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Press Release 

Institutional Investors Believe Equity Risk Models Are a Key 
Component of Portfolio Construction Before, During and 

After a Financial Crisis  
MSCI survey debunks popular myths about equity risk models 

 

New York – September 14, 2011 – MSCI Inc. (NYSE: MSCI), a leading provider of investment decision 
support tools worldwide, announced today the results of a survey on best practices in risk modeling and 
portfolio construction, which debunks popular myths about the use of equity risk models in portfolio 
management. Over 600 portfolio managers and other institutional investors globally responded to the 
survey, providing a practical assessment reflecting real beliefs and approaches to using models when 
building portfolios:  

 ‘78% said that the quant meltdown was not caused by investors using the same model.’ 

 ‘88% said that not all equity risk models are the same and agree that individual providers have a 
distinct approach to model construction.’ 

 ‘58% said that equity risk models are useful when a financial crisis breaks and models are a key 
portfolio construction tool before, during and after a financial crisis.’  

 ‘94% said that data quality is essential and important and without the best quality data, their 
portfolio construction process would not be successful.’ 

MSCI launched the Myths and Models Survey to attempt to understand how portfolio managers and 
other institutional investors view equity risk models within their portfolio construction process following 
the recent financial crisis. As the financial markets continue to be turbulent, it is important for industry 
professionals to understand what lessons can be learned from the past as we move into the future.  

The majority of respondents (58%) who disagreed that equity risk models do not work when a financial 
crisis breaks believe instead that models are a key portfolio construction tool before, during and after a 
financial crisis, and can be used to analyze short and long-term volatility, as well as tail risk.  A further 
60% of respondents prefer a customized approach to the portfolio construction process, integrating a 
variety of country/regional and short-/long-term equity risk models supplied by an experienced third 
party provider into a single framework instead of building their own equity risk model.  

Kurt Winkelmann, MSCI Managing Director and Head of Research at MSCI, said, “The MSCI survey 
results expose that the majority of those polled believe equity risk models are important and play a vital 
role in the clients’ day-to-day investment process. It’s not just the risk numbers, model output, data and 
factor structure, but the interpretation of these numbers within the context of the market environment 
that drives successful investment decision making.” 

A majority (78%) of those polled said that the quant meltdown was not caused by investors using the 
same risk model. Rather they said risk models were used in different ways even if they produced the 
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same ‘answers’ during this period, and that the interaction between alpha and risk models can yield 
different results.  Feedback comments as to what those polled did think caused the meltdown included:  

“When I saw my portfolio dramatically underperforming one day and found that the underperformance 
was totally consistent whichever way I sliced and diced (all factors, all sectors, all countries, etc.) then it 
was impossible to avoid the conclusion that one or many portfolios were being liquidated out there that 
had an uncanny similarity with my own. I believe both alpha and risk models contributed to the 
meltdown, but that I would say the alpha model was more significant.” 

“We may or may not have used the same models, but we got to the same ‘answer’ (positions). When 
liquidation of these same positions started, it was a snowball effect. I would say alpha was more the 
‘cause.’ A risk model just keeps you out of bets you don’t intend to take. If everyone used the same alpha 
model, risk model and optimizer, you’d get the same positions; but any of several competent approaches 
would get you close, and that’s probably what we observed.” 

Of the institutional investors polled, 88% said that not all equity risk models were the same, and agreed 
that individual providers each have a distinct approach to model construction. Over half of the 
respondents said that responsiveness and a well designed structure that provided insight into sources of 
risk were the top two attributes that they look for in an equity model.  

The overwhelming majority (94%) of institutional investors polled agreed that data quality was essential 
and important in the portfolio construction process and that without the best quality data, they would 
not be successful. MSCI takes the view that good quality data is a cornerstone of reliable and effective 
equity risk models. 

The majority of institutional investors polled (82%) were aware of the sampling error that occurs when 
using models but were divided on the extent to which sample covariance matrices tend to over- or 
under-estimate risk. These findings highlight the biases that clearly exist in risk forecasts for optimized 
portfolios. MSCI believes that if left unchecked, this impact is significant. MSCI has developed the 
Eigenfactor Risk Adjustment that adjusts the covariance matrix and removes biases in risk forecasts to 
correct for this sampling error.  

Mr Winkelmann said, “Investment insight, data quality and good models combined are essential in the 
portfolio construction process.  The survey shows the extent to which investment managers, CEOs, 
Managing Directors, portfolio managers, quantitative analysts, and risk managers are incorporating 
multiple equity risk models to work in parallel within their investment processes to help them gain a 
better perspective and a more accurate view of risk in their portfolios.”  

