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01 Executive summary
In this research note, we demonstrate that Davy Asset Management’s (DAM) definition of Quality (QUALITY) provides a
positive asymmetric return profile, over and above that of any of its four sub-pillars i.e. Profitability, Persistence, Protection
and People.
As noted in the last of our working series, Quality Matters – Asymmetric Returns1, outperforming the market during Down
markets is favourable to outperforming in Up markets, due to the long-term effect of compounding returns. If an investment
outperforms in a Down market, it has less to recoup and will then be ahead over a longer period, assuming it performs in-line
with the market as it rebounds – a simple case of compounding.

When it comes to compounding, I’m not sure everyone understands
that percentage losses and gains are not equal. I’ve always managed
to avoid the large losses. Imagine something as simple as that being
one of your secret sauces
Frank K. Martin, Author2

1
2

Quality Matters Working Series – Asymmetric Returns, Jonty Starbuck CFA, Ph.D April 2019
Columbia Business School investment letter, Graham & Doddsville Issue XVII, Winter 2013

3

02 What is DAM QUALITY?
DAM QUALITY is a proprietary multi-factor model consisting of four sub-pillars, Profitability, Persistence, Protection and
People. To recap on our original Quality Matters whitepaper3, the four sub-pillars of QUALITY are defined as below:
Profitability
Profitability is one of the most important indicators for investors when considering companies in
which to invest. A company without profits, or signs of profits in the near future, should signal a
red flag to investors. Metrics such as operating margin and return on equity, among others, can
be used to gauge the profitability of a company.
Persistence
The ability of a firm to produce above average returns on an on-going and consistent basis
is another key factor to consider when looking to invest in a company. Investors ideally want
companies which have the capacity to grow over time and increase profits while doing so.
Examining the rate of change of profitability over a given period will indicate the stability of
returns generated by a company.
Protection
Protection signifies companies with low volatility and risk. Companies which are “well-protected”
are more likely to weather market downturns and continue to provide returns to the investor on
an on-going basis over time.
People
When investing in a company it is essential to also consider its management; does the
management team allocate capital effectively? Prudent management of capital can bolster
returns, and provide further upside to the investor, across the business cycle. Analysis of debt
issuance and share buy backs can be used to gauge how a company performs in this area.

Through this four-pillar approach, we invest in companies which:
1. generate higher than normal returns (Profitability);
2. produce these higher rates of return on an ongoing basis (Persistence);
3. manage their risks effectively (Protection); and
4. have management teams who effectively manage their capital allocation (People).

3

“Quality Matters” White Paper – Chantal Brennan, Paraic Ryan, Hannah Cooney: May 2016.
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03 Analysis
DAM QUALITY, as detailed previously, is represented by a custom index, the DAM QUALITY Index. The DAM QUALITY Index
follows a similar methodology to that of the MSCI World Quality Index4, and is calculated as the top quintile of MSCI World
Index ranked according to the DAM QUALITY score, and is then market-cap weighted5.
A similar approach is used to create indices for each of the four sub-pillars whereby the individual pillar indices are
constructed as the top quintile of MSCI World Index and ranked by the respective pillar scores. This allows us to analyse the
effect of each individual pillar.
Pillar analysis is undertaken using data observed from our live model, which has been in place at DAM since 20166. This
proprietary model is based on 15 years of back-tested data, and follows DAM’s Quality Philosophy which was established in
2014. For each pillar, we assess the return profile and Up/Down market capture rates and compare versus the overall DAM
QUALITY model.

the whole is greater than the sum of its parts

Aristotle

Please find the MSCI World Quality Index methodology here: https://www.msci.com/documents/10199/344aa133-d8fa-4a15-b091-20a8fd024b65
The QUALITY score is calculated as an equal weight of the z-scores (i.e. the number of standard deviations from the mean a data point is. Z-scores may
be positive or negative, with a positive value indicating the score is above the mean and a negative score indicating it is below the mean.) of each of the
four sub-pillar scores, where each sub-pillar score is determined by z-scoring and equal weighting individual pillar factors.
6
The model is updated monthly. Returns data for the indices is sourced from Bloomberg and is stated in USD. The benchmark used is MSCI World Index; a
‘Down’ market is when the benchmark posts negative returns, and conversely an ‘Up’ market is defined as positive returns from the benchmark.
4
5
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Examining the results of the analysis, Table 1 shows the favourable return capture profile for QUALITY, when compared to the
sub-pillars. QUALITY captures 104% of the MSCI World Index (benchmark) return in Up markets but captures only 91% of the
return in a downturn. Indeed, some of the other pillars, such as Profitability and Persistence, have a higher return capture in
Up markets, but they also have a significantly higher return capture in Down markets.

