
Equity Factor Investing 

From theory to implementation 

Andrew Lapthorne Phone: (44) 207 762 5762 
 



SMART BETA BONANZA! 
“During the gold rush its a good time to be  

in the pick and shovel business ...” Mark Twain 
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RAPID INCREASE IN “SMART BETA” ETFS 

Source: SG Cross Asset Research/Equity Quant, Bloomberg 
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MASSIVE EXPANSION IN “SMART BETA” ETFS AND INDICES 

Source: SG Cross Asset Research/Equity Quant, Bloomberg 

0

100

200

300

400

500

600

700

800

ETF Underlying indices



 5 

MSCI FACTOR INDEXES – WELCOME TO THE FACTOR “ZOO” 

 
 Min Vol 
 Factor Tilt 
 Risk weighted 
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 Momentum 
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 High Dividend Yield 

Source: MSCI 
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A SELECTION OF GLOBAL MSCI FACTOR INDICES  
– TOTAL RETURNS SINCE 1998 

Source: MSCI via Thomson Reuters Datastream 
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Trading risk and factor investing 
From theory to implementation 
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Source: SG Quantitative Research/ Equity Quant 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   

 

PASSIVE INVESTING OFTEN INVOLVES A LOT OF ACTIVE TRADING 
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Source: SG Quantitative Research/ Equity Quant 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   

 

‘FRONT-RUNNING’ NOT TAKEN INTO CONSIDERATION IN BACKTESTED 
PERFORMANCE 



 10 

Source: SG Quantitative Research/ Equity Quant 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   

 

THE THEORETICAL TURNOVER OF MANY STRATEGIES IS INCREDIBLE 
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Source: SG Quantitative Research/ Equity Quant 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   

 

DEGRADATION OF FACTOR PERFORMANCE GIVEN CAPACITY LEVEL 
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Source: SG Quantitative Research/ Equity Quant 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   

 

VALUE DOES NOT WORK IN LARGE CAPS! 
VALUE PERFORMANCE PER SIZE SEGMENT  
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BACKTESTED RETURNS VERSUS FACTOR INDEX RETURNS 
(EQUATES TO BETWEEN 2% - 3.5% PER ANNUM) 
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Source: SG Quantitative Research/ Equity Quant 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   

 

IS FUNDAMENTAL INDEXING BETTER? 
AVERAGE WEIGHT DISTRIBUTION PER VALUE QUINTILE 
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Source: SG Quantitative Research/ Equity Quant 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   

 

ADDING A VALUE STRATEGY TO A GLOBAL PASSIVE INDEX 

Historical risk/return profile based on the percentage allocated to SGVB (since 1994)  
 Percentage allocated to SGVB 
 0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100% 

Total return 6.9 7.7 8.4 9.2 9.9 10.7 11.4 12.2 12.9 13.6 14.3 

Tracking error 0.0 0.9 1.8 2.7 3.6 4.5 5.4 6.3 7.2 8.1 9.1 

Volatility 14.6 14.7 15.0 15.3 15.6 16.0 16.4 16.8 17.3 17.8 18.4 

Max Loss 54.1 50.5 51.8 53.1 54.4 55.7 56.9 58.1 59.3 60.4 61.6 

Return/Risk 0.48 0.52 0.56 0.60 0.64 0.67 0.70 0.72 0.74 0.76 0.78 

     



Factor not Multi-factor investing 



 17 

OVER THE NEXT FIVE YEARS DO YOU THINK? 

1. Japan will outperform Eurozone equities. 
 

2.  The US dollar will outperform Yen 
 
3.  Bunds will be a better investment Treasuries 
 
4.  Equities will be a better investment than bonds. 
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OVER THE NEXT FIVE YEARS DO YOU THINK? 

1. Cheap stocks will outperform expensive stocks. 
 

2. Higher quality stocks will outperform low quality 
stocks. 
 

3. Corporate debt will outperform sovereign debt 
 

4. High yield will outperform low yield currencies. 
 

5. Implied volatility will be higher than realised 
volatility 
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DEFINITION OF A RISK-PREMIA STRATEGY? 

