(7))
)
=
20

(75}
=
<
=
-
O

Corporate FX & Structured
Products
Tel: 6349-1888 / 1881

Fixed Income & Structured
Products
Tel: 6349-1810

Investments & Structured
Product
Tel: 6349-1886

Interest Rate Derivatives
Tel: 6349-1899

Treasury Research & Strategy

Tel: 6530-4887

Tommy Xie Dongming
+(65) 6530 7256
xied@ocbc.com

iQOCBC Bank

MSCI inclusion: a look from flow perspective

Monday, March 04, 2019

The MSCI announced to increase the weight of China A shares in its index via
expanding the inclusion factor from current 5% to 20% in three steps in May,
August and November 2019.

In addition to include China A large cap, China A ChiNext will be added from May
while China A mid cap will be included from November. Total 253 large and 167
mid cap A shares and 27 ChiNext shares will be in the list. The percentage of
China A shares in the MSCI EM index will increase from 0.8% to 3.3% after three
steps.

The inclusion is based on China’s commitment to improve market accessibility as
well as the reduction of disruption such as trade halt. The future increase of
weight will depend on the development of risk management tools as well as
improving market accessibility standard.

China’s A share was first added into MSCI index from 1 June 2018 with initial
inclusion factor at 2.5%, which was subsequently raised to 5% from 1 September
2018. China A-share represented about 0.8% of total MSCI EM index in 2018 and
0.1% of total MSCI All Country World index. The percentage will be raised to 3.3%
in November at 20% inclusion factor. In the event of full inclusion factor, China’s
A-share is expected to account for 16.5% of total EM index.

Timeline for the change of inclusion factor
Current May 2019 August 2019 November 2019
Inclusion | 5% for | 10% for China | 15% for China | 20% for China A
factor China A|A large cap|A large cap | large cap, 20%
large cap and 10% for | and 15% for | for China A mid
ChiNext ChiNext cap and 20% for
ChiNext

What’s new?

The inclusion of 27 ChiNext listed companies from May 2019 and 167 China A
mid cap companies from November 2019 were earlier than market expected. The
expansion is expected to attract more than US$60 billion new allocation from
foreign investors based on the assumption that about USS$1.8 trillion funds
tracking MSCI EM index and at least US$3.6 trillion funds tracking MSCI All
Country World Index.
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China A share’s weights in major MSCI index

Current (5% inclusion)

November 2019 (20%

In the event of full

inclusion) inclusion
MSCI EM index 0.8% 3.3% 16.5%
MSCI  All  Country | 0.1% 0.4% 2%
World Index

More inflows expected
As of end of 2018, foreign investors held about CNY1.15 trillion Chinese equities, accounting for
about 3.2% of total market cap. Given China plans to further increase its foreign ownership of
equities, we may expect more foreign inflows in the coming years.

Chart: China wants to increase its equity foreign ownership probably to 10%.
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This publication is solely for information purposes only and may not be published, circulated, reproduced or
distributed in whole or in part to any other person without our prior written consent. This publication should not be
construed as an offer or solicitation for the subscription, purchase or sale of the securities/instruments mentioned
herein. Any forecast on the economy, stock market, bond market and economic trends of the markets provided is not
necessarily indicative of the future or likely performance of the securities/instruments. Whilst the information
contained herein has been compiled from sources believed to be reliable and we have taken all reasonable care to
ensure that the information contained in this publication is not untrue or misleading at the time of publication, we
cannot guarantee and we make no representation as to its accuracy or completeness, and you should not act on it
without first independently verifying its contents. The securities/instruments mentioned in this publication may not be
suitable for investment by all investors. Any opinion or estimate contained in this report is subject to change without
notice. We have not given any consideration to and we have not made any investigation of the investment objectives,
financial situation or particular needs of the recipient or any class of persons, and accordingly, no warranty whatsoever
is given and no liability whatsoever is accepted for any loss arising whether directly or indirectly as a result of the
recipient or any class of persons acting on such information or opinion or estimate. This publication may cover a wide
range of topics and is not intended to be a comprehensive study or to provide any recommendation or advice on
personal investing or financial planning. Accordingly, they should not be relied on or treated as a substitute for specific
advice concerning individual situations. Please seek advice from a financial adviser regarding the suitability of any
investment product taking into account your specific investment objectives, financial situation or particular needs
before you make a commitment to purchase the investment product. OCBC and/or its related and affiliated
corporations may at any time make markets in the securities/instruments mentioned in this publication and together
with their respective directors and officers, may have or take positions in the securities/instruments mentioned in this
publication and may be engaged in purchasing or selling the same for themselves or their clients, and may also
perform or seek to perform broking and other investment or securities-related services for the corporations whose
securities are mentioned in this publication as well as other parties generally.

This report is intended for your sole use and information. By accepting this report, you agree that you shall not share,
communicate, distribute, deliver a copy of or otherwise disclose in any way all or any part of this report or any
information contained herein (such report, part thereof and information, “Relevant Materials”) to any person or entity
(including, without limitation, any overseas office, affiliate, parent entity, subsidiary entity or related entity) (any such
person or entity, a “Relevant Entity”) in breach of any law, rule, regulation, guidance or similar. In particular, you agree
not to share, communicate, distribute, deliver or otherwise disclose any Relevant Materials to any Relevant Entity that
is subject to the Markets in Financial Instruments Directive (2014/65/EU) (“MiFID”) and the EU’s Markets in Financial
Instruments Regulation (600/2014) (“MiFIR”) (together referred to as “MiFID 11”), or any part thereof, as implemented
in any jurisdiction. No member of the OCBC Group shall be liable or responsible for the compliance by you or any
Relevant Entity with any law, rule, regulation, guidance or similar (including, without limitation, MiFID II, as
implemented in any jurisdiction).

Co.Reg.no.:193200032W

Treasury & Strategy Research 3