■ Table 1: Up and Down performance of QUALITY and its pillars (February 2016 to July 2019)
Months
Months
Above
Below
Benchmark Benchmark

QUALITY

Profitability

Persistence

Protection

People

Total
Months

Proportion
of Months
Above
Benchmark

Average
Portfolio
Return (%)

Average
Benchmark
Return (%)

Average
Excess
Return (%)

Return
Capture
(%)

Up
Markets

15

18

33

45%

2.4%

2.3%

0.1%

104%

Down
Markets

7

2

9

78%

-3.1%

-3.4%

0.3%

91%

Total

22

20

42

52%

1.2%

1.1%

0.1%

-

Up
Markets

19

14

33

58%

2.5%

2.3%

0.2%

109%

Down
Markets

4

5

9

44%

-3.4%

-3.4%

0.0%

100%

Total

23

19

42

55%

1.2%

1.1%

0.2%

-

Up
Markets

18

15

33

55%

2.6%

2.3%

0.4%

115%

Down
Markets

1

8

9

11%

-4.2%

-3.4%

-0.8%

123%

Total

19

23

42

45%

1.2%

1.1%

0.1%

-

Up
Markets

12

21

33

36%

2.1%

2.3%

-0.2%

91%

Down
Markets

6

3

9

67%

-3.0%

-3.4%

0.4%

87%

Total

18

24

42

43%

1.0%

1.1%

-0.1%

-

Up
Markets

18

15

33

55%

2.3%

2.3%

0.0%

101%

Down
Markets

4

5

9

44%

-3.3%

-3.4%

0.1%

98%

Total

22

20

42

52%

1.1%

1.1%

0.0%

-

Source: Davy Asset Management, MSCI, and Bloomberg as at 31st July 2019, in USD. The benchmark used is the MSCI World Index.

Warning: Past performance is not a reliable guide to future performance, there can be no assurance that any future
investments will achieve similar results. Investments may go down as well as up. Performance may be affected by
changes in currency exchange rates.
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Looking at the differential between return captures in Up and Down markets, we can see that QUALITY and three of the four
pillars – Profitability, Protection and People – deliver positive asymmetric returns, as seen in Figure 1. Although Persistence
does not deliver positive asymmetric returns, it compensates with an above average return in Up markets. Given QUALITY
generates the strongest asymmetric return profile with an Up and Down capture of 104% and 91% respectively, this leads us
to believe that QUALITY is in fact more than the sum of its individual pillars.

■ Figure 1: Average monthly return capture of QUALITY and pillar performance relative to MSCI World Index (February
2016 to July 2019)
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Source: Davy Asset
Management, MSCI, and
Bloomberg as at 31st July 2019,
in USD. The benchmark used is
the MSCI World Index
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Up Markets Down Markets Base -------

Warning: Past performance is not a reliable guide to future performance, there can be no assurance that any future
investments will achieve similar results. Investments may go down as well as up. Performance may be affected by
changes in currency exchange rates.
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06 Conclusion
In the latest of our insights, we take a deeper dive into the four individual sub-pillars making up the DAM QUALITY model
Profitability, Persistence, Protection, and People. We believe that these four pillars are essential to achieving better positive
asymmetric returns. We find that while three of the four sub-pillars of QUALITY provide asymmetric returns, none do so to
the same extent as QUALITY, highlighting that QUALITY is more than the sum of its parts.
Further analysis of the four pillars and their interactions is essential in understanding the drivers of QUALITY. In other
insights, we will explore these relationships and how they generalise to a wider universe. We will also explore whether
it is possible to under/over-weight pillars dependent on fundamentals and market conditions to achieve above average
performance over a static model.
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07 About Davy Asset Management
We believe high-QUALITY companies outperform over the long term. By combining the strengths of both quantitative and
fundamental (Quantamental) analysis while focussing on our bespoke definition of Quality (QUALITY), we aim to improve our
insights and provide consistent performance for all of our strategies. The result is an integrated investment philosophy and
process, culminating in high-conviction portfolios of high-QUALITY stocks held at appropriate valuations.
We view responsible investing as a key part of our fiduciary duty to our clients. Fundamentally, we view a company’s ability
to manage its environmental, social and governance (ESG) risks as representative of how it manages its long-term business
risks, and complementary to our QUALITY philosophy.
DAM is part of the Davy Group (Group), one of Ireland’s leading providers of asset management, wealth management,
capital markets and financial advisory services. DAM was formed through the mergers of the Group’s in-house investment
manager Focus Investments and Bloxham Investment Managers in 2012, and the acquisition of Prescient Investment
Managers in 2014.
We maintain the reputation established by the Group since its inception in 1926 as a recognised leader in investment
management. Our objective is to understand the circumstances and aspirations of each of our clients with the aim of sharing
the commitment towards achieving their unique goals.
About the authors

Emma O'Donnell
Quantitative Analyst
Emma is a quantitative analyst in the global equities investment team. She is responsible for the research and development
of models used in the management of our portfolios and strategies. Prior to joining Davy Asset Management in 2018, Emma
worked as a risk analyst in Bank of Ireland, where she was responsible for developing stress testing models within enterprise
risk management. Previously, she worked for the Aon Centre for Innovation and Analytics as a data scientist, where she
focused on research & development. Emma has a Bachelor of Science in Statistics from University College Dublin, as well as
a Master of Science in Quantitative Finance from UCD Michael Smurfit Graduate Business School.

