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Dear Clients and Partners, 

 

The market capitalization-weighted index remains the standard in the investment 
management industry. However, the high concentration of these indexes around a few 
leading stocks represents a significant risk, especially when these stocks lose structural 
market leadership. This risk can be minimized by using the team-weighting method, 
which is particularly well suited to investors and savers who aim to achieve true 
international diversification of their portfolios. 
Most managers compare themselves to an index that is almost always weighted by 
available market capitalizations (the "free float"), such as the CAC 40, the Euro Stoxx 50 
or the MSCI World. This approach is justified by the fact that each management is 
supposed to compare itself to the portfolio held in its universe of stocks. However, the 
approach has some drawbacks. 
 
Indeed, managers are often led to weight their portfolios not only according to the 
attractiveness they attribute to each company, but primarily according to their free 
float capitalization. And if the benchmark index is highly concentrated on a small 
number of leading stocks (GAFAM in the United States, luxury goods champions in 
France), the specific risks become significant.  
 
This disadvantage has become a major one, as the MSCI World Index has become 
increasingly concentrated since the mid-2010s (Figure 1). Today, the top 10 MSCI World 
stocks account for 18.6% of the index, up from 9.4% in 2014. In a perfectly weighted 
portfolio, the top 10 stocks would represent only 0.66% of the index (10 divided by 1508 
stocks).   
 

MSCI World concentration index 
Herfindahl indicator (sum of the squares of the deviations of  
the weights of each component from the weighted portfolio) 
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Investors often use international management to diversify their portfolios, so the high 
concentration of the MSCI World therefore poses serious problems. For example, the 
end of GAFAM's leadership, could be costly. Conversely, the reference to an equally 
weighted index allows for the greatest possible diversification by sector (minimization 
of specific risk). It also considerably improves the level of diversification by region 
(Figure 2), by country and by sector. While two-thirds of the MSCI World Index is made 
up of US stocks, the same equally-weighted index reduces the weight of the United 
States to 40%, to the benefit of Asia (23%, thanks mainly to Japan but also Australia, 
Hong Kong and Singapore) and Europe (29%). In terms of sectors, the gain in 
diversification is also very noticeable, with the gap between the smallest and largest 
sectors narrowing significantly with equiweighting.  

equiweighting greatly improves geographic diversification 
 

 

However, the equal weighting method also has another merit. The regular rebalancing 
of portfolios, which is necessary to ensure that equiweighting is maintained, means 
taking profits on the stocks that have risen the most, and buying back those that have 
fallen the most at a lower cost. Over a long period, it has been shown that this "opposite" 
strategy improves performance (see: "Plyakha Y Uppal R Vilkov G " Why Does an Equal 
Weighted Portfolio Outperform Value and Price Weighted Portfolios ", EDHEC, March 
2012 "). This is one of the reasons why the MSCI World Equal Weighted has, year in and 
year out, outperformed the MSCI World Traditional over the last twenty years. It should 
be noted, however, that there are costs involved in managing and rebalancing 
portfolios with a large number of stocks, even though these costs have fallen 
considerably over the last two decades. However, these costs can be minimized by the 
so-called "stratified sampling" method, which makes it possible to replicate the behavior 
of the index with a much smaller basket than the 1500 stocks of the MSCI World. 
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MSCI World vs MSCI World Equal Weighted  
Total return performance, in local currencies 

 

 

This is the management process followed by Dorval AM's range of global funds (Global 
Conviction and Global Conviction Patrimoine). Thanks to a core basket of 200 equally-
weighted stocks spread across all regions and sectors, we ensure a very high level of 
diversification, and therefore a strong reduction in specific risks. With the current 
questioning of the leadership of the GAFAMs, the method allows for a more measured, 
less concentrated and less expensive (lower P/E) exposure to the US market. For the 
past three years, particularly in the last few months, equiweighting has also allowed for 
lower volatility than the traditional MSCI World (chart 4). This advantage in terms of 
volatility is somewhat similar to what happened in the early 2000s, when the leadership 
of the TMTs faded. That period was characterized by better performance and lower 
volatility of the international equi-weighted portfolios compared to the traditional MSCI 
World. We see much the same thing today.  

Volatility over a sliding year  
MSCI World vs MSCI World EW 

Volatility on daily variations, total return 
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Current positioning: in our global flexible funds we maintain a fairly high exposure to 
the equity market. We favor the themes of energy transition (basket of 40 equally 
weighted stocks), European risk reduction (small stocks) and emerging markets. We 
have a long position in 10-year US bonds in order to hedge some of the risks of equity 
volatility that a possible US recession in the first half of the year would generate. We 
continue to earn a growing monetary return by actively managing the cash portion of 
our portfolios. 

 

Our exposure rates are as follows: 

• Dorval Convictions: our exposure rate is 71% 
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Legal notices  

This promotional document is intended for business clients within the meaning of the MiFID. It 
cannot be used for a purpose other than that for which it has been designed and cannot be 
reproduced, circulated or communicated to third parties in whole or in part without the prior and 
written authorization of Dorval Asset Management. No information contained in this document 
can be interpreted as having any contractual value whatsoever. This document is produced purely 
for information purposes. It constitutes a presentation designed and produced by Dorval Asset 
Management from sources that it deems reliable. Dorval Asset Management reserves the right to 
amend the information presented in this document at any time and without notice and particularly 
regarding the description of the management processes that in any case do not form a 
commitment on the part of Dorval Asset Management. Dorval Asset Management cannot be held 
responsible for any decision made or not made based on information contained in this document 
or use that could be made of it by a third party. The mutual fund is authorized to be marketed in 
France and possibly in other countries where the law authorizes it. Prior to any investment, it 
should be verified whether the investor is legally authorized to subscribe to units in a mutual fund. 
The characteristics, fees, risk and yield profile relating to investment in a mutual fund are set out 
in the Key Investor Information Document (KIID) of the latter. The KIID and the periodic documents 
are available free of charge on request, from Dorval Asset Management. You must read the KIID, 
which must be sent to you prior to subscription. The definition of the risk indicators stated in this 
document feature on the website: www.dorval-am.com 
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