
KEY POINTS 

On 14 June, MSCI decided not to include China A-shares in its regional and global indices as yet. The index provider cited three 
outstanding concerns: (1) capital repatriation limits, (2) trading suspensions, (3) pre-approval by Chinese exchanges of products 
associated with an index which includes A-shares. On beneficial ownership, MSCI said improvements had been made and the issue had 
been resolved. It noted the commitment of the Chinese authorities, as evidenced by the progress made on onshore market reforms. The 
latest MCSI decision continues to signal to the Chinese authorities that more reforms are needed before the MSCI standards for inclusion 
are met. We note that most international investors are underestimating the speed at which reforms can be carried out in China. The 
progress made over the last 12 months has been significant, underscored by the rapid opening of the Chinese interbank bond market. 
Every step in Chinese capital markets reform is a step closer to China A-shares inclusion. So, see you next year for sure. 

MSCI REJECTS THE INCLUSION NOW, BUT 
ACKOWLEDGES IMPROVEMENTS 

As part of its 2016 Annual Market Classification Review, MSCI 
decided not to include China A-shares in its global, regional and 
country indices, but it acknowledged a lot of progress had been made 
over the last year and highlighted that the beneficial ownership issue 
had been addressed satisfactorily. Now, foreign investors can be sure 
that they can enjoy the benefits of ownership of onshore Chinese 
shares such as voting rights.  

In addition, significant reforms have been introduced regarding the 
Qualified Foreign Institutional Investors (QFII) scheme as China has 
authorised daily repatriation, aligning it with the Renminbi Qualified 
Foreign Institutional Investor scheme. More quota access points have 
been given to investors such as the USD 38 billion RQFII (Renminbi 
Qualified Foreign Institutional Investors) quota awarded to the US. 
This allows the largest ETF providers to allocate to A-shares using 
their US entities.  

WHAT STILL NEEDS TO BE DONE? 

In brief, MSCI pointed out the need to: 

1. Remove the 20% limit on monthly repatriation for QFIIs. It is
important to note that despite the launch of RQFII, which offers
daily liquidity, QFII rules have not been fully aligned with those
for RQFII. Most of the largest foreign institutional investors and

large pension funds historically hold QFIIs. MSCI highlighted the 
importance of seamless execution of daily repatriation as well as 
the removal of the 20% monthly repatriation cap as critical 
considerations for index inclusion.  

2. Limit the suspension of shares. The Shanghai and Shenzhen
exchanges last month clarified the rules, limiting in principle
trading suspensions to three months. However, for ‘asset
reorganisation cases’, halts can last longer. Of the companies in
the A-shares market trading in, 57% (by market capitalisation) is
suspended for this reason, according to Goldman Sachs. MSCI
noted that time is required to monitor how the rules are applied
before this issue can be considered resolved.

3. Remove the requirement for the Shenzhen or Shanghai
exchange to pre-approve any products linked to indices that
include A-shares. Clearly, MSCI does not want to put at risk the
MSCI licensing of MSCI Emerging Market index or other indices
by including A-shares.

On the next page, we summarise the views of MSCI in 2015 vis-a-vis 
this year’s conclusions. 
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Overview of MSCI 2015 concerns and 2016 comments 

MSCI concerns in 2015 Current status  
 MSCI views in 2016

Capital 

mobility 
restrictions 

Removal of capital lock-up 

and repatriation restrictions 
on QFII/RQFII  

Monthly repatriation cap 

of 20% of NAV remains 
unchanged 

MSCI: “a key issue 

unaddressed” 

Elimination of potential 
trading uncertainty due to 
daily limit on the Stock 

Connect 

Not mentioned clearly by 
MSCI.  

Beneficial 
ownership  

Current QFII/RQFII 
framework does not provide 

a clear recognition on the 
ultimate beneficial ownership 
of assets under separate 
accounts 

A-shares account system 
can support the 

recognition of rights & 
interests of beneficial 
owners of securities as 
held under QFII/RQFII’s 

separate account 
scheme 

MSCI: resolved 

Widespread 
voluntary 
suspension 

Widespread voluntary 
suspension practices 
prevented normal market 
trading and caused liquidity 

and replication concerns 

Now trading suspension 
due to major ‘asset 
reorganisation’ is limited 
to three months. 

MSCI: “A period of 
observation is needed” 

Anti-

competitive 
clauses 

Existence of a provision that 

all financial products 
(including ETFs) linked to an 
index containing A-shares 
need to be pre-approved by 

the local Chinese exchanges 
even if listed internationally 

Pending resolution by the 

local Chinese stock 
exchanges 

MSCI: “(this) remains 

unaddressed” 

Source: MSCI, BNPP IP, June 2016 

ANOTHER YEAR, ANOTHER REVIEW, BUT DO NOT 
UNDERESTIMATE HOW QUICKLY REFORMS CAN GO 

As it did last year, MSCI has explained that a ‘mid-year review’ would 
be possible. We doubt this since a lot of monitoring appears to be 
needed – for QFII daily repatriation practices or the suspensions. The 
next review is therefore likely to be in June 2017.  

