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Summary

Emerging markets: more than a growth story
Until recently, emerging markets (EM) equities did not 
fi gure in an income seeker’s horizon. After all, companies 
in the developing world have generally preferred to use 
profi ts to grow the business rather then distribute them to 
shareholders. Hence, the perception that EM investments 
will offer share price gains but little income. However, 
following the Asia crisis and several other crises in the 
1990s companies in the emerging world began to embrace 
a dividend culture, prioritizing good cash fl ow and prudent 
balance sheets. Additionally, investors increasingly began to 
favour the stability of dividends. This trend has accelerated 
in the post-credit crisis environment as the ‘search for yield’ 
has intensifi ed. Currently, the dividend yield on EM equities 
is approximately 3%, higher than for some major devel-
oped markets, such as the US (2%) and Japan (2.6%). 
Also, EM companies will pay 35% of earnings as dividends 
in 2012. This is one third above what it was in the year 
2000.  

Broad universe of dividend stocks
What this means is that it is time for western investors to 
diversify their dividends exposure into emerging markets 
where low levels of corporate debt, coupled with high 
profi tability, support dividend growth. Looking forward, we 
expect dividend income will grow in signifi cance in overall 
EM equity returns, as capital gains achieved over the past 
decade will be diffi cult to repeat. Moreover, in a volatile 
equity environment dividend-paying stocks can smooth 
portfolio volatility. Today, more than 600 stocks in global 
emerging markets offer a dividend yield of more than 2% 
and are suffi ciently liquid for institutional investors. The 
weight of emerging markets in global equity markets (now 
around 13%) is expected to rise steadily in the coming 
years.
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Emerging markets: 
a case for growth 
and income
We start this paper with a short assessment of 
economic growth theory in order to help the 
reader better understand current dynamics in 
emerging equity markets. Afterwards we delve 
into facts and fi gures relating to the current 
reality in these markets. Finally, we discuss our 
renewed investment case for emerging markets: 
dividend investing.

Capital markets and economic development

The investment case for emerging markets is usually based on 
straightforward observations; emerging markets offer stronger 
growth than developed markets, based on productivity and 
demographics. Also, they offer relatively cheap growth exposure 
as valuations are lower. Add to this the expected currency 
appreciation against developed market currencies and an 
interesting investment case has been sketched: a case for 
growth traditionally seen as a leveraged play on world 
economic developments.

Emerging markets in fact already run lower fundamental risks 
than developed markets with relation to their balance sheets 
and indebtedness. The size of their capital markets has grown 
fast. At the same time, the functioning of these markets and 
corporate governance in these countries are improving. In this 
MindScope we dig deeper into emerging markets going beyond 
the aggregated level. 

Different stages of maturity

Using the term Emerging and Developed Markets hints at a 
premise that there are different stages of maturity in economic 
development. This kind of thinking is rooted in neo-classical 
supply side economics where production is basically a function 
of labour, capital and total factor productivity. Within such a 
framework – in addition to increased labour input - the degree 
of innovation (capital stock) and level of savings and thus 
investments is expected to be an important determinant in 
growing to maturity. Both innovation and the size of the capital 
market - as a proxy for investments - are thus important drivers 
of increasing productivity.

More empirical evidence supports this. A classic and infl uential 
study from W.W. Rostow1 tried to defi ne the stages based on 

1 The stages of economic growth: a non-communist manifesto, W.W. Rostow, 
Cambridge University Press, Cambridge. 1960.
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historical evidence of many nations. He postulated fi ve stages 
and one of the key determinants proved to be the rate of 
effective investments and savings. Also Denison2 found that 
the provision of capital ranked high in attributing to national 
income growth of the US in the period 1929-1982. Just 
behind the most important factors, labour input and advances 
in knowledge (innovation?), capital ranked third. Not only in 
theory, but also empirically it seems that a relation between 
the size/complexity of an economy and its capital markets is 
evident.

Size of equity markets in relation to GDP

This also holds true for equity markets as a part of capital 
markets. Goldman Sachs Global Economics group took this 
relationship as a basic premise to estimate the size of the 
equity markets in 2020 in relation to GDP in their global 
economics Paper No 1183. In a 2012 study they analysed this 

2 Trends in American economic growth 1929-1982, Edward.F. Denison, Brookings 
Institution, Washington DC, 1985. Cited in Managing investment portfolios, 
a dynamic process, edited by John l. Maginn and Donald, L. Tuttle chapter 5 
capital market expectations: the macro factor, by Jeffrey J Diermeier, CFA.

