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US small-cap investing with MSCI Select Filtered Min TE index 
  

Context 

• US small caps provide distinct benefits vs 
traditional large and mid-cap exposures 

• The composition of US small-cap indices is 
more balanced in terms of sector and top 10 
concentration 

• The definition of a small-cap investment 
universe can have a notable impact on the 
strategy’s performance 

 

Key features 

• ESG integration on three levels: business 
exclusion, ESG score and carbon intensity 
improvement 

• Very limited tracking-error vs standard US 
small-cap index (0.55% 1-year ex-post) 

• Very similar historical performance and 
volatility figures 

 

US small-cap indices are a lot less concentrated in the top names than their large-cap equivalent 
MSCI USA Small Cap index split, % Market value MSCI USA index split with top 10 details, % Market value 

 

Source: BNP Paribas Asset Management, MSCI as of 31/01/2026. Past performances are not indicative of current or future performance. 
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Diversifying US equity exposures through small-cap companies 

Investing in US companies with a small market capitalisation can provide distinct benefits over exposure to 
large and mid-caps: small caps are often at the forefront of innovation and in early stages of the growth cycle. 
Traditionally, small-cap companies are also more exposed to the shape of the domestic economy: they 
typically operate in local markets rather than international ones.  

That is not to say that they are impervious to political developments such as trade policies. Initially, there were 
concerns in markets and business over the effects of the Trump tariffs on the US economy. These have now 
given way to hopes over the prospects of deregulation, still lower interest rates, and tax cut extensions. This 
setup should benefit small and medium-sized companies, as should investment incentives, businesses 
reshoring, more lending by banks, and lower barriers to mergers and acquisitions.  

The small-cap equity market segment – and with it, small-cap indices – is usually more diversified than their 
large-cap counterparts. As a point in case, the MSCI USA Small Cap index covers more than 1,500 companies 
compared to only around 550 in the broad MSCI USA index. US small-cap indices tend to have a more 
balanced allocation to business sectors. Thus, the exposure to the technology sector, where we have seen a 
growing concentration of large and mega-cap companies in recent years (see Exhibit 1), is much more limited.  

The heavy presence of the top 10 in large-cap indices reflects the impressive performance of the Magnificent 
7 in recent years. Exhibit 2 shows that the top 10 accounts for around 40% of the MSCI USA index, where in 
the small-cap index, their cumulative weight is only around 4%.  

With such a sizeable weight, the largest companies have been the main performance drivers of US large-cap 
indices: the top 10 contributed 50-60% to index returns in 2024 and 2025. In comparison, the top 10 
contribution to the performance of the MSCI USA Small Cap index was only around 15% in 2025. 

US Small cap index breakdown is more balanced 
GICS level 1 sector breakdown, % of market value  

Mag 7 dominate in US large-cap indices 
Top 10 weight since December 2016 (quarterly, in %) 

  

Source: BNP Paribas Asset Management, MSCI, Bloomberg as of 31/01/2026. Past performances are not indicative of current or future 
performance. 
 
 
 
 
 

0

5

10

15

20

25

30

35

MSCI USA MSCI USA Small Cap

39.5

3.9

0

5

10

15

20

25

30

35

40

45

D
e
c
 1

6

J
u
l 
1
7

F
e

b
 1

8

S
e

p
 1

8

A
p

r 
1
9

N
o
v
 1

9

J
u
n

 2
0

J
a
n

 2
1

A
u

g
 2

1

M
a

r 
2

2

O
c
t 

2
2

M
a

y
 2

3

D
e
c
 2

3

J
u
l 
2
4

F
e

b
 2

5

S
e

p
 2

5

MSCI USA MSCI USA Small Cap

Exhibit 2 Exhibit 1 



 ETF Insights – US small-cap investing with MSCI Select Filtered Min TE index – March 2026 - 3 

  

How index construction can shape small-cap passive exposure 

When looking at passive exposures to US small-cap stocks, it is important to understand the exact definition 
of the investment segment.  

Exhibit 3 gives the definitions of the main index providers – it illustrates that the stocks selected can vary 
significantly. The difference in definition is also true for large and mid-cap indices, but as those indices 
nowadays tend to be concentrated in the mega caps, the impact is not as significant.  

As an example, the overlap between the MSCI USA and the S&P 500 is more than 95% in terms of market 
value; it is a still high 89% for the MSCI USA Large Cap and the S&P 500. However, the overlap is only 25% 
between the MSCI and S&P small-cap indices, or 45% for the MSCI and FTSE Russell ones.  

