
1. Introduction
On May 26, 2015, FTSE Russell introduced the FTSE Global China A Inclusion 
Indexes as a transitional tool in preparation for the potential inclusion of China 
A-shares in its widely followed global benchmarks. These indexes were designed 
in response to the gradual liberalization of the Chinese capital markets, as 
evidenced by the growth of the QFII and RQFII schemes and the introduction of the 
Shanghai-Hong Kong Stock Connect program. 

Recent volatility in China’s stock markets seems unlikely to derail the Chinese 
government’s long term agenda of market liberalization. The liberalization of the 
country’s capital markets is but one of the components of the financial reform 
agenda introduced by the government. Other fundamental elements of this 
program include adjustments to interest rate policy, the reform of the country’s 
banking system, and the internationalization of the renminbi (RMB).

Despite this progress, the China A-shares will remain, for the time being, on 
the Watch List for prospective inclusion in FTSE’s standard Global Equity Index 
Series (FTSE GEIS), as per FTSE’s Annual Country Classification announcement 
of September 2015. Changes relating to market accessibility, capital repatriation 
and clearing and settlement remain unresolved. FTSE Russell will continue 
to coordinate with market participants and the Chinese authorities toward a 
satisfactory resolution of these technical obstacles.

In the meantime, FTSE Russell offers market participants the FTSE Global China A 
Inclusion Indexes, a series of global indexes that add China A-Shares to FTSE GEIS. 
The inclusion indexes seek to reflect both the actual composition and the changing 
dynamics of China’s A-Share market while providing a set of flexible options to 
international investors facing different access constraints. 
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FTSE Russell is a leading global benchmark provider with more than 
14 years of experience in China indexes, and considers the FTSE Global 
China A Inclusion Indexes to be the next logical step in FTSE Russell’s global 
benchmarks development.

Figure 1 below illustrates the magnitude of the difference in weighting under 
various pro forma scenarios.

Figure 1. China’s expansion in the FTSE Emerging Index
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2. China A-Shares: World’s Second Largest 
Equity Market
China’s explosive economic development has been accompanied by a similar 
expansion of its equity markets. Beginning with a mere eight listings on the 
Shanghai Stock Exchange (SSE) in 1990, there are now more than 2600 companies 
listed on the SSE and Shenzhen Stock Exchanges (SZSE). Their combined market 
capitalization reached US$ 10 trillion in June1 before dropping by US$3.2 trillion, or 
twice the size of India’s market, within a few weeks.2 Despite these huge swings China 
consistently ranks as the world’s second largest equity market in term of market value 
after the USA.3 

1   http://money.cnn.com/2015/06/15/investing/china-stocks-10-trillion/ 
2   http://articles.economictimes.indiatimes.com/2015-07-08/news/64212228_1_chinese-shares-stock-market-share-prices 
3   “http://www.bloomberg.com/news/articles/2015-06-05/china-s-stock-market-capitalization-set-to-reach-10-trillion
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3. Incorporating A Shares: Broader Representation 
of the Chinese Economy
Accessing the A-shares market is increasingly viewed by international investors 
as necessary for gaining a more accurate representation of the underlying 
Chinese economy. 

There are more than 650 China A-shares constituents in the FTSE China A Index, 
compared with 232 B-share, H-share, Red Chip, and P Chip constituents in the 
existing FTSE Emerging Index. As shown in Figure 1, the free float adjusted market 
cap of A-shares is almost twice as large as B, H-shares, Red and P Chips combined. 
Ignoring A-shares would mean ignoring a large part of the Chinese equity market.

Companies listed on the domestic exchanges in China can differ substantially in 
profile from those listed outside of mainland China. The Shanghai Stock Exchange 
is the preferred exchange by industrials and services sector companies. The 
Shenzhen Stock Exchange has emerged as the preferred market for Chinese 
tech upstarts often unknown outside of China. Listings outside of China have, 
for historical reasons, seen a concentration of companies linked to state-owned 
enterprises as well as large financial institutions. 

