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The Renminbi (“RMB”) Qualified Foreign Institutional Investor (“RQFII”) scheme is one of the current
five schemes enabling foreign investors to invest and trade in onshore securities in the People’s
Republic of China (“PRC”) — the others being the Qualified Foreign Institutional Investor (“QFII”)
scheme, the Stock Connects (Shanghai-Hong Kong Stock Connect and Shenzhen-Hong Kong Stock
Connect), the Bond Connect, and the China Interbank Bond Market (“CIBM”) Direct Access Scheme.
(see Figures 1 and 4, which outline the major differences between each of these schemes).

With these five different schemes in existence and the “Exchange-Traded Funds Connect” (or the
“ETF Connect”) looming, the quandary becomes which one (or more) to choose as an independent
investment strategy or in tandem with your current investments through other schemes.

Figure 1: China Access Schemes at-a-Glance
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Key RQFII Scheme Developments

Originally, when introduced in December 2011, the RQFII pilot scheme was intended to be an expansion of the
existing QFIl scheme, the key difference being that QFII quota-holders had to convert foreign currency into RMB
in order to invest directly in PRC securities, whereas RQFII quota-holders could invest directly into PRC domestic
capital markets with offshore RMB. As Hong Kong was the test pilot region for the scheme, the initial scheme
made a RMB20 billion quota available to Hong Kong subsidiaries of Chinese financial institutions only.

In March 2013, the RQFII rules were revised to, inter alia, (1) remove investment restrictions, giving asset
managers more robust discretion to build investment portfolios, (2) permit index futures, and (3) open up the
scheme to Hong Kong subsidiaries of Chinese banks (e.g., Chinese insurance companies; Hong Kong-registered
financial institutions that have major businesses in the territory; and non-Chinese fund managers with no
Chinese shareholders (so long as they operated in Hong Kong)).

In September 2016, the State Administration of Foreign Exchange (“SAFE”) further relaxed the RQFII rules to
simplify quota application and control, including simplifying the quota application process, easing the inward and
outward remittance, and shortening the lock-up period. Later in the same month, the China Securities Regulatory
Commission (“CSRC”) removed asset allocation restrictions on RQFlls (and QFlls), providing both with more
discretion to determine asset allocation so long as a substantial percentage of those assets were not allocated
to cash and cash equivalents.

Throughout the scheme’s existence, the People’s Bank of China (“PBOC”) has expanded the scope of the scheme
carefully with the ultimate purpose of enabling foreign institutional investors to apply for RQFII quota and
licenses in a measured and controllable manner.

As of June 2018, there are 19 eligible RQFII jurisdictions with RMB1,940 billion (approximately US$286 billion)
RQFII quota granted (see Figures 2 and 3).

Figure 2: A Glimpse at the RQFIl Landscape
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Figure 3: Timeline of Key RQFIl Scheme Developments
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“ The RQFII scheme has evolved
significantly from market accessibility,
regulatory reforms and capital mobility.
This may indicate that the Chinese
government welcomes foreign direct
investment into the domestic market.”

Magdalene Tay
Custody Product Manager, Asset Servicing, APAC, BNY Mellon



Prior to the introduction of the Stock Connects, when only the QFIl and the RQFII schemes existed, choosing the
appropriate scheme was fairly straightforward — you merely had to assess whether you were an institutional
investor and whether or not you had available offshore RMB. However, the introduction of the Shanghai-Hong
Kong Stock Connect in 2014 and the Shenzhen-Hong Kong Stock Connect in 2016 dramatically changed the
investment landscape, as both allowed foreign retail investors, for the first time, to access Chinese stocks
listed on the Shanghai and Shenzhen stock exchanges via Hong Kong and trade them on The Stock Exchange of
Hong Kong Limited (“HKEX”). Both eliminated the need to deal with specialized service providers, such as
custodians, or to ensure sufficiency of offshore RMB, amongst other things.