We believe foreign investors are underestimating the ability of the 
Chinese authorities to move quickly to make inclusion happen. 
Nobody had expected China to award RQFII to the US, but it 
happened. The size of the RQFII quota, the clarification of beneficial 
ownership as well as the relaxation of restrictions on QFII occurred in 
less than a year. Clearly, the Chinese authorities are willing to act to 
meet the MSCI standards. 

The fixed-income market is an example: foreign investors can now 
easily access the Chinese interbank bond market. Within one year, 
motivated by the inclusion in the Special Drawing Rights (SDR) of the 
International Monetary Fund, China opened the interbank bond and 
the currency markets to foreign official institutions. Last but not least, 
since May 2016, foreign financial institutions such as commercial 
banks, insurers, pension funds and fund managers can access the 
interbank market without quota and cross-border restrictions, making 
it freely accessible, based on a filing system.  

To conclude, the latest MSCI decision signals that the index provider 
feels further work needs to be done on reforms in the China equity 
market to make it fully accessible to foreign investors. However, the 
progress made to date is significant in our view and underlines the 
Chinese authorities’ determination to succeed. 
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DISCLAIMER 

This material is issued and has been prepared by BNP Paribas Investment Partners Asia Limited*, a member of BNP Paribas Investment Partners (BNPP IP)**.  The 
content has not been reviewed by the Hong Kong Securities and Futures Commission. 

This material is produced for in formation purposes only and does not constitute: 

1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment whatsoever; or 

2. any investment advice. 

This material makes reference to certain financial instruments (the “Financial Instrument(s)”) authorized and regulated in its/their jurisdiction(s) of incorporation. 

No action has been taken which would permit the public offering of the Financial Instrument(s) in any other jurisdiction, except as indicated in the most recent 
prospectus, offering document or any other information material, as applicable, of the relevant Financial Instrument(s) where such action would be required, in 
particular, in the United States, to US persons (as such term is defined in Regulation S of the United States Securities Act of 1933). Prior to any subscription in a 
country in which such Financial Instrument(s) is/are registered, investors should verify any legal constraints or restrictions there may be in connection with the 
subscription, purchase, possession or sale of the Financial Instrument(s). 

Investors considering subscribing for the Financial Instrument(s) should read carefully the most recent prospectus, offering document or other information material 
and consult the Financial Instrument(s)’ most recent financial reports. The prospectus, offering document or other information of the Financial Instrument(s) are 
available from your local BNPP IP correspondents, if any, or from the entities marketing the Financial Instrument(s). 

Opinions included in this material constitute the judgment of BNP Paribas Investment Partners Asia Limited at the time specified and may be subject to change 
without notice. BNP Paribas Investment Partners Asia Limited is not obliged to update or alter the information or opinions contained within this material. Investors 
should consult their own legal and tax advisors in respect of legal, accounting, domicile and tax advice prior to investing in the Financial Instrument(s) in order to 
make an independent determination of the suitability and consequences of an investment therein, if permitted. Please note that different types of investments, if 
contained within this material, involve varying degrees of risk and there can be no assurance that any specific investment may either be suitable, appropriate or 
profitable for a client or prospective client’s investment portfolio. 

Investments involve risks. Investments in emerging markets involve above-average risk. Given the economic and market risks, there can be no assurance that the 
Financial Instrument(s) will achieve its/their investment objectives. Returns may be affected by, amongst other things, investment strategies or objectives of the 
Financial Instrument(s) and material market and economic conditions, including interest rates, market terms and general market conditions. The different strategies 
applied to the Financial Instrument(s) may have a significant effect on the results portrayed in this material. Past performance is not a guide to future performance 
and the value of the investments in Financial Instrument(s) may go down as well as up. Investors may not get back the amount they originally invested. 

* BNP Paribas Investment Partners Asia Limited, 30/F Three Exchange Square, 8 Connaught Place, Central, Hong Kong.

** “BNP Paribas Investment Partners” is the global brand name of the BNP Paribas group’s asset management services. The indiv idual asset management entities 
within BNP Paribas Investment Partners if specified herein, are specified for information only and do not necessarily carry on business in your jurisdiction. For further 
information, please contact your locally licensed Investment Partner.  

Investing in emerging markets, or specialised or restricted sectors is likely to be subject to a higher than average volatility due to a high degree of concentration, 
greater uncertainty because less information is available, there is less liquidity, or due to greater sensitivity to changes in market conditions (social, political and 
economic conditions).
Some emerging markets offer less security than the majority of international developed markets. For this reason, services for portfolio transactions, liquidation and 
conservation on behalf of funds invested in emerging markets may carry greater risk.
 


