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Emerging vs. Developed Markets Classification
Why it Matters to Investors
 MSCI has been classifying Emerging and Developed markets since the introduction of the MSCI Emerging Markets
Index in 1988. The MSCI classification framework is based on an assessment of three dimensions: 1) economic
development, 2) size and liquidity of equity markets, 3) market accessibility for foreign investors.
 Why is this important for investors? The misclassification of a market within a global index may significantly increase
the cost, tracking error and overall risk of a portfolio tracking the index. A frequent misconception is to equate an
advanced economy with an advanced stock market. This may lead to overlooking other important issues such
market accessibility.
 Korea, for example, is a fairly developed economy with several world class companies. However, Korea’s equity
market is not yet at the developed level when objectively compared to the 24 markets that MSCI classifies as
developed. Korea, which has been under review by MSCI for developed status for the last 5 years, will only be
reclassified when accessibility issues are resolved and following a consultation with investors.

MSCI Market Classification Framework
The MSCI market classification framework is based on an
assessment of three dimensions of a country’s market:
 Economic development: uses Gross National Income
(GNI) per capita as published by the World Bank.
 Size and liquidity of its equity markets: consistent
cross country comparison for 77 markets.
 Accessibility for foreign investors: uses 18 distinct
measures such as foreign ownership limits or capital
flow restrictions.

Korea: An Illustration
 Korea meets the economic development and size and
liquidity criteria for developed market status. However,
it currently fails the accessibility criteria.
 All developed market currencies today are traded 24
hours around the world. In Korea, foreign investors can
only trade the local currency during Korean business
hours with Korean legal entities. Such restrictions make
global portfolio rebalancing difficult and may cause
tracking error.
 In Korea, the use of omnibus trading accounts and in‐
kind transfers, which are commonly used by
institutional investors to manage thousands of client
accounts, is difficult or prohibited. This results in
complex processes for managers and leads to higher
costs and fees for the end investor.
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MSCI Developed Markets and Korea
Economic Development & Key Market Accessibility Measures
Economic Development
GNI per capita

Country Name

Market Accessibility
FX
In-kind tranfer/
convertibility Omnibus acc.

Norway
Switzerland
Denmark
Sweden
Netherlands
United States
Finland
Austria
Australia
Belgium
Canada
Japan
Germany
Singapore
France
Ireland
United Kingdom
Italy
Hong Kong
Spain
New Zealand
Israel
Greece
Portugal
Korea
Source: MSCI, World Bank, as of November 2012
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Managing Risk in Emerging Markets
 Although many emerging markets over the years have
improved certain regulations and market practices, in
general they are more commonly subject to crises and
market disruptions.
 In June of each year, MSCI reviews the classification of the
77 markets it covers. Any change follows extensive
consultations with international investors around the world.
 Classification changes may also occur off cycle, if severe
market disruptions—such as the introduction of capital flow
restrictions—prevent investors from entering or exiting the
market.
 For example, MSCI moved Pakistan and Argentina from
Emerging to Frontier Markets status and dropped the
coverage of Venezuela following major market crises.

2008 Performance of the MSCI Pakistan Index
MSCI Pakistan Index
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Imposition of a “price floor rule” on the Karachi
Stock Exchange which effectively shut the equity
market for 5 months
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For over 40 Years MSCI Has Captured the Evolution of Markets in a Timely Manner:

Learn more about MSCI Market Classification: www.msci.com/products/indices/market_classification.html
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