Jeremy Humphries
Fund Manager
Jeremy Humphries is a fund manager for growth-orientated strategies. He is responsible for quantitative analysis and
portfolio management on the global equity team. Prior to joining Davy Asset Management in 2015, he worked on the
quantitative equity products (QEP) team at Schroders in London. Jeremy began his investment career in 2007 at Pioneer
Investments where he worked as a quantitative equity analyst within the global quantitative research and management team.
Jeremy holds a Master in Science in Quantitative Finance from University College Dublin and a Bachelor of Engineering
(Hons) in Mechanical and Manufacturing Engineering from Trinity College, Dublin.
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Market data
MSCI World Index
QUALITY
Profitability
Persistence
Protection
People

2018
(%)
-8.2
-4.4
-4.1
-7.4
-7.7
-4.2

2017
(%)
23.1
29.1
28.4
29.6
24.8
21.9

2016
(%)
8.2
2.8
-

2015
(%)
-0.3
3.0
-

2014
(%)
5.6
11.7
-

Source: Davy Asset Management, MSCI and Bloomberg as at 31st December in USD. QUALITY, Profitability, Persistence, Protection and People performance is
from our live model, which has been in place at DAM since 2016.

MSCI World Index captures large and mid cap representation across 23 Developed Markets (DM) countries. With 1,650
constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country.
Warning: Past performance is not a reliable guide to future performance. Investments may go down as well as up.
This product may be affected by changes in currency exchange rates.

Disclosures
Warning: Past performance is not a reliable guide to future performance, there can be no assurance that any future
investments will achieve similar results. Investments may go down as well as up. Performance may be affected by
changes in currency exchange rates.
Warning: Simulated past performance is not a reliable guide to future performance.
Important factors for back-tested Performance:
- Prepared with the benefit of hindsight/tends to produce favourable returns
- Does not account for financial risk
- Not necessarily indicative of the skill of Davy Asset Management
- Investors may experience loss

