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global index management index bulletin

Frontier Market PerForMance UPdate
Investors increasingly are turning their attention to frontier markets, resulting in strong recent 
performance. The Standard & Poor’s (S&P) Extended Frontier 150 Index returned 7.95% in the 
first three months of 2013 and 11.72% in the 12 months ended March 31, 2013. By contrast, 
emerging markets lagged, with the MSCI Emerging Markets Index losing 1.62% in the first quarter 
and returning just 1.96% over the past year. These results reflect the combination of government 
reforms, relatively low valuations and strong economic growth prospects.  

Of the top 10 performing countries in the MSCI global equity universe over the past year, 
five were frontier markets (Table 1). Nigeria and Kenya led the way, as African development gar-
nered significant attention. Both countries have undertaken significant programs to strengthen 
economically, politically and socially (Vision 2020 
in Nigeria and Vision 2030 in Kenya), resulting 
in investments in a variety of projects that could 
improve the rule of law and market regulation while 
enhancing productivity. This progress has contrib-
uted to inflows of foreign funds, a main driver of 
recent performance.

The positive performance is not limited to  
Africa. The strength in frontier markets spans 
regions, with Bulgaria, Serbia, Estonia, the United 
Arab Emirates, Vietnam, Sri Lanka, Mauritius,  
Nigeria and Kenya each posting first-quarter 
returns exceeding 10%. This reflects the recent 
resurgence in interest in frontier market equities,  
as investors seek to gain broad-based exposure  
to the asset class. 
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table 1: toP MSci coUntry  
one-year retUrnS 

MSci country index USd

1 Nigeria 79.26% 

2 Kenya 71.17% 

3 Estonia 48.70% 

4 Philippines 43.39% 

5 Turkey 39.76% 

6 United Arab Emirates 36.70% 

7 Belgium 27.69% 

8 Lithuania 23.92% 

9 New Zealand 22.71% 

10 Thailand 22.29% 

Source: MSCI, FactSet, Northern Trust. 

Data: 3/31/12 – 3/31/13

Frontier markets 
outperformed 
emerging markets 
by 10%.
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The forward price- 
to-earnings ratio  
of frontier market  
equities is currently  
39% below  
its 2008 peak. 

The low valuations in frontier markets also have 
attracted investors. Despite the recent performance, 
however, frontier markets still trade at a relative dis-
count to developed and emerging markets (Table 2). 
The forward price-to-earnings ratio of frontier mar-
ket equities is currently 39% below  its 2008 peak. 
This provides a potentially attractive entry point for 
investors looking to capitalize on long-term growth 
potential. Additionally, frontier markets have deliv-
ered an additional 1% in dividend yield compared 
to emerging and developed markets. 

changeS in eUroPean tax rateS – italy’S Financial tranSaction tax
The Italian Ministry of Finance enacted a financial transaction tax (FTT) on March 1, 2013, that 
imposes a levy on equity and equity-linked security purchases of Italian companies. This tax 
appears to serve two goals: raising revenue for an Italian government grappling with austerity 
measures and reducing speculative risk-taking to avoid the likelihood of future crises. Only time 
will tell whether this tax achieves either goal, although it is clear that this tax has a direct impact 
on investor trading costs and, therefore, on investor returns.

The Italian FTT of 0.12% applies to the daily net purchases of shares in Italian companies and 
securities representing an equity investment in an Italian company, such as depositary receipts, 
regardless of investor residence or execution location. The tax affects trading in companies with 
an established market capitalization in November 2012 of greater than €500mm, implying that 
trading in approximately 75 Italian companies is subject to the FTT.

Italy has followed in the footsteps of France, which imposed an FTT on August 1, 2012, on 
purchases of equity securities and on high frequency trading (HFT). Trading of French compa-
nies with a market capitalization greater than €1 billion as of January 1, 2012, is subject to a 0.2% 
tax; the excessive cancel/amend activity of HFT is subject to a 0.01% tax. Our analysis of the 
French market following the FTT implementation shows reduced average daily trading volumes 
in those names subject to the tax. Given this decrease in daily volumes, we expected an impact on 
intraday volatility, yet our analysis shows no effect so far. 

