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EXECUTIVE SUMMARY
• In June 2016, MSCI announced that will delay including China A-shares in the MSCI Emerging
Markets Index and China A‐shares will remain on the 2017 review list for potential inclusion
into Emerging Markets.

• While the overall market accessibility of A shares has continued to improve over the past 12
months, the 2016 consultation feedback identified three remaining obstacles that need to be
addressed:
─ Effective implementation of the QFII policy changes and removal of the 20% monthly
repatriation limit
─ Effective implementation of new trading suspension treatment
─ Resolution of pre-approval requirements by the local exchanges on launching financial
products
• MSCI does not rule out a potential off-cycle announcement should significant positive
developments occur ahead of June 2017.
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KEY HIGHLIGHTS OF 2017 PROPOSAL
MSCI is maintaining the proposal for a 5% partial inclusion of China A-shares into the MSCI
Emerging Markets Index effective in June 2018 in one single phase.

The 5% partial inclusion approximates 1.1% weight of China A shares in the MSCI Emerging
Markets Index.
• The Chinese authorities have demonstrated a clear commitment to bring the accessibility of
the China A-shares market closer to international standards.
• Recent improvements in the accessibility of the China A-shares market include:
─

Resolution of the issues regarding beneficial ownership

─

Linking QFII Quota allocation to size of investors

─

Relaxation of capital mobility restrictions under the QFII scheme

─

Enhanced regulations on trading suspensions

• In addition, the Chinese regulators have also recently announced the expansion of RMB 250
billion RQFII quota to USA. The potential launch of the Shenzhen-Hong Kong Stock Connect is
also expected to further improve the overall accessibility of China A-shares.
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2016 CONSULTATION FEEDBACK
• Of the various issues highlighted, only the beneficial ownership issue is considered to have
been satisfactorily resolved
Highlighted Issues by MSCI

Status and Developments

Feedbacks from Market Participants

Beneficial Ownership

 Clarification on the beneficial ownership status of
securities in QFII and RQFII (including separate
accounts).

 International investors are generally
satisfied with the clarification by the CSRC

Quota Allocation Process
Capital Mobility Restrictions

 Base quota is now linked to AUM ranging from US$20mn
to US$5bn.
 Base quota automatically obtained based on AUM
through filing with SAFE
 Repatriation for QFIIs (including separate accounts)
shortened to daily

 Feedback were generally positive however
investors need more time to assess the
effectiveness of the implemented changes
 However, most investors viewed 20%
monthly repatriation limit as problematic

Widespread voluntary
suspension

 Clarification of trading suspension policies from both
Shanghai and Shenzhen Stock Exchanges.
 Company can only apply for suspension after providing
proper reasons and submitting necessary documents to
the exchanges
 Trading suspension ranges from 10 days to 5 months

 Investors generally welcome greater
clarity of the trading suspension rules
 More time is needed to assess the
effectiveness of the recently announced
policy

 Remain unaddressed

 Institutional investors expressed strong
concern over the pre-approval
requirements and agreed that the issue
needs to be satisfactory resolved before
the inclusion happens

Pre-approval requirements
imposed by stock exchanges

4

REMAINING OBSTACLES TO BE ADDRESSED
1. Effective implementation of the QFII policy changes and removal of the 20% monthly
repatriation limit
•

Progress has been made on the QFII quota allocation and capital mobility issues but a period of
observation on the effectiveness of implemented changes is still required

•

Positive experiences on quota applications by international investors, as well as seamless execution
of daily capital repatriation

•

A complete removal or substantially increase the 20% monthly repatriation limit with a shorter
repatriation horizon

2. Effective implementation of new trading suspension treatment
•

MSCI welcomes the implementation of the new trading suspension policies but a period of
observation on the effectiveness of implemented changes is still required

•

Significant reduction of the number of suspended stocks on the Shanghai and Shenzhen exchanges

3. Resolution of pre-approval requirements by the local exchanges on launching financial
products
•

Ability to launch financial products by any financial institution on any stock exchange internationally
if these products are linked to indexes that include China A-shares
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INDEX INCLUSION ROADMAP OF CHINA A-SHARES
Current Status

Partial Inclusion (5%)

Full Inclusion (100%)

Data as of June 10, 2016

Timeline of Recent Developments
Feb 2016
• Linking QFII Quota allocation to
size of investors
• Relaxation of capital mobility
restrictions under the QFII
scheme

May 2016

Jun 2016

• MSCI resumes consultation Remaining Obstacles:
on China A-shares inclusion • Effective implementation of the QFII policy changes and
roadmap
removal of the 20% monthly repatriation limit
• Effective implementation of new trading suspension
treatment
• Resolution of pre-approval requirements by the local
exchanges on launching financial products
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TRANSITION ANALYSIS
• If the partial inclusion proposal is accepted, the number of constituents in the MSCI China
Index would increase from 150 to 620 with a majority of new constituents coming from A
shares. 1
• The estimated one way index turnover will be 7.7%, comparable to the first-phase transition
of overseas listed China ADRs in November 2015.
MSCI China A
Large Cap
Mid Cap

Current Standard
Weight
# Sec
100%
814
66.7%
302
33.3%
512

Pro forma (IF* = 5%)
Weight
# Sec 1 way Turnover
100%
431
27.30%
82.7%
268
17.3%
164

