Understanding
Exchange Traded Funds
Exchange Traded Funds (ETFs) are passively-managed and open-ended funds, which are traded on the
securities market of Hong Kong Exchanges and Clearing Limited (HKEx). All listed ETFs are authorised by
the Securities and Futures Commission (SFC) as collective investment schemes.
ETFs are designed to track the performance of their underlying benchmarks (eg an index, a commodity
such as gold, etc) and offer investors an efficient way to obtain cost-effective exposure to a wide range
of underlying market themes. Similar to other securities, investors can buy or sell ETFs through their brokers
anytime during the securities market’s trading hours.

Key Features
Benchmark tracking
ETFs are passively managed funds which aim to track closely the performance of the underlying benchmarks.

Transparency
Each ETF has its own website operated by its ETF manager (a list of ETFs’ websites can be found on the
HKEx website). ETFs’ websites provide key information such as the underlying benchmarks and the
benchmarks’ constituents, the ETF’s Net Asset Value (NAV), the counterparty exposure and details of
collateral from counterparties. The NAV of an ETF is the sum of marked-to-market values of the individual
portfolio holdings plus the portion of the assets held in cash and cash equivalents, less all the accrued
ETF expenses. The NAVs of ETFs are calculated intra-day during the trading hours and at the end of the
trading day. The intra-day estimated NAVs, or iNAVs, are also known as RUPVs (Reference Underlying
Portfolio Value) or IOPVs (Indicative Optimised Portfolio Value). The end-of-day NAV information may
also be obtained on the HKExnews website, in addition to the ETF’s website. Real-time or delayed price
quotes for ETFs are disseminated by information vendors and are available on the HKEx website.

Low transaction costs
Unlike unlisted funds, ETFs do not charge any subscription fees. The transaction costs for trading ETFs at
HKEx are the same as those for trading other securities, which include brokerage commission, transaction
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levy, investor compensation levy (currently suspended), trading fee, trading tariff and stamp duty .

Low minimum investment
ETFs are traded in board lots and the minimum initial investment is usually set at an affordable level.

Liquidity
ETFs can be traded any time during the trading hours of the securities market. Listed ETFs usually
have market makers, which are known as Securities Market Makers, to provide some liquidity.
However, market making for the ETFs is available only during the Continuous Trading Session. The
list of market makers for each ETF as well as their contact details are published on the HKEx website
(www.hkex.com.hk/eng/prod/secprod/etf/etfmain.htm).

Convenience
Hong Kong Exchanges and
Clearing Limited

ETFs are traded through brokers in the same way as other securities and the settlement arrangements
are the same.

Diversification

12/F, One International Finance
Centre, 1 Harbour View Street,
Central, Hong Kong

Most ETFs track a portfolio of assets to provide diversified exposure to selected market themes. However,
ETFs may also track a single underlying asset such as gold.

Tel : +852 2522 1122
Fax : +852 2295 3106
Website: www.hkex.com.hk
E-mail: info@hkex.com.hk

While some ETFs provide Hong Kong investors access to a basket of Hong Kong securities, others provide
the investors access to overseas markets or other asset classes.
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ETFs are exempted from stamp duty. Details are on the HKEx website at www.hkex.com.hk/eng/etfrc/etfta/etftradingarrangement.htm

Types of ETFs
ETFs can be broadly grouped into two types:

1. Physical ETFs (ie traditional or in-specie ETFs)
Many of these ETFs directly buy all the assets needed to replicate the composition and weighting of their
benchmark (eg constituents of a stock index). However, some only buy a portion of the assets needed
to replicate the benchmark or assets which have a high degree of correlation with the underlying benchmark
but are not part of it. Some physical ETFs with underlying equity-based indices may also invest partially
in futures and options contracts. Investors should read the ETF prospectus carefully to ensure they understand
how the fund operates.

2. Synthetic ETFs
These ETFs do not buy the assets in their benchmark. Instead, they typically invest in financial derivative
instruments to replicate the benchmark’s performance. The ETFs are required to be fully collateralised
when investing in derivatives (details of the net and gross counterparty exposure and types and composition
of the collateral are published on the ETF’s website). Investors should read the ETF prospectus carefully
to ensure they understand how the fund operates.
Aside from referring to the ETFs’ prospectus and related publications, investors can also identify
synthetic ETFs by the marker X at the beginning of their stock short name to denote their synthetic
structure. The complete list of synthetic ETFs can be found in the ETF section of the HKEx website.

