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QUICK QUESTION BEFORE WE 
START…
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HOW MUCH MONEY IS THERE IN THE WORLD?

US$ 36 
Trillion

US$ 1 
Quadrillion

US$ 70 
Trillion

Assets Benchmarked to 
MSCI Factor Indexes

Approximately USD 236 billion in assets are 
benchmarked to MSCI Factor Indexes as of Dec 2017

3 Years CAGR: 36.7%
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3 Years CAGR: 
24.6%

Assets Benchmarked to MSCI Market Cap Indexes
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DON’T FEAR THE INDEXES, LEARN FROM THEM.
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• The bulk of the money following various MSCI, FTSE Russell and S&P Dow Jones 
indexes are in active funds whose managers use for benchmarking or to make their 
own trading decisions.

• Indexes have evolved to meet Asset Owners needs



THE IMPORTANCE OF SETTING STANDARDS
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IS AN ONGOING INDUSTRY WIDE EFFORT
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INTRODUCING THE LATEST INNOVATION
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FACTOR INVESTING IS NOT NEW
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According to the latest

FTSE Russell Smart Beta

Survey: In 2018, 91% of
asset owners globally

have a smart beta

investment allocation,

have evaluated or are

planning to evaluate this

topic in the next 18

months.



FACTORS DRIVE PERFORMANCE

9Source : MSCI, GEMLT model

Source: Factor Indexes in Perspective, Insights from 40 Years of Data, MSCI Research Insight

To complete a 40-year simulation, the MSCI factors are represented by the following indexes: 
Yield by High Dividend Yield, Size by Equal-Weighted, Low Volatility by Top 300 Volatility-Tilt prior to 1988 and by 
Min Volatility afterwards, and Value by Value-Weighted. Parent Index is MSCI World

Excess Returns

Manage Volatility

Increase Yield

USE CASES



CROSS SECTIONAL VOLATILITY

FACTORS ALSO EXPLAIN RISK

10Source : MSCI, GEMLT estimation univers



LETS GET A BIT TECHNICAL…
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INTRODUCING THE ELEMENTS OF PERFORMANCE
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• 8 Factor Groups, 16 Factors and 41 descriptors 

Book to Price 
Book to Price

Earnings Yield  
Reported E/P
Forecast E/P
Cash E/P
EBITD/EV

Long Term Reversal 
LT Relative Strength
LT Historical Alpha

Size 
Log of Mkt Cap

Mid Cap  
Cube of Size

Momentum 
Relative Strength
Historical Alpha 

Leverage 
Debt to Assets
Book Leverage
Mkt Leverage

Profitability
Asset Turnover

Profitability
Profit Margin

Return on Assets

Earnings Variability 
Var in Sales

Var in Earnings
Var in Cash Flow

Var in For EPS

Earnings Quality
Cash earn/Earn
Accr-bal sheet

Accr- C/F statement

Investment Quality 
Asset Growth
Capex Growth

Issuance Growth

Yield
Reported D/P
Forecast D/P 

Beta 
Hist Beta

Residual Volatility 
His Sigma

Daily ST Dev
Cum Range 

Growth
Sales Growth

Earnings Growth
Forecast LTG

Liquidity
1m Turnover
3m Turnover

12m Turnover
12m ATVR



UNDERSTANDING STYLE FACTOR RISK EXPOSURE
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Risk Contribution Yahoo Facebook

-1,50 -1,00 -0,50 0,00 0,50 1,00 1,50 2,00 2,50 3,00

US Residual Volatility

US Non-linear Size

US Non-linear Beta

US Liquidity

US Leverage

US Growth

US Dividend Yield

US Size

US Momentum

US Earnings Yield

US Book-to-Price

US Beta

Factor Exposure Yahoo Facebook
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Commentary on risk exposures

Yahoo has moved more closely with the market

By this metric Yahoo is a stronger value stock

EPS of both is low

Trailing performance of Yahoo has been poor

Facebook’s has a larger market cap 

Neither pays a dividend

Facebook clearly has larger growth potential

Indication of quality – neither firm is highly leveraged

Regular trading activity in both stocks

Orthogonal to beta but still driven by market sensitivity

Systematic driver from large vs. small cap stocks

From highly volatile stocks not capture by beta

Style Factor

Source: MSCI



CALCULATING PORTFOLIO EXPOSURE TO FACTORS
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• Portfolio exposures greater than 0.2 standard deviation 

are deemed to be significant

• Typical active portfolios have about 0.5 standard 

deviation exposure to the target factor.



ARE ACTIVE MANAGERS EXPOSED TO FACTORS?
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• We generally find that active funds have significant exposures to their target factor

• We also find that most funds also have significant exposure to several other factors

