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Notice and Disclaimer 

Copyright © 2006 by Morgan Stanley Capital International Inc. ("MSCI").   All rights reserved. 

This document and all of the information contained in it, including all text, data, graphs, charts and all other 
information (collectively, the “Information”) may not be reproduced or redisseminated in whole or in part 
without prior written permission from MSCI.  Any use of MSCI indices, data or other information requires 
a license from MSCI.  The Information is for informational purposes only and does not form a part of the 
terms or conditions of any agreement you have or may enter into with MSCI.  The Information may not be 
used to verify or correct other data, to create indices, or in connection with offering, sponsoring, managing 
or marketing any securities, portfolios, financial instruments or products.  
• None of the Information constitutes an offer to buy or sell, or a promotion or recommendation 

of, any security, financial instrument or product or trading strategy, and MSCI does not endorse, 
approve or otherwise express any opinion regarding any issuer, securities, financial products or 
instruments or trading strategies that may be described or mentioned herein.  Further, none of 
the Information is 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.   

• The user of the Information assumes the entire risk of any use it may make or permit to be made of it.   
• NEITHER MSCI, ANY OF ITS AFFILIATES OR ANY OTHER THIRD PARTY INVOLVED IN 

MAKING OR COMPILING ANY OF THE INFORMATION MAKES ANY EXPRESS OR 
IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION 
(OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND MSCI, ITS 
AFFILIATES AND EACH SUCH OTHER THIRD PARTY HEREBY EXPRESSLY DISCLAIM 
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, in no event shall MSCI, any of its affiliates or any other third party 
involved in making or compiling any of the Information have any liability regarding any of the 
Information for any direct, indirect, special, punitive, consequential or any other damages (including lost 
profits) even if notified of the possibility of such damages. 

•  Morgan Stanley Capital International, MSCI®, ACWI, EAFE® and all other service marks referred to 
herein are the exclusive property of MSCI or its affiliates.  All MSCI indices are the exclusive property of 
MSCI and may not be used in any way without the express written permission of MSCI. 



 

 
Page 3 of 15 

 

Table of Contents  
1. INDEX RATIOS......................................................................................................................................................................4  

1.1 INDEX VALUATION RATIOS..................................................................................................................................................5 
1.1.1 Estimated Daily Dividend Yield .......... .................................................................................................................5 

1.2 OTHER INDEX FINANCIAL RATIOS.......................................................................................................................................6 
1.2.1 Return on Equity (ROE).........................................................................................................................................7 
1.2.2 Current Internal Growth Rate (g).........................................................................................................................7 
1.2.3 Short-term Forward EPS Growth Rate (ST fwd EPS G) ...................................................................................7 
1.2.4 Long-term Growth Rates/Trends...........................................................................................................................7 
1.2.5 12-Month Index EPS...............................................................................................................................................7 
1.2.6 Year on Year Growth EPS......................................................................................................................................8 

APPENDIX I. INDEX RATIO CALCULATION EXAMPLES.............................................................................................9  

APPENDIX II. FREQUENTLY ASKED QUESTIONS………...........................................................................................12  

 



 

 
Page 4 of 15 

 
The following table indicates all ratios that are calculated by MSCI using fundamental data:  
 

 
 

The information contained in this document describes MSCI’s methodology for calculating the Index Level 
Ratios set forth in the table above.  This document should be read in conjunction with Appendix 1 to the 
MSCI Global Value and Growth Index Series Methodology Book. 
 
1. Index Level Ratios  
 
In general, index level ratios computed by MSCI aggregate the relevant constituent level fundamental data.  
 
Index level ratios take into account each constituent security’s inclusion factor, which consists of the 
security’s free float-adjustment and its style inclusion factor. For the MSCI Standard and Small Cap Index 
Series, the inclusion factor is the foreign inclusion factor (FIF) and for MSCI’s Domestic Index Series like 
the MSCI US Equity Market Capitalization Indices, MSCI Kokunai Japan Equity Indices and MSCI China A 
Indices, the inclusion factor is the domestic inclusion factor (DIF). For the Global Value and Growth Index 
Series and the MSCI US Equity Style Indices, the appropriate FIF or DIF is multiplied by the value 
inclusion factor (VIF) for the value indices and by the growth inclusion factor (GIF) for the growth indices. 
For example, a company in the Global Value and Growth Index will have an inclusion factor equal to its 
FIF multiplied by its GIF or VIF.  