3 The BRICs and global Markets: Crude, Cars and Capital, Global Economics 
Paper no 118, Goldman Sachs global economic research, 14 October 2004.

‘capital deepening process’, as they call it, more in depth4. 
Their conclusion is that market caps - adjusted for valuation 
changes - show a clear and increasing relationship with GDP. 
To put it bluntly: economic growth is intertwined with increas-
ing importance and deepening of equity markets. 
As the graph above shows, this adjusted Cap/GDP ratio is for 
China not yet at the level of the US, but capital deepening is 
rising fast and is now higher than in Japan. 

Other emerging markets (India, Mexico) still seem somewhat 
below this maturity level.

Investment approach reconsidered 

If capital markets are entering a more mature phase on the 
back of fast economic growth, investors might have to recon-
sider their existing investment approach in these markets. 
In our opinion this is currently the case for emerging market 
equities. The improving profi tability and healthier balance 
sheets of companies in emerging markets underscore this. 
After all, emerging markets are expected to offer not only 
profi t growth, but also (growing) dividend income.

4 EM Equity in Two Decades: A changing Landscape, Global Economics Paper no 
204, Goldman Sachs Global Economics, 8 September 2010.

Graph 1: Market cap/GDP ratio adjusted for valuations shows the capital deepening process for the US 
and China
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EM dividend yields are higher

Investors have always played the EM income story through 
investing in well-known developed companies that generate a 
large part of their profi ts from emerging markets. However, in 
terms of dividend yield, investors should look to increase their 
exposure to home-grown EM companies directly. The dividend 
yield on emerging market companies is now higher than some 
major developed markets, such as the US and Japan. In the 
future dividend income will grow further in signifi cance in 
overall EM equity returns as capital gains achieved over the 
past decade will be diffi cult to repeat.

Graph 2: Emerging market dividend yield (%)

Source: Bloomberg (December 2012)

EM balance sheets are strong and support 
dividend sustainability

In 2012, emerging market companies paid out approximately 
35% of earnings as dividends, a third above 2000 levels. The 
low fi gure is positive for dividend cover and hence dividend 
stability over time. The sustainability of dividend payments is 
further supported by healthy balance sheets that, on average, 
have lower leverage than companies in developed markets. 
While dividends tend to be higher in Europe, emerging market 
equities are offering investors, in addition to diversifi cation 
benefi ts, dividend growth potential supported by low levels of 
company debt and higher profi tability.

EM dividend paying companies are becoming 
more common

Emerging market companies have become more investible as 
their commitment to dividends increases shareholder alignment 
and accountability. The number of emerging market companies 

paying dividends has signifi cantly increased over time. In absolute 
terms there are approximately 600 stocks in the emerging 
markets universe offering a dividend yield greater than 2% that 
are suffi ciently liquid for institutional investors to invest in.

EM state controlled companies are raising 
dividends

Many listed EM companies are partly owned by their govern-
ments. There is evidence that governments are keen to access 
some of the cash held by these companies. A well-known 
example is Russia’s largest company Gazprom, which in 2011 
announced plans to double dividends, while cutting its capital 
expenditure by 40%. In India, the government has asked state 
run companies to raise dividends. Funds are often needed by 

The case for dividend investing in 
emerging markets

Graph 3: Pay out ratio in emerging markets 
over 2012
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Graph 4: Dividend paying EM companies overtake 
their DM counterparts
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political parties to meet policy obligations and dividends can 
be used for this. Minority shareholders also benefi t from a 
stronger push from governments on corporate dividend policy. 
This has contributed to strong performances of shares of many 
state-owned companies.

EM dividend stocks have become undervalued

In recent years, emerging market policymakers have been con-
fronted with lower global trade growth, ultra-loose monetary 
policy in developed economies and slowing economic growth 
in China. These factors have also had an impact on risk senti-
ment and stock valuations in emerging markets have lagged 
developed markets. However, while stocks continue to be 
undervalued, the relative fundamental backdrop in emerging 
markets has been improving. At the same time, dividend 
awareness is rising and the potential for capital gains at 
reduced volatility by focusing on dividends will help increase 
the appeal of dividend paying companies in emerging markets.   

