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Emerging markets set to build on recovery in 2017 

The macroeconomic forecast for emerging markets (EM) is supportive of steady 

positive growth combined with lower inflation by historical standards. In 2017 EM 

GDP is expected to grow at 4.5% versus developed markets where GDP growth 

projections are at 1.9%. Interest rates are expected to move higher in the US and 

EM countries are broadly equipped to leverage this increase. Opportunity and 

growth rates vary from country to country, but EM countries have overall improved 

their balance sheets and deleveraged in the aftermath of the 2008 financial crisis. 

(Source: IMF World Outlook 2017).  

Investors have historically gained exposure to EM through broad benchmarks 

such as the MSCI Emerging Markets Index and they can now achieve superior risk 

adjusted returns over pure beta benchmarks by employing a factor based 

approach to investing. Factors such as ‘quality’ and ‘high dividend’ are effective in 

identifying companies that are less likely to be negatively impacted by political 

and/or currency risk and deliver attractive yield levels with the potential for capital 

appreciation over time.  

Factor Approach 

‘Quality’ and ‘high yield’ factors help to reduce risk in a region exposed to political 

and currency risk. 

 ‘Quality’ has exhibited a beta of 0.92 and a Sharpe ratio of 0.54 vs 0.42 

for the broader index1. 

 ‘High yield’ factor has exhibited a beta of 0.95 and a Sharpe ratio of 0.57 

vs 0.42 for the broader index1. 

 Relative to the MSCI EM benchmark, ‘quality’ consistently trades at a 

premium as shown in chart 2.  It is the only factor that has not dropped 

below the parent index on a relative valuation metric during the period 

2001-2016, thus providing a potential cushion for investors through 

turbulent markets.  

 Over the last 5 years, the ‘quality’ factor is the strongest performing factor 

after ‘momentum’ for this region. 

 Conversely, the ‘high yield’ factor is trading at a discount to long term 

average valuations (chart 2 below) but has demonstrated far superior risk 

adjusted returns relative to the EM index over the long term (chart 1 

below). Investors are attracted to the recent outperformance of this factor 

(by 1.3% over 1 year) which may be the signal that this discount is 

narrowing. 

Source: Figures above and charts below are from MSCI Jan 31 2017 Factor 

Report 

1Annualized for the 30-Nov-2001 – 31-Jan-2017 period 
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BMO Income Leaders 

The MSCI Select Quality Yield Index takes a multi-factor approach, first screening stocks for quality (companies that exhibit 

high return on equity, stable earnings growth and low financial leverage) and then for stocks with the highest dividend yields. It 

is this combination of factors in emerging markets that helps reduce the exposure to companies that may be affected by 

political and currency risks.  The strategy seeks to select leading companies with long-term sustainable business models and 

clear competitive advantages.  

The result is a forward looking strategy investing in quality, high income paying companies in EM such as Taiwan 

Semiconductor, Delta Electronics and Foxconn Technology Group.  Market Cap weighting provides enhanced liquidity and 

exposure to growth areas of the market, in contrast to yield weighting which can over-weight less growth oriented companies 

and carry greater sector biases.  The strategy pro-actively avoids companies vulnerable to a dividend cut; rather than reacting 

to dividend cuts like many traditional strategies.  

As a result of the methodology, the BMO MSCI Income Leaders Emerging Markets UCITs ETF looks quite different from the 

MSCI Emerging Markets Index, geographically. For example, currently the Select Quality index is underweight India and 

Mexico as a result of the methodology’s emphasis on quality and yield.  This is a benefit in the current economic environment, 

India’s growth forecast for 2016-2017 was cut by approximately half a percentage point as a result primarily of cash shortages 

and payment disruptions resulting from the recent currency note withdrawal and exchange initiative thereby leading to a 

negative consumption shock.  In addition, growth projections were also cut for Mexico as it faces increased uncertainty and 

headwinds from Trump’s proposed trade policy reforms and a depreciating Peso.  (Source: IMF World Outlook 2017) 

Finally, the impact of combining the quality & yield factors is illustrated in the chart below; over 16 years, the MSCI Emerging 

Markets Select Quality Yield Index has outperformed the benchmark by nearly 3% on an annualised basis and has achieved a 

Sharpe ratio of 0.582. 