The exclusion of A-shares from global indexes limits diversification and restricts 
market participants from assessing certain growth sectors not necessarily captured 
by overseas China indexes. As China continues to develop, the relative importance 
of the A-shares market will continue to grow. With over 600 companies seeking 
regulatory approval from the Chinese regulator, the Shanghai and Shenzhen stock 
exchanges will better reflect the shifting dynamics of the Chinese economy as it 
transitions from an export orientated economy to one that is a consumer led. 

4.	Potential	Diversification	Benefits	of	Including	
A-Shares 
From a global investor’s perspective the inclusion of A-shares in a global portfolio 
could potentially bring diversification benefits. Figure 2 indicates that the 
correlation between the FTSE China A All Cap and the FTSE Global All Cap Index is 
less than 40% over the last eight years.

Figure 2. Correlation Between FTSE China A All Cap and FTSE Global All Cap Indexes (2005 to 2015)
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5. Routes for Accessing A-Shares Market
The gradual liberalization of the Chinese stock market has led to a number of policy 
changes over the years, which has resulted in a variety of routes for international 
investors to access the A-share market, but subject to conditions sometimes 
onerous to investors.

QFII/RQFII:	Only	Qualified	Investors	Need	Apply
Approved international investors may trade A-shares through two schemes, 
namely the Qualified Foreign Institutional Investor (QFII, launched in 2002) and 
the Renminbi Qualified Foreign Institutional Investor schemes (RQFII, launched in 
2011). These schemes are reserved to investors approved by the China Securities 
Regulatory Committee (CSRC), while the investment quotas apportioned are 
granted by the State Administration of Foreign Exchange (SAFE). The quotas 
granted under these schemes have increased substantially in the last three years 
to reach USD81 billion for the QFII and Rmb 444 billion (USD68 billion) for the RQFII 
schemes at the end of 2015. 

The QFII regime allows registered foreign institutional investors with investments 
denominated in a foreign currency to invest directly in A-shares but under 
strict quota allocation and trading procedures. There are over 200 licensees under 
this scheme.

The RQFII program is a variation of the QFII that facilitates foreign investment 
in the mainland via offshore renminbi accounts. Investors’ qualification criteria, 
quota approval and trading and settlement processes are significantly more 
flexible under the RFQII scheme as compared with the QFII scheme. There are  
over 170 licenses under the RQFII scheme.

The criteria used for status approval have been progressively relaxed for both 
schemes, while 14 jurisdictions including the UK, Singapore, France, Germany, 
South Korea, Australia and recently Malaysia joined Hong Kong as offshore centers 
allowed to use RMB to invest in Chinese A-shares under the RQFII program. 
Tradeable products have also expanded to include fixed income and index futures.

While these investment schemes allow foreign investors to trade A-shares, 
investors are still subject to a strict quota system. 

The Connect Program: Open To All
Launched in November 2014, the Shanghai-Hong Kong Stock Connect program 
allows Hong Kong and international investors to trade China A-shares and 
mainland investors to trade Hong Kong stocks within a certain daily quota limit. It 
is expected that authorities in China and Hong Kong will launch a similar program 
for shares traded on the Shenzhen Stock Exchange in 2016.

Unlike the QFII and RQFII schemes, the Connect program is open to all investors, 
institutional and retail alike. In addition, investors are not required to receive 
any quota approval from the regulatory authorities in order to trade, and are not 
impaired by currency controls and reporting requirements. The introduction 
of additional connect programs would be a further indication that the Chinese 
government remains committed to capital markets liberalization.
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Mutual Recognition Scheme: Funds For All
Launched on July 1, 2015, the Mutual Recognition of Funds (MRF) scheme allows for 
the first time registered asset managers operating in Hong Kong and mainland China 
to sell their funds within their respective jurisdictions. An initial quota of Rmb 300 billion 
(USD48 billion) has been set aside for each direction of the MRF scheme.

The MRF scheme allows equity, fixed income, mixed and index funds to be eligible 
for cross-border selling, where asset managers need to appoint a local agent to 
market and distribute their funds.

6.	Further	A-shares	Liberalization:	Not	if,	but	when
The recent volatility of the Chinese stock markets may well impede, in the short 
term, the pace of the A-shares market liberalization. However, it can be argued 
that it could provide the impetus needed for further liberalization in the medium 
term, as China moves to the next phase of lower, yet sustainable growth.