MSCI calculates two types of index level ratios:  

• Valuation ratios  

• Other Financial Ratios  
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1.1 Index Level Valuation Ratios  
These ratios are calculated by dividing the market capitalization of the relevant index by the aggregated 
relevant fundamental data for all securities included in the relevant index.  

In general, all index level price ratios aggregate the relevant security level data and are calculated as follows:  
 

 
 
Where, 
n=number of securities included in the calculation. 
For Price to Earnings (P/E) and Price to Cash Earnings (P/CE) ratios, the security level per share figure is the Trailing 12-month 
earnings per share and the Trailing 12-month cash earnings per share respectively. 

If any per share figure is not available for a particular security, the security is not included in the calculation 
for that particular ratio.  

This formula applies to:  
 

• Price to Earnings (P/E)  

• Price to Earnings Forward (P/E fwd)  

• Price to Cash Earnings (P/CE)  

• Price to Book Value (P/BV) 

• Dividend yield (D/P)1 

 

 

 

 

 

 

 

 

 

                                                 
1 Dividend yield is calculated using the inverse of the price ratio formula and is expressed in percentage terms. 
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1.1.1 Estimated Daily Dividend Yield 
 
Available in MSCI products starting July 24, 2006. 

In addition to calculating a monthly dividend yield, MSCI computes, every weekday, an estimated daily 
dividend yield, that takes into account annualized dividends and prices at previous month end where prices 
are adjusted by the month-to-date security performance. The estimated daily index yield uses the current 
security weights. 

The estimated daily dividend yield and the monthly yield are calculated for the same indices.  

Note that due to different calculation methodologies, the Estimated Daily Dividend Yield at month-end 
date will not correspond to the Monthly Dividend Yield. 

Calculation formula 
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Where: 
• EOPMDividendAnnualized  is the security annualized dividend as of the end of the previous month. 
• EOPMdendFXrateDivi  is the FX rate of the annualized dividend currency of security s vs USD at the 

end of the previous month. It is the value of 1 USD in foreign currency. 
• EOPMeicePerSharPr  is the price per share of the security s at the end of the previous month. 
• EOPMFXrate  is the FX rate of the price currency of security s vs USD at the end of the previous 

month. It is the value of 1 USD in foreign currency. 
• ticeIndexSecurity Pr  is the security price index of security s at time t. 
• EOPMiceIndexSecurity Pr  is the security price index of security s at the end of the previous month. 
• tharesgNumberOfSClosin  is the number of shares of security s at time t. 
• teicePerSharPr  is the price per share of security s at time t. 
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• tFXrate  is the FX rate of the price currency of security s vs USD at time t. It is the value of 1 USD 
in foreign currency. 

• tactorInclusionF  is the inclusion factor (e.g. Foreign Inclusion Factor, Domestic Inclusion Factor, 
Growth Inclusion Factor, Value Inclusion Factor) of the security s at time t+1. 

 

1.2 Other Index Level Financial Ratios  
The other financial ratios calculated by MSCI are:  

• Return on Equity (ROE)  

• Current Internal Growth Rate (g)  

• Short-term Forward EPS Growth Rate (ST fwd EPS G) 

• Long-term Growth Rates/Trends 

• 12-month Index EPS 

• Year on Year Growth EPS 
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1.2.1 Return on Equity (ROE)  
Return on equity at an index level, which attempts to show the average return on equity for an index, is 
calculated by dividing the index level price to book value by the index level price to earnings ratio, 
according to the following formula:  

 

1.2.2 Current Internal Growth Rate (g)  
The current internal growth rate at an index level is calculated by multiplying the index level return on 
equity and the index level payout ratio, according to the following formula:  
 

