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Introduction

In the intricate tapestry of global finance, certain names emerge as foundational
pillars, shaping not just market mechanics but the very philosophy of investment.

MSCI is undoubtedly one such name. For decades, it has been an unseen architect
behind the portfolios of countless investors, a silent force guiding decisions that ripple
across continents and asset classes. This book, "A History of MSCI: The Story of an S&P
500 Company," embarks on a comprehensive journey to uncover the origins,
evolution, and profound impact of this pivotal organization. It is a story not merely of a
company, but of the intellectual curiosity, technological innovation, and strategic
foresight that transformed a nascent idea into a global financial giant, ultimately
earning its place among the elite S&P 500 companies.

At its core, MSClI’s narrative is one of measurement and insight. From its earliest days,
the company set out to solve a fundamental challenge for investors: how to accurately
and consistently gauge market performance across diverse geographies and asset
types. This seemingly straightforward goal blossomed into a sophisticated ecosystem
of indices, analytics, and risk management tools that have empowered institutional
investors, asset managers, and sovereign wealth funds to navigate the complexities of
global markets with greater clarity and confidence. We will delve into the foundational
ideas that sparked its creation, tracing the intellectual lineage from academic theories
to practical application, and revealing how MSCI became synonymous with objective,
robust financial benchmarks.

The story of MSCl is also a testament to relentless adaptation and innovation. The
financial landscape is a constantly shifting terrain, buffeted by economic crises,
technological revolutions, and evolving investor demands. This book will chronicle how
MSCI has not only weathered these storms but has often been at the forefront of
defining new paradigms. From the initial expansion of its geographical reach and the
development of new index methodologies to its pivotal role in the quantitative
revolution and the integration of sustainability factors into investment decisions, MSCI
has consistently pushed the boundaries of what is possible in financial indexing and
analytics. Its journey is a compelling case study in how a company can maintain
relevance and leadership in an industry characterized by rapid change.

Moreover, this history is inextricably linked to the broader arc of global finance itself.
MSCI’s growth mirrors the increasing interconnectedness of capital markets and the
democratization of investment opportunities. We will explore how its indices became
indispensable tools for tracking emerging markets, facilitating the growth of passive
investing through the ETF revolution, and informing the nuanced strategies of factor
investing and smart beta. The company’s trajectory offers a unique lens through which
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to understand the major trends and transformations that have reshaped the financial
world over the past half-century, providing valuable context for both seasoned
professionals and those new to the intricacies of global investing.

Ultimately, "A History of MSCI" is more than just a corporate biography; it is an
exploration of the enduring power of data, the ingenuity of human capital, and the
unwavering commitment to serving the needs of the investment community. It
illuminates how a company built on the premise of providing accurate and actionable
insights has profoundly influenced how capital is allocated, risks are managed, and
wealth is created worldwide. By examining MSCI’s journey to becoming an S&P 500
company, we gain not only an understanding of its remarkable achievements but also
a deeper appreciation for the forces that continue to shape the future of finance.
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CHAPTER ONE: The Genesis of Global Investing:
Early Days and Foundational Ideas

The modern financial landscape, with its intricate web of global markets and
instantaneous transactions, often obscures its surprisingly humble origins. Before the
advent of sophisticated algorithms and real-time data feeds, the concept of investing
beyond one's immediate borders was a relatively novel, even daring, proposition. Yet,
the foundational ideas that underpin global investing today—diversification, risk
management, and the relentless pursuit of opportunity—were slowly but surely taking
root long before MSCI ever entered the scene.

Historically, investing, in its most basic form, can be traced back to ancient
civilizations, with examples found in the Code of Hammurabi around 1700 BCE, which
outlined a legal framework for investment through collateral. Medieval Europe also
saw early forms of trade and commodity markets in Italian cities like Florence and
Venice. However, the kind of investing we recognize today, particularly in publicly
traded companies, began to take shape in the 17th century. The Dutch East India
Company, established in 1602, played a pivotal role by being the first company to
issue stocks and bonds to the general public, effectively giving birth to the modern
public stock market and the world's first stock exchange in Amsterdam.

These early ventures, often fraught with significant risks, highlighted the need for
investors to pool resources and mitigate individual exposure. The voyages of British,
Dutch, and French vessels to the East Indies and Asia, while lucrative, were inherently
perilous, prompting ship owners to seek external funding. This collective investment
marked an early, albeit informal, form of diversification. As trade expanded, so did the
complexity of financial instruments and the sheer volume of assets being exchanged.
The establishment of stock exchanges in major cities like London (1801) and New York
(1792) further formalized these practices, creating platforms for the buying and selling
of company shares and government bonds.

