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Market overview and trends
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H1 and Q2 have been difficult for investors to navigate 

7

• Equity Markets posted positive returns in Q2 with MSCI ACWI +6% - with developed markets 
outperforming emerging as MSCI World returned 7% versus 1% return of MSCI EM

• Market returns have been driven by a narrow number of securities with the so called 
“Magnificent 7” accounting for 50% of the return of MSCI ACWI through June 30th

• Market breadth improved in June but it's a difficult environment for active investors, 
evidenced by the notion that more than 70% of global equities are underperforming MSCI 
ACWI through June 30th
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Global and regional factor index performance in Q2 2023

8

The table shows regional variations of market-cap and non-market-cap MSCI indexes from March 31, 2022, to June 30, 2023. The bar chart shows the active returns of the 
same indexes, by region, for each month in the quarter, as well as for the full quarter.
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Equity market valuation on Price to Forward Earnings 

Price to Forward Earnings for MSCI Indexes as of June 30, 2023
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World factor index Relative Valuation 

Relative Valuation is a Ratio of the Price to Forward Earnings of the Factor Index divided by the Price to Forward Earnings of the MSCI World Index as of 
June 30, 2023
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Looking beyond the rate hikes
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MSCI ACWI index - past and present market leaders

The ten largest firms at the beginning of each era… …had a smaller market weight a decade later
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Source: MSCI World and ACWI history from Jan 1970 through June 2023. Dark shade indicates weight at the start of decade, Light shade indicates weight ten years later. 
1 The “Magnificent 7” are: Alphabet, Amazon, Apple, Meta Platforms, Microsoft, NVIDIA, Tesla
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1H 2023 : 53% of the ACWI Index return came from 10 stocks

Time period : Dec. 31, 1998, to June 30, 2023. 
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MSCI ACWI – Market Cap vs Equal-Weight

Time period : Dec. 31, 1998, to June 30, 2023. 
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1H 2023: How did top 10 contributors to ACWI index
impact factor indexes?

YTD performance as of June 30, 2023. 

MSCI ACWI Indexes MSCI USA Indexes
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Top 10 contributors and thematic relevance scores

Source: MSCI. As of June 30, 2023. Top 10 contributors of MSCI ACWI IMI index for YTD June 30, 2023.
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1H 2023: Large majority of names underperformed
MSCI ACWI IMI Index

Source: MSCI. As of June 30, 2023. Outperformance and underperformance for various themes is calculated relative to the MSCI ACWI IMI index for stocks within the 
index having a relevance score greater than 25% .

YTD 2023

More than 65% of the names 
in MSCI ACWI IMI (spanning 
9,000+ stocks) 
underperformed the index.
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Looking back at outsized performance from 10 stocks

1. Numbers in the bar plot represents the % share of top 10 contributors in the Index return that year.  

• We analysed years of outsized performance 
contributions by top 10 stocks during:
• Tech bubble - 1999
• COVID pandemic - 2020 & 2021
• Artificial Intelligence – 1H 2023.

• Why this time was different
• Beyond large cap, factor exposures 

reveal key differences
• Change in analyst sentiment was more 

pronounced in 2023
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1H 2023 – Global equity market model
pure factor performance
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YTD 2023 vs pandemic and tech bubble

The plot shows average factor exposures of the top 10 contributors to MSCI ACWI Index during the highlighted time period.  

YTD 
2023

2021

2020

1999

Top 10 Contributors - Average Factor Exposures
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2023: Change in analyst sentiment from negative
to positive

Source: MSCI. Analyst Sentiment for each month end is the average of Change in Analyst-Predicted EPS across mega caps.

Average Exposure Analyst Sentiment



Information Classification: GENERAL

 nalysts’   S ex ectations and  erformance of 
hypothetical portfolio following their revisions

22

The plot shows the comparison of trailing 12-month EPS growth rate and one-year forward expected EPS growth rate for MSCI ACWI index, along with the performance of a 
hypothetical decile-spread portfolio (long top decile, short bottom decile) of the change in analyst-predicted EPS descriptor. Data from December 1994 to June 2023. 
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Investors anticipate higher policy rates compared to April

23
* Market-implied expectations for the central bank policy rates are derived from the respective MSCI overnight-index-spread curves. As of July 5, and April 4,  2023. 
Source: MSCI. 

Market-implied expectations for policy rates signal that rates will stay high for longer*. UK rates are expected to 
be higher amidst more entrenched inflation.

United States Eurozone United Kingdom
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Historical factor and sector performance during rate 
pauses and pivots

24
Data from September 1982 to June 2023. Source: Federal Reserve Bank of St. Louis’s FRED database
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MSCI Adaptive multi-factor allocation model

25
Data as of June 30, 2023. Positive exposures are denoted as + or ++, negative as - or -- and neutral as N.
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Factor update for Asia Pacific



Information Classification: GENERAL

1H 2023 – Asia-Pacific equity market model
pure factor performance

Japan style factors (JPN) are excluded for clarity
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Investor views on factors
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Investors believe Factors will likely be the dominant driver of 
active returns going forward

Equity Factors: Investor views and Research Insights.