Risks Associated with ETFs
Counterparty risk
Synthetic ETFs are subject to counterparty risk associated with the derivatives issuers and may suffer losses
if the derivatives issuers default or fail to honour their contractual commitments. Further, potential contagion
and concentration risks of the derivative issuers should be taken into account (eg since derivative issuers
are predominantly international financial institutions, the failure of one derivative counterparty of a synthetic
ETF may have a “knock-on” effect on the other derivative counterparties of the synthetic ETF). Although
synthetic ETFs are fully collateralised from their counterparties, this may not completely remove the
counterparty risk. For instance, when the right against the collateral is exercised, the market value of the
collateral could be substantially less than the amount secured, resulting in significant losses to the ETF.

Market risk
ETFs are exposed to the economic, political, currency, legal and other risks of a specific sector or market
related to the index that it is tracking. ETF managers do not have the discretion to take defensive positions
in declining markets. Investors must be prepared to bear the risk of loss and volatility associated with
the underlying benchmarks.

Tracking error risk
Tracking error is the difference between the performance of an ETF and its underlying benchmark. Tracking

error can arise due to factors such as the impact of the Total Expense Ratio (TER), changes in the composition
of the underlying benchmark and type of ETF (physical vs synthetic). The TER of an ETF may include
management fee and other fees and costs (eg transaction costs, stamp duties, costs for preparing financial
reports and other prescribed documentation, legal and auditing fees, insurance costs, fees for custody
services, etc) – there is no universal definition. An ETF’s estimated TER is stated in the prospectus. The
estimated TER of an ETF does not necessarily represent the fund’s tracking error because the fund’s NAV
may be affected by other factors, eg dividends and other income from the portfolio, and in the case of
a synthetic ETF, the indirect costs borne by the fund may only be reflected in the market value of the
derivatives it holds.

Risk in trading at discount or premium to NAV
The market price of an ETF may be at a discount or premium to its NAV. This price discrepancy is caused
by supply and demand factors and may be more likely to emerge during periods of high market volatility
and uncertainty. This phenomenon may also be observed in ETFs tracking specific markets or sectors that
are subject to direct investment restrictions. As a result, investors who buy at a premium may suffer losses
even if the NAV is higher when they sell and they may not fully recover their investment in the event of
termination of the ETF.
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Liquidity risk
Although ETFs usually have one or more market makers (known as Securities Market Makers, or SMMs)
to help provide liquidity, there is no assurance that active trading will be maintained at all times. In the
event that the SMMs are unable to fulfil their obligations, investors may not be able to buy or sell the
ETF through the trading system or may find the market price of the ETF is at a discount or premium to
its NAV.

Frequently Asked Questions about ETFs
1. Where can I obtain information on each ETF?
You can refer to the individual ETF’s website which shows detailed information about the ETF, including
its prospectus, annual reports, fund fact sheet, NAVs, underlying benchmark values, holdings, historical
performance, etc. The hyperlink to an individual ETF’s website can be found on the ETF section of the
HKEx website (www.hkex.com.hk). ETF information submitted by the respective ETF managers can also
be obtained from the HKExnews website.

2. What is the benchmark used by the ETF?
You can refer to the ETF’s prospectus and website for the benchmark of the ETF. HKEx also publishes the
benchmarks in the ETF section of the HKEx website.

3. How can I identify an ETF adopting synthetic replication?
You should read the ETF’s prospectus and related publications to understand whether it is a synthetic ETF
and the risks involved. In addition, a synthetic ETF can be identified by the marker X at the beginning of
its stock short name. The ETF section on the HKEx website has a full list of physical and synthetic ETFs.

