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SUMMARY

MSCI is proposing to

the MSCI Market Classification
Framework to better reflect the evolving

of international institutional investors

Objective

-

Increase the focus on the need of
international investors to access a
broad range of investment
instruments globally

\_

~

J

Add an alternative to fully including
or excluding markets from the MSCI
Indexes following the introduction
of certain levels of market
accessibility restrictions

\_

J
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Proposal

Change title and definition of the
“Competitive Landscape” market
accessibility sub-criterion

Introduce the possibility of capping
the weight of markets in the MSCI
Indexes to address the introduction
of certain market accessibility
restrictions



CONSULTATION TIMELINE

MSCI invites feedback from market participants on or
and will announce the results of the
consultation on or

MSCI would consult

were these proposed enhancements to the MSCI Market
Classification Framework to be adopted fully or partially following
this consultation
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AVAILABILITY OF INVESTMENT
INSTRUMENTS

15t Proposal
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MSCI MARKET CLASSIFICATION FRAMEWORK

The current MSCI Market Classification Framework consists of the
following three criteria: economic development, size and liquidity and
market accessibility

Criteria

Frontier

Emerging

Developed

Al

A Economic Development

Sustainability of economic development

No requirement

No requirement

Country GNI per
capita 25% above the
World Bank high
income threshold* for
3 consecutive years

B Size and Liquidity Requirements

B.1 Number of companies meeting the following Standard Index criteria 2 3 5
Company size (full market cap) ** USD 797 mm USD 1,594 mm USD 3,187 mm
Security size (float market cap) ** USD 71 mm USD 797 mm USD 1,594 mm
Security liquidity 2.5% ATVR 15% ATVR 20% ATVR

C Market Accessibility Criteria

Cc.1 Openness to foreign ownership At least some Significant Very high

C.2 Ease of capital inflows / outflows At least partial Significant Very high

C.3 Efficiency of the operational framework Modest Good and tested Very high

Cc4 Competitive Landscape High High Unrestricted

C5 Stability of the institutional framework Modest Modest Very high
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* High income threshold for 2016: GNI per capita of USD 12,476 (World Bank, Atlas method)
** Minimum in use for the May 2018 Semi-Annual Index Review, updated on a semi-annual basis

Note: The economic development criterion is only used in determining the classification of Developed Markets while that distinction is not relevant

between Emerging and Frontier Markets given the very wide variety of development levels within each of these two universes




EVOLVING NEEDS & REQUIREMENTS OF INVESTORS

Different types of market participants seem to have developed different
needs that require the use of different types of investment instruments
(e.g., ETFs and exchange traded and over-the-counter derivatives),
including index-linked investment instruments

Access

Access =it Access Hedging
Hedging o Equitization Leverage
Overlay Strategy Lo Hedging Product Creation

How critical is the use of index linked investment instruments in your

investment process?
What type of investment instruments do you use? How are you using

them?




CHANGE OF CRITERION

The current definition of the criterion may be insufficiently clear in
highlighting those elements of accessibility which MSCI believes
important to international institutional investors. Hence, the proposal to
rename it to highlight this more clearly

Competitive-tanhdscape

Availability of Investment Instruments

importance to your investment process?

- Do you agree that the availability of investment instruments is of
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NEW DEFINITION

Availability of Investment Instruments Sub-Criterion

Over the years, investors have increasingly been using a variety of investment instruments, such as
exchange traded funds, futures, options, swaps and structured products, onshore and offshore, as a
complement to direct equity investment to the point that these have become an integral part of
their investment processes. Today, the availability of such instruments has become critical to
international investors for a number of their investment activities such as gaining exposure to
markets, hedging of investments, equitization of cash positions or overlay strategies. Hence, it is
expected that stock exchanges, which often have legal or natural monopolies, should not impose
clauses in their provision of stock market data, such as securities’ prices, that could lead directly or
indirectly to restricting the availability of investment instruments globally. These clauses typically
restrict investors’ access to derived stock exchange information, data and products, including, for
example, the provision of independently calculated indexes or the creation of investment
instruments based on such indexes. In addition, the imposition of these types of clauses can result in
global or regional investment instruments becoming in breach of local market rules, requlations or
other restrictions. The existence of these types of practices will lead to a negative assessment.