In Q   0 3, MSCI launched a survey to gain insights on investors’ current thinking regarding equity factors and to learn how 
investors believe traditional factor strategies should evolve to better serve the increasingly complex investment landscape

Investor faith in equity 
factors increased

Factor rotation remains 
important 

Factors are seen as key 
elements of active 

performance

 nvestors don’t view 
factors and factor 

strategies as static

Different investment 
characteristics have 

converged

Investors consider factors 
important components of 

equity portfolios and remain 
optimistic about 

performance in the medium-
to long-term 

Some investors are looking 
to manage their factor 

exposures more actively by 
opportunistically rotating to 

Value and Quality

Investors are increasingly 
reliant on factor 

performance attribution to 
decompose the risk and 

return of portfolios

Investors believe that factor 
definitions should evolve 

through time and new 
factors may be discovered 
from alternative datasets

Investors are increasingly 
drawn to integrate ESG, 

Climate, thematics within 
their factor allocations 

Key Insights from Client Survey

https://www.msci.com/documents/10199/34f6aba8-4c5c-88dd-1c98-73dc1bbdd89a
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Appendix
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Investor profile

31
The MSCI Client Survey was concluded in March 2023 and was completed by 43 respondents that collectively manage more than $3.5 trillion in assets globally.
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Investor faith in equity factors increased

32
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Factor rotation remains important 

33
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 nvestors don’t view factors and factor strategies as static

34
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Different investment characteristics have converged

35
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Style factors – Key elements of 
performance in active funds
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Strong relationship between fund performance and style 
factor bets

Funds are ranked and grouped into deciles based on their 2022 performance. Decile 1 corresponds to the best-performing funds and decile 10 to the worst-performing funds in our sample. 
The exhibits show the MSCI FaCS™ exposures of the 5th, 50th (median) and 95th percentile managers in each decile based on fund holdings information. 
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Style factors largest alpha driver in global funds

Active return decomposition for calendar year 2022

Style factors explained about a third of active outperformance in top decile funds and half of the 
underperformance in bottom decile funds

Top decile funds Bottom decile funds
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Factors explained greater share of performance in 2022

39
Active return decomposition

Compared to recent past, last year, common factors (country, industry, currency and style factors) became 

more dominant in explaining active returns, led by industries in the top decile and style bets in the bottom 

decile. 

Top decile funds Bottom decile funds
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Style factors important performance drivers in EM funds

40
Active return decomposition for calendar year 2022

Top quintile funds Bottom quintile funds

Style factors on average explained 40% of active performance in the top and bottom quintiles
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EM fund analysis – style factors remain most important

41
Active return decomposition

Top quintile funds Bottom quintile funds

Compared to DM funds, in EMs, industry factors were less important and countries were more important. 
Style factors continued to create the largest impact



Information Classification: GENERAL

Conclusions

• Active managers may have different underlying investment processes, but their portfolios 
share the same set of risk and performance drivers – common factors (country, industry, 
currency, and style factors) and stock specific exposures

• Some managers tilt towards factors intentionally, while others may not be aware of these 
exposures and the sources of their excess returns

• An active manager’s investment process and stock selection approach defines their stripe 
but recognizing and managing their exposures to common factors can supplement their 
approach

• Understanding the return drivers of active portfolios can help asset owners in allocating 
capital among managers and in combining factor and active mandates
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MSCI current research resources

43

Thank you for attending the webinar! Please refer to below resources for more information. You can also visit MSCI Factor 
Investing Research page to access our research and leadership library on Factor Investing. 

• Blog - Markets in Focus: Looking Beyond the Rate Hikes

• Research paper - Equity Factors: Investor Views and Research Insights

• Quick take - Macro Scenarios: Resilient US Economy but Downside 
Risks Loom

• Quick take - 'Magnificent Seven' Drove the Equity-Market Rally

• Quick take - Tech and AI-Driven Firms Spearheaded Thematic 
Resurgence

• Blog - Style Bets, Not Stock Picks, Drove Returns in 2022

• Podcast - The Market’s Bad-Breadth Problem

https://www.msci.com/research/factor-investing
https://www.msci.com/research/factor-investing
https://www.msci.com/www/blog-posts/markets-in-focus-looking-beyond/03921138232
https://www.msci.com/www/research-report/equity-factors-investor-views/03894092894
https://www.msci.com/www/quick-take/macro-scenarios-resilient-us/03921179341
https://www.msci.com/www/quick-take/macro-scenarios-resilient-us/03921179341
https://www.msci.com/www/quick-take/magnificent-seven-drove-the/03914829683
https://www.msci.com/www/quick-take/tech-and-ai-driven-firms/03906315512
https://www.msci.com/www/quick-take/tech-and-ai-driven-firms/03906315512
https://www.msci.com/www/blog-posts/style-bets-not-stock-picks/03847728681
https://www.msci.com/www/perspectives-podcast/the-market-s-bad-breadth/03935216806
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Q&A
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About MSCI

45

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. 

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 
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The process for submitting a formal index complaint can be found on the index regulation page of MSCI’s website at: 
https://www.msci.com/index-regulation.

AMERICAS EUROPE, MIDDLE EAST & AFRICA ASIA PACIFIC

Americas +1 888 588 4567 * Cape Town + 27 21 673 0100 China North 10800 852 1032 *

Atlanta + 1 404 551 3212 Frankfurt + 49 69 133 859 00 China South 10800 152 1032 *

Boston + 1 617 532 0920 Geneva + 41 22 817 9777 Hong Kong + 852 2844 9333

Chicago + 1 312 675 0545 London + 44 20 7618 2222 Mumbai + 91 22 6784 9160

Monterrey + 52 81 1253 4020 Milan + 39 02 5849 0415 Seoul 00798 8521 3392 *

New York + 1 212 804 3901 Paris 0800 91 59 17 * Singapore 800 852 3749 *

San Francisco + 1 415 836 8800 Sydney + 61 2 9033 9333

São Paulo + 55 11 3706 1360 Taipei 008 0112 7513 *

Toronto + 1 416 628 1007 Thailand 0018 0015 6207 7181 *

* = toll free
msci.com
clientservice@msci.com
esgclientservice@msci.com

Tokyo +81 3 5290 1555

https://www.msci.com/index-regulation
mailto:clientservice@msci.com
mailto:esgclientservice@msci.com
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