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 Short-term cautiousness may persist  
The 1Q18 mutual fund reports show that the position of QDII and Stock Connect 

mutual funds (Connect funds) in equities and in the HK market remain stable in 

spite of market volatility. Both QDII and Connect funds saw their allocations rise in 

software and banks and fall in auto. On the other hand, southbound outflows since 

late March and rotation into defensive sectors indicate mainland investors 

becoming more cautious for the near term. We expect continued weak flows from 

mainland investors due to rising uncertainty amid turbulent market environment for 

2Q (see 2Q18 outlook); we stick to companies with resilient growth outlooks and 

that are less affected by rising overseas interest rates, including consumer durables 

and apparel, select HK local retailers, healthcare, consumer staples sectors, and 

select oil companies due to low valuations. In mid-to-long term, we continue to like 

internet leaders, banks, and air transport names.    

 
QDII: weighting of equities still high; concentrated in software 
Equity and hybrid QDII mutual funds posted total AUM of RMB68.9bn in 1Q18 

(RMB65.1/65.1bn in 3Q/4Q17). AUM in equities stayed high at 84.8% of total 

assets (84.5/84.4% in 3Q/4Q17). Exposure to HK market climbed 3.7% to 54.7% 

due to large subscription of HK ETFs; as a result, allocation in the US market was 

down by 2.4% to 20.8%. Based on top 10 holdings, active QDIIs’ allocation became 

more concentrated in software (weighting +5.9% qoq to 39.4%), banking (+1.7% to 

10.1%), energy (+1.4% to 1.6%) and pharma sectors (+1.3% to 7.9%). By contrast, 

allocation in auto was cut by 6.0% to 2.4%, followed by tech hardware (down 3.1% 

to 6.5%), semiconductor (-0.9% to 8.2%) and insurance (-0.8% to 7.9%). 

 

Connect funds: strong issuance; HK’s weighting slightly down 
As at 20 April, 52 new Connect funds have been up for subscription (2017: 54), 

with an aggregate issue size of RMB106bn, double that of last year. We see 

continuous momentum of Connect fund issuance as a sign of an uptick in interest 

from domestic investors, but a large proportion of them may not rush into the HK 

market at once, as only seven out of 52 newly issued Connect funds (RMB17.4bn 

in IPO size) can actually allocate more than 80% of their stock holdings in HK, while 

the rest, with a maximum 50% of stocks invested in HK, may be discouraged by 

the recent market swings. Equity holdings reached USD16.3bn in 1Q18, 

accounting for 80.1% of total AUM (81.6% in 4Q17). The share of HK-listed stocks 

in total equity holdings slipped 1.6% to 48.5% (USD7.9bn). Banks (weighting up 

8.2% qoq to 24%), software (+2.4% to 19%) and materials (+1.6% to 3%) saw the 

greatest rises in weighting, while insurance (weighting -4.2% to 19%), auto (-3.7% 

to 4.5%) and transport (-3.3% to 1.3%) fell the most, based on top 10 holdings.  

 

Southbound flows: inflows recede; rotation into defensives 
Overall southbound flows hit the brakes after a buoyant January and turned into 

outflows since late March. The rapid retreat is, in our view, a combined 

consequence of profit taking by some domestic investors, stop-loss and strong 

RMB coupled with wild market swings (as we addressed in 2Q18 outlook). We 

expect southbound flows to remain weak in the near term given worsening fears of 

rising overseas interest rates and concerns on the looming Sino-US trade conflict. 

Southbound investors, since the market peaked in end-January, increased their 

holdings (measured by change in southbound holdings as a percentage of freefloat 

market cap) in consumer staples, healthcare and software while selling down 

sectors such as media, materials, retailing, energy and insurance.  
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Source: Wind, Huatai HK Research 

 

 

  

Fig.1. Equity allocation of QDII (equity and hybrid) at 84.8% in 1Q18 

 
 

 

Fig.2. Equity and hybrid QDII’s exposure to HK increased by 3.7% qoq in 1Q18 

 
 

 

Source: Wind, Huatai HK Research 

Fig.3. Sector allocation of active QDII (equity and hybrid) 

 
 

 

