSRC has allowed fund management companies to set up subsidiaries in Hong Kong to expand international business.  We have 
seen fund managers using their Hong Kong subsidiary to provide investment advisory services to overseas QFII investors and set up 
A-share and H-share China funds offshore

Insurance companies with typically 80% investment in fixed income securities are under pressure with falling bond yields and have 
been looking at investing in PE funds with longer duration to match liability

National Development and Reform Commission (NDRC) issued a new regulation to allow setup of PE companies and fund in 
Tianjin, a first foreign JV PE companies was established in March between Robeco N.V. and Tianjin Economic Development 
Authority (TEDA)

Source:  Discussion with clients and regulators.



Market Outlook in 2009/10

Source:  Discussion with clients, Shanghai Stock Exchange and regulators.

Potential product-level 
partnership opportunity for 
foreign fund companies and 
exchanges to offer product 
expertise through partnership 
with Chinese fund managers

Launch of index fund initiative by Shanghai Stock Exchange, e.g. NASDAQ index fund

Gradual market segmentation, fund managers to offer differentiated products in the market, 
e.g. small and mid-cap A-share fund, socially responsible investment (SRI) fund etc.

CSRC to allow ‘umbrella’ fund where a fund may be comprised of several sub-funds, e.g. equity, 
fixed income and principal protected

Tianjin PE fund regulation issued by NDRC will be rolled out nationwide

Fund Product 
Development

New fund distribution channelForeign banks to be able to distribute local mutual fundsDistribution of Funds

Foreign fund managers acting 
as sub-advisors to outflows 
from China

Outflows fund would require 
custody and fund services

Impact/Opportunity

Institutional investors under pressure to generate return from fixed income portfolios in China may 
tap into the Separately Management Account (SMA) QDII scheme to diversify into fixed income 
securities in overseas markets, e.g. corporate bond issued by Chinese companies in Hong Kong

Launch of QDII scheme by Trust companies

PE fund setup in Tianjin to be approved to invest into PE fund overseas with approval from the 
State Administration of Foreign Exchange (SAFE), this will not be under the current QDII scheme

CIRC to approve insurance companies to issue investment-linked products under QDII scheme

Gradual approval of QDII mutual fund in 2010

Outflows from China

Market Development



Partnership Opportunities for Foreign Institutions in China

Be able to capture a new form of 
investment outflows from China

National Development and Reform Commission (NDRC) issued new PE fund regulation in Tianjin

Overseas fund managers can work with Chinese partners, which could be public sector institutions 
(e.g. municipal governments) or securities firms with PE investment license to setup PE funds in 
Tianjin where a portion of the PE funds can be collected in China and invest into overseas project 
or PE funds

Setup of PE Funds 
in Tianjin

Quicker partnership – JV in HK 
would not require approval from 
mainland’s regulators

With increasing numbers of domestic fund managers setting up subsidiaries in Hong Kong, there 
is now an opportunity to form partnerships or JV with Hong Kong subsidiaries for specific product, 
e.g. launching Greater China ETF funds that will cover both A-share and other H-share and HK 
equity markets

Product Specific JV 
in Hong Kong

Quicker partnership – unlike 
mutual fund QDII,  SMA 
sub-advisory would not require 
prior approval from CSRC

There are significant numbers of fund managers in China that are not bank-backed JV, hence, 
they may not have banks that will refer clients to them on SMA discretionary mandates

Overseas fund managers can potentially form alliances with selected non-bank backed fund 
managers to jointly target SMA mandates where overseas fund managers could directly target 
institutional clients in China and work with domestic fund managers to implement SMA mandates

Referral Programs 
for Separately 
Management 
Accounts (SMA)

Maximise the scale of fund 
between both China and 
overseas market

Create visibility and access for 
Chinese fund managers and 
overseas fund manager in 
reciprocal markets

Impact/Opportunity

With several fund managers eager to expand into investment advisory business for overseas 
investor investing into A-share market, there is an opportunity now to form partnership with 
domestic fund managers to jointly develop and launch A-share fund both overseas and in China

For example, a foreign fund manager could jointly develop an A-share ETF product where the 
A-share ETF product could be launched in London using QFII license quota and the domestic fund 
manager will then launch the A-share ETF in China using its domestic fund license

Mirroring A-share 
Funds

Description

Recent market developments in China fund industry have created several unique partnership opportunities in China.