* Does the proposed new definition meet your requirements and

constraints?
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ACCESSIBILITY REQUIREMENT

Criteria

Frontier

Emerging

Developed

Al

A Economic Development

Sustainability of economic development

No requirement

No requirement

Country GNI per
capita 25% above the
World Bank high
income threshold* for
3 consecutive years

B Size and Liquidity Requirements

B.1 Number of companies meeting the following Standard Index criteria 2 3 5
Company size (full market cap) ** USD 797 mm USD 1,594 mm USD 3,187 mm
Security size (float market cap) ** USD 71 mm USD 797 mm USD 1,594 mm
Security liquidity 2.5% ATVR 15% ATVR 20% ATVR

C Market Accessibility Criteria

C.1l Openness to foreign ownership At least some Significant Very high

Ccz2 Ease of capital inflows / outflows At least partial Significant Very high

C.3 Efficiency of the operational framework Modest Good and tested Very high

C4 Availability of Investment Instruments High Very High Unrestricted

C5 Stability of the institutional framework Modest Modest Very high
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* High income threshold for 2016: GNI per capita of USD 12,476 (World Bank, Atlas method)
** Minimum in use for the May 2018 Semi-Annual Index Review, updated on a semi-annual basis

Do you agree that there should be some minimum level of availability of
investment instruments under the Market Classification Framework?

Are there some restrictions above that minimum level that you deem not
acceptable for the respective classifications, i.e., Developed, Emerging and
Frontier?




UNRESTRICTED AVAILABILITY OF INVESTMENT

INSTRUMENTS ?

Developed Markets Emerging Markets

Australia Yes Brazil No
Austria Yes Chile Yes
Belgium Yes China A No
Canada Yes Colombia Yes
Denmark Yes Czech Republic Yes
Finland Yes Egypt Yes
France Yes Greece Yes
Germany Yes Hungary Yes
Hong Kong Yes India No
Ireland Yes Indonesia Yes
Israel Yes Korea No
Italy Yes Malaysia Yes
Japan Yes Mexico Yes
Netherlands Yes Pakistan Yes
New Zealand Yes Peru Yes
Norway Yes Philippines Yes
Portugal Yes Poland Yes
Singapore Yes Qatar Yes
Spain Yes Russia Yes
Sweden Yes South Africa Yes
Switzerland Yes Taiwan Yes
United Kingdom Yes Thailand Yes
USA Yes Turkey No

MSCI = UAE Yes o



EXAMPLES OF RESTRICTIONS

Examples of Restrictions on Investment Instruments
Restrictions on listed and traded derivative products offered by an offshore exchange where local
shares represent more than an exchange-specified weight

Restrictions on investment instruments (e.g., futures, options, SWAPs, ETFs) both issued offshore
and traded on a regulated exchange where local shares represent more than an exchange-
specified weight

e Should restrictions on different types of investment instruments (e.g.,

listed vs. OTC, ETFs vs. derivatives, single country vs. global) be treated
uniformly?
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POSSIBLE WEIGHT CAPPING

Local stakeholders can impose market accessibility restrictions that

would not fully impair international investors from investing in that

market but that may nevertheless make the market less accessible /
investable for international investors

in the MSCI Indexes instead of fully including or
excluding markets from the MSCI Indexes

:: In such instances, the of such markets could be

Examples of Restrictions Reducing the Accessibility of Markets

Do you agree on the principle of capping the weight of markets in the MSCI
Indexes as an alternative to full inclusion or exclusion of the market if the
restrictions do not fully impair access to the market for international

investors?
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POTENTIAL PAST EXAMPLES

The below examples aim to serve as illustrations where a capping could
have been applied in the past

Examples of Restrictions

Argentina
(2009)

Egypt Foreign exchange liquidity crisis following the imposition of FX restrictions by the Egyptian Central
(2013) Bank