The impact from Italy and France both implementing an FTT is being closely monitored, and 
the European Commission (EC) recently put forth a proposal for an FTT specifically on financial 
institutions across the region. The goal of such a broadly applied FTT is to ensure a fair contribu-
tion from the finance sector to the economic rebuilding of the Eurozone and to reduce excessive 
speculation in the hope of avoiding future crises. The EC proposal of a 0.1% tax on equity and 
fixed-income securities awaits feedback or direct approval from member states, with a targeted 
implementation in January 2014. Should the EC succeed in imposing an FTT on financial institu-
tions, it will be interesting to see whether the tax burden is maintained solely at the financial 
institution level or whether it ultimately is transferred to end-investors through higher fees 
or commissions. Additionally, FM has delivered an additional 1% in dividend yield compared 
to emerging and developed markets. Being able to pass the cost through to end investors would 
negate one intended goal of receiving a “fair contribution” from the financial sector in Eurozone’s 
attempt at economic rebuilding.

table 2: Frontier MarketS Still trade at relatively low valUationS 

MSci world

MSci 
emerging 
Markets

S&P extended Frontier 
150

1-Yr Forward P/E 13.8x 11.0x 9.3x

Est. 3 – 5 Yr  
EPS Growth

10.7% 12.8% 13.4%

Return on Equity 16.9% 17.6% 18.0%

Dividend Yield 2.6% 2.7% 3.7%

Source: MSCI, S&P, FactSet, Northern Trust  

Data as of 3/28/2013
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table 3: iMPact oF tax rate on MSci world iMi PortFolio

Data as of 3/18/13

country

MSci  
world iMi 
(weight %) tax rate

tax 
amount 
(USd)* additional notes

United States 53.87%

United Kingdom 9.05% 0.50% 1040 Tax on purchase; oppose European Commission tax

Japan 8.93%

Canada 4.61%

Australia 3.80%

France 3.66% 0.20% 168 Tax on purchase of cos. w/mkt cap ≥ €1B

Switzerland 3.53%

Germany 3.46% Support European Commission tax

Sweden 1.40% Oppose European Commission tax

Hong Kong 1.26% 0.108% 31

Spain 1.17% Support European Commission tax

Netherlands 0.98%

Italy 0.89% 0.12% 25 Tax on purchase of cos. w/mkt cap ≥ €500mm

Singapore 0.79% 0.008% 1

Denmark 0.52% Oppose European Commission tax

Belgium 0.50% Support European Commission tax

Norway 0.44%

Finland 0.36%

Israel 0.25%

Ireland 0.17% 1.00% 40 Tax on purchases only

Austria 0.15% Support European Commission tax

Portugal 0.08% Support European Commission tax

New Zealand 0.08%

Greece 0.06% 0.03% Support European Commission tax

TOTAL COST $1,307 
(0.13 bps)

*Based on $100mm portfolio and index turnover of 2.3% 
Source: MSCI, Northern Trust



From a historical perspective, economists long have suggested implementing financial 
transaction taxes to reduce excessive speculation that may trigger financial crises. When arguing 
the expected impact of an FTT, examples from the United Kingdom and Sweden come to the 
forefront. The UK Stamp tax on securities has a long legacy dating back to the early 1800s and 
though it has been modified over time, it remains in place today. Its overall market impact over 
time is rather uncertain, though its existence has spurred financial innovation in attempts to cir-
cumvent it. The Sweden FTT on stock and bond trading from the 1980s is an example of a failed 
FTT experiment. The resulting sharp drop in stock and bond trading volumes led the Swedish 
government to recognize its failure and rescind the FTT shortly thereafter. 

As the EC continues its push for a broadly adopted FTT, it is unclear what benefits and 
unintended consequences may result. Though an FTT may raise tax revenues at a time when 
most EU countries are addressing a structural debt crisis, the FTT may also lead to a reduction of 
liquidity, as occurred in France. Reduced liquidity is of particular concern for investors because 
it could eventually result in more intraday price volatility, greater implicit transaction costs and 
wealth erosion. Additionally, investors may look for alternative means for gaining exposure to 
country- or region-specific returns, and the outflow of capital could have a negative economic 
impact, offsetting any benefits derived from the additional tax revenues. Alternatively, should the 
EC succeed in broadly implementing an FTT across the Eurozone, it may have greater success 
in raising revenues and limiting market impact due to the power of a collective implementation 
across markets versus country-specific efforts.

The unfolding scenarios in Italy and France will clearly influence the support the EC receives 
in attempting to implement a broad-based FTT across the Eurozone. Should they succeed, how 
will market participants react to higher explicit – and possibly higher implicit – transaction costs? 
Does implementation of an FTT in the Eurozone lead to acceptance and adoption in the United 
States and other developed markets? Answers to these questions will play a role in shaping interna-
tional investing. We will continue to monitor developments on this subject and provide updates 
in subsequent index bulletins. 