Methodology varies from one index provider to another  

 

Despite showing similar behaviours, the performance of indices can diverge significantly as illustrated in Table 
1 and Exhibit 4. For example, in the last 12 months the MSCI and Russell indices had comparable returns 
(roughly 23%), while the S&P index returned only around 17%.  

The limited overlap and the differences in performance lead to a higher tracking error of small-cap indices 
compared to traditional large and mid-cap US equity benchmarks. This shows the importance of looking 
carefully at the definition of the universe when choosing a small-cap index. 

Not all US small-cap indices perform identically 
NTR historical performance of the different indices  

Different composition leads to different performance 
NTR performance in USD 

 

 

MSCI USA 
Small Cap 

S&P 600 
Small Cap 

Russell 
2000 

1Y perf 22.7% 17.3% 22.9% 

3Y perf 46.6% 31.3% 43.1% 

5Y perf 41.3% 30.9% 25.5% 

1Y vol 18.4% 19.2% 19.3% 

3Y vol 18.8% 19.4% 20.2% 

1Y TE with 
MSCI Index 

- 4.3% 3.0% 
 

Source: BNP Paribas Asset Management, MSCI, FTSE Russell, S&P indices, Bloomberg as of 27/02/2026. Past performances are not indicative 
of current or future performance. 
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Embedding ESG considerations in your US small-cap exposure 

Above, we discussed the merits of considering a US small-cap passive exposure as well as the importance of 
the universe definition across index providers. One additional consideration is the integration of environmental, 
social and governance factors. Indeed – just as with large-cap indices – ESG integration can be done in various 
ways in a US small-cap universe; it can also influence performance depending on how it is implemented. 

The MSCI Select Filtered min TE methodology embeds 
ESG considerations in three main aspects*: 

• Value-based exclusions and restrictions: 
companies involved in any of the below businesses are 
excluded – fossil fuel extraction thermal coal power, 
controversial weapons, tobacco production* 

• ESG score improvement: the weighted average ESG 
score of the MSCI Select Filtered Min TE index is at 
least equal to the ESG score of the parent index after 
removal of the 10% worst ESG rated companies 

• Carbon intensity reduction: greenhouse gas 
intensity is at least 20% lower than that of the parent 
index (including scope 1+2+3 GHG emissions).  

 

The weights of the index constituents are determined using an optimisation process that aims at minimising 
the ex-ante tracking error against the parent index. This process embeds constraints including the carbon 
intensity and ESG score improvements mentioned above, but also criteria for the maximum deviations from 
the parent index at a sector, country and issuer level to make the ESG index as representative as possible 
versus mainstream small-cap exposures.  

In the case of US small-cap exposure, embedding ESG 
considerations leaves 1,411 out of 1,628 constituents of the 
parent index in the MSCI Select Filtered Min TE universe. 
Incorporating these factors raises the industry-adjusted ESG 
score from 5.7 to 6.0, while the carbon intensity of the index 
falls from 519 tCO2e/$M EVIC* to 422. The effect on the 
tracking error is limited: 0.55% for one-year ex-post weekly 
returns and 0.50% on an ex-ante basis.  

Despite better ESG metrics, the performance differences 
versus the mainstream index are minimal, and the volatility is 
almost identical (See Table 2). The MSCI USA Small Cap 
Select Filtered Min TE index appears to offer a similar portfolio 
profile compared to the parent index in terms of performance 
and breakdown with a contained tracking error.  

Significant ESG improvement with limited 
performance deviations 

 

MSCI USA 
Small Cap 

MSCI USA Small 
Cap Select 

Filtered Min TE 

Metrics 

# stocks 1,628 1,411 

ESG score* 5.7 6.0 

Carbon intensity* 519 422 

Ex-ante TE - 0.50% 

Historical performances 

Perf 1Y 22.7% 22.9% 

Perf 3Y 46.6% 46.0% 

Vol 1Y 18.4% 18.6% 

1Y TE - 0.55% 
 

Indicators such as the ESG score and carbon intensity can be improved on top of excluding controversial 
businesses and severe controversies (in line with UN Global Compact principles). We can conclude that the 
MSCI USA Small Cap Select Filtered Min TE index is an additional tool to integrate ESG considerations into 
passive portfolios, while maintaining similar features compared to mainstream exposures.  
 