4. What are RQFII ETFs?
RQFII refers to RMB Qualified Foreign Institutional Investors. RQFII ETFs are RMB-denominated physical
A-share ETFs developed through the RQFII investment quota granted by Mainland authorities. RQFII ETFs
seek to track the performance of an A-share index by investing RMB raised outside Mainland China directly
in a portfolio of A-shares. RQFII ETFs may be traded in RMB or in Dual Counters (i.e. RMB and HKD).
RMB ETFs traded on HKEx have the designated stock code ranges 82800-82849 & 83000-83199 and
their stock short names end with “-R”. Additional information on RQFII ETFs may be obtained from the
HKEx and SFC websites as well as the websites of individual RQFII managers. Please refer to the relevant
section on the HKEx website for more information (www.hkex.com.hk/eng/global/faqhkex.htm).

5. What is Dual Counter model for RQFII ETFs?
An RQFII ETF under the Dual Counter model offers two trading counters on the Exchange (i.e. RMB counter
and HKD counter) to investors for secondary trading purposes. Units traded in the RMB counter will be
settled in RMB and units traded in the HKD counter will be settled in HKD. Apart from settlement in
different currencies, the trading prices of units of the same RQFII ETF in the two counters may be different
as the RMB counter and HKD counter are two distinct and separate markets. Units traded on both counters
are of the same class and all unit holders of both counters are treated equally. The two counters will have
different stock codes and stock short names as follows:

Stock Code
Stock Short Name

RMB Counter

HKD Counter

8XXXX

XXXX

XYZ ETF-R

XYZ ETF

Normally, investors can buy and sell units traded in the same counter or buy in one counter and sell in
the other counter provided that their brokers provide both HKD and RMB trading services at the same
time and offer inter-counter transfer services to support Dual Counter trading. Inter-counter buy and sell
is permissible even if the trades take place within the same trading day. However, investors should note
that the trading price of units traded in the RMB counter and HKD counter may be different and may
not always maintain a close relationship depending on factors such as market demand, supply and liquidity
in each counter.
For more information about Dual Counter trading, please refer to the relevant section on the HKEx website
(www.hkex.com.hk/eng/prod/secprod/etf/dc.htm).
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6. Where can I buy or sell ETFs?
You can buy or sell ETFs through your broker the same way as you buy or sell other securities. There is
no need to open a separate trading account for ETFs.

7. What is the minimum initial investment?
ETFs are traded in board lots and the board lot size is set by the ETF managers.

8. What transaction fees do I need to pay when I buy or sell ETFs?
Similar to buying and selling other securities, you need to pay brokerage commission, transaction levy,
investor compensation levy (currently suspended), trading fee, trading tariff and stamp duty. Certain ETFs
are exempted from stamp duty.

9. How much in management fees do ETFs charge?
You can find the details of the management fees as well as other expenses for individual ETFs in their
prospectuses.

10. How long do I need to hold ETFs before I can sell?
Like other securities, ETFs can be bought and sold on the same day.

11. Do ETFs pay dividends?
Most ETFs pay dividends to their unit holders. The frequency and timing of dividend distribution are
determined by the ETF managers. But some ETFs do not pay dividends. You are advised to read the
distribution policies specified in the prospectuses of the ETFs.

12. Do ETFs have market makers?
Yes, listed ETFs usually have market makers, known as Securities Market Makers, or SMMs, to help provide
liquidity. SMMs are subject to a set of obligations prescribed by HKEx with respect to the maximum bid/ask
spread, quote size, response time, etc. The names of the SMMs as well as their obligations for each ETF
can be found in the ETF section of the HKEx website.

Hyperlinks to Useful Websites
ETF section of the HKEx website:
www.hkex.com.hk/eng/prod/secprod/etf/etfmain.htm

HKExnews website:
www.hkexnews.hk

SFC’s InvestEd website ETF product:
www.invested.hk/invested/en/html/section/index.html

Disclaimer: This education document is intended as a general guide to highlight some basic features of ETFs. HKEx and/or its subsidiaries endeavour to
ensure the accuracy and reliability of the information provided, but does not guarantee its accuracy and accepts no liability (whether in tort or contract or
otherwise) for any loss or damage arising from any inaccuracies or omissions. The material does not constitute an invitation or offer to acquire, purchase
or subscribe for ETFs. If investors require further information on this product, they should refer to the prospectuses and other documents issued by the
ETF managers on their websites or the HKExnews website (www.hkexnews.hk). Investors should ensure that they understand the nature of and risks
associated with this product, and where necessary consult their own financial advisers as to the suitability of this product in light of their particular financial
circumstances and objectives prior to making any investment decision.
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