EM value style has outperformed the EM 
growth style in emerging markets

There has been a strong tendency for value to outperform 
growth over the past decade. MSCI constructs value indices 
screening for stock level forward earnings and trailing dividend 
yields and trailing price to book ratios. Parameters used for 
the construction of growth indices are long- and short-term 
forward EPS growth, long-term historical EPS and sales growth, 
and the current internal growth rate. MSCI EM Value has 
outperformed the benchmark by 25% since 2000 with growth 
underperforming by 20% over the same period. Typically, value 
has outperformed growth the strongest during periods of 
overall emerging market equity corrections.

Regionally, the strongest outperformance of value relative to 
growth has been in Asia ex-Japan at 86% (or in 69% of years) 
since 2000.

EM fundamental research helps to identify 
the dividend winners

When looking for sustainable dividends in emerging markets, 
experience is crucial. The dividend policy of many companies 
in emerging markets is often based on a payout ratio of profi ts 
and, as such, dividend volatility will be as high as earnings 
volatility. In countries such as Brazil and Taiwan companies are 
obliged by law to pay out a certain percentage of profi ts in 
dividends. This increases the investable universe for dividends 
in emerging markets, but does not necessarily mean that 
these dividends are sustainable. Taiwan, for example, is a high 
yielding market of very cyclical, global demand sensitive tech-
nology companies whose earnings can be very volatile. 

There are many emerging market companies that do not have 
the discipline or corporate governance that a dividend investor 
looks for. Healthy companies with a progressive dividend 
policy can only be identifi ed after thorough fundamental 

Graph 5: Dividend yields of state-controlled 
companies
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Graph 6: MSCI Emerging Markets value and growth 
indices relative to the benchmark versus MSCI 
Emerging Markets Free (EMF)
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Graph 7: Emerging and developed market MSCI 
value/growth index relative performance
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research. Understanding political and other local risks present 
in emerging markets is also important and these should not 
be under- or overestimated. At ING Investment Management 
dividend investors are supported by a large team of experi-
enced emerging market research analysts and strategists.

Some interesting EM dividend facts

• The dividend yield on EM equities, currently about 3%, 
is higher than for some major developed markets such 
as the US (2%) and Japan (2.6%) - although Japan 
also has shown impressive dividend growth over the 
past fi ve years.

• The 300 largest non-fi nancial companies on the 
benchmark MSCI Emerging Markets index are 
expected to pay more than $52.2bn in dividends in 
2012, according to data from UBS. This is up from 
$48.9bn in 2011.

• Over 2012, EM companies will pay 35% of earnings as 
dividends, which is a third above 2000 levels.

• Dividends make up more than 50% of the total return 
from EM equities over the past decade.

• A higher percentage of companies in the EM world are 
paying dividends (approximately 89% in the EM world 
versus 86% in the developed world). 

• Approximately 750 companies listed in the MSCI 
Emerging Markets index now pay a dividend and more 
than 600 have done so for fi ve consecutive years.

• Today, more than 600 stocks in global emerging 
markets offer a dividend yield of more than 2% and 
are suffi ciently liquid for institutional investors.

• Over time investors have earned an additional 2.8% 
return per annum through dividends (see graph 8).

Graph 8. Dividends provide a considerable 
additional return over time
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About the fund
Managed by a team of seasoned dividend 
investors

ING (L) Invest Emerging Markets High Dividend is 
managed by Manu Vandenbulck and Robert Davis, both with 
extensive experience in dividend investing. ING Investment 
Management is a pioneer in this type of strategy, managing 
high dividend strategies since 1999. The seasoned investors 
search for stocks in emerging markets that offer attractive and 
sustainable dividend yields and potential for capital apprecia-
tion. The team seeks to leverage on ING IM’s experienced 
global equity research team of analysts that covers developed 
and emerging market companies and provide global reach, 
local context and analytical insights.

Manu Vandenbulck
Manu has been the lead Investment 
Manager of the Emerging Markets 
High Dividend strategy since its 
inception in 2011. He also manages 
the Europe High Dividend strategy 
(focusing on non-Eurozone countries) 
since inception in 2004 and supports 
Nicolas Simar in managing the Euro 
High Dividend strategy.