1. Demonstrated an attractive positive historical 
return profile 
 

2. Has a fundamental value that allow a judgement 
on future expected returns. 
 

3. Diversification benefits when combined into a 
multi-asset portfolio  
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THERE ARE ONLY REALLY TWO FACTORS 
BUYING AND SELLING INSURANCE 
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BRAVE VALUE HAS TYPICALLY HAD A BETA HIGHER THAN THE MARKET, 
AND IT TENDS TO RISE IN A CRISIS 

Source: SG Quantitative Research/ Equity Quant, MSCI 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   
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COMBINING SGVB AND SGQI BASED ON THEIR RELATIVE VALUATION 

Source: SG Quantitative Research/ Equity Quant, MSCI 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   
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BRAVE VALUE INVESTING IS ALL ABOUT PRICE APPRECIATION, PATIENT 
VALUE INVESTING IS ALL ABOUT YIELD 

Source: SG Quantitative Research / Equity Quant, MSCI 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   
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COMBINING AND MARKET TIMING SGVB AND SGQI 

Source: SG Quantitative Research/ Equity Quant, MSCI 

Note: Past performance is not indicative of future performance. Portfolio presented assumes no transaction costs. For additional details on portfolio performance please contact us.   

 

Performance statistics of SG Value Beta Index, SG Quality Income Index and a variety of combined strategies since 1994 
 Equal weighted 

market 
SG Quality 

Income  
(SGQI) 

SG Value  
Beta 

 (SGVB) 

Equal  
weight  

(SGQI + SGVB) 

Trend  
following 

Regime 
switching 

Deep-value 
indicator 

Relative 
valuation 

Average Return 9.3 12.0 15.2 13.6 13.7 15.1 13.9 14.5 

Compound Return 8.4 11.9 14.3 13.4 13.5 15.0 13.6 14.0 

Volatility 15.2 11.7 18.6 13.8 14.0 14.1 14.0 15.4 

Return/Risk 0.55 1.02 0.77 0.97 0.97 1.07 0.97 0.91 

Max Loss 50.7 33.1 61.6 48.5 43.6 47.2 47.2 55.9 

Tracking error 0.0 17.8 5.4 7.1 9.7 7.7 8.9 7.1 
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APPENDIX - DISCLAIMER 
IMPORTANT DISCLAIMER:  The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities and has been obtained from, or is based upon, sources believed to 
be reliable but is not guaranteed as to accuracy or completeness.  Material contained in this report satisfies the regulatory provisions concerning independent investment research as defined in MiFID. Information 
concerning conflicts of interest and SG’s management of such conflicts is contained in the SG’s Policies for Managing Conflicts of Interests in Connection with Investment Research which is available at 
https://www.sgresearch.com/Content/Compliance/Compliance.aspx SG does, from time to time, deal, trade in, profit from, hold, act as market-makers or advisers, brokers or bankers in relation to the securities, or 
derivatives thereof, of persons, firms or entities mentioned in this document and may be represented on the board of such persons, firms or entities.  SG does, from time to time,  act as a principal trader in  equities or 
debt securities that may be referred to in this report and may hold equity or debt securities positions.  Employees of SG, or individuals connected to them, may from time to time have a position in or hold any of the 
investments or related investments mentioned in this document.   SG is under no obligation to disclose or take account of this document when advising or dealing with or on behalf of customers.  The views of SG 
reflected in this document may change without notice.  In addition, SG may issue other reports that are inconsistent with, and reach different conclusions from, the information presented in this report and is under no 
obligation to ensure that such other reports are brought to the attention of any recipient of this report.    To the maximum extent possible at law, SG does not accept any liability whatsoever arising from the use of the 
material or information contained herein.  This research document is not intended for use by or targeted to retail customers.  Should a retail customer obtain a copy of this report he/she should not base his/her  
investment decisions solely on the basis of this document and must seek independent financial advice. 
  
The financial instrument discussed in this report may not be suitable for all investors and investors must make their own informed decisions and seek their own advice regarding the appropriateness of investing in 
financial instruments or implementing  strategies discussed herein.    The value of securities and financial instruments is subject to currency exchange rate fluctuation that may have a positive or negative effect on the 
price of such securities or financial instruments, and investors in securities such as ADRs effectively assume this risk.  SG does not provide any tax advice.  Past performance is not necessarily a guide to future 
performance.   Estimates of future performance are based on assumptions that may not be realized.  Investments in general, and derivatives in particular, involve numerous risks, including, among others, market, 
counterparty default and liquidity risk.   Trading in options involves additional risks and is not suitable for all investors.  An option may become worthless by its expiration date, as it is a depreciating asset.  Option 
ownership could result in significant loss or gain, especially for options of unhedged positions. Prior to buying or selling an option, investors must review the "Characteristics and Risks of Standardized Options" at 
http://www.optionsclearing.com/publications/risks/riskchap.1.jsp.  
  
