

Asset Management
UBS ETF – Edition UK

For Professional Clients only
July 2014

UBS ETF Market Matters
Does "Equity Style" beat a "Plain Vanilla" approach?






As a result of above-average dividend income, value stocks
have delivered superior total return over standard portfolio
and growth stocks (both in USA and EMU) in recent years.
Given similar earnings levels, the dividend yield differential
proves to be a key factor for a superior total return of the
USA Value index over its USA Growth counterpart.
Assuming a Eurozone recovery, current low earning levels
may give a base effect for earnings growth that will favour
the EMU Growth index over the EMU Value index.

Pawel Janus, PhD
ETF Strategist, UBS Global Asset Management
pawel.janus@ubs.com

UBS WM Chief Investment Office currently favors USA and EMU
equities and has over-weighted them in its tactical asset portfolio
(UBS WM CIO Monthly, July 2014). In particular, US preferred
stocks are those who return capital to shareholders (through
dividends and buybacks), whilst EMU preferred stocks are those
who are capable of delivering above-average during the Eurozone
recovery. These equity investment themes can be "mapped" into
equity styles and compared to standard (or plain vanilla) broadmarket investments. In the passive investing space specifically, this
involves the selection of pre-defined equity style indices and
benchmarking against the corresponding parent index.
Table 1: MSCI classification of stocks
MSCI Value Stocks Features

MSCI Growth Stocks Features

book value to price ratio
12-month forward earnings to price ratio
dividend yield

long-term forward earnings per share growth rate
short-term forward growth rate
current internal growth rate
long-term historical growth trend
long-term historical sales per share growth trend

Figure 1: Total Return to Price Return indices ratios, MSCI USA
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Source: MSCI, UBS Global Asset Management, as of 30 June 2014

Figure 2a: Relative performance: style vs. benchmark
(Price Indices norm. to 100, local currency)
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Source: MSCI Global Investable Markets Value and Growth Index Methodology

Filtering these two equity investment themes through the MSCI
equity styles building blocks (see above table), it is evident that the
US equity theme corresponds closely to the MSCI USA Value
index, whereas the EMU preferred stocks closely matches the
MSCI EMU Growth index. The MSCI Value index is comprised of
companies classified as having high dividend rates (also low price
to book value ratio), whereas the MSCI Growth index selects
companies with high earning growth potential. As stocks have the
potential for price appreciation and may pay dividends, investors
should carefully examine the components of total return indices.
Figure 1 shows the total return ratio (capital appreciation &
dividend income) of price return indices for the MSCI USA
standard and style indices, validating the high attribution of
dividend payments originating from value stocks. In contrast,
growth stocks often do not pay out earnings to shareholders in
the form of dividends, resulting in only a modest value-add to the
total return.

Equity Style vs. Plain Vanilla Benchmark
Figure 2 shows the relative monthly performance of an equity style
index vs. its parent index, for both USA and EMU; in price terms
(panel 2a) and in net total return terms (TR Net, panel 2b) for the
period from December 1998 to June 2014. Both equity styles in
both regions have converged on their parent benchmarks after a
period of remarkable discrepancy between value and growth
stocks in the years 2005-2007 (Figure 2a). Due to higher-thanaverage dividend payments, value stocks (USA & EMU) have
returned in total more than growth and plain vanilla exposure
(Figure 2b). This documents in detail a consistent enhancement of
shareholder value through above-average dividend sharing.
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Figure 2b: Relative performance: style vs. benchmark
(TR Net Indices norm. to 100, local currency)
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For all charts: Past performance is not a reliable indicator for the future.

Figure 3a: Dividend yields in % (MSCI USA, USD)

Figure 4a: Dividend yields in % (MSCI EMU, USD)
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Figure 4b: 12mth trail EPS (MSCI EMU, USD)

Figure 3b: 12mth trail EPS (MSCI USA, USD)
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Source: MSCI, UBS Global Asset Management, as of 30 June 2014
For all charts: Past performance is not a reliable indicator for the future.

Timing Dividend and Earning Strategy
Once investment themes are mapped into equity style indices, investors may wish to look into the drivers of the underlying equity
strategy. The key drivers are dividend yield for value stocks and earnings potential for growth stocks, shown on Figure 3a and Figure 3b
for MSCI USA and Figure 4a and Figure 4b for MSCI EMU respectively. The dividend yield levels clearly differentiate the two styles, and
currently yield differential between value and growth stocks is approx. 150bps for MSCI USA and 200 bps for MSCI EMU. Remarkably,
the realised earnings (12 month trailing earnings per share) for USA equity styles are well above the broad market, tracking in parallel,
reaching approx. 125 USD. Given similar earnings level, the dividend yield differential may prove to be a key factor for advanced total
return of USA Value over USA Growth. Conversely, EMU Value realised earnings are currently above the market average, whereas EMU
Growth trailing earnings are at low levels, favouring a base effect for earnings growth. Assuming a Eurozone recovery however,
earnings growth and sales returns should follow. Any price appreciation in the MSCI EMU Growth index would need to be substantial
to compensate for a lack of solid dividend payments in this equity segment (seen also in Figure 2b), if passively tracked in a TR Net
index.
UBS ETFs incl. Equity Style (as of 30 June 2014)
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About UBS ETFs
Passive capital investments have been a core competence of UBS Global Asset Management for over 30 years.
This business segment, which includes UBS ETFs, has assets under management of CHF 183 billion (March
2014). Assets under management in UBS ETFs total approx. GBP 11.8 billion (June 2014). UBS is one of
Europe's leading ETF providers, and Europe's second largest provider of physically replicated ETFs (measured
in number of ETFs). UBS ETFs replicates 138 indices covering equities, bonds, precious metals, real estate,
commodities and alternative investments. UBS ETFs are listed on four of Europe's leading stock exchanges:
Borsa Italiana, the German Stock Exchange (XETRA), the London Stock Exchange (LSE), and the SIX Swiss
Exchange.
For more information on UBS ETFs: www.ubs.com/etf

