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The MSCI Risk Weighted Indexes 
An Approach to Combining Low Risk and Size Exposure 

 

 

 

 
 

 

   

 The MSCI Risk Weighted Indexes are uniquely designed to reflect the low volatility and the smaller size 
effect 

 The MSCI Risk Weighted Indexes employ a simple yet effective method to overweight low risk and smaller 
market cap stocks while maintaining broad market exposure 

 The MSCI Risk Weighted Indexes can be replicated cost‐effectively, used to benchmark low volatility 
managers, and in combination with other MSCI Factor Indexes 

Performance Characteristics: Total Returns of the MSCI Canada Risk 
Weighted and MSCI Canada Indexes (CAD)—(May 1994 – Dec 2014) 

Why Do Investors Use Risk Weighted 
Strategies? 

 Reduction of portfolio risk by about 10% over 
the long‐term, with less drawdown than the 
broad market 

 Historically, these strategies have yielded 
higher risk‐adjusted returns 

 To gain exposure to smaller size stocks, mostly 
mid‐caps, while maintaining a structural bias 
towards less volatile stocks 

Key Characteristics of the  
MSCI Risk Weighted Indexes 

 Effective and transparent risk reduction 
weighting via the inverse of realized variance 

 Emphasis on low risk and smaller market cap 
stocks 

 Includes all parent index constituents—no 
selection bias (note that the number of constituents mqy 

be customized) 
 Low annual index turnover 

 High investability and replicability 

Upside and Downside Capture 

 The upside and downside capture ratios of a risk 
weighted index indicate how it has performed over 
periods of market strength and weakness relative to 
its parent index 

 Since May 1994 through Dec 2014, the MSCI Canada 
Risk Weighted Index captured 73% of the positive 
returns of its parent 

 Over the same period, the MSCI Canada Risk 
Weighted Index lost just 51% relative to the losses of 
the parent 

Upside and Downside Capture
MSCI Canada Risk Weighted Index vs. MSCI Canada
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Historical Gross Total, CAD MSCI Canada
MSCI Canada

Risk Weighted

Total Return* (%) 9.55 11.22

Return Risk* (%) 15.46 11.72

Risk Adjusted Return 0.62 0.96

Active Return* (%) 0.00 1.67

Tracking Error* (%) 0.00 9.27

Information Ratio N/A 0.18

* Annualized from May 2003 to December 2014
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Standard Methodology Highlights 

Parameter  Methodology  Comments 

Universe 
All constituents of the market cap‐
weighted parent index 

Objective approach captures a broad opportunity set and 
ensures that MSCI Risk Weighted Indexes are highly investable 
and liquid 

Leverages the MSCI building block approach, avoiding gaps 
and overlaps 

Variables  3‐year historical variance 
Objective measure that captures the variation of historical 
volatility 

Weighting 
Each constituent of the parent 
index is weighted by the inverse of 
its variance 

No stock selection 

Effective and transparent risk reduction weighting 

Rebalancing  Semi‐annual 
Timely data updates 

Consistent with MSCI rebalancing calendar 
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The information contained herein (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 verify or correct other data, to create indexes, risk models, or analytics, or in connection with issuing, offering, sponsoring, managing or marketing any securities, portfolios, financial 
products or other investment vehicles. Historical data and analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction. None of the 
Information or MSCI index or other product or service constitutes an offer to buy or sell, or a promotion or recommendation of, any security, financial instrument or product or trading strategy. 
Further, none of the Information or any MSCI index 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 Information is provided "as is" and 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 MSCI INC. OR ANY OF ITS SUBSIDIARIES OR ITS OR THEIR DIRECT OR INDIRECT SUPPLIERS OR ANY THIRD PARTY INVOLVED IN THE MAKING OR COMPILING OF 
THE INFORMATION (EACH, AN "MSCI PARTY") MAKES ANY WARRANTIES OR REPRESENTATIONS AND, TO THE MAXIMUM EXTENT PERMITTED BY LAW, EACH MSCI PARTY 
HEREBY EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES, INCLUDING WARRANTIES OF MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE. WITHOUT 
LIMITING ANY OF THE FOREGOING AND TO THE MAXIMUM EXTENT PERMITTED BY LAW, IN NO EVENT SHALL ANY OF THE MSCI PARTIES 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 SUCH DAMAGES. The foregoing shall not exclude or limit any liability that may not by applicable law be excluded or limited. 

Combining MSCI World Risk Weighted and 
Value Weighted Indexes (USD) 

Combining MSCI Factor Indexes 

 MSCI Risk Weighted, Value Weighted, 
Quality and other MSCI Factor Indexes 
have outperformed their cap‐weighted 
parent indexes over long periods 

 However, performance is cyclical: any 
strategy can underperform for long 
periods 

 A higher level of diversification may be 
achieved by combining two or more of 
these MSCI Factor Indexes 

 Combining these indexes into a portfolio 
may also reduce overall cost by exploiting 
natural internal “cross opportunities” at 
each rebalancing 
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MSCI World Risk Weighted / MSCI World MSCI World Value Weighted / MSCI World

Risk Weighted outperformed
during the recent crisis, Value 
Weighted performed cyclically

During the long bull‐run both 
Risk Weighted and Value 
Weighted outperformed


