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Q4 2020 Factor Performance Summary 
What a ride we’ve had throughout this entire wild year and even in the final quarter. In this report 
we investigate factor performance for Q4 2020 in three ‘regions’: US, Europe and Emerging 
Markets. 

The performance pattern established earlier in 2020 -- Value down with Growth and Momentum 
up -- was reversed in Q4: 

• US equities saw a major rotation away from Growth and Momentum to Value, Small Caps 
and High Volatility stocks as early as September which lasted through November.  
December presented a very mixed story for Value and Growth, with some sub-factors 
underperforming and others outperforming.  

• Europe was similar to the US but saw more outperformance by its Growth stocks in 
December.   

• Emerging Markets had the wildest ride of the three regions with whiplash behavior by 
most of its factors throughout the fourth quarter.   

While on the whole of Q4 saw Value outperforming, it did not do so well in December, leaving 
the big question on everyone’s mind: what’s in store for factor investors in 2021?  
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US Equities  

Unlike the strong Value outperformance of the prior two months, December showed mixed 
results for both Value (light blue bars) and Growth (green bars) sub-factors, as shown in Figure 
1. Depending on which sub-factor a fund or ETF used to define Value or Growth stocks, it may 
have beaten or lagged the market by ±70 bps. It’s noteworthy that among Growth sub-factors, 
the largest deviations from the market were for 5-year earnings growth, which lagged by 70 
bps, and forecast growth over the next year which beat the market by 70 bps. This was the 
same story we told in Q3: the market is rewarding the promise of future profits while punishing 
actual profits. Clearly, sub-factors matter. We don’t believe it’s a coincidence that this 
inflationary split among Growth sub-factors happened at the same time as another headline 
inflationary signal: Bitcoin’s meteoric rise. The only part of the US story that gives us pause in 
raising an inflationary red flag is that we’d expect more Value sub-factors to outperform the 
market. For this reason, we raise only a yellow flag – we won’t be surprised if inflation comes 
back in the months ahead.  

 
Figure 1: December 2020 US Factor Performance on a sector adjusted basis. Source: Style Analytics. 
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The only factor category that showed consistency among its sub-factors in December was 
Volatility, with every sub-factor beating the broad market by at least 140 bps. The market 
continues to reward smaller, riskier stocks.  

For the entire fourth quarter, the US market looks a lot like it did in October and November, 
with Value, Small Cap and High Volatility outperforming with Growth, Quality and Momentum all 
underperforming, as shown in Figure 2.      
 

 
Figure 2: Q4 2020 US Factor Performance on a sector adjusted basis. Source: Style Analytics. 

The 3-month rotation to Value stocks (September through November) was consistent with our 
recent analysis about how factors behave after US elections – regardless of the party of the 
winning candidate, Value stocks outperform at the expense of Growth stocks in the US in 
seven out of the last nine half-year periods following a US Presidential election. This is 
attributed to the stimulatory policies that new (and returning) Presidents enact.  

Looking ahead to 2021, we expect that with control of both the House and the Senate, 
President Elect Biden will have the votes to enact stimulatory policies that benefit Value 
stocks. With the specter of inflation in the air, we would expect Value, Small Cap, as High 
Volatility stocks to do well in the coming quarters.    
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European Equities  

Europe’s factor performance through the quarter showed a similar profile to the US: for the entire 
quarter, shown on the left in Figure 3, Value, Small Cap and High Volatility outperformed. Like 
the US, December, shown on the right, gave mixed results – but much closer to the market – for 
Value. European Growth stocks had a stronger performance in December than they did in the 
US, again consistent with our historical analysis of stock behavior after US Elections.  

 
Figure 3: Q4 2020 and December 2020 European Factor Performance on a sector adjusted basis. Source: Style Analytics. 

 
Unlike the US markets in December, Europe rewarded actual profits more than it did the 
promise of future profits. Among Quality sub-factors, European markets only rewarded Low 
Gearing (low leverage).  
 
The mixed signals coming from different Value, Growth and Quality sub-factors in Europe, like 
in the US, is a late-year phenomenon. Throughout most of 2020, all sub-factors within a factor 
group tended to move consistently. As the year closed out, however, sub-factors clearly began 
to matter.  
 
Following a US Presidential election, we would normally expect to see Value, Growth, Small 
Cap and High Volatility stocks outperform in Europe. However, the high degree of uncertainty 
coming from the UK’s exit from the EU throws any forecasts for 2021 into doubt.  
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Emerging Markets Equities  

Emerging Markets’ factor profile for Q4 was a bit of whiplash. October’s market profile lagged 
the US and Europe in its rotation toward Value stocks, but November’s profile finally brought all 
three into consistency with Value, Small Cap and High Volatility outperforming in all regions. 
December looks like a partial return to earlier in the year when Value lagged and Growth, 
Momentum and Volatility ruled the day.   

 

 
Figure 4: Q4 2020 Emerging Markets Factor performance, country and sector adjusted. Source: Style Analytics. 

 
This isn’t the first time in 2020 we saw volatile swings in Emerging Markets performance month-
to-month. August was a near-perfect reversal of sub-factors across Emerging Markets from July, 
and September saw another reversal back to the more typical sub-factor profile we had gotten 
accustomed to.   
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The Year in Review 

The rotation we recently experienced across all regions toward Value and away from Growth and 
Momentum wasn’t strong enough to change the overall 2020 story from the version we had 
already experienced by mid-year. 2020 was the year for Growth, High Volatility and Momentum 
stocks. Value underperformed in all regions for the entire year, and the difference between the 
worst performing Value (or Yield) sub-factor and the best performing Momentum factor was a 
whopping 17% in the US, 6.4% in Europe and 13% in Emerging Markets.  

 

 
Figure 5: 2020 Factor performance for each region in summary, country and sector adjusted. Source: Style Analytics. 

Although the three profiles in Figure 5 look similar, the scales are materially different. The US 
market had more than twice the performance of either Europe or Emerging Markets. And while 
Europe and Emerging had similar absolute returns, the factor differences in Emerging Markets 
were on the order of the factor differences in the US and more than twice the size of Europe’s 
factor differences. In other words, factor exposure mattered more than twice as much to 
Emerging investors as it did to European investors.  

To sum things up for 2020: 
• The US market’s biggest outperforming sub-factors were Forecast Growth (not realized 

growth) and short-term momentum. The promise of a bright future coupled with 
chasing returns worked in the land of opportunity.  

• Cautious Europe rewarded companies with the least leverage (Low Gearing) and 
although it punished Value investors, it only rewarded Growth investors who focused on 
sales growth.  

• Emerging Markets had a wild ride within the year, and rewarded risk takers and return 
chasers the most.  
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Appendix: How to read the charts 

Each factor’s performance is based on the relative performance of the top 50% (by market cap) 
of that specific factor compared to the overall market (the sole exception is the size factor which 
uses the top 70%). For example, for the first factor, book-to-price, we determine the period’s 
performance of the basket of stocks with the highest book-to-price values relative to the total 
market. 

Each factor is analyzed independently and market and fundamental data are adjusted so that 
sector-average (within each country) relative data is used and the performance measurement 
isolates the factor’s contribution to return. In Error! Reference source not found., stocks with a 
high book-to-price (i.e. high value stocks as measured by book-to-price) underperformed the 
broad market by 40 bps on a country and sector adjusted basis.  

 
Disclaimer 

The material presented in this document is an assessment of the market environment as of the date indicated; is subject to change; and is not intended to be a 
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