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hina A shares were recently
included in the MSCI emerging
market index and while there
are many who viewed this decision

as a stamp of approval on China’s
financial market reforms, there are
also those who looked at it as a test
for the Asian economic giant.
Gaining MSCI inclusion was surely
a big step, one that offers some
level of hope for foreign investors
that finally China will open up more
to global capital. While the pace
of reforms on the stock market
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has been quite good, in order for
the Chinese stock market to reach
the high standards of other major
economies globally there is still some
work that needs to be done.
The MSCI inclusion was barely an
acknowledgment of China’s progress
in reforming its market but there is
now a real opportunity for Beijing
to take advantage of this good faith
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China Stocks Included In the
MSCI Emerging Markets Index –
The Hard Work Now Begins
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and keep up the pace. The Securities
and Regulatory commission of China
said in a statement after the MSCI
inclusion that the decision reflected
growing confidence on the Chinese
stock market from global investors.
While this is true, compared to other
major global economies China’s role
in global financial markets remains
relatively small and this provides
a significant room for growth. The
development of the Shanghai and
Shenzhen Connect was the first
major step in the reform agenda.
China has also followed this up
with the Hong Kong Bond connect
that gives more room for foreign
investors to put their money on
Chinese bonds. All these reforms
have been credited for the MSCI
inclusion. A statement issued by
MSCI soon after the inclusion noted
that for many institutional investors
the Connect program was a more
favorable option for accessing the
Chinese markets and it could play a
major role in further strengthening
the credibility of Chinese stock
markets. The Shanghai Stock
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At the moment, the
biggest priority now for
China is to increase its
weighting factor in the
MSCI index

Exchange released a statement also
confirming that it will continue to
explore more strategies for effective
“Internationalization” of its trading.
At the moment, the biggest
priority now for China is to increase
its weighting factor in the MSCI
index. At the moment, the A shares
included only account for less than 1
%. The MSCI notes that the next big
step for regulators in China would
be to reduce current restrictions on
capital flows. Regulators have also
been encouraged to develop Index
futures for international investors.
There is also a need to reform the IPO
mechanism in the country as a way of
reducing corporate reliance on loans.
Another key reform that is
expected is a transition from the
largely retail investment that is

characterized with the Chinese stock
market to a more institutionalized
market. Intuitional investors both
local and foreign account for a
very small percentage of the total
turnover in the Chinese markets
compared to other major markets.
Analysts feel that more intuitional
investors could help reduce volatility
and promote growth in the near
future. There is no doubt a feeling
of hope on the Chinese stocks
is growing and while the MSCI
inclusion is a great achievement, it’s
only the start of more reforms with
more desirable effects.
Investing in China
In case you are looking to invest on
China’s stock markets the Asia Pacific
Fund offers you an opportunity.
The Fund trades on the NYSE and
allows global investors to put money
on equity securities of Asia Pacific
countries ex. Japan. You can purchase
the Funds Shares under the ticker
Symbol APB or visit its website for
more information.
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