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CHINA MSCI INCLUSION HAS ROOM TO GROW

Smooth implementation
The much anticipated MSCI A Share inclusion happened on
31 May 2018. This is the first phase of the implementation and
there are expectations that a smooth transition will pave the
way for further internationalisation of China’s stock markets.
The total number of China A shares in the MSCI EM Index and
broader MSCI AC World Index is within our expectations. The
final figure for the total number of stocks included is 226,
lower than the original 234 stocks expected but nonetheless
was within expectation.
The implementation of the MSCI A share inclusion is over two
phases. The first phase will mean that MSCI A Shares China
account for 0.45% of the MSCI Emerging Markets Index and
0.51% of the MSCI Asia Ex-Japan Index. This also increases the
overall China weightings in the MSCI Emerging Markets Index
from 30.2% to 32.65%. Weighting in the MSCI Asia Ex-Japan
Index went from 34.6% to 36.7%. This will increase further in
August – the second phase of implementation.
However, the number of stocks in the MSCI has seen a
significant increase from 153 to 447 due to the lower market
capitalisation cut off, which means that potentially even more
A shares could be included in the future.

Volume Above Expectations
Volume increased significantly relative to yesterday, indicating
passive flows into the market. Taking only into account
Northbound flows (for buying into the A shares), the flows
increased significantly by more than 73% d-o-d. It is hard to
estimate how much of today’s flows are due to MSCI
positioning, as these are not disclosed. But Hong Kong Stock
Exchange data disclosed that an estimated 46.8% of flows
were done during the closing auction – the highest on record.
Using the same statistics, then potentially more than USD
1.5bn could have come in from passive flows (excluding active
flows). Remember: this is only the first of two phases.
Even with an estimated 46.8% flow potentially being executed
in the last 30 minutes of closing, the quota remained well
under-used – only 7% was utilised. This could potentially ease
one of the two restraining factors that MSCI have mentioned
as one of the reasons for the low inclusion factor and
weightings. The smooth trading with low quota usage even
towards the closing auction indicate that concern about
accessibility of the market is no longer valid.
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Data from the Hong Kong Stock Exchange also indicated
significant interest in A shares with trading volume in excess of
RMB 34.69bn (USD 5.7bn) – the highest on record for the
Connect program and the highest since the launch in 2016.
The Hong Kong Stock Exchange has also seen a significant
60% increase in the number of accounts opened compared to
March.
It is also clear that foreign investors have been positioning
themselves ahead of the MSCI event due to some attractive
long term structural sectors available only in the Shenzhen and
Shanghai Stock Exchange. The Northbound trading volume in
the first five months of 2018 is already 190% higher than 2017.
Trading Volume
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Significant Room to Grow
In conclusion, the smooth trading on the MSCI rebalancing of
this event will likely prompt a further discussion of the
inclusion factor, which is the lowest inclusion factor that MSCI
has accorded, i.e. 5%. We maintain our view that this smooth
transition will likely prompt a more significant increase in the
inclusion factor.
Of more significance to us following the increase of the
inclusion factor is the possibility of adding more stocks into the
MSCI Indices. Only 226 stocks have been included, but there
are more than 3,500 in the two exchanges, and about 1,481 are
available on the Connect program, meaning that they can be
accessed by international investors. MSCI has a further MSCI
China A International Index which has 422 stocks that could
potentially be added to their main indices. This would
significantly increase the size of China A share representations
in the MSCI Emerging Markets and MSCI Asia Ex-Japan Index. If
both events do happen, it is not unimaginable that China
could potentially become more than 50% of MSCI Emerging
Markets and MSCI Asia Ex-Japan Index in the future. With this
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successful implementation, that future might come sooner
than we envisioned.
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document does not constitute investment advice or a personal
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no guarantee, representation or warranty, express or implied, and
accepts no responsibility or liability for the accuracy or completeness
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forecasts, projections, estimates or prospects contained within this
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provided that nothing herein excludes or restricts any liability of
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Markets Act 2000 (as amended) (FSMA) and the rules of the Financial
Conduct Authority (the FCA) in the United Kingdom (the FCA Rules).
This document is communicated by Nikko Asset Management Europe
Ltd, which is authorised and regulated in the United Kingdom by the
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(Financial Promotions) Order 2005, (as amended) (the Order) (b)
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Order and (c) persons to whom this document may otherwise lawfully
be communicated (all such persons being referred to as relevant
persons) and is only available to such persons and any investment
activity to which it relates will only be engaged in with such persons.