 

1.2.3 Short-term Forward EPS Growth Rate (ST fwd EPS G)  
The short-term forward EPS growth rate measures the percentage change between the index level price 
to earnings backward and the index level price to earnings forward. It is calculated using the following 
formula:  

 

1.2.4 Long-term Growth Rates/Trends  
Long-term growth rates and trends at an index level aggregate the constituents’ security level data using 
the following formula:  

 
where n=number of securities included in the calculation  

This formula applies to:  
• Long-term Forward EPS Growth Rate (LT fwd EPS G)  
• Long -term Historical EPS Growth Trend (LT his EPS G)  
• Long-term Historical SPS Growth Trend (LT his SPS G)  
 

1.2.5 12-Month Index Level EPS  

MSCI calculates the 12-month index level EPS by dividing an index level by the price to earnings ratio 
of the same index, thereby creating a new theoretical per share figure at an index level that reflects the 
evolution of the EPS for an index. MSCI calculates a 12-month index level EPS for:  
• Trailing EPS  
• EPS Forward  
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The following formula is used to calculate these 12-month index level ratios:  
 

 

1.2.6 Year on Year Growth EPS  
Using the 12-month index level EPS, as shown above, MSCI calculates an EPS growth rate for an index. 
Year on year growth EPS relates earnings growth to the index level. Currently, MSCI calculates these 
figures using:  
• 12-Month Index Trailing EPS  
• 12-Month Index Forward EPS  
 
The year on year growth rate is calculated using the following formula:  
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Appendix I - Index Level Ratio Calculation Examples  
 
This appendix provides examples of how MSCI calculates certain index level ratios. Each example uses 
a hypothetical index comprised of only three constituent securities.  
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Appendix II - Frequently Asked Questions 
 
Q.  How are trailing per share figures calculated at the security level for sales, earnings and cash 

earnings? 
 
A.  In case of all countries except US, CA, GB and IE: 
 

Historical per share figures are calculated using the following formula: 
 

Trailing per share figure =   Trailing 12-month figure    
Number of shares outstanding at a company level 

 
where Trailing 12-month figure = Last reported fiscal period figure + (Current interim figure – comparative interim figure) 

 
For instance, if the last period for which results are reported is for an interim period of 9 months ended 
Mar 31, 2005, the trailing 12-month earnings would get calculated as under: 

 
Trailing 12-month earnings =  Fiscal period earnings for the year ended Jun 30, 2004 + (9-month earnings for the 

current interim period ended Mar 31, 2005 – 9-month earnings for the comparative 
interim period ended Mar 31, 2004) 

 
Trailing Earnings per share would then be computed as under: 

 
Trailing 12-month EPS =   Trailing 12-month earnings   

   Number of shares outstanding at a company level 
 

However, subsequently, when the company comes out with its Annual results for the year ended Jun-
2005, there is no need to calculate the trailing 12-month figures, since the reported figures are already 
for a period of 12 months. 

 
In case of US, CA, GB and IE: 

 
As explained above, generally, MSCI computes trailing per share figures by calculating the trailing 12-
month figure and then dividing it by the Number of Shares outstanding.  However for US, CA, GB and 
IE companies, trailing per share numbers are computed using the per share numbers. 

 
Accordingly, for companies in the US, CA, GB or IE, trailing 12-month EPS is calculated as follows: 

 
Trailing 12-month EPS =  Fiscal period EPS for the year ended Jun 30, 2004 + (9-month EPS for the current interim 

period ended Mar 31, 2005 – 9-month EPS for the comparative interim period ended Mar 
31, 2004) 
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Q.  What is the difference between earnings and cash earnings? 
 
A.   Depreciation on fixed assets and amortization of intangibles are added to earnings to arrive at cash 

earnings.  
 
Q.  Can an index-level P/E or P/CE ratio be negative? 
 
A.   Yes. When one or a few dominant companies experience significant losses, this would make the P/E or 

P/CE at the index-level negative. In these cases, the aggregate P/E or P/CE for that index (country-
level or industry–level as the case may be) is published as a negative number.  