Concluding Remarks – The China/Ireland Connection

Economic activity is picking up, driven by extensive fiscal programs and government sponsored stimulus packages

QFII licence approvals are anticipated to speed up this year given the appreciating pressure on the RMB has subsided

Establishing an open ended dedicated China fund for investment in A shares will qualify for special account structure and flexibility of 
monthly liquidity

QDII demand has slowed given the poor performance of existing funds in the past but as market conditions improve we expect to see 
a return to the market by key players

Unique opportunities exist for Irish domiciled funds to invest into China via the QFII scheme; likewise the gateway is open to distribute 
existing products onshore in China via the QDII scheme 

For further enquiries regarding today’s Webinar please contact:

Cathal O’Daly on +353 1 622-6260 
or 

George Hindmarsh on +44 207 986-5280

Citi’s Jervis Smith, Global Head of Client Executive for Global Transaction Services

will be speaking at next week’s IFIA Conference in Dublin on Wednesday 27 May 2009
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efficiency, renewable energy & mitigation

In January 2007, Citi released a Climate Change Position Statement, the first US financial institution to do so. As a sustainability leader in the financial sector, Citi has taken concrete steps to address this important issue of climate 
change by: (a) targeting $50 billion over 10 years to address global climate change: includes significant increases in investment and financing of alternative energy, clean technology, and other carbon-emission reduction activities; (b) 
committing to reduce GHG emissions of all Citi owned and leased properties around the world by 10% by 2011; (c) purchasing more than 52,000 MWh of green (carbon neutral) power for our operations in 2006; (d) creating 
Sustainable Development Investments (SDI) that makes private equity investments in renewable energy and clean technologies; (e) providing lending and investing services to clients for renewable energy development and projects; (f) 
producing equity research related to climate issues that helps to inform investors on risks and opportunities associated with the issue; and (g) engaging with a broad range of stakeholders on the issue of climate change to help advance 
understanding and solutions. 

Citi works with its clients in greenhouse gas intensive industries to evaluate emerging risks from climate change and, where appropriate, to mitigate those risks.

© 2009 Citibank, N.A.  All rights reserved.  Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world. 

IRS Circular 230 Disclosure:  Citigroup Inc. and its affiliates do not provide tax or legal advice.  Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be 
used or relied upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby 
("Transaction").  Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.
Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements.  This presentation is not a commitment to lend, syndicate a 
financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law 
or regulation, you agree to keep confidential the information contained herein and the existence of and proposed terms for any Transaction.
Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as 
the legal, tax and accounting characterizations and consequences of any such Transaction.  In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you 
are not relying on us for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and 
accounting advice and (d) you should apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these 
matters.  By acceptance of these materials, you and we hereby agree that from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we 
hereby confirm that no participant in any Transaction shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.  
We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us.  W e will ask for your complete name, street address, and taxpayer ID 
number.  W e may also request corporate formation documents, or other forms of identification, to verify information provided.
Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers.  These indications are provided solely for your information and consideration, are subject to change at any 
time without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument.  The information contained in this presentation may include results of analyses from a quantitative 
model which represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product.  Any estimates included herein constitute our judgment 
as of the date hereof and are subject to change without any notice.  W e and/or our affiliates may make a market in these instruments for our customers and for our own account.  Accordingly, we may have a position 
in any such instrument at any time.
Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or 
indirectly, a favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated 
for specific recommendations or views contained in research reports.  So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and 
procedures designed to limit communications between its investment banking and research personnel to specifically prescribed circumstances.