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United States: This document is for information purposes only and is
not intended to be an offer, or a solicitation of an offer, to buy or sell
any investments. This document should not be regarded as
investment advice. This document may not be duplicated, quoted,
discussed or otherwise shared without prior consent. Any offering or
distribution of a Fund in the United States may only be conducted via
a licensed and registered broker-dealer or a duly qualified entity.
Nikko Asset Management Americas, Inc. is a United States Registered
Investment Adviser.
Singapore: This document is for information only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the
investment selected is suitable for you. Nikko Asset Management Asia
Limited is a regulated entity in Singapore.
Hong Kong: This document is for information only with no
consideration given to the specific investment objective, financial
situation and particular needs of any specific person. You should seek
advice from a financial adviser before making any investment. In the
event that you choose not to do so, you should consider whether the
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Australia: Nikko AM Limited ABN 99 003 376 252 (Nikko AM
Australia) is responsible for the distribution of this information in
Australia. Nikko AM Australia holds Australian Financial Services
Licence No. 237563 and is part of the Nikko AM Group. This material
and any offer to provide financial services are for information
purposes only. This material does not take into account the
objectives, financial situation or needs of any individual and is not
intended to constitute personal advice, nor can it be relied upon as
such. This material is intended for, and can only be provided and
made available to, persons who are regarded as Wholesale Clients for
the purposes of section 761G of the Corporations Act 2001 (Cth) and
must not be made available or passed on to persons who are
regarded as Retail Clients for the purposes of this Act. If you are in any
doubt about any of the contents, you should obtain independent
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New Zealand: Nikko Asset Management New Zealand Limited
(Company No. 606057, FSP22562) is the licensed Investment Manager
of Nikko AM NZ Investment Scheme and the Nikko AM NZ Wholesale
Investment Scheme.
This material is for the use of researchers, financial advisers and
wholesale investors (in accordance with Schedule 1, Clause 3 of the
Financial Markets Conduct Act 2013 in New Zealand). This material
has been prepared without taking into account a potential investor’s
objectives, financial situation or needs and is not intended to
constitute personal financial advice, and must not be relied on as
such. Recipients of this material, who are not wholesale investors, or
the named client, or their duly appointed agent, should consult an
Authorised Financial Adviser and the relevant Product Disclosure
Statement or Fund Fact Sheet (available on our
websitewww.nikkoam.co.nz).
Kingdom of Bahrain: The document has not been approved by the
Central Bank of Bahrain which takes no responsibility for its contents.
No offer to the public to purchase the Strategy will be made in the
Kingdom of Bahrain and this document is intended to be read by the
addressee only and must not be passed to, issued to, or shown to the
public generally.
Kuwait: This document is not for general circulation to the public in
Kuwait. The Strategy has not been licensed for offering in Kuwait by
the Kuwaiti Capital Markets Authority or any other relevant Kuwaiti
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the UAE. This document is for the use of the named addressee only
and should not be given or shown to any other person (other than
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consideration
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document, Nikko AME is not treating that person as a client for the
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contemplated by the Commercial companies law of Oman (Royal
decree 4/74) or the Capital Markets Law of Oman (Royal Decree80/98,
nor does it constitute an offer to sell, or the solicitation of any offer to
buy non-Omani securities in the Sultanate of Oman as contemplated
by Article 139 of the Executive Regulations to the Capital Market law
(issued by Decision No. 1/2009). This document is not intended to
lead to the conclusion of any contract of whatsoever nature within
the territory of the Sultanate of Oman.
Qatar (excluding QFC): The Strategies are only being offered to a
limited number of investors who are willing and able to conduct an
independent investigation of the risks involved in an investment in
such Strategies. The document does not constitute an offer to the
public and should not be reproduced, redistributed, or sent directly or
indirectly to any other party or published in full or in part for any
purpose whatsoever without a prior written permission from Nikko
Asset Management Europe Ltd (Nikko AME). No transaction will be
concluded in your jurisdiction and any inquiries regarding the
Strategies should be made to Nikko AME.
United Arab Emirates (excluding DIFC): This document and the
information contained herein, do not constitute, and is not intended
to constitute, a public offer of securities in the United Arab Emirates
and accordingly should not be construed as such. The Strategy is only
being offered to a limited number of investors in the UAE who are (a)
willing and able to conduct an independent investigation of the risks
involved in an investment in such Strategy, and (b) upon their specific
request.
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