Robert Davis
Robert co-manages the Emerging 
Markets High Dividend strategy 
together with Manu. Robert is a 
Senior Investment Manager, focusing 
on Emerging Markets High Dividend. 
Previously, he was a Senior Emerging 
Markets Investment Analyst within the 
ING IM Global Equity Research Team.

Manu and Robert - both with 15 years of investment experi-
ence - are part of the Equity Value team at ING IM. This team is 
responsible for the management of all ING IM’s High Dividend 
strategies. The team consists of 7 members with an average of 
17 years investment experience. Nicolas Simar heads the team 
and has 16 years investment experience. He has been with the 
team since it was established in 1999. He has managed the 
successful Euro High Dividend strategy since that time.

Lower volatility and defensive characteristics

To combine the superior growth potential in emerging markets 
with ING IM’s dividend based value approach brings an addi-
tional quality bias and delivers an attractive risk-return profi le 
in the form of lower volatility and defensive characteristics. By 
implementing a strict and consistent investment discipline and 
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focusing on high quality stocks with a sustainable expected 
dividend yield, the fund seeks to avoid the pitfalls of passively 
investing in the highest yielding stocks (‘dividend traps’), where 
yields get elevated when fundamentals weaken and dividend 
uncertainty increases, or when unconstrained dividend strate-
gies can introduce signifi cant sector bias. 

Strict and consistent management 
of portfolio and risk

The fund implements a strict sell discipline that ensures taking 
profi t on high performers and reinvestment in other under-
valued names. Every time the dividend yield of a stock in 
portfolio drops below 1.5%, the manager systematically sells 
the position in that stock. This creates a contrarian bias in the 
portfolio. Because of the clear defensive characteristics, the 
Emerging Markets High Dividend strategy will typically rank 
lower on volatility relative to other emerging markets equity 
products.

Dividend yield of at least 1% higher than 
the index

ING IM invests predominantly in EM companies with dividend 
yields of at least 2% and the potential to increase dividends 
in the future. The fund employs an actively-managed high 
dividend approach, which aims to outperform the MSCI 
Emerging Markets Index over a full market cycle and targets a 
dividend yield that is at least 1% higher than the index.

For which investors is this fund interesting?

We believe that ING (L) Invest Emerging Markets High Dividend 
can provide diversifi cation for investors who have a portfolio 
with a higher beta (growth) approach to emerging market 
stocks, but are getting more risk-aware. The fund can also be 
an alternative for investors who have no exposure to emerging 
markets yet, but want a defensive, low volatile way to invest 
in the region. Furthermore, the fund can be used to diversify 
a portfolio that already has exposure to high dividend stocks. 
Bear in mind that the weight of emerging markets in global 
equity markets is in general around 13%, and expected to rise 
steadily in the coming years.

What in the world today specifi cally 
makes dividend investing attractive? 

End of the Great Moderation
In recent years investors have had to contend with much larger 
price fl uctuations than ever before. Market behaviour has clearly 
changed since the fi nancial crisis that erupted in 2008. At any 
rate, the basic concept of modern investment theory - markets 
are effi cient and any problems will resolve themselves - has been 
shattered. Many fi nancial markets were disrupted and ceased to 
function. Investors also had to abandon their belief in a world of 
ongoing reasonable economic growth and low infl ation – also 
known as “the Great Moderation”.

The Great Moderation gave way to a period of not only lower 
but also more volatile economic growth. The economic slowdown 
depressed corporate earnings growth and with it the potential 
for equity markets to rise. From experience we have learned that 
dividend accounts for a larger part of the total return in such 
conditions than it does in times of above-average economic 
growth. It has also been concluded that over a longer period, 
dividend and dividend growth in all important equity markets 
account for around two-thirds of total returns (the remaining 
third comes from capital gains). 

Ongoing deleveraging process
We are still in the process of deleveraging: governments, house-
holds and certain companies in the developed economies have 
high debt burdens. However, today also a large part of the corpo-
rate sector enjoys strong balance sheets, of which many companies 
have above-average dividend yields. They were quick in reducing 
their debts after the credit crisis and have been cautious on capital 
spending since. As for governments, some are able to crank up 
growth through stimulus packages, but many need to impose 
austerity measures which will exert downward pressure on 
economic growth in the coming years. 

