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Background

• On January 28, 2021, MSCI announced that it will implement the ability to switch a Semi-
Annual Index Review (SAIR) to a “light” rebalancing scenario* under conditions of market 
stress

• While a majority of market participants supported the proposal, many highlighted the 
importance of transparent and well-defined guidelines for triggering such a scenario, along 
with a clear communication policy

• Following this feedback, MSCI opens a follow up consultation with proposals around the 
timeline and criteria for the evaluation of market stress and related public communication 

• MSCI welcomes feedback from the investment community until April 2, 2021 and will 
communicate the results of this consultation by April 16, 2021. Should the proposals be 
adopted, they will be effective as part of the May 2021 Semi-Annual Index Review

• Clients may provide feedback through an online survey available on: 
http://www.msci.com/index-consultations-light-rebalance

*Refer to Appendix for definition of “light” rebalancing (slide 9). In the context of the ongoing Consultation on Introducing Comprehensive Quarterly Index Reviews, “light” rebalancing would be potentially 
applicable to any index review of MSCI Global Investable Market Indexes and not only SAIRs, conducted in May and November
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http://www.msci.com/index-consultations-light-rebalance


Summary of the Proposal

• In order to provide transparent and well-defined guidelines for considering a switch to a “light” 
rebalancing, MSCI proposes to:

1. Set the “market monitoring period” to the last 10 business days of the month preceding the 
announcement of an index review

2. Evaluate a potential switch to a “light” rebalancing only when specific criteria set forth in the 
MSCI Market Monitoring Framework are met during the “market monitoring period” 

3. Set the “communication date” on the decision whether to switch to a “light” rebalancing to the 
first business day following the market monitoring period if the relevant criteria are met
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Triggers for Evaluation of a Switch to a “Light” Rebalancing

Definition of key terms under the MSCI Market Monitoring Framework are available in the Appendix (slide 10)

• MSCI would consider switching to a “light” rebalancing if either of the below criteria from the MSCI Market 
Monitoring Framework are met:

• MSCI would proceed with the scheduled Semi-Annual Index Review (SAIR) in absence of the above triggers

• If the above criteria are met, a decision on whether switching to a “light” rebalancing is warranted would be 
taken by the relevant MSCI Index Committees, considering the individual circumstances of the market and 
trading environment

(A) Market Liquidity: breach of the 
following criteria for at least 3 days within 
the “market monitoring period” (B) Market Functioning: 20% of the 

weight of constituents of the MSCI ACWI 
Index not trading due to full day stock 
exchange closures, cumulatively within 
the “market monitoring period” 

OR(2) ACWI bid-ask spread
breaching 0.19%
(approx. 99th percentile 
of historical 
observations since 
2015)

(1) ACWI volatility
breaching 0.55 (approx. 
99th percentile of 
historical observations 
since 2002)

AND
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Proposed Communication Policy
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• If the criteria for the evaluation of a switch to a “light” rebalancing are met, MSCI would 
send a communication on its decision to switch to a “light” rebalancing or not, on or before 
the first business day after the “market monitoring period”

– There would be no change to the decision to switch or not to switch to a “light” rebalancing 
following the “communication date”

• No communication would be sent if the thresholds for the evaluation of a switch to a “light” 
rebalancing are not breached during the “market monitoring period”

– MSCI would no longer consider a potential switch to a “light” rebalancing after the “market 
monitoring period” and would proceed with the scheduled SAIR

• Over time, MSCI may review the thresholds used in the MSCI Market Monitoring 
Framework. Any resulting changes would be made public in the relevant index methodology 
documentation well in advance of the “market monitoring period”
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Illustration: May 2020 SAIR

• Under the proposal, MSCI would have implemented the scheduled May 2020 SAIR as none of the criteria were met during the “market 
monitoring period”. The thresholds were breached earlier, during March 2020
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Discussion Points

• Do you agree with the proposed length and timeframe of the defined “market monitoring 
period”? 

• Does the proposed “communication date” provide sufficient lead time prior to the index 
review implementation?

• Are the proposed Market Liquidity measures and thresholds appropriate?

• Is it relevant to consider full day market closures under Market Functioning as one of the 
criteria for evaluating the switch to a “light” rebalancing? Is the proposed threshold 
appropriate?