# Securities
Add
Del
383
5
39
27
375

MSCI China A IMI
Large Cap
Mid Cap
Small Cap

100%
50.3%
25.1%
24.5%

1981
302
512
1167

100%
55.0%
11.6%
33.4%

1847
268
164
1415

20.40%

98
5
27
250

232
39
375
2

MSCI China
A Shares
B Shares
H Shares
Red Chip
P Chip
Overseas#

100%
0.0%
0.3%
39.9%
19.4%
21.0%
19.4%

150
0
2
72
30
33
13

100%
3.9%
0.4%
37.7%
18.5%
21.2%
18.3%

620
431
4
83
37
49
16

7.71%
3.95%
0.15%
0.86%
0.61%
1.80%
0.43%

470
431
2
11
7
16
3

0
0
0
0
0
0

MSCI EM
A Shares

-

835
-

100%
1.1%

1305
431

2.15%
1.12%

470
421

-

MSCI EM (include LC only)
A Shares (include LC only)

-

835
-

100%
0.8%

1141
268

1.96%
0.93%

306
271

-

Data as of June 10, 2016
1. The pro forma index constituents are based on the MSCI China A International Index.
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KEY DISCUSSION POINTS
1. What has been your experience with regards to:
─

The QFII policy relaxations with regards to quota allocation and capital mobility?

─

The change in regulation governing trading suspensions on the A shares market?

2. Do you see the 20% monthly repatriation limit as a road block to the inclusion?
─

Would the launch of the Shenzhen Stock Connect alleviate the 20% monthly
repatriation issue?

3. Given the QFII quota is now linked to the asset size of investors and potentially sufficient
to cater for a larger allocation, does a 5% initial inclusion still represent a reasonable
proposal ? Should MSCI consider a higher percentage for the initial inclusion?
4. Would you agree with the proposed one-phase transition plan and implementation
timeline?
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PROPOSAL FOR 5% INITIAL INCLUSION REMAINS INTACT
• MSCI is maintaining its proposal to include China A-shares in the MSCI China
Index in steps starting with a partial Inclusion Factor of 5%
─ The inclusion in the MSCI China Index would be reflected in its corresponding composite
indexes, including the MSCI Emerging Markets Index, simultaneously
─ The pro forma MSCI China Index would be constructed based on one integrated China
equity universe comprising A-shares, B-shares, H-shares, Red-chips, P-chips and Overseas
listed China companies
─ A 5% Inclusion Factor would be applied to the FIF-adjusted market capitalization of China
A-shares in the pro forma MSCI China Index
─ The free float-adjusted market capitalization of China A-shares would be evaluated based
on the Foreign Inclusion Factor (FIF) subject to a 30% Foreign Ownership Limit (FOL)
─ The implementation of this proposal would coincide with the May 2018 Semi-Annual
Index Review
─ Any subsequent increase in the Inclusion Factor of China A-shares in the MSCI Emerging
Markets would be subject to positive market liberalization developments and public
consultation with market participants

• Please note that this proposal may or may not lead to any changes to the MSCI
Indexes
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FOR EXISTING MSCI CHINA A INDEX CLIENTS
• Existing clients who benchmarked to the MSCI China A Index can consider transitioning to the
MSCI China A International Index. The index is available since 2015.
• In addition, MSCI proposes to maintain the MSCI China A Index as a domestic index for clients who
wish to gain a deeper and broader access to the China A-share opportunity set
─ Question: Does it make sense to disconnect the minimum size threshold with the MSCI Global
Investable Market Indexes?
MSCI China A International Index

Inclusion
factor of 5%

FIF Version
FOL= 0.3
Constituents=
431

Transition

MSCI Domestic China A Index

Current MSCI China A Index

DIF Version
No FOL
Constituents=
814

DIF Version
No FOL
Constituents=
814

Launch

Data as of June 10, 2016
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KEY ACCESS CHANNELS TO CHINA A-SHARES
RQFII

Eligible
Investors

QFII

Institutional investors based in selected eligible
locations

Institutional investors that meet certain operation
and AUM requirements

Individual Quota: None

Base quota ranging from US$20 million to US$ 5
billion

All investors

•

Application
Process

Capital
Mobility

Applications for base quota will be filed with SAFE
via onshore custodians
Applications for quota exceeding US$5 billion will
be required to apply to SAFE directly for approval

Need license (CSRC) and quota (SAFE)
The process can range from weeks to months

•

Open-Ended Funds:
-Repatriation: Daily

Others:
-Repatriation: Monthly

Open-Ended Funds:
-Repatriation: Daily

Others:
-Repatriation: Daily

-Lock-up: None

-Lock-up: 1 year

-Lock-up: 3 months

-Lock-up: 1 year

-Remit Period: None

-Remit Period: 6
months

-Remit Period: N.A.

-Remit Period: 6 months

-Others: Monthly
repatriation cannot
exceed 20% of NAV of
previous year

-Others: Monthly
repatriation cannot
exceed 20% of NAV of
previous year

-Others: Quota
required to be used
within 1 year upon
approval

Equity
Coverage
Universe

Stock Connect

All securities listed on Shanghai and Shenzhen Stock Exchanges

N.A.

No restriction

570+ stocks listed on
Shanghai Stock Exchange
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POSSIBLE INDEX INCLUSION ROADMAP
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Data as of June 10, 2016

ABOUT MSCI
For more than 40 years, MSCI’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 97 of the top 100 largest money managers, according to the
most recent P&I 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 MSCI 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 Inc. and Barra LLC, may be used in calculating certain MSCI 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 Inc. 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, FEA, 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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