MlP index review

MLP Landscape – A “Pipeline” for Yield
Master limited partnerships (MLPs) are U.S. energy assets created in the mid-1980s that are 
structured as limited partnerships, not corporations. This legal structure, which does not pay 
corporate-level taxes, only applied to certain businesses engaged in extracting, processing, storing 
or transporting natural resources. Thus, an index of MLPs can represent infrastructure in the U.S. 
energy supply chain.  

MLPs have grown in popularity because they provide steady dividends with investors search-
ing for income at a time of compressed yields in the traditional fixed-income asset class. As of 
March 31, 2013, the income distribution yields on MLP indexes were 5.5% – 6.0%, which com-
pares to the dividend yield on the S&P 500 of 2.3%. MLPs pay out the vast majority of their cash 
flow to shareholders because they are pass-through legal entities. These cash flows are generated 
from fees such as oil transportation tolls in pipelines rather than from the underlying commodities 
themselves. Therefore, this trait mitigates the price volatility linked to the underlying commodity. 
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MLPs bring additional favorable investment characteristics that include low correlations to broader 
traditional asset classes (0.52 to S&P 5001) and may have inflation hedge qualities. For example, 
some of the interstate energy transportation toll revenues are adjusted to changes in the producer 
price index. MLPs can fit into the real asset or inflation-protection category in an asset allocation 
and can be paired with Treasury Inflation-Protected Securities, global real estate and other com-
modity or natural resource assets, which are all well known for their inflation hedging properties.

Exposure to MLPs can also complete an investor’s listed equity security opportunity set in the 
U.S. equity market.  Index providers have typically excluded publicly traded partnerships from 
flagship equity indexes. For example, the Dow Jones U.S. Total Stock Market Index removed all 
publicly traded partnerships in December 2009, and Russell and S&P indexes have never included 
partnerships as eligible constituents primarily due to the additional tax requirement placed on 
direct shareholders.  The adjusted market cap of the MLP sector, as measured by the Alerian MLP 
Index, is $234.4 billion as of March 31, 2013; thus, the MLP sector represents approximately 1.3% 
of the total investable U.S.-listed security universe.

MLP Index Methodologies
The total market cap of the MLP sector is relatively small; therefore, liquidity issues and 
potential trading pressure can move prices abruptly.  The indexes are constructed to be 
comprehensive of the listed MLP asset class and also be investable by applying liquidity and 
size screens for inclusion. Table 4 highlights a few of the more popular MLP indexes and key 
attributes of their methodologies. 

table 4: MlP index MethodologieS

alerian MlP index

alerian MlP infrastructure 
index S&P MlP index

Index Description Top 50 prominent energy 
MLPs

25 energy infrastructure MLPs 
(subset of Alerian MLP Index)

56 leading MLPs in the oil and 
gas industries

Constituent Criteria

Publicly traded partnership 
or LLC that is engaged in 
the transportation, storage, 
processing or production  
of energy commodities

Publicly traded partnership 
or LLC that is engaged in the 
transportation, storage, pro-
cessing of energy commodities

Publicly traded partnerships or 
LLC that have operations in the 
GICS energy and gas utilities 
sectors

Weighting
Float-adjusted, capitalization- 
weighted

Float-adjusted, capitalization- 
weighted, while applying 
single holding caps at 9.49%

Float-adjusted, capitalization- 
weighted, while applying 
single holding caps at 15% 
and group concentration limits

Size Screens
Must have a float-adjusted 
market capitalization  
exceeding $250 million

Must have a float-adjusted 
market capitalization  
exceeding $250 million

Must have a float-adjusted 
market capitalization  
exceeding $300 million

Liquidity Screens
Median daily trading volume 
of 25,000 units for each of 
the trailing 6 months

Median daily trading volume 
of 25,000 units for each of 
the trailing 6 months

Average daily value traded 
above $2 million

Rebalance Frequency
Quarterly; special rebalanc-
ing when needed

Quarterly; special rebalancing 
when needed

Annually in July

Source: Northern Trust, Alerian, S&P

1  www.alerian.com; based on monthly data over the trailing 10-year period
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index newS & noteworthy new indexeS 

Russell Re-Classifies Greece to Emerging Market Status
In February, Russell announced the results of its 2013 global markets risk review. As a result, Russell 
concluded that Greece would be re-classified as an emerging market country, effective with the 
June 2013 index reconstitution.  

The status of Greece has been under review since 2010.  As part of its country review, there 
was an operational and/or macro risk evaluation by which Greece was measured. The analysis 
looks at gross national income, Economist Intelligence Unit Country Risk Score, market capitaliza-
tion, compositions of large/small companies and liquidity analysis. Based on these factors, Russell 
decided to “demote/re-emerge” Greece to emerging market status.