Demographic trends
Finally, perhaps the most important factor is demographics. 
The average age of the population in developed markets is rising 
while the working-age population is declining. An ageing popula-
tion will negatively affect economic growth in the decades ahead 
to a greater or lesser extent in the western economies, but for 
example also in China. Moreover, ageing creates a growing group 
of investors with an increasing need for stable investments with 
regular income. Hence, dividend investing is bound to gain further 
in popularity.

Appendix
The case for dividend investing in general
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Disclaimer
The elements contained in this document have been prepared solely for the purpose of information and do not constitute an 
offer, in particular a prospectus or any invitation to treat, buy or sell any security or to participate in any trading strategy. Investors 
should seek their own advice if in doubt about the suitability of any investment. While particular attention has been paid to the 
contents of this document, no guarantee, warranty or representation, express or implied, is given to the accuracy, correctness or 
completeness thereof. Any information given in this document may be subject to change or update without notice. Neither ING 
Investment Management (Europe) B.V. nor any other company or unit belonging to the ING Group, nor any of its offi cers, 
directors or employees can be held direct or indirect liable or responsible with respect to the information and/or recommendations 
of any kind expressed herein. No direct or indirect liability is accepted for any loss sustained or incurred by readers as a result 
of using this document or basing any decisions on it. Investment sustains risks. Please note that the value of your investment 
may rise or fall and also that past performance is not indicative of future results and shall in no event be deemed as such. 
This document and information contained herein must not be copied, reproduced, distributed or passed to any person at any 
time without our prior written consent. This document is not intended and may not be used to solicit sales of investments or 
subscription of securities in countries where this is prohibited by the relevant authorities or legislation. Any claims arising out 
of or in connection with the terms and conditions of this disclaimer are governed by Dutch law.
ING (L) Invest Emerging Markets High Dividend is a subfund of ING (L), established in Luxembourg. ING (L) is duly authorised by 
the Commission de Surveillance du Secteur Financier (CSSF) in Luxembourg. Both funds are registered with the CSSF. For more 
detailed information about the investment fund we refer to the prospectus and the corresponding supplements. In relation to the 
investment fund mentioned in this document a Key Investor Information Document has been published containing all necessary 
information about the product, the costs and the risks which may occur. Do not take unnecessary risk. Read the Key Investor 
Information Document. Investments are accompanied by risks. The value of your investments depends in part upon developments 
on the fi nancial markets. In addition, each fund has its own specifi c risks. See the prospectus for fund-specifi c costs and risks. 
The prospectus, supplement and the Key Investor Information Document are available on the following website: www.ingim.com.

The importance of dividends in a nutshell

• From a longer-term perspective, dividends are the 
largest contributor to the total return of an equity 
portfolio.

• While being the major contributor to total equity 
return, dividend yield is also the only positive source of 
return over time, while both capital gains and dividend 
growth can show negative fi gures.

• Dividend growth is far less volatile than earnings 
growth, especially during a growth slowdown in the 
global economy. This makes a dividend strategy a 
stable source of return with defensive characteristics.

• Companies with a long-term track record of stable and 
rising dividends show their loyalty to their shareholders 
by sharing profi ts.

• Dividends are a stable valuation yardstick and a reliable 
signal of a company’s prospects. A dividend increase is 
a sign that the company is confi dent about the future.

• Paying dividends is a sign of strength and disciplined 
management. It means companies have to consistently 
generate earnings and manage their cash prudently.

About ING Investment Management

ING Investment Management (ING IM) is a global asset 
manager with approximately €316.0bn* ($408.5bn*) in assets 
managed for institutions and individual investors worldwide. 
As the principal asset manager of ING Group, a global fi nancial 
institution of Dutch origin, ING IM employs over 2,100 staff 
and is active in 25 countries across Europe, America, Asia and 
the Middle East. In Europe and the Middle East, ING IM has 
offi ces in 15 countries and has Assets under Management 
of approximately €177.8bn* ($229.8bn*). Our main asset 
management centre for Europe is located in The Hague, the 
Netherlands. For more information on our services, please visit 
us at www.ingim.com
 
* Figures as of 30 September 2012. The total Assets under 

Management are reported with the inclusion of ING IM Japan 

& ING IM Singapore but exclude the remaining Asian Investment 

Management (IM) businesses of which the results are reported as 

‘Net result from discontinued operations’.