 
Owing to the depreciation/amortisation figure, negative index-level P/CE ratios are rare.  

 
Q.  Why would an index-level P/E or P/CE ratio change significantly from month to month? 
 
A.   In smaller markets and sometimes even in deeper markets, certain securities may dominate the index. If 

the change in earnings or stock performance of such securities have been substantial, the index-level 
P/E and P/CE ratios may change substantially.  
In addition, a small variation in the index-level earnings and cash earnings from one month to another 
may result in large swings in index-level ratios when the index-level earnings and cash earnings are small 
relative to the index market capitalization. This occurs for example when index-level earnings and cash 
earnings turn from a slightly positive to a slightly negative figure. 

 
 
Q.  Can P/CE be greater than P/E at the index-level? 
 
A.  When index-level earnings are negative and index-level cash earnings are positive, the index-level P/CE 

will be greater than the index-level P/E. 
P/CE ratio is not computed for banks, insurance companies, and some real estate companies. If any per 
share figure is not available for a particular security, the security is not included in the calculation for 
that particular ratio at the index level. Banks, insurance companies and real estate companies – for which 
MSCI does not compute cash earnings – are thus included for the purpose of computing the index-level 
P/E ratio but excluded in the computation of index-level P/CE ratio.  If such companies report 
substantial positive earnings, it may result in a non-negative index-level P/E being smaller than an 
country-level P/CE.  

 
Q.  Does MSCI use consolidated or unconsolidated figures for companies? 
 
A   As a general rule, MSCI uses consolidated data. However, where consolidated data is not available, 

MSCI uses unconsolidated data. In the MSCI publications, securities with unconsolidated data are 
identified with an asterisk sign.  

 
 
Q.  How is the P/BV ratio calculated at the security level? 
 
A.  P/BV is arrived at by dividing the price of the security by its book value per share (‘BVPS’). MSCI uses 

the price as of end of a particular date and BVPS based on the last updated book value of the company 
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as per MCSI’s internal database. This could be as at the end of a fiscal period or an interim period. Book 
value includes capital and all reserves and no adjustments are made for goodwill or other special items. 

 
 
Q.  How is the Price to Earnings Forward (P/E fwd) ratio calculated at the security level? 
 
A.  P/E fwd ratio is arrived at by dividing the price of the security by its 12-month forward EPS estimate 

(EPS12F). EPS12F is derived on a rolling basis from the consensus of analysts’ earnings estimates for the 
fiscal year 1 and fiscal year 2. 
 
   EPS12F =  M * EPS1 + (12-M) * EPS2 
      12 

  Where 
• EPS1 is the consensus of analysts’ earnings estimates for fiscal year 1 
• EPS2 is the consensus of analysts’ earnings estimates for fiscal year 2 
• M is the number of months remaining before the fiscal year end 
• The fiscal year 1 corresponds to the fiscal year following the last fiscal year for which the company 

has made its results publicly available 
 
For cases where EPS2 is not available and M is greater than or equal to 8, EPS1 is used as an 
approximation of EPS12F. 

 
 
Q.  In calculating security-level per share figures, does MSCI use ‘fundamental data items’ (e.g. 

sales, earnings, book value) and ‘outstanding number of shares’ from different sources? 
 
A.  As a general rule, MSCI uses ‘fundamental data items’ and ‘outstanding number of shares’ from the same 

financial statements of the company for the purpose of computing security-level per shares figures. 
However, where companies do not report the 'number of shares outstanding' in the financial statements, 
the ‘fundamental data items’ and the 'number of shares outstanding' will not be from the same 
statement. In such cases, MSCI uses the 'number of shares outstanding' as of the date of the 
‘fundamental data items’ from alternative sources. 

 
 
Q.  Is the ‘dividend per share’ used in computing dividend yield, net or gross of tax? 
 
A.  Dividends yields are gross of tax (i.e., before withholding tax), and take into account special credits when 

applicable.  For Malaysian and Singaporean securities, dividend yield is based on net dividend 
(i.e. dividend after corporate tax).  

 
 