The MSCI Survey launched on July 22, 2011 and closed August 19, 2011.  

 MSCI Myths and Models Survey Results  

-Ends- 

  

http://www.msci.com/insights/portfolio/shifting_realities_myths_models_survey_-_the_results.html
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About MSCI  
MSCI Inc. is a leading provider of investment decision support tools to investors globally, including asset managers, banks, 

hedge funds and pension funds. MSCI products and services include indices, portfolio risk and performance analytics, and 

governance tools.  

The company’s flagship product offerings are: the MSCI indices which include over 148,000 daily indices covering more than 70 

countries; Barra portfolio risk and performance analytics covering global equity and fixed income markets; RiskMetrics market 
and credit risk analytics; ISS governance research and outsourced proxy voting and reporting services; FEA valuation models 

and risk management software for the energy and commodities markets; and CFRA forensic accounting risk research, 

legal/regulatory risk assessment, and due-diligence. MSCI is headquartered in New York, with research and commercial offices 

around the world. 

For further information on MSCI, please visit  our web site at www.msci.com 

Media Enquiries:  
Jo Morgan, MSCI, London       +44.20.7618.2224 

Michelle McCann, Portfolio Management Analytics, MSCI, London  +44.20.7618.2125 

Sally Todd | Jennifer Spivey, MHP Communications, London   + 44.20.3128.8100 

Kenny Juarez | Victor Morales, Abernathy MacGregor, New York   + 1.212.371.5999 

MSCI Global Client Service: 
Americas Client Service      1.888.588.4567 (toll free)/+ 1.212.804.3901 

EMEA Client Service      + 44.20.7618.2222 

Asia Pacific Client Service      + 852.2844.9333 

 
This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of 
MSCI Inc. or its subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect suppliers or any third party involved in making or compiling any Information 
(collectively, with MSCI, the “Information Providers”) and is provided for informational purposes only.  The Information may not be reproduced or redisseminated in 
whole or in part without prior written permission from MSCI.  

The Information may not be used to create derivative works or to verify or correct other data or information.   For example (but without limitation), the Information 
many not be used to create indices, databases, risk models, analytics, software, or in connection with the issuing, offering,  sponsoring, managing or marketing of any 
securities, portfolios, financial products  or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other 
MSCI data, information, products or services.   

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.  NONE OF THE INFORMATION PROVIDERS 
MAKES ANY EXPRESS OR IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE 
THEREOF), AND TO THE MAXIMUM EXTENT PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES 
(INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF ORIGINALITY, ACCURACY, TIMELINESS, NON -INFRINGEMENT, COMPLETENESS, MERCHANTABILITY 
AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE INFORMATION.   

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Informatio n Provider have any liability regarding 
any of the Information for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if notified of the possibility of su ch 
damages. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited, includ ing without limitation (as applicable), any 
liability for death or personal injury to the extent that such injury results from the negligence or wilful default of itself , its servants, agents or sub-contractors. 

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or 
prediction. Past performance does not guarantee future results. 

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading 
strategy.  

MSCI’s indirect wholly-owned subsidiary Institutional Shareholder Services, Inc. (“ISS”) is a Registered Investment Adviser under the Investment Adv isers Act of 1940.  
Except with respect to any applicable products or services from ISS (including applicable products or services from MSCI ESG Research Information, which are 
provided by ISS), none of MSCI’s products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial 
products or instruments or trading strategies and none of MSCI’s products or services is intended to constitute investment advice or a recommendation to make (or 
refrain from making) any kind of investment decision and may not be relied on as such.  

The MSCI ESG Indices use ratings and other data, analysis and information from MSCI ESG Research.  MSCI ESG Research is produced by ISS or its subsidiaries.  Issuers 
mentioned or included in any MSCI ESG Research materials may be a client of MSCI, ISS, or another MSCI subsidiary, or the parent of, or affiliated with, a client of 
MSCI, ISS, or another MSCI subsidiary, including ISS Corporate Services, Inc., which provides tools and services to issuers.  MSCI ESG Research materials , including 
materials utilized in any MSCI ESG Indices or other products, have not been submitted to, nor received approval from, the United States Securities and Exchange 
Commission or any other regulatory body. 

Any use of or access to products, services or information of MSCI requires a license from MSCI.  MSCI, Barra, RiskMetrics, ISS, CFRA, FEA, and other MSCI brands and 
product names are the trademarks, service marks, or registered trademarks of MSCI or its subsidiaries in the United States and other jurisdictions.  The Global 
Industry Classification Standard (GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s.  “Global Industry Classification Standard 
(GICS)” is a service mark of MSCI and Standard & Poor’s. 