Greece’s current weight in the Russell Developed Market Index is 0.03%, and we would expect 
the weight of Greece within Russell Emerging Markets Index to be approximately 0.44% at the 
time of the migration.

MSCI Launches New Quality Indexes
Global index provider MSCI has expanded its risk premia index family with the launch of five 
new quality indexes that aim to capture equities’ performance with quality growth characteristics.

The new indexes are the MSCI ACWI Quality Index, the MSCI World Quality Index, the 
MSCI Emerging Markets Quality Index, the MSCI Europe Quality Index and the MSCI USA 
Quality Index. These indexes were designed to capture two underlying risk premia – growth 
and low leverage. The MSCI quality index methodology identifies quality stocks with three 
fundamental components: high return on equity, stable year-over-year earnings growth and 
low financial leverage.

Russell Combines Stability, Valuation Indexes
Index provider Russell has created new indexes combining exposures to equity market stability 
and valuation factors. Russell combined the growth and value sub-indexes of its style index series, 
started in 1987, with the dynamic and defensive sub-indexes of its stability index series, launched 
in 2011. This produced indexes relevant to four distinct groups of equity style managers.

The Russell growth-defensive, value-defensive, growth dynamic and value-dynamic indexes 
result from combining the scores awarded by the index provider on the scales of growth versus 
value and defensive versus dynamic. According to the index provider, some members of the 
respective indexes are: Microsoft, IBM, Coca-Cola, Costco, Starbucks (growth defensive); Exxon, 
Chevron, Pfizer, CenturyLink, PG&E (value-defensive); Salesforce.com, Facebook, Bay (growth 
dynamic); Wells Fargo, JP Morgan Chase, Yahoo! (value-dynamic).

Russell points out that its defensive and dynamic indexes are generally inversely correlated in 
up and down markets, while its growth and value indexes’ correlations are less distinct in different 
market phases.
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Smaller capitalization 
and value stocks  
have performed well,  
and as a result many 
alternatively weighted 
indexes outperformed 
market cap-weighted 
indexes over the last  
12 months.

In a lower-yield 
environment,  
dividend indexes  
have outperformed. 

alternatively weighted index PerForMance

total return % (USd) as of 3/31/13

Qtd trailing 1-year

Volatility/Risk/Risk+Factor

U.S. Indexes

S&P 500 Low Volatility Index 13.16% 19.73%

MSCI U.S. Minimum Volatility Index 6.81% 14.74%

Russell 3000 Defensive Index 13.19% 14.94%

MSCI U.S. Risk Weighted 13.25% 18.35%

Global Indexes

MSCI ACWI Minimum Volatility Index 11.74% 16.50%

MSCI ACWI Risk Weighted Index 7.03% 12.04%

Equal Weight/Alternatively Weighted

U.S. Indexes

S&P 500 Equal Weight Index 12.52% 17.54%

Russell 1000 Equal Weight Index 14.70% 16.60%

Global Indexes

MSCI ACWI Equal Weighted Index 7.92% 7.04%

MSCI ACWI GDP Weighted Index 3.14% 8.86%

Dividend

U.S. Indexes

S&P 500 Dividend Aristocrats Index 12.52% 21.63%

Dow Jones U.S. Select Dividend Index 11.78% 17.93%

MSCI U.S. Investable Market High Dividend Yield 12.37% 16.10%

Global Indexes

S&P Global Dividend Opportunities Index 5.16% 6.51%

Dow Jones Global Select Dividend Index 2.67% 9.47%

MSCI ACWI High Dividend Yield 6.27% 12.85%

Fundamental

U.S. Indexes

FTSE RAFI U.S. 1000 Index 10.34% 16.91%

Russell Fundamental U.S. 9.91% 15.52%

MSCI U.S. Value Weighted Index 11.99% 15.98%

Global Indexes

FTSE RAFI All-World 3000 Index 8.39% 9.94%

FTSE RAFI Developed 1000 Index 8.53% 11.35%

Russell Fundamental Global 8.24% 9.59%

MSCI ACWI Value Weighted Index 5.68% 9.79%

Source: S&P Dow Jones, FTSE, Russell, MSCI, Bloomberg 

w
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1Q 2013 PerForMance SUMMary