2 Based on Monthly Net returns data, since Dec 29, 2000, using 1 month ICE LIBOR rate. 

 

 

Source: MSCI Information as at December 30, 2017 

 
  



 
 

Regulatory Disclosure  

F&C Management Limited is the investment manager of BMO UCITS ETF ICAV which is authorised by the Central Bank of Ireland as a UCITS.  

BMO ETFs are registered for distribution in the UK, Germany, Italy (for institutional investors only), Netherlands and Spain. BMO MSCI Income Leaders UCITs 
ETFs are registered in the UK. Shares are listed on the London Stock Exchange and may be purchased and sold on the exchange through a broker-dealer. 
Purchasing and selling shares may result in brokerage commissions. Applications for subscriptions directly to the funds may only be made by authorised 
participants. Shares purchased on the secondary market cannot usually be sold directly back to the Fund. Secondary market investors must buy and sell ETF 
Shares with the assistance of an intermediary (e.g. a stockbroker) and may incur fees for doing so. In addition, investors may pay more than the current Net Asset 
Value per Share when buying ETF Shares and may receive less than the current Net Asset Value per Share when selling them. Commissions, fees, costs and 
expenses all may be associated with investments in exchange traded funds. Please read the prospectus and key investor information document (KIID) before 
investing. Investment objectives, risk information, fees and expenses and other important information about the funds can be found in the prospectus. Exchange 
traded funds are not guaranteed, their values change frequently and past performance may not be repeated. This document is provided for information purposes 
only and is not to be construed as investment advice to a recipient on the merits of any investment. This document does not constitute, or form part of, any 
solicitation of any offer to deal in any type of investment. This document is provided only to assist financially sophisticated investors in their independent review of 
particular investments and is not intended to be, and must not be relied upon, as the sole basis for any investment decision. This document must not be acted on 
or relied on by persons who are not relevant persons and who are not the intended recipients of this document. Each recipient of this document should make such 
investigations as it deems necessary to arrive at an independent evaluation of any investment, and should consult its own legal counsel and financial, actuarial, 
accounting, regulatory and tax advisers to evaluate any such investment.  

Past performance should not be seen as an indication of future performance. The value of investments and income derived from them can go down as well as up 
as a result of market or currency movements and investors may not get back the original amount invested.  

Investing in ETFs involves risk, including risks associated with market volatility, currency rate fluctuations, replication strategies, and changes in composition of the 
underlying index and assets. Diversification and asset class allocation do not guarantee profit or protect against loss. Views and opinions have been arrived at by 
BMO Global Asset Management and should not be considered to be a recommendation or solicitation to buy or sell any products that may be mentioned. The 
funds or securities referred to herein are not sponsored, endorsed, issued, sold or promoted by MSCI, and MSCI bears no liability with respect to any funds or 
securities or any index on which such funds or securities are based. The prospectus contains a more detailed description of the limited relationship MSCI has with 
F&C Management Limited and any related funds.  

© 2017 BMO Global Asset Management. All rights reserved. BMO Global Asset Management is the brand name for a number of legal entities, including F&C 
Management Limited (covering EMEA) which is part of BMO Financial Group. F&C Management Limited is authorised and regulated in the United Kingdom by the 
Financial Conduct Authority.CM12055 02/17 UK Only 
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Overview of Methodology:  

MSCI Emerging Markets Select Quality Index 

Universe: Constituents must be members of the MSCI Emerging Markets Index.  

Constituent Selection: Top 50% of securities with the highest quality scores, followed by top 50% by dividend yield  

Minimum Market Cap: Constituents must be large and mid-cap securities, currently defined at float-adjusted market cap of at 

least USD 512.6 million as of January 2017. 

Diversification: Individual stocks are capped at 5% 

Weighting: Market Cap  

 
Quality Scores based on three variables: 

High Return on Expenditure – Indicates a business with a sustainable competitive advantage, efficient operations and 

profitability.  

Stable Earnings Growth – Demonstrates durability and stability of a company’s business model.  

Low Financial Leverage – Determines if returns are based on underlying operations and protects on the downside. 

 

BMO MSCI Emerging Markets Income Leaders UCITS ETF

 


