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Executive SummaryExecutive Summary

 MSCI is considering the introduction of specific buffers aimed at reducing 
th b bilit f t lti f th t f ththe probability of reverse turnover resulting from the re-assessment of the 
Segment Number of Companies at the time of the Semi-Annual Index 
Reviews (SAIRs) of the MSCI Global Investable Market Indices (GIMI). 

 The proposed enhancement could potentially affect only the markets where The proposed enhancement could potentially affect only the markets where 
the market coverage target is not attained.

 Specifically, the proposed size buffers intend to limit the increase in the 
Segment Number of Companies triggered by insufficient market coverage g p gg y g
when this would result in the addition of companies with full market 
capitalization only marginally above the lower boundary of the Size Target 
Range set at 0.5 times the Global Minimum Size Range (GMSR). Similarly, 
the proposed enhancement intends to limit the decrease in the Segment 
Number of Companies triggered by excessive market coverage when this 
would result in the deletion of companies with full market capitalization only 
marginally below the upper boundary of the Size Target Range (1.15 time 
the GMSR).
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Reminder on Size & Coverage IntegrityReminder on Size & Coverage Integrity

 In order to create size segments that can be meaningfully 
aggregated into composites, the individual Market Size Segments 
need to balance the following two objectives:

− Achieving Global Size Integrity by ensuring that, within a given size 
segment of a composite index, only companies of comparable and 
relevant sizes are included across all markets. This can be measured 
by looking at a size segment cutoff relative to a free float-adjusted 
market capitalization coverage target based on the Global Investable 
E it U iEquity Universe. 

− Achieving Consistent Market Coverage by ensuring that each market’s 
size segment is represented in its proportional weight in the composite 
universe This can be measured by looking at a size segment cutoffuniverse. This can be measured by looking at a size segment cutoff 
relative to a consistent and comparable target size segment coverage 
within each market.
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Reminder on Size & Coverage IntegrityReminder on Size & Coverage Integrity

 It is not possible to achieve both of these objectives consistently p j y
and simultaneously across all markets. Therefore, to balance 
these objectives, the methodology sets a minimum size cutoff for 
each size segment in each market using:

− A size range for all markets derived from a free float-adjusted target 
market capitalization of the Global Investable Equity Universe, 
together withg

− A target free float-adjusted coverage range set within each 
individual Market Investable Equity Universe.
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Reminder on Size & Coverage IntegrityReminder on Size & Coverage Integrity

 The intersection of these ranges specifies a Size and Coverage Target Area as depicted below. 
This is done for each of the three size segment indices, namely the Investable Market Index, theThis is done for each of the three size segment indices, namely the Investable Market Index, the 
Standard Index, and the Large Cap Indices.

 Due to differences in the market structure each country would have a different size-coverage 
relationship. As shown below, the country size-coverage curve may or may not cross the Size and 
Coverage Target area. 

f S C (− If a country size-coverage relationship curve does not cross the Size and Coverage Target Area (curves 2 and 
3 below), simultaneous size and coverage integrity is not possible for a given country

− In the cases when simultaneous size and coverage integrity are not possible Size Integrity is treated with a 
higher priority. Consequently, countries lying on the curve which is on the left from the Size and Coverage 
Target Area would be under represented, while countries lying on the right from the Area would be over-
represented.
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Possibility of Reverse TurnoverPossibility of Reverse Turnover

 In some instances when a country size-coverage curve does not cross the Size-Coverage Target 
Area there is a possibility of increased fluctuations in the Segment Number of Companies

 This may occur due to the fact that at the time of the Semi-Annual Index Reviews (SAIRs) low 
coverage results in additions to the Segment until the lower limit of the Global Minimum Size 
Range is reached. If at the subsequent SAIRs the Global Minimum Size Reference moves up 
relative to the country Size-Segment Cutoff, deletions in the Segment Number of Companies may 
be required. The symmetrically opposite may occur for the countries with a high coverage.