Nigeria Foreign exchange liquidity crisis following the imposition of FX restrictions by the Nigerian Central
(2016) Bank

Imposition of minimum period during which investments must remain in the country
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POTENTIAL FUTURE EXAMPLES

The below examples aim to serve as illustrations where a capping could
be applied in the future

Examples of Restrictions

Brazil Restrictions on listed and traded derivative instruments offered by an exchange outside of Brazil
based on certain indexes
Korea Restrictions on listed and traded derivative instruments offered by an exchange outside of Korea
based on certain indexes
Restrictions on certain investment instruments that are based on certain indexes and are both
issued outside of India and traded on a regulated exchange
India
Lengthy and burdensome mandatory registration process subject to the Securities and Exchange
Board of India (SEBI) approval for international investors
Turke Restrictions on listed and traded derivative products based on certain indexes offered by an
K exchange outside of Turkey

Note: the above table does not include the China A Shares market that will be included in MSCI EM with a capping factor at 5% starting with the May 2018 Semi-Annual
Index Review
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ABOUT MSCI

For more than 40 years, MSCl’s research-based indexes and analytics have
helped the world’s leading investors build and manage better portfolios.
Clients rely on our offerings for deeper insights into the drivers of
performance and risk in their portfolios, broad asset class coverage and
innovative research.

Our line of products and services includes indexes, analytical models, data,
real estate benchmarks and ESG research.

MSCI serves 99 of the top 100 largest money managers, according to the
most recent P&l ranking.

For more information, visit us at www.msci.com.
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NOTICE AND DISCLAIMER

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect
suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only. The Information may not be modified, reverse-engineered, reproduced
or redisseminated in whole or in part without prior written permission from MSCI.

The Information may not be used to create derivative works or to verify or correct other data or information. For example (but without limitation), the Information may not be used to create indexes, databases, risk models, analytics, software, or in
connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI
data, information, products or services.

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information. NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO
THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT
LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the Information for any direct, indirect, special, punitive, consequential
(including lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any
liability for death or personal injury to the extent that such injury results from the negligence or willful default of itself, its servants, agents or sub-contractors.

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. Past performance does not guarantee future results.

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions. All Information is impersonal
and not tailored to the needs of any person, entity or group of persons.

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.

It is not possible to invest directly in an index. Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable instruments (if any) based on that index. MSCI does not issue,
sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related
to the performance of any MSCl index (collectively, “Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns. MSCI Inc. is not an
investment adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not reflect payment of any sales charges or fees an investor may pay
to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and charges would cause the performance of an Index Linked Investment to be different than the MSCI index performance.

The Information may contain back tested data. Back-tested performance is not actual performance, but is hypothetical. There are frequently material differences between back tested performance results and actual results subsequently achieved by
any investment strategy.

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, constituents in MSCI equity indexes may include MSCI Inc.,
clients of MSCI or suppliers to MSCI. Inclusion of a security within an MSCI index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCl indexes. More information can be found in the relevant index methodologies on www.msci.com.

MSCI receives compensation in connection with licensing its indexes to third parties. MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be found in MSCI Inc.’s company filings on the Investor Relations
section of www.msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Except with respect to any applicable products or services from MSCI ESG Research, neither MSCI nor any of its products
or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies and MSCI’s products or services are not intended to constitute investment advice or
a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or suppliers to MSCI, and
may also purchase research or other products or services from MSCI ESG Research. MSCI ESG Research materials, including materials utilized in any MSCI ESG Indexes or other products, have not been submitted to, nor received approval from, the
United States Securities and Exchange Commission or any other regulatory body.

Any use of or access to products, services or information of MSCI requires a license from MSCI. MSCI, Barra, RiskMetrics, IPD, InvestorForce, and other MSCI brands and product names are the trademarks, service marks, or registered trademarks of

MSCI or its subsidiaries in the United States and other jurisdictions. The Global Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s. “Global Industry Classification Standard (GICS)” is a
service mark of MSCI and Standard & Poor’s.
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