However, for much of this period, investment remained largely domestic. Information
was scarce, transportation was slow, and regulatory frameworks for cross-border
transactions were rudimentary at best. The idea of truly "global" investing, where
capital flowed freely and systematically across national boundaries, was still a distant
dream. The mid-18th century's Industrial Revolution, followed by the Second Industrial
Revolution, ushered in a period of unprecedented economic growth and, crucially, a
growing surplus of capital among the general population. People began to have
savings, which in turn encouraged the development of the banking industry and a
broader demand for investment opportunities.
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The 20th century, particularly after the two World Wars, dramatically accelerated the
interconnectedness of global economies. Technological advancements in
communication and transportation began to shrink the world, making it increasingly
feasible for investors to look beyond their national borders. Yet, a significant hurdle
remained: how to accurately and consistently measure the performance of these
burgeoning international markets. Without reliable benchmarks, understanding the
true value and risk of foreign investments was akin to navigating uncharted waters
without a compass.

Before the existence of global indices, investors seeking international exposure faced
a daunting task. They had to rely on fragmented local data, often presented in
inconsistent formats and denominated in different currencies. Comparing the
performance of, say, a French industrial conglomerate with a Japanese electronics
manufacturer was an arduous, if not impossible, undertaking. This lack of
standardization hindered informed decision-making and suppressed the appetite for
international diversification, despite the recognized benefits of spreading risk and
tapping into growth opportunities in various economies.

The academic world, however, was already grappling with these challenges. The
mid-20th century saw the emergence of groundbreaking theories that would
fundamentally reshape investment philosophy. Harry Markowitz's Modern Portfolio
Theory (MPT), introduced in the 1950s, revolutionized the understanding of risk and
return. MPT demonstrated that investors could optimize their portfolios by combining
different assets, not just based on their individual risk and return characteristics, but
also on how they moved in relation to each other. This concept of diversification,
mathematically formalized, became a cornerstone of modern investment
management.

While MPT provided the theoretical framework, the practical application of global
diversification still required robust tools. Enter the pioneering efforts of organizations
that recognized the pressing need for international market data. It was in this fertile
ground of evolving financial thought and increasing global ambition that the seeds of
MSCI were sown. The company’s story, therefore, is not just about its own growth, but
about its profound contribution to making the theoretical benefits of global investing a
tangible reality for institutional and individual investors alike.

In 1968, a significant step towards this reality was taken when Capital International,

an investment company, began publishing indices that covered the global stock
market for non-U.S. markets. This was a pivotal moment, as it marked one of the very
first attempts to provide a systematic and comparable measure of international equity
performance. The goal was straightforward yet revolutionary: to offer a reliable tool for
evaluating investments beyond domestic shores. These early indices, which included
stocks in Europe, Australia, and Asia, laid crucial groundwork for what would become
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the industry standard.

The following year, in 1969, Capital International introduced its first index, and Morgan
Stanley joined as a partner in the project, providing analytical resources and
contributing to the branding that would eventually become Morgan Stanley Capital
International, or MSCI. While the official MSCI nhame was formed in 1986 when Morgan
Stanley obtained licensing rights to these indices, the initial collaboration in 1969 was
the true genesis. This marked the beginning of a deliberate effort to systematically
track and measure the performance of global equities, moving beyond fragmented
data to a more cohesive and comparable framework.

These initial indices, sometimes referred to as a "pilot project" in their earliest days,
started with a relatively small number of stocks but grew steadily. The MSCI World
Index, tracking developed market equities, was first introduced in 1969. This index, a
pioneering effort, aimed to provide a standardized benchmark for international
investors, covering more than 1,600 large and mid-cap stocks across 23 developed
markets. The introduction of the MSCI EAFE (Europe, Australasia, and Far East) Index,
either in 1967 or 1969 depending on the source, further solidified the effort to create a
benchmark for non-U.S. developed markets. These benchmarks became the primary
tools for international investment outside the U.S. by the 1980s.

The very act of creating these indices was a profound intellectual and logistical
undertaking. It required a meticulous approach to data collection, standardization
across different national accounting practices, and the development of methodologies
for weighting and rebalancing the constituent securities. This foundational work, often
unseen by the end investor, was critical to building confidence and enabling the
nascent field of global investing to flourish. It allowed investors to gain a clearer
understanding of how different economies and companies were performing relative to
each other, fostering a new era of informed decision-making.

The early days of global investing were also characterized by a burgeoning recognition
of the power of passive investment strategies. While not yet the widespread
phenomenon it would become with the ETF revolution, the creation of broad market
indices provided the necessary infrastructure for investors to gain exposure to entire
markets rather than relying solely on individual stock picking. This shift, driven by the
desire for diversification and a growing awareness of the challenges of consistently
outperforming the market, would eventually lay the groundwork for a massive
transformation in asset management.

Thus, the late 1960s and early 1970s represented a crucial turning point. The
intellectual foundations of modern portfolio theory, coupled with the practical
innovation of creating standardized international indices, began to demystify the
complexities of global markets. Investors, once largely confined to their domestic
exchanges, were slowly being equipped with the tools and insights needed to venture
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further afield. This genesis, marked by a blend of academic rigor and entrepreneurial
spirit, set the stage for MSCl's subsequent growth and its eventual rise as an
indispensable player in the world of finance.
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