A-shares as part of reform agenda
The liberalization of the A-shares market is only one part of China’s opening of its 
capital account. The ambitious reform agenda adopted during China’s Third Plenum 
of the 18th Party Congress in November 2013 also calls for the gradual liberalization 
of interest rate policy and the restructuring of the country’s banking system. As it 
is also China’s stated policy to internationalize the renminbi, the push for A-shares 
market liberalization, if delayed, still appears inevitable.

7.	 More	Changes	Needed
While the liberalization process appears inevitable, the China A-shares market is 
yet to fulfill some of the requirements needed for its inclusion in the FTSE Global 
Equity Index Series (FTSE GEIS). 

Each September, the FTSE Country Classification Process classifies countries 
into Developed, Advanced Emerging, Secondary Emerging and Frontier status. 
The FTSE Country Classification Advisory Committee, a group of independent 
and experienced market practitioners, assesses each country on a grid of 
twenty one “Quality of Markets” criteria. It also reviews each country’s economic 
status as measured by GNI per capita. FTSE Russell presents this assessment to 
the FTSE Russell Policy Group for further discussion. The September’s Annual 
Country Classification announcement is then approved by the FTSE Russell 
Governance Board.

As per the results of the FTSE’s Annual Country Classification Review of 
September 2015, China A-shares remains on the Watch List for possible 
classification as Secondary Emerging. Despite its ongoing modernization, the 
China A-shares market still requires certain changes.

Capital Mobility
The current investment structure poses restrictions on capital mobility such as 
quota approval and size, capital repatriation, limits on foreign ownership, limited 
protection of minority shareholders and foreign exchange restrictions.
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Despite the significant progress in both the QFII and RQFII schemes, international 
investors are still subject to a number of restrictions. The conditions imposed 
by the QFII scheme remain stringent in terms of the lock-up period and 
repatriation cycle. Although further changes to improve the flexibility of the QFII 
program have taken place in areas such as to allow funds to share quota across 
existing open-ended mutual funds and postpone/reallocate quotas, subject to 
CSRC approval.

Although the Connect program has been implemented, it still presents market 
participants with material issues in relation to universe coverage, quota limit, 
ownership structure, pre-trade stock delivery and enforcement of regulations. 

Custody,	Settlement	&	Clearing
The settlement process of T+0 (18:00) for securities and T+1 (16:00) for cash differs 
substantially from the conventional T+2 or T+3 prevalent in most markets. The 
T+0 requirement makes pre-funding necessary, which can be an issue for portfolio 
managers when rebalancing portfolio. Stock lending is restricted and there is no 
free delivery in settlement.

8. FTSE Global China A Inclusion Indexes: A 
Flexible Portfolio Management Tool
As the A-shares market becomes more accessible and as China pursues 
capital account reforms, market participants have begun to preempt market 
developments by incorporating A-shares in their investment strategy. Other 
investors are also keen to have a suitable benchmark in advance of further 
liberalization, if only to run investment scenarios, to monitor the market, or to 
assess the impact of future inclusion on portfolio composition and performance.

Building Indexes
FTSE Russell introduced the FTSE Global China A Inclusion Indexes to assist 
market participants by designing indexes that are transparent and easy to use. The 
indexes incorporate a selection and allocation component to China A-shares.

Selection Component
The indexes are developed using the FTSE Global Equity Index Series (FTSE GEIS) 
methodology, treating China as one entity (i.e. the Index includes A-shares, 
H-shares, Red Chips, B-shares and P Chips). The A-shares selected as part of the 
review process will most likely become the constituents of the FTSE GEIS once 
China A-shares market is classified as Secondary Emerging. 

Allocating China A-shares
What should the correct weighting of China A-shares be within global 
benchmarks? Given the rapid development of the A-shares market and the 
access constraints of different investors, the required weighting is certain to 
differ between investors. FTSE Global China A Inclusion Indexes were designed to 
allow investors to select a benchmark appropriate to their particular investment 
circumstances.
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Option 1: Global Benchmark with China A-shares weighted by 
aggregate approved quota
Under this option, the allocation of China A-shares to FTSE’s global benchmarks 
reflects international access as determined by the aggregate QFII and RQFII 
quotas approved for international investors. It is revised periodically to reflect the 
changes in these two quotas as well as to incorporate additional quota that may 
result from new investment schemes.