Note: based on top 10 holdings announced  

Source: Bloomberg, Wind, Huatai HK Research 

50

55

60

65

70

75

80

85

90

20

30

40

50

60

70

80

90

100

110

120

4
Q

 0
7

2
Q

 0
8

4
Q

 0
8

2
Q

 0
9

4
Q

 0
9

2
Q

 1
0

4
Q

 1
0

2
Q

 1
1

4
Q

 1
1

2
Q

 1
2

4
Q

 1
2

2
Q

 1
3

4
Q

 1
3

2
Q

 1
4

4
Q

 1
4

2
Q

 1
5

4
Q

 1
5

2
Q

 1
6

4
Q

 1
6

2
Q

 1
7

4
Q

 1
7

Total AUM AUM in Equity Equity as % of total assets, rhs

(%)(RMBbn)

5

10

15

20

25

30

35

40

45

50

55

60

1
Q

 1
2

2
Q

 1
2

3
Q

 1
2

4
Q

 1
2

1
Q

 1
3

2
Q

 1
3

3
Q

 1
3

4
Q

 1
3

1
Q

 1
4

2
Q

 1
4

3
Q

 1
4

4
Q

 1
4

1
Q

 1
5

2
Q

 1
5

3
Q

 1
5

4
Q

 1
5

1
Q

 1
6

2
Q

 1
6

3
Q

 1
6

4
Q

 1
6

1
Q

 1
7

2
Q

 1
7

3
Q

 1
7

4
Q

 1
7

1
Q

 1
8

HK as % of total assets US as % of total assets, rhs

(%) (%)

0

5

10

15

20

25

30

35

40

S
o

ft
w

a
re

B
a

n
k
s

S
e

m
ic

o
n

d
u
c
to

rs

In
s
u
ra

n
c
e

P
h

a
rm

a

T
e
c
h
 H

a
rd

w
a
re

C
o
n

s
u
m

e
r 

S
v
c
s

A
u

to

R
e
ta

ili
n
g

E
n

e
rg

y

C
o
n

s
u
m

e
r 

D
u
ra

b
le

s

R
e
a

l 
E

s
ta

te

T
ra

n
s
p
o
rt

D
iv

e
rs

if
ie

d
 F

in
a
n
c
ia

ls

F
&

B

M
e

d
ic

a
l 
E

q
p

t 
&

 S
v
c
s

C
a
p

it
a
l 
G

o
o
d
s

M
a

te
ri
a
ls

U
ti
lit

ie
s

C
m

rl
 &

 P
ro

f 
S

v
c
s

H
o
u

s
e
h

o
ld

 P
ro

d
u
c
ts

M
e

d
ia

F
&

B
 R

e
ta

ili
n
g

T
e
le

c
o

m

1Q18 4Q17
(%)



China Strategy  

27 April 2018  3 

 
 

 

 

Fig.4. Top 20 holdings of active QDII (equity and hybrid) 

 
 

Note: based on top 10 holdings announced 

Source: Bloomberg, Wind, Huatai HK Research 

Fig.5. Stock Connect mutual funds issuance gathers pace in 1Q18 

 
 

 

Source: Wind, Huatai HK Research; data as of 20 Apr 

Fig.6. Stock Connect mutual funds issue size 2018ytd almost doubled that of 2017  

 
 

 

Note: data as of 20 April close 

Source: Wind, Huatai HK Research 
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Fig.7. Equity position of southbound mutual funds at 80.1% in 1Q18 

 
 

 

Note: excluding funds in process of building positions 

Source: Wind, Huatai HK Research 

Fig.8. Weighting of HK-listed stocks in holdings of Connect funds slipped in 1Q18 

 
 

 

Source: Wind, Huatai HK Research 

Fig.9. Sector allocation of Stock Connect mutual funds in HK market 

 
 

 

Note: based on top 10 holdings announced; only HK-listed stocks are included. We use sectors’ freefloat 

market cap as % of overall southbound universe as benchmark. 

Source: Bloomberg, Wind, Huatai HK Research 
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Fig.10. Top 20 holdings of Stock Connect mutual funds 

 
 

 

Note: based on top 10 holdings announced; only HK stocks included 

Source: Bloomberg, Wind, Huatai HK Research 

Fig.11. Southbound fund started to net sell since late March 

 
 

 

Note: data as of 24 April close 

Source: Wind, Huatai HK Research 

Fig.12. Southbound investors increased holdings in and cons. stap. and healthcare 

 
 

 

Note: data based on reporting date rather than trading date 

Source: Bloomberg, Wind, Huatai HK Research 
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