total return % (USd) as of 3/31/13

Qtd trailing 1-year

U.S. Equities

S&P 500 10.61% 13.96%

S&P 400 13.45% 17.83%

S&P 600 11.81% 16.14%

Russell 1000 10.96% 14.43%

Russell 2000 12.39% 16.30%

Russell 3000 11.07% 14.56%

Russell 3000 Growth 9.82% 10.42%

Russell 3000 Value 12.26% 18.71%

Dow Jones Total Market Index 11.06% 14.48%

Global Indexes

MSCI World 7.73% 11.85%

MSCI EAFE 5.13% 11.25%

MSCI Canada 0.88% 3.44%

MSCI Europe ex. UK 2.83% 10.99%

MSCI United Kindgom 2.48% 9.75%

MSCI Pacific ex. Japan 7.02% 19.82%

MSCI Japan 11.63% 8.54%

MSCI Emerging Markets –1.62% 1.96%

MSCI ACWI 6.50% 10.55%

MSCI ACWI ex. U.S. 3.17% 8.36%

MSCI ACWI ex. U.S. IMI 3.57% 8.62%

MSCI Developed Market ex. U.S. Small Cap 7.24% 10.87%

MSCI Emerging Market Small Cap 4.20% 9.20%

S&P Frontier Market Extended 150 7.95% 11.72%

Alternatives Benchmarks

FTSE EPRA/NAREIT Global Index 5.85% 21.13%

Dow Jones-UBS Commodity Index –1.13% –3.03%

U.S. Fixed Income

BC Aggregate –0.12% 3.77%

BC Govt/Credit –0.16% 4.56%

BC Govt/Credit Intermediate 0.26% 3.53%

BC High Yield 2% Cap 2.89% 13.08%

BC TIPS -0.36% 5.68%

BC 1-3 Month T-Bills 0.02% 0.08%

Global Fixed Income

Barclays Global Aggregate –2.10% 1.25%

Citigroup Euro Govt Bond –2.23% 3.47%

Citigroup World Govt Bond –2.77% –0.67%

JP Morgan GBI-EM Global Diversified 0.12% 7.70%

Source: Northern Trust, MSCI, FTSE, Russell, S&P Dow Jones, Barclays, Citigroup, JP Morgan Chase, Bloomberg

U.S. equities outperformed 
international equities during 
the first quarter 2013.

Small-cap stocks out-
performed large-cap  
names in developed  
and emerging markets 
during the quarter.
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Important Information

There are risks involved in investing including possible loss of principal. There is no guarantee that the investment objectives of any fund or strategy will be met. 
Risk controls and models do not promise any level of performance or guarantee against loss of principal. This material is directed to eligible counterparties and 
professional clients only and should not be relied upon by retail investors. The information in this report has been obtained from sources believed to be reliable, 
but its accuracy and completeness are not guaranteed. Opinions expressed are current as of the date appearing in this material only and are subject to change 
without notice. This report is provided for informational purposes only and does not constitute investment advice or a recommendation of any security or product 
described herein. Indices and trademarks are the property of their respective owners. All rights reserved.

Information intended for use with institutional investors only.

Past performance is not necessarily a guide to the future. Index performance returns do not reflect any management fees, transaction costs or expenses. One 
cannot invest directly in an index. Index performance is based upon information provided by the index providers. Indexes and trademarks are the property of 
their respective owners, all rights reserved. There are risks involved with investing, including possible loss of principal. 

For Asia Pacific markets, this material is directed to institutional investors, expert investors and professional investors only and should not be relied upon by retail 
investors. This information is provided for informational purposes only and does not constitute a recommendation for any investment strategy or product 
described herein. This information is not intended as investment advice and does not take into account an investor’s individual circumstances. Opinions expressed 
herein are subject to change at any time without notice. Information has been obtained from sources believed to be reliable, but its accuracy and interpretation 
are not guaranteed.

Asset management at Northern Trust comprises Northern Trust Investments, Inc., Northern Trust Global Investments Ltd., Northern Trust Global Investments 
Japan, K.K., The Northern Trust Company of Connecticut and its subsidiaries, including NT Global Advisors, Inc., and investment personnel of The Northern Trust 
Company. Northern Trust Global Investments Japan, K.K. is regulated by the Japan Financial Services Agency. The Northern Trust Company has a branch in 
China mainly regulated by the China Banking Regulatory Commission, People’s Bank of China and State Administration of Foreign Exchange. The Northern Trust 
Company of Hong Kong Limited is regulated by the Hong Kong Securities and Futures Commission. In Singapore, Northern Trust Global Investments Limited (NTGIL), 
Northern Trust Investments, Inc. and The Northern Trust Company of Connecticut (NTCC) are exempt from the requirement to hold a Financial Adviser’s License 
under the Financial Advisers Act and a Capital Markets Services License under the Securities and Futures Act with respect to the provision of certain financial 
advisory services, and fund management activities. In Australia, NTGIL is exempt from the requirement to hold an Australian Financial Services License under 
the Corporations Act 2001 in respect to the provision of financial services. NTGIL is regulated by the FSA under U.K. laws, which differ from Australian Laws.