2,000.00 

2,200.00 

2,400.00 

1 15 GMSR

1

3
Increase in Segment Number of 
Companies due to Size Integrity Breach

1,200.00 

1,400.00 

1,600.00 

1,800.00 
1.15x GMSR

2

M
inim

um
 Si

70% 75% 80% 85% 90% 95% 100%

400.00 

600.00 

800.00 

1,000.00 

Decrease in Segment Number of 
Companies due to Size Integrity Breach

0.5x GMSR

ize

Coverage

© 2010. All rights reserved. 6

70% 75% 80% 85% 90% 95% 100%



ProposalProposal

 MSCI considers enhancing the current methodology by introducing a buffer at the upper and the 
lower bound of the Global Minimum Size Range (GMSR). These buffers would result in adding less 
companies in the under-represented countries and removing less companies in the over-p p g p
represented countries, when adjustments to the Segment Number of Companies are required at 
the time of the SAIR due to low or high coverage. 

 Such buffers would reduce the likelihood of reverse change in the Segment Number of Companies 
at the subsequent SAIRs due to fluctuation of the Country Size-Segment Cutoff relative to the Size 
& Coverage Target Area.
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Potential ImpactPotential Impact

 There will be no impact from the proposed enhancement to the countries 
f hi h i lt i d i t it b f dfor which simultaneous size and coverage integrity can be found.

 At the time of the SAIRs countries located in the proposed buffer zones 
would not experience increase or decrease in the segment number of 
companies even if they do not comply with the coverage integritycompanies even if they do not comply with the coverage integrity.

 Countries located outside the coverage range and outside the proposed 
buffer zones are likely to experience smaller changes in the segment 
number of companies in comparison to the potentially required adjustments p p p y q j
under the existing methodology.

 The proposed enhancement to the GIMI methodology would result in 
reduced fluctuation in the segment number of companies, however  

t i i t d b th h t i f th f th t tcountries impacted by the enhancement may remain further from the target 
coverage range than under the existing methodology.
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Discussion PointsDiscussion Points

 Is it acceptable to keep some countries more over or under p p
represented for the benefit of lower fluctuation of the segment 
number of companies?

 I th d b ff i i t ? Is the proposed buffer size appropriate?
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Notice and DisclaimerNotice and Disclaimer

 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 MSCl Inc., its subsidiaries (including without limitation Barra, Inc. and the RiskMetrics Group, Inc.) and/or their subsidiaries (including 
without limitation the FEA, ISS, and CFRA companies)  (alone or with one or more of them, “MSCI”), or their direct or indirect suppliers or any third , , p ) ( , ), pp y
party involved in the making or compiling of the Information (collectively (including MSCI), the “MSCI Parties” or individually, an “MSCI Party”), as 
applicable, 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 the applicable MSCI Party. 

 The Information may not be used to verify or correct other data, to create indices, risk models or analytics, or in connection with issuing, offering, 
sponsoring, managing or marketing any securities, portfolios, financial products or other investment vehicles based on, linked to, tracking or otherwise 
derived from any MSCI products or data.  

 Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis forecast or prediction 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 constitutes an offer to sell (or a solicitation of an offer to buy), or a promotion or recommendation of, any security, 
financial product or other investment vehicle or any trading strategy, and none of the MSCI Parties endorses, approves or otherwise 
expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies.  None of the Information, 
MSCI indices, models or other 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 user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.  y y p

 NONE OF THE MSCI PARTIES 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 LAW, MSCI, 
ON ITS BEHALF AND ON THE BEHALF OF EACH MSCI PARTY, HEREBY 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 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 ifregarding 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, including 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.

 Any use of or access to products, services or information of MSCI requires a license from MSCI.  MSCI, Barra, RiskMetrics, ISS, CFRA, FEA, EAFE, 
Aegis, Cosmos, BarraOne, and all other MSCI product names are the trademarks, registered trademarks, or service marks of MSCI 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.
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