Key Word

Value Large Mid Small Momentum Volatility Quality Income Growth

Book to Price 0.15 -0.15 -0.16 -0.10 -0.25 -0.22 -0.34 -0.05 -0.23
Earnings Yield 0.07 -0.02 -0.15 -0.01 -0.04 -0.10 -0.01 0.04 -0.10
Reversal 0.10 -0.02 -0.14 -0.08 -0.37 0.01 0.13 0.10 -0.14
Size -0.22 0.03 -1.00 -0.58 -0.60 -0.55 0.19 -0.08 -0.23
Midcap 0.05 -0.03 0.36 0.12 0.30 0.39 -0.16 0.02 0.10
Momentum -0.01 0.06 0.14 0.07 0.47 0.32 0.18 0.05 0.14
Beta 0.06 -0.02 0.12 0.06 -0.23 -0.86 -0.39 -0.13 0.00
Residual Volatility -0.01 -0.02 0.03 -0.02 -0.07 -0.10 -0.15 -0.06 -0.03
Leverage -0.01 -0.07 -0.14 -0.09 -0.06 0.05 -0.04 0.08 -0.12
Profitability -0.04 0.18 0.20 0.14 0.29 0.21 0.47 0.01 0.28
Earnings Variability 0.06 -0.05 0.18 -0.01 0.04 -0.14 -0.37 -0.10 0.01
Earnings Quality 0.09 -0.03 -0.16 -0.07 -0.06 0.06 -0.17 0.03 -0.08
Investment Quality 0.09 -0.01 -0.17 -0.09 0.01 0.15 0.28 0.11 -0.13
Dividend Yield 0.02 -0.14 -0.45 -0.24 -0.31 0.08 -0.02 0.35 -0.34
Growth -0.02 0.07 0.22 0.12 0.11 -0.15 -0.08 -0.15 0.18
Liquidity 0.02 -0.01 0.13 -0.01 0.11 0.03 -0.27 -0.06 0.01
Number of Funds 120 58 9 43 5 7 5 81 134
AUM $B 137.8 70.0 10.6 35.7 0.6 1.4 3.1 60.8 159.6

Target Factors

Source: MSCI Peer Analytics. Data as of June 30, 2016. Analysis conducted with the GEM Total Market Model. 

Table shows factor exposures of aggregate mutual fund holdings for each self classification category. 



MAIN USE CASES FOR FACTOR  
CLASSIFICATION AND FACTOR 
BENCHMARKING
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FUND PICKING: APPLE OR ORANGE?
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SIMILAR COUNTRY, SECTOR, STOCK ALLOCATIONS
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APPLE FUND ORANGE FUND

Average country, GICS sector and top 10 holdings of two simulated global equity portfolios over the period 

31/12/06 - 30/09/16
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BUT VERY DIFFERENT PERFORMANCE…
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APPLE FUND ORANGE FUND

ACTIVE PERFORMANCE (%)

Chart shows historical cumulative outperformance of two simulated global equity portfolios over the period 
31/12/06 - 30/09/16



FACTORS PROVIDE ANOTHER LENSE
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BLUE FUND RED FUND

Average country, GICS sector, factor, top 10 holdings of two simulated global equity portfolios over the period 

31/12/06 - 30/09/16



THE BEST LATAM EQUITY FUNDS IN 2018
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1st Place: Fondo “X” 
Latinoamericano 

Returns: 3 Years, 
Gross, USD.



CHOOSING THE RIGHT BENCHMARK IS KEY
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Country OW: Argentina OW: Industrials, UW: Consumer 
Staples

OW: Momentum, UW: Size

Argentina is not part of MSCI EM Latam Index, additionally the 
index does not hold any Small Caps stocks.



AN EXAMPLE OF AN ACTIVE PM USING FACTORS TO HIS 
ADVANTAGE
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The new PM has since early 2016  
deployed a systematic exposure 
to cyclical factors: Momentum & 

Small Caps



CONSIDER USE OF A FACTOR INDEX AS A BENCHMARK
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Strategy Active Peformance 
(3 Years, USD, GROSS)

"X" Latinoamericano 11.79%
MSCI Latam Enhanced Value 6.51%
MSCI Latam Equal Weighted 3.13%
MSCI Latam Quality -1.57%
MSCI Latam Minimum Volatility -5.65%
MSCI Latam High Dividend Yield -8.79%
MSCI Latam Momentum -13.55%



FINANCIAL ADVISORS: AN EXAMPLE OF THE GROWTH OF 
FACTOR ANALYSIS ADOPTION
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ANALYZING EXPOSURES AGAINST A BENCHMARK
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IDENTIFYING DEVIATIONS FROM STATED OBJECTIVES
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Factor "Global Value" Fund 1 "Global Value" Fund 2
Value 0.68 -0.38
Size -0.16 -0.50
Momentum -0.32 -0.23
Volatility 0.43 0.35
Quality -0.03 -0.28
Yield -0.14 -0.71
Growth -0.14 0.11
Liquidity 0.29 0.26

Example based on actual exposures of two  >$200 M funds with “Global Value” in their names as of 30/06/16

“Global Value” Fund 1Factor “Global Value” Fund 2



ANALYSING THE INTENSITY OF THE FACTOR EXPOSURE

28
Example based on active exposures of MSCI World Enhanced Value Index and MSCI World Value Weighted 
Index as of 31/05/16

Portfolio 1Factor Portfolio 2Factor



CONCLUSION: EMBRACE THE BEST OF BOTH WORLDS

29

• Factors are important systematic sources of return in active portfolios

• Fund factsheets focus on countries and sectors but lack factor analysis



ABOUT MSCI
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For more than 40 years, MSCI’s research-based indexes and analytics have 

helped the world’s leading investors build and manage better portfolios.  

Clients rely on our offerings for deeper insights into the drivers of 

performance and risk in their portfolios, broad asset class coverage and 

innovative research. 

Our line of products and services includes indexes, analytical models, data, 

real estate benchmarks and ESG research.  

MSCI serves 97 of the top 100 largest money managers, according to the 

most recent P&I ranking. 

For more information, visit us at www.msci.com.

http://www.msci.com/


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 Inc. 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 Inc. 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, FEA, InvestorForce, 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.

NOTICE AND DISCLAIMER

31