The next dramatic changes came in 2016 and 2017, when the CIBM Direct Access Scheme and the Bond Connect
were opened, which allow foreign investors to access the CIBM directly and via Hong Kong.

While each new development has created much ado, each investment channel has its advantages and limitations.

Is the RQFII Scheme Right For You?

A consideration of whether or not the RQFIl scheme works best for you requires an analysis of the
limitations of the other PRC direct access schemes, as each has its own quirks which may work for one
investor but not another.
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Head of Greater China, Asset Servicing, BNY Mellon

In comparison, as an RQFII holder, you will be treated, in all other respects, the same as a direct onshore
PRC investor. You will only be subject to your individual quota granted by the PRC regulators, without being
restricted to Eligible Stock Connect PRC A-shares only or to any daily trading limit, and you will have greater
access and exposure to the PRC equity market.

In addition to the overall daily trading limits, also bear in mind that the Stock Connects are “indirect”
investment schemes, which only enable investors to have access to Eligible Stock Connect PRC A-shares
through the Hong Kong Securities Clearing Company Limited (“HKSCC”) as the investor’s nominee to hold
those securities.



In short:
the RQFII scheme has a wider investment scope compared to the Stock Connects;

investors are able to trade as long as it is a trading day in the PRC whereas under the Stock
Connects, investors can only trade on Eligible Stock Connect PRC A-shares when both the
Hong Kong and China markets are open for trading; and

the RQFII scheme is not subject to the overall daily trading limit, which applies to all investors
under the Stock Connects.

& &

CIBM DIRECT ACCESS SCHEME/BOND CONNECT

If your interest is solely in trading bonds and not equities, it would appear that the CIMB Direct Access
Scheme or the Bond Connect would be more ideal. However, while the CIBM Direct Access Scheme is
wider than the scope of QFII/RQFII insofar as bonds only are concerned, the CIBM Direct Access Scheme
only applies to PRC onshore bonds, but not equities. The RQFIl scheme allows investments directly in both
PRC equities and bonds and, therefore, for an investor that wants to have access to both equities and
bonds, the CIBM Direct Access Scheme and Bond Connect would not give them the scope that the RQFII
scheme would.

PRACTICAL IMPLICATIONS

If you plan to be in the PRC market on a long-term basis, as a QFII/RQFII investor (or direct investor),

you may have greater access to PRC regulators than as a nameless, indirect investor through the other
schemes, such as the Stock Connects and Bond Connect. The PRC regulators have demonstrated that
they can be sensitive and responsive to issues affecting the market. Many revisions to the existing direct
investment schemes came about as a result of frequent consultations with direct investors, such as
clarifications on capital gains tax issues or even the introduction of the RQFII scheme itself.

With the extension of the RQFII scheme to 18 jurisdictions outside of Hong Kong, licensed entities in those
jurisdictions are now eligible to be RQFIIs." Global asset managers with locally-licensed entities in several
RQFII jurisdictions can, in fact, hold individual, separate quotas through each jurisdiction, increasing the
amount of quota that it can, on a consolidated basis, hold. This is useful if a particular jurisdiction reaches
its RQFII quota, such as when Hong Kong ran out of its overall RQFII quota in 2014.

In terms of commercial practicalities,
the RQFII scheme, together with its
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scope to invest directly in both PRC
shares and bonds (whereas the Stock
Connects only permitinvestmentin
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then accessing PRC and Hong Kong Partner, K&L Gates

investors through the ETF Connect.

! Apart from Hong Kong, the current jurisdictions include Singapore, the United Kingdom, France, South Korea, Germany, Australia, Switzerland,
Canada, the United States, Luxembourg, Thailand, Malaysia, Qatar, United Arab Emirates, Hungary, Chile, Ireland and Japan.