• Should partial closures (e.g. caused by circuit breakers) be considered as well?
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Appendix
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• A ‘light’ rebalancing generally focuses on replacing a scheduled SAIR with a QIR (if such QIR is defined by 
a methodology)

• If the upcoming scheduled rebalance is already a QIR, then no change to the process would occur

• For methodologies which rebalance annually or where QIRs are not defined, MSCI would proceed as per 
the normal rebalancing schedule

‘Normal’ Rebalancing Schedule
Rebalancing 

schedule during 
market stress

Index Methodology Example

Semi Annual + QIR QIR
MSCI Global Investable Market Indexes; 

MSCI ESG Universal Indexes

Annual only Annual MSCI GDP Weighted Indexes

Annual + QIR Annual MSCI Top 50 Dividend Indexes

Semi-Annual only Semi-Annual MSCI Minimum Volatility Indexes

QIR only QIR MSCI Equal Weighted Indexes

Monthly Monthly MSCI Hedged Indexes

Rebalancing schedules for various methodologies

Light Rebalancing for Various Methodologies (Reminder)



MSCI Market Monitoring Framework

• The MSCI Market Monitoring Framework consists of the following three pillars:

– Market Liquidity:

• MSCI ACWI Index Level Bid-Ask spread: as an explicit measure of market liquidity 

– Based on the daily MSCI ACWI Index-weighted average bid-ask spread*

• MSCI ACWI Index volatility: as an implicit measure of a potential market impact 

– Based on the standard deviation of the rolling 10-day daily returns of the MSCI ACWI Index

– Market Functioning: 

• Cumulative weight of constituents of the MSCI ACWI Index that are listed on the stock exchanges 

which are closed for at least one full day due to reasons other than regular market holidays

– Data Availability: 

• Qualitative measure based on the availability of price data inputs for the purpose of the index 

review

*Bid Ask Spread: Calculated as ((ask-bid) / ask)
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Historical Bid-Ask Spread
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• Threshold of 0.19% set based on approximately the 99th percentile of daily ACWI weighted bid-ask 
spread since 2015 

*Bid Ask Spread: Calculated as ((ask-bid) / bid)
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Historical ACWI Volatility
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• Threshold of 0.55 set based on approximately the 99th percentile of daily ACWI weighted bid-ask 
spread since 2002 
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About MSCI
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MSCI is a leading provider of critical decision support tools and services for the 
global investment community. With over 50 years of expertise in research, data 
and technology, we power better investment decisions by enabling clients to 
understand and analyze key drivers of risk and return and confidently build more 
effective portfolios. We create industry-leading research-enhanced solutions that 
clients use to gain insight into and improve transparency across the investment 
process. To learn more, please visit www.msci.com. 

http://www.msci.com/
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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 modified, reverse-engineered, reproduced or redisseminated in whole or in part without 
prior written permission from MSCI. All rights in the Information are reserved by MSCI and/or its Information Providers.

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 may not be used to create indexes, 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 Information 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 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 willful 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.  

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making investment and other business decisions.  All Information is impersonal and not tailored to 
the needs of any person, entity or group of persons.

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. 

It is not possible to invest directly in an index.  Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable instruments (if any) based on that index.   MSCI does not issue, sponsor, endorse, market, 
offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCI index 
(collectively, “Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns.  MSCI Inc. is not an investment adviser or fiduciary and MSCI makes no representation 
regarding the advisability of investing in any Index Linked Investments.

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do not reflect payment of any sales charges or fees an investor may pay to purchase the 
securities underlying the index or Index Linked Investments. The imposition of these fees and charges would cause the performance of an Index Linked Investment to be different than the MSCI index performance.

The Information may contain back tested data.  Back-tested performance is not actual performance, but is hypothetical.  There are frequently material differences between back tested performance results and actual results subsequently achieved by any investment 
strategy.  

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. Accordingly, constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or 
suppliers to MSCI.  Inclusion of a security within an MSCI index is not a recommendation by MSCI to buy, sell, or hold such security, nor is it considered to be investment advice.

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research LLC and Barra LLC, may be used in calculating certain MSCI indexes.  More information can be found in the relevant index methodologies on www.msci.com. 

MSCI receives compensation in connection with licensing its indexes to third parties.  MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be found in MSCI Inc.’s company filings on the Investor Relations section of 
www.msci.com.

MSCI ESG Research LLC is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc. Except with respect to any applicable products or services from MSCI ESG Research, neither MSCI nor any of its products or services 
recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, financial products or instruments or trading strategies and MSCI’s products or services are not 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. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or suppliers to MSCI, and may also purchase research or other products 
or services from MSCI ESG Research.  MSCI ESG Research materials, including materials utilized in any MSCI ESG Indexes 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, IPD 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.

Privacy notice: For information about how MSCI collects and uses personal data, please refer to our Privacy Notice at https://www.msci.com/privacy-pledge.

This consultation may or may not lead to any changes in MSCI’s indexes. Consultation feedback will remain confidential unless a participant requests that its feedback be disclosed. In that case, the relevant 
feedback would be published at the same time as the final results of the consultation.