Please note: Back-tested data presented for QUALITY prior to its inception was prepared by applying the QUALITY
criteria to the investment universe and presenting the aggregate performance of investments meeting those criteria
from 31 December, 2003 until inception.
Please note: It is not possible to invest directly in any Index.
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Important information
The information contained in this document does not purport to be comprehensive or all inclusive. It is not investment
research or a research recommendation for the purposes of regulations, nor does it constitute an offer for the purchase or
sale of any financial instruments, trading strategy, product or service. No one receiving this document should treat any of its
contents as constituting advice. It does not take into account the investment objectives or financial situation of any particular
person. It is for informational and discussion purposes only. References to past performance and estimates are for illustration
purposes only. Past performance is not a reliable guide to future performance. Estimates used are for illustration purposes
only. This information is summary in nature and may rely heavily on estimated data prepared by Davy Asset Management
as well as other data made available by third parties and used by Davy Asset Management in preparing these estimates.
Statements, expected performance and other assumptions are based on current expectations, estimates, projections,
opinions and/or beliefs of Davy Asset Management at the time of publishing.
These assumptions and statements may or may not prove to be correct. Actual events and results may differ from those
statements, expectations and assumptions. Estimates, projections, opinions or beliefs are not a reliable guide to future
performance. In addition, such statements involve known and unknown risks, uncertainties and other factors and undue
reliance should not be placed thereon. Certain information contained in this document constitutes ‘forward-looking
statements’, which can be identified by the use of forward-looking terminology, including but not limited to the use of words
such as ‘may‘, ‘can‘, ‘will’, ‘would‘, ‘should’, ‘seek’, ‘expect’, ‘anticipate’, ‘project’, ‘target’, ‘estimate’, ‘intend’, ‘continue’ or ‘believe’
or the negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties,
actual events or results, the actual outcome may differ materially from those reflected or contemplated in such forwardlooking statements. There can be no assurances that any projections are attainable or will be realised or that unforeseen
developments or events will not occur. Accordingly, actual realised returns may differ materially from any estimates,
projections, opinions or beliefs expressed herein. Economic data, market data and other statements regarding the financial
and operating information that are contained in this document, have been obtained from published sources or prepared by
third parties or from the partners, developers, operators and sponsors involved with the properties and entities comprising
the Investment. While such sources are believed to be reliable, Davy Asset Management shall have no liability, contingent or
otherwise, to the user or to third parties, for the quality, accuracy, timeliness, continued availability or completeness of same,
or for any special, indirect, incidental or consequential damages which may be experienced because of the use of the data or
statements made available herein. As a general matter, information set forth herein has not been updated through the date
hereof and is subject to change without notice. Our conflicts of interest management policy is available at www.davy.ie.
This document and its contents are proprietary information and products of Davy Asset Management and may not be
reproduced or otherwise disseminated in whole or in part without Davy Asset Management’s written consent. This document
has been made available on the express understanding that any written information contained herein or otherwise made
available will be kept strictly confidential and is only directed to the parties to whom it is addressed.
MSCI Inc. (MSCI). Without prior written permission of MSCI, this information and any other MSCI intellectual property may
not be reproduced, disseminated or used to create any financial products, including any indices. This information is provided
on an ‘as is’ basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third
party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality,
accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of this information. Without
limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in, or related to, computing
or compiling the information have any liability for any damages of any kind. MSCI and the MSCI indexes are services marks of
MSCI and its affiliates.
While reasonable care has been taken in the preparation of this report, no warranty or representation, express or implied, is
or will be provided by Davy Asset Management or any of its shareholders, subsidiaries or affiliated entities or any person,
firm or body corporate under its control or under common control or by any of their respective directors, officers, employees,
agents, advisers and representatives, all of whom expressly disclaim any and all liability for the contents of, or omissions from
this report, the information or opinions on which it is based and/or whether it is a reasonable summary of the Investment and
for any other written or oral communication transmitted or made available to the recipient or any of its officers, employees,
agents or representatives.
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This report has been made available on the express understanding that any written or oral information contained herein or
otherwise made available will be kept strictly confidential and is only directed to the parties to whom it is addressed. This
report must not be copied, reproduced, distributed or passed to others at any time without the prior written consent of Davy
Asset Management. Davy Asset Management may have acted, in the past 12 months, as lead manager / co-lead manager of
a publicly disclosed offer of the securities in certain companies included in this report. Investors should be aware that Davy
Asset Management may have provided investment banking services to and received compensation from certain companies
included in this report in the past twelve months or may provide such services in the next three months. The term investment
banking services includes acting as broker as well as the provision of corporate finance services, such as underwriting and
managing or advising on a public offer. Our conflicts of interest management policy is available on our website.
Please see http://www.davyassetmanagement.com/legal/legal-information.
Davy Asset Management Limited, trading as Davy Asset Management, is regulated by the Central Bank of Ireland. In the UK,
Davy Asset Management is authorised by the Central Bank of Ireland and authorised and subject to limited regulation by the
Financial Conduct Authority. Details about the extent of our authorisation and regulation by the Financial Conduct Authority
are available from us on request.
J&E Davy, trading as Davy, is regulated by the Central Bank of Ireland. Davy is a member of Euronext Dublin and the
London Stock Exchange. In the UK, Davy is authorised by the Central Bank of Ireland and authorised and subject to limited
regulation by the Financial Conduct Authority. Details about the extent of our authorisation and regulation by the Financial
Conduct Authority are available from us on request. Davy Corporate Finance is regulated by the Central Bank of Ireland.
Davy Investment Fund Services is regulated by the Central Bank of Ireland. Davy Securities is regulated by the Central Bank
of Ireland. Davy Fund Managers is regulated by the Central Bank of Ireland. Advance Fund Management Ltd is regulated by
the Central Bank of Ireland. iCubed Training, Research and Consulting, trading as iCubed, is regulated by the Central Bank of
Ireland. Davy Private Clients UK is the trading name of J & E Davy (UK) Limited. J & E Davy (UK) Limited is authorised and
regulated by the Financial Conduct Authority.
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Davy Asset Management
Davy House, 49 Dawson Street,
Dublin 2, D02 PY05, Ireland
+353 1 614 8874
assetmanagement@davy.ie
www.davyassetmanagement.com

Marketing Communications
Marketing communications from us can include, but are not limited to, conference & event invitations, investment/financial
planning publications, and economic & product updates. If you no longer wish to receive all such marketing communications
from us, you can let us know by emailing assetmanagement@davy.ie or writing to FREEPOST, The Head of Data Protection,
Group Risk, Davy Asset Management, 49 Dawson Street, Dublin 2.

Davy Asset Management Limited, trading as Davy Asset Management, is regulated by the Central Bank of Ireland. In the UK,
Davy Asset Management is authorised by the Central Bank of Ireland and authorised and subject to limited regulation by the
Financial Conduct Authority. Details about the extent of our authorisation and regulation by the Financial Conduct Authority
are available from us on request.
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The Davy Group Privacy Notice can be found at www.davyassetmanagement.com.

