Onwards and upwards - MSCI A-share inclusion
The Weight of A-shares will rise to 3.3% of the MSCI Emerging Markets Index
in November
March 2019
 On February 28, 2019, MSCI announced a three-step weight increase for China A-shares in its global indexes,

raising the inclusion factor from 5% to 20% this year
 As step one, in May, MSCI will increase the index inclusion factor of all China A large-capitalization (large-cap)

shares in the MSCI indexes from 5% to 10% and add ChiNext large-cap stocks with a 10% inclusion factor. Next,
MSCI will increase the inclusion factor of all China A large-cap shares from 10% to 15% in August. And finally,
MSCI will lift the inclusion factor of all China A large-cap shares to 20% and add China A mid-capitalization (midcap) shares, including eligible ChiNext shares, with a 20% inclusion factor (see Figure 1)
 On a pro-forma basis, the weight of China A-shares will rise to 3.3% of in the MSCI Emerging Markets Index

(MSCI EM) in November, up from its current level of 0.7%. Upon completion of the three-step implementation,
there will be 253 large-cap and 168 mid-cap China A shares, including 27 ChiNext shares
 These changes could lead to USD73 billion in inflows to the A-shares market this year from funds benchmarked to

various related indexes according to HSBC Global Research’s estimates. The MSCI EM is tracked by USD1.84
trillion of global assets, with the passive funds representing about 22%
 MSCI attributed the smooth running of the Stock Connect programs and improvements in market accessibility –

quadrupling the Stock Connect daily limit and implementing a major reduction in trading suspension – as the main
justifications for lifting the inclusion factor
 Though the short-term impact will be limited, the weight increase is a step in the right direction toward reflecting

China’s rightful position in the global investment universe as the world’s second-largest stock market. This
symbolic confirmation will likely give global investors something to consider when making their allocations
 MSCI also said the weight of A-shares may increase in the future if China continues to promote further opening

and development of the market (for example, allowing the listing of index futures and other hedging tools)
Figure 1: China A-shares weight in MSCI EM set to change
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What does this mean for investors?
 Exploring a broader opportunity set

The timeline for increasing the weighting of mid-caps is set to happen sooner-than-expected – by November
2019 instead of May 2020. Following the changes, the Index will provide a better representation of the
broader market with less weight on a few heavily-weighted sectors. Therefore, it could attract more fund
flows and help uncover investment opportunities throughout the economic cycle

 Foreign investors now a growing presence in the Chinese market

Foreign investors held over RMB1.15 trillion of A-shares at the end of 2018, surpassing the ownership of
local insurers and rivalling domestic mutual funds. They now represent 2.6% and 6.7% of the total and freefloat market capitalization of the onshore Chinese equity market, respectively, up from 0.9% and 2.3% in
November 2015 (see Figure 2). The latest move from MSCI will further reinforce this trend with more than
USD600 billion of foreign inflows expected over the next five to ten years

 China’s capital markets will continue to evolve

China will continue to make incremental changes to open up its markets and its efforts will be recognized
through greater inclusion in due course. Most recently, the Qualified Foreign Institutional Investors (QFII)
quota was doubled to USD300 billion in January 2019, and QFII and its renminbi sibling, RQFII, will be
combined soon, removing the red tape for foreign investors looking to increase their allocation into the
domestic markets

Figure 2: Foreign participation in the A-share market continues to increase
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Source: Bloomberg, HSBC Global Asset Management as of January 31, 2019. Past performance is no guarantee of future results.
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All decisions regarding the tax implications of your investment(s) should be made in connection with your independent
tax advisor.
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