Figure 4: China Access Schemes in Comparison
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Currency Quota quoted in US$ Quota quoted in RMB Offshore CNH Onshore CNY and Offshore CNH

and FX Onshore CNY Offshore CNH Offshore CNH and Onshore CNY
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DEVELOPMENTS ON THE HORIZON

While it is difficult to predict the PRC regulators’ next moves, the industry’s general expectation is that
there will be further relaxation in rules for both the RQFIl and QFIl schemes, bringing both the RQFIl and
QFIl schemes in alignment. Industry participants would also hope for a consolidation of at least some of
the PRC direct investment schemes, although this appears unlikely. Given the fact that some of the PRC
direct investment schemes were launched well before the other schemes, “switching” from one scheme
to anotherin an attempt to consolidate would require the sell-down of all of the PRC securities held in
one scheme and then a completely new buy-in of such PRC securities in the remaining scheme as direct
transfer is not possible. With the Shanghai-London Stock Connect expected to roll out this year, the existing
Stock Connects and Bond Connect seem to be firmly entrenched while new sweeteners for the RQFIl and
QFIl schemes indicate that the PRC regulators continue to have faith in them.

WHAT SHOULD | DO?
Perhaps the answer to the question of which PRC direct investment scheme to consider really boils down
to what kind of investor you are and your purpose or strategy with respect to PRC assets.

If you are a fund manager and/or have access to offshore RMB with a long-term focus on the PRC and an
investment strategy that is substantially based on PRC assets, then the RQFIl may offer an opportunity for
direct investment into PRC onshore securities. Moreover, firms holding RQFII quota can structure products
to invest in securities that are not permitted in the Stock Connects or Bond Connect alone, and also to
launch RMB-based products to capture the fast growing RMB pool held by investors.

Key Considerations before Applying

If you decide that the RQFII scheme is for you, there are additional strategic issues to consider before applying.
The first issue concerns where you should apply for your RQFII license and quota. Sometimes, this may be
straightforward, such as if you only have licensed entities in one RQFII jurisdiction. However, if you have
several licensed entities in different RQFII jurisdictions, you should consider the total assets you have under
management and how much quota you will require in each RQFII jurisdiction. It may also be advantageous to
match your desired quota against the available quota in each RQFII jurisdiction of interest.

Other items to consider include the marketability of any funds launched using an RQFII quota, the availability
of offshore RMB, the administrative support needed and required during the entry process, account structure
and custody, and settlement flows. You may need to mix and match your preferences and the features of the
RQFII jurisdictions as desired.

You may also want to consider when a particular jurisdiction was granted RQFII quota to gauge the spectrum

of local support and experienced professionals that will likely be available to assist you with setting up and
managing your investment. Arguably, Hong Kong, which has the longest history with the RQFIl scheme, has the
widest spectrum of support in terms of service providers, administrative support, investment advisers and
managers, availability of offshore RMB and market demand. Singapore is not far behind. Additionally, London
may also be worth considering, as the annual UK-China Economic and Financial Dialogue on Asset Management
Sector reflects the PRC’s commitment in establishing London as an offshore RMB center and PRC regulators
tend to use this opportunity to test the waters and announce sweeteners.

For an overview of the RQFIl entry process, please see Figure 5.



Figure 5: RQFII Entry Process
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Conclusion

Investors must carefully consider their short and long-term goals when devising PRC investment strategies —
your strategy should be driven by your risk appetite and what you want to achieve. One should also be open
to the idea of combining different PRC direct access schemes — it is not uncommon for investors to use RQFII
as a complementary scheme in conjunction with other access schemes.

Looking at the timeline of how various Chinese government ministries have coordinated their efforts to foster

and promote these investment schemes in various jurisdictions suggests that China is carefully creating a
network of hubs within Asia and Europe that can prosper along with the spread of its currency. Carefully reviewing
and revising your PRC investment portfolio to optimize your asset allocation on a regular basis should ensure you
are utilizing the best scheme or combination of schemes. It should also enable you to remain nimble, adaptable
and in an optimal position when the PRC regulators announce their next moves.
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