Notice to French Investors:  This publication is issued in France by or through Société Générale ("SG") which is authorised and supervised by the Autorité de Contrôle Prudentiel and regulated by the Autorite des 
Marches Financiers.  
Notice to U.K. Investors:  Société Générale is a French credit institution (bank) authorised by the Autorité de Contrôle Prudentiel (the French Prudential Control Authority) and the Prudential Regulation Authority and 
subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation Authority, and regulation by the 
Financial Conduct Authority are available from us on request. 
Notice to Polish Investors: this document has been issued in Poland by Societe Generale S.A. Oddzial w Polsce (“the Branch”) with its registered office in Warsaw (Poland) at 111 Marszałkowska St. The Branch is 
supervised by the Polish Financial Supervision Authority and the French ”Autorité de Contrôle Prudentiel”. This report is addressed to financial institutions only, as defined in the Act on trading in financial instruments. The 
Branch certifies that this document has been elaborated with due dilligence and care. 
Notice to U.S. Investors:  For purposes of SEC Rule 15a-6, SG Americas Securities LLC (“SGAS”) takes responsibility for this research report. This report is intended for institutional investors only.  Any U.S. person 
wishing to discuss this report or effect transactions in any security discussed herein should do so with or through SGAS, a broker-dealer registered with the SEC and a member of FINRA, with its registered address at 
245 Park Avenue, New York, NY, 10167.  (212)-278-6000. 
Notice to Canadian Investors: This document is for information purposes only and is intended for use by Permitted Clients, as defined under National Instrument 31-103, Accredited Investors, as defined under National 
Instrument 45-106, Accredited Counterparties as defined under the Derivatives Act (Québec) and "Qualified Parties" as defined under the ASC, BCSC, SFSC and NBSC Orders   
Notice to Singapore Investors:  This document is provided in Singapore by or through Société Générale ("SG"), Singapore Branch and is provided only to accredited investors, expert investors and institutional investors, 
as defined in Section 4A of the Securities and Futures Act, Cap. 289.  Recipients of this document are to contact Société Générale, Singapore Branch in respect of any matters arising from, or in connection with, the 
document.  If you are an accredited investor or expert investor, please be informed that in SG's dealings with you, SG is  relying on the following exemptions to the Financial Advisers Act, Cap. 110 (“FAA”): (1) the 
exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts SG from complying with Section 25 of the FAA on disclosure of product information to clients; (2) the exemption set out in 
Regulation 34 of the FAR, which exempts SG from complying with Section 27 of the FAA on recommendations; and (3) the exemption set out in Regulation 35 of the FAR, which exempts SG from complying with Section 
36 of the FAA on disclosure of certain interests in securities. 
Notice to Hong Kong Investors:  This report is distributed in Hong Kong by Société Générale, Hong Kong Branch which is licensed by the Securities and Futures Commission of Hong Kong under the Securities and 
Futures Ordinance (Chapter 571 of the Laws of Hong Kong) ("SFO"). This document does not constitute a solicitation or an offer of securities or an invitation to the public within the meaning of the SFO.  This report is to 
be circulated only to "professional investors" as defined in the SFO. 
Notice to Japanese Investors: This publication is distributed in Japan by Societe Generale Securities (North Pacific) Ltd., Tokyo Branch, which is regulated by the Financial Services Agency of Japan.  This document is 
intended only for the Specified Investors, as defined by the Financial Instruments and Exchange Law in Japan and only for those people to whom it is sent directly by Societe Generale Securities (North Pacific) Ltd., 
Tokyo Branch, and under no circumstances should it be forwarded to any third party. The products mentioned in this report may not be eligible for sale in Japan and they may not be suitable for all types of investors. 
Notice to Korean Investors: This report is distributed in Korea by SG Securities Korea Co., Ltd which is regulated by the Financial Supervisory Service and the Financial Services Commission. 
Notice to Australian Investors: Societe Generale is exempt from the requirement to hold an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on 
ASIC Class Order 03/8240, a copy of which may be obtained at the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The class order exempts financial services providers with a 
limited connection to Australia from the requirement to hold an AFSL where they provide financial services only to wholesale clients in Australia on certain conditions. Financial services provided by Societe Generale may 
be regulated under foreign laws and regulatory requirements, which are different from the laws applying in Australia. 
  
http://www.sgcib.com. Copyright: The Société Générale Group 2015.  All rights reserved. 
This publication may not be reproduced or redistributed in whole in part without the prior consent of SG or its affiliates. 
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