Source: BNP Paribas Asset Management, Bloomberg, MSCI as of 27/02/2026 (except on ESG and carbon related metrics, as of 30/01/2026). Past 
performances are not indicative of current or future performance. 
*For detailed index rules, please refer to the MSCI methodology document on www.msci.com ** MSCI Industry adjusted ESG score, Weighted 
average scope 1, 2 and 3 carbon emissions intensity normalised by enterprise value including cash (unit: tons of CO2/ $ million enterprise value) 

  

MSCI USA Small Cap index 

Value-based exclusions and restrictions 

Minimum MSCI Controversies Score ≥ 1 

GHG intensity at least 20% lower than parent index 
 

ESG score improvement vs parent index excluding 
10% worst ESG rated 

Optimisation Process 

Tracking error minimisation subject to constraints – 
target ex ante TE ≤1% 

MSCI USA Small Cap Select Filtered Min TE 

Table 2 

http://www.msci.com/
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GLOSSARY 

ETF 
ESG 
AUM 
YTD 

 

Exchange Traded Fund 
Environmental, Social and Governance 
Asset under management 
Year-to-date 

 

TE 
GHG 
SRI 

Tracking error 
Greenhouse gas 
Socially Responsible Investment 

IMPORTANT INFORMATION 

BNP PARIBAS ASSET MANAGEMENT Europe, “the investment management company”, is a simplified joint stock company with its registered office at 1 
boulevard Haussmann 75009 Paris, France, RCS Paris 319 378 832, registered with the “Autorité des marchés financiers” under number GP 96002. 
This material is issued and has been prepared by the investment management company. 
This material is produced for information purposes only and does not constitute: 
1.            an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment whatsoever or 
2.            investment advice. 

Opinions included in this material constitute the judgement of the investment management company at the time specified and may be subject to change 
without notice. The investment management company is not obliged to update or alter the information or opinions contained within this material. 
Investors should consult their own legal and tax advisors in respect of legal, accounting, domicile and tax advice prior to investing in the financial 
instrument(s) in order to make an independent determination of the suitability and consequences of an investment therein, if permitted. Please note 
that different types of investments, if contained within this material, involve varying degrees of risk and there can be no assurance that any specific 
investment may either be suitable, appropriate or profitable for an investor’s investment portfolio. 
Given the economic and market risks, there can be no assurance that the financial instrument(s) will achieve its/their investment objectives. Returns 
may be affected by, amongst other things, investment strategies or objectives of the financial instrument(s) and material market and economic 
conditions, including interest rates, market terms and general market conditions. The different strategies applied to the financial instruments may have 
a significant effect on the results portrayed in this material. 
All information referred to in the present document is available on www.bnpparibas-am.com 
 

MSCI Indices disclaimer 
The MSCI indexes are the exclusive property of MSCI. MSCI and the MSCI index names are service mark(s) of MSCI or its affiliates and have been 
licensed for use for certain purposes by the sub-fund. None of the MSCI parties makes any representation or warranty, express or implied, to the issuer 
or owners of this sub-fund or any other person or entity regarding the advisability of investing in funds generally or in this sub-fund particularly or the 
ability of any MSCI index to track corresponding stock market performance. MSCI or its affiliates are the licensors of certain trademarks, service marks 
and trade names and of the MSCI indexes which are determined, composed and calculated by MSCI without regard to this sub-fund or the issuer or 
owners of this sub-fund or any other person or entity. None of the MSCI parties has any obligation to take the needs of the issuer or owners of this 
sub-fund or any other person or entity into consideration in determining, composing or calculating the MSCI indexes. None of the MSCI parties is 
responsible for or has participated in the determination of the timing of, prices at, or quantities of this sub-fund to be issued or in the determination or 
calculation of the equation by or the consideration into which this sub-fund is redeemable. Further, none of the MSCI parties has any obligation or 
liability to the issuer or owners of this sub-fund or any other person or entity in connection with the administration, marketing or offering of this sub-
fund. Although MSCI shall obtain information for inclusion in or for use in the calculation of the MSCI indexes from sources that MSCI considers reliable, 
none of the MSCI parties warrants or guarantees the originality, accuracy and/or the completeness of any MSCI index or any data included therein. 
None of the MSCI parties makes any warranty, express or implied, as to results to be obtained by the issuer of the sub-fund, owners of the sub-fund, 
or any other person or entity, from the use of any MSCI index or any data included therein. None of the MSCI parties shall have any liability for any 
errors, omissions or interruptions of or in connection with any MSCI index or any data included therein. Further, none of the MSCI parties makes any 
express or implied warranties of any kind, and the MSCI parties hereby expressly disclaim all warranties of merchantability and fitness for a particular 
purpose, with respect to each MSCI index and any data included therein. Without limiting any of the foregoing, in no event shall any of the MSCI parties 
have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the possibility 
of such damages. 

 

https://www.bnpparibas-am.com/