This option is suitable for investors that prefer not to give full weight to China 
A-shares, anticipate increasing their China exposure over time and require a 
transparent and systematic approach to China A-shares allocation.

This allocation methodology results in the weighting of Figure 3:

Figure 3. Global Benchmarks with China A-shares weighted by aggregate 
approved quota

Country
FTSE Emerging 

Index (%)

FTSE Emerging 
Markets China A 

Inclusion Index (%)
FTSE Emerging All 

Cap Index (%)

FTSE Emerging 
Markets All Cap 

China A Inclusion 
Index (%)

China (A) 0.00 5.87 0.00 6.89

China 28.70 27.02 27.52 25.62

Taiwan 14.51 13.66 16.56 15.42

India 13.28 12.50 13.42 12.49

Brazil 6.69 6.30 6.35 5.91

Others 36.82 34.66 36.15 33.66

Country
FTSE All-World 

Index (%)

FTSE All-World 
China A Inclusion 

Index (%)
FTSE Global All Cap 

Index (%)

FTSE Global All Cap 
China A Inclusion 

Index (%)

China (A) 0.00 0.50 0.00 0.59

China 2.33 2.32 2.22 2.21

U.S.A 52.30 52.03 52.81 52.50

Japan 8.82 8.78 8.60 8.55

UK 6.92 6.89 6.88 6.84

Others 29.63 29.48 29.49 29.32

Source: FTSE Russell, data as at 31 December 2015.

Option 2: Market allocation of China A-shares
The indexes built under this methodology eliminate references to any quota 
restricting market access, and adjust for free float and foreign ownership restrictions.

These indexes are suitable for investors with no quota constraints, or those that 
seek a higher exposure to A-shares or a true reflection of the expected size of 
A-shares within global indexes.
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This allocation methodology results in the weighting of Figure 4 below: 

Figure	4.	Global	Benchmarks	with	China	A-shares	weighted	by	free	float/foreign	
ownership restrictions

Country
FTSE Emerging 

Index (%)

FTSE Emerging 
Markets China A 

Inclusion	(No	Quota)	
Index (%)

FTSE Emerging All 
Cap Index (%)

FTSE Emerging 
Markets All Cap 

China A Inclusion 
(No	Quota)	Index	(%)

China (A) 0.00 27.56 0.00 31.12

China 28.70 20.79 27.52 18.95

Taiwan 14.51 10.51 16.56 11.41

India 13.28 9.62 13.42 9.24

Brazil 6.69 4.85 6.35 4.38

Others 36.82 26.67 36.15 24.90

Country
FTSE All-World 

Index (%)

FTSE All-World 
China A Inclusion 

(No	Quota)	Index	(%)
FTSE Global All Cap 

Index (%)

FTSE Global All Cap 
China A Inclusion 

(No	Quota)	Index	(%)

China (A) 0.00 3.00 0.00 3.52

China 2.33 2.26 2.22 2.14

U.S.A 52.30 50.73 52.81 50.95

Japan 8.82 8.56 8.60 8.30

UK 6.92 6.72 6.88 6.64

Others 29.63 28.74 29.49 28.45

Source: FTSE Russell, data as at 31 December 2015.

Option 3: Customization

As quotas, fund size and investment views can vary widely, FTSE Russell’s indexes 
can be customized for clients who prefer to decide their own allocation to A-shares 
that changes over time.

9. Conclusion
Given the pace of changes in China, FTSE Russell estimates that it is increasingly 
likely that China A-shares will be eligible for inclusion in FTSE’s global indexes 
within the next three years. FTSE Russell will continue to engage with market 
participants and the Chinese authorities to monitor market developments, 
especially in the key areas of regulatory standards, capital mobility and settlement 
mechanisms. 