Past performance is not a guide to future performance. The value of investments and the income from them may go down as well as up and are not guaranteed. Investors may not get back
the amount originally invested. Changes in rates of exchange may cause the value of this investment to fluctuate. Investments in less developed markets may be more volatile than investments
in more established markets. Synthetic replicated ETFS will use derivatives as part of their investment capabilities. These instruments carry a material level of risk and the Fund could potentially
experience higher levels of volatility should the market move against them. In order to trade in derivative instruments we enter into an agreement with various counterparties. Whilst we assess
the credit worthiness of each counterparty we enter into an agreement with, the Fund is at risk if that counterparty does not fulfil its obligations under the agreement. Any collateral paid by the
Fund may not be returned, nor may any payments due to the Fund be made. Some of the markets in which the Fund may effect derivative transactions are “over-the-counter” or “interdealer”
markets, which may be illiquid and are sometimes subject to larger spreads than exchange-traded derivative transactions. The participants in such markets are typically not subject to credit
evaluation and regulatory oversight, which would be the case with members of “exchange-based” markets. This exposes the Fund to the risk that a counterparty will not settle a transaction in
accordance with its terms and conditions because of a credit or liquidity problem with the counterparty. Delays in settlement may also result from disputes over the terms of the contract
(whether or not bona fide) since such markets may lack the established rules and procedures for swift settlement of disputes among market participants found in "exchange-based” markets.
These factors may cause the Fund to suffer a loss due to adverse market movements while replacement transactions are executed or otherwise. The UBS ETF Sicav is a recognised scheme under
section 264 of the Financial Services and Markets Act 2000. It does seek UK Reporting Fund Status. The protections offered by the UK’s regulatory system, and compensation under the
Financial Services Compensation Scheme, will not be available. The returns payable to the fund are dependent on payments received by the fund from the swap counterparty under the terms
of the relevant swap and, therefore are subject to credit risk of the swap counterparty. In the event that the swap counterparty defaults under the terms of the relevant swap, the funds may
suffer a loss. The information contained in this document should not be considered a recommendation to purchase or sell any particular security and the opinions expressed are those of UBS
Global Asset Management and are subject to change without notice. This material supports the presentation(s) given. It is not intended to be read in isolation and may not provide a full
explanation of all the topics that were presented and discussed. Care has been taken to ensure the accuracy of the content, but no responsibility is accepted for any errors or omissions. This
document is a marketing communication. Any market or investment views expressed are not intended to be investment research. The document has not been prepared in line with the FCA
requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research. UBS funds
under Luxembourg law. Prospectuses, simplified prospectuses, the articles of association or the management regulations as well as annual and semi-annual reports of UBS funds are available
free of charge from UBS Fund Services (Luxembourg) S.A., P.O. Box 91, L-2010 Luxembourg or from UBS Global Asset Management (UK) Ltd, 21 Lombard Street, London, EC4R 9AH. The MSCI
indexes are the exclusive property of MSCI Inc. ("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 UBS
AG ("UBS"). The products referred to herein are not sponsored, endorsed, or promoted by MSCI, and MSCI bears no liability with respect to any such product. The full prospectus of the UBS
ETF Sicav contains a more detailed description of the limited relationship MSCI has with UBS and any related products. No purchaser, seller or holder of this product, or any other person or
entity, should use or refer to any MSCI trade name, trademark or service mark to sponsor, endorse, market or promote this product without first contacting MSCI to determine whether MSCI's
permission is required. Under no circumstances may any person or entity claim any affiliation with MSCI without the prior written permission of MSCI. Before investing in a product please read
the latest simplified prospectus or prospectus carefully and thoroughly. Units of UBS funds mentioned herein may not be offered, sold or delivered in the United States. This information pays no
regard to the specific or future investment objectives, financial or tax situation or particular needs of any specific recipient. The details and opinions contained in this document are provided by
UBS without any guarantee or warranty and are for the recipient's personal use and information purposes only. This document is issued by UBS Global Asset Management (UK) Ltd and is
intended for limited distribution to the clients and associates of UBS Global Asset Management. Use or distribution by any other person is prohibited. Copying any part of this publication
without the written permission of UBS Global Asset Management is prohibited. Care has been taken to ensure the accuracy of its content, but no responsibility is accepted for any errors or
omissions herein. UBS Global Asset Management (UK) Ltd is a subsidiary of UBS AG. Registered in England. UBS Global Asset Management (UK) Ltd and UBS Global Asset Management Funds
Ltd are authorised and regulated by the Financial Conduct Authority. UBS Global Asset Management Life Ltd is authorised by the Prudential Regulation Authority and regulated by the Financial
Conduct Authority and the Prudential Regulation Authority. Telephone calls may be recorded.
© UBS 2014. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. E37