As FTSE Russell believes that China A-shares inclusion to its indexes is not a 
matter of if, but of when, it has designed transitional benchmark choices to help 
clients better prepare for this seminal moment. 
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London Stock Exchange Group companies includes FTSE International Limited (“FTSE”), Frank Russell Company (“Russell”), MTS Next Limited 
(“MTS”), and FTSE TMX Global Debt Capital Markets Inc (“FTSE TMX”). All rights reserved.

“FTSE®”, “Russell®”, “MTS®”, “FTSE TMX®” and “FTSE Russell” and other service marks and trademarks related to the FTSE or Russell indexes are 
trademarks of the London Stock Exchange Group companies and are used by FTSE, MTS, FTSE TMX and Russell under licence.

All information is provided for information purposes only. Every effort is made to ensure that all information given in this publication is accurate, 
but no responsibility or liability can be accepted by the London Stock Exchange Group companies nor its licensors for any errors or for any loss 
from use of this publication.

Neither the London Stock Exchange Group companies nor any of their licensors make any claim, prediction, warranty or representation 
whatsoever, expressly or impliedly, either as to the results to be obtained from the use of the FTSE Russell Indexes or the fitness or suitability of 
the Indexes for any particular purpose to which they might be put.

The London Stock Exchange Group companies do not provide investment advice and nothing in this document should be taken as constituting 
financial or investment advice. The London Stock Exchange Group companies make no representation regarding the advisability of investing in 
any asset. A decision to invest in any such asset should not be made in reliance on any information herein. Indexes cannot be invested in directly. 
Inclusion of an asset in an index is not a recommendation to buy, sell or hold that asset. The general information contained in this publication 
should not be acted upon without obtaining specific legal, tax, and investment advice from a licensed professional.

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, 
photocopying, recording or otherwise, without prior written permission of the London Stock Exchange Group companies. Distribution of the 
London Stock Exchange Group companies’ index values and the use of their indexes to create financial products require a licence with FTSE, 
FTSE TMX, MTS and/or Russell and/or its licensors.

The Industry Classification Benchmark (“ICB”) is owned by FTSE. FTSE does not accept any liability to any person for any loss or damage arising 
out of any error or omission in the ICB.

Past performance is no guarantee of future results. Charts and graphs are provided for illustrative purposes only. Index returns shown may not 
represent the results of the actual trading of investable assets. Certain returns shown may reflect back-tested performance. All performance 
presented prior to the index inception date is back-tested performance. Back-tested performance is not actual performance, but is hypothetical. 
The back-test calculations are based on the same methodology that was in effect when the index was officially launched. However, back-tested 
data may reflect the application of the index methodology with the benefit of hindsight, and the historic calculations of an index may change from 
month to month based on revisions to the underlying economic data used in the calculation of the index. 

For	more	information	about	our	indexes,	please	visit	ftserussell.com.	
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About FTSE Russell
FTSE Russell is a leading global provider of benchmarking, analytics and data 
solutions for investors, giving them a precise view of the market relevant to 
their investment process. A comprehensive range of reliable and accurate 
indexes provides investors worldwide with the tools they require to measure and 
benchmark markets across asset classes, styles or strategies.

FTSE Russell index expertise and products are used extensively by institutional and 
retail investors globally. For over 30 years, leading asset owners, asset managers, ETF 
providers and investment banks have chosen FTSE Russell indexes to benchmark 
their investment performance and create ETFs, structured products and index-based 
derivatives.

FTSE Russell is focused on applying the highest industry standards in index design 
and governance, employing transparent rules-based methodology informed by 
independent committees of leading market participants. FTSE Russell fully embraces 
the IOSCO Principles and its Statement of Compliance has received independent 
assurance. Index innovation is driven by client needs and customer partnerships, 
allowing FTSE Russell to continually enhance the breadth, depth and reach of its 
offering.

FTSE Russell is wholly owned by London Stock Exchange Group.

For more information, visit www.ftserussell.com. 

To learn more, visit www.ftserussell.com; email index@russell.com, info@ftse.com; 
or call your regional Client Service Team office:

EMEA
+44 (0) 20 7866 1810

North	America
+1 877 503 6437

Asia-Pacific
Hong Kong +852 2164 3333
Tokyo +81 3 3581 2764
Sydney +61 (0) 2 8823 3521
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