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Q2 2020 Factor Overview  
This written document is freely available to be shared and quoted so long as all references are 
sourced to Style Analytics. 

How to read the charts 
Throughout this document, you will see several charts similar to the one shown in Figure 1, 
providing the relative quarterly factor performance for a series of sub-factors in seven distinct 
factor groups: Value, Yield, Growth, Quality, Size, Volatility and Momentum. This report covers 
three distinct regions: US, Europe and Emerging Markets.  
 

 

Figure 1: Quarterly performance chart for 23 sub-factors in 7 factor groups for US Equities in Q2 2020.  
Source: Style Analytics. 
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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. For example, in Figure 1, stocks with a 
high book-to-price (i.e. high value stocks as measured by book-to-price) underperformed the 
broad market by 170 bps on a country and sector adjusted basis.  
 
In addition to these monthly summary posts, more detailed analysis packs are available which 
provide views across different time horizons.  If you would like to see those, you can email us 
at support@styleanalytics.com or contact us through our website at www.styleanalytics.com. 
 
The second quarter’s markets experienced a post-COVID crash rally around the world with 
gains of: US equities +22.7%, European equities +17.8% and equities in Emerging Markets 
+17.5%. Even though all markets experienced a rebound after the February-March COVID 
crash, factor exposures were very different in the different regions, within Factor Style Groups 
and month-to-month within the quarter.   

mailto:support@styleanalytics.com
http://www.styleanalytics.com/
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US Equities in Q2 2020 
In the US, we saw a gain in the Russell 3000 of 22% in Q2, but April had the biggest gain by far, 
with 13%, followed by May’s rise of 5% and June’s, by comparison, small gain of 2%. Over the 
course of this quarter’s rebound, the real winners were High Volatility stocks in red and the 
Growth stocks in green. As a reminder, this report shows the sub-factor performance after 
adjusting for both country and sector effects, so the outperformance in Growth stocks is after 
adjusting for industry to isolate the factor’s impact. The chart shows Large Cap stocks 
underperforming, hence Small Cap outperformed.  

 
Figure 2: US Factor Performance, sector adjusted, in Q2 2020. Source: Style Analytics 

The biggest losers in Q2 were Value stocks shown in light blue and Yield stocks shown in dark 
blue. Market recoveries are normally associated with outperformance by both Value and Yield 
stocks but not this time. We believe this is because the Q2 rally isn’t driven by the normal kinds 
of economic activity that are typical in a recovery. Value and Yield do well when consumer and 
investor sentiment have positive outlooks and during times of rising medium-term interest rates. 
We’ve experienced neither of those in this past quarter. This post-COVID market rally is not as 
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much an expression of “getting back to normal” as it is an expression of “the government 
stimulus is helping us get through this mess.” This is less a recovery and more a life-line.  

The Q2 market rise in the United States is, we believe, a reflection that the government may 
have done enough to help us get through the tough times. The fact that Value and Yield stocks 
are lagging the market is a reflection of investors not yet seeing clear blue skies ahead for most 
companies. We also note that of the Growth sub-factors, the only one which didn’t outperform 
during the quarter, Dividend Growth, is consistent with the poor performance of Value and Yield.  

Quality and Momentum stocks round out the Q2 story, shown in purple and black, respectively. 
Quality did poorly in April during the largest market rise, had mixed results in May and did poorly 
again in June. Quality sub-factors like Low Gearing (low leverage) did well in May but lost that 
gain later in the quarter. The market temporarily rewarded those companies that had less debt 
in a period when many companies took on the government’s support package in the form of 
(likely forgivable) debt.  

Momentum had the most inconsistency among factor groups – even though it appears that all 
three sub-factors show consistent gains of about 1% for the quarter, they each pointed in 
opposite directions during the quarter before all arriving at the same net result.  
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European Equities in Q2 
Although Europe had a similar overall market rebound as the US, the European factor 
signatures were very different. First, the similarities: High Volatility and Small Cap both 
outperformed and Yield stocks underperformance.  But European Value stocks were mixed and 
Growth stocks did not deliver the gains their American counterparts did. Momentum was mixed 
in Europe, with short-term momentum suffering and longer-term momentum outperforming.    
 

 
Figure 3: Q2 2020 European Factor performance, country and sector adjusted. Source: Style Analytics. 

Within the quarter, Value actually outperformed slightly in April but suffered badly in May. June 
left the Value sub-factors in disarray with no consistency between them. European Growth 
stocks, like their American counterparts, did well in April and May but June erased all those 
gains, resulting in a meager 30 bps gain for the quarter. Quality stocks flipped back and forth: in 
April, almost all Quality sub-factors were down. In May, all of them were up. June reversed 
course again except for Low Gearing (low leverage), which ended the quarter in solid positive 
territory. Companies with fewer loans did well through this period. Small Cap stocks did well 
each month. But even Volatility stocks were not consistently outperforming: High Volatility 
stocks did well in April but lagged in May before returning strong in June. Finally, we come to 
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Momentum. Not only did short- and long-term Momentum end the quarter pointing in appositive 
directions, but short-term momentum flipped back and forth from underperformance to 
outperformance within the quarter.  
 
All in all, Europe has large volatility intra-quarter and between sub-factors within factor Style 
groups. There was just no discernable pattern. 
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Emerging Markets Equities in May 
Emerging Markets repeat the European story of whiplash factor performance. Value stocks 
where first up in April, then down in May and overall were quite neutral / mixed. Yield was net 
down, but in months when Dividend Yield was down, Shareholder Yield was flat, and vice-versa. 
Growth stocks were way up in April, then way down in May and ended modestly up for the 
quarter. Quality was consistently down except for Low Gearing (low leverage). Once again, 
markets rewarded the debt avoiders. Emerging Markets didn’t even consistently prefer Small 
Cap stocks – they were up in April but down in May and ended the quarter up. Volatility was 
another inconsistent performer: outperforming in April and June but very mixed in May when 
long-term Volatility stocks lagged the market by 60 bps. Finally, Emerging Markets Momentum 
was just as confused as was European Momentum, with short-term momentum and long-term 
momentum pointing in opportune directions during much of the quarter.    

 

Figure 4: Q2 2020 Emerging Market Factor Performance on a country and sector adjusted basis.  
Source: Style Analytics. 
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Comparison with Historical Recoveries 
In mid-April 2020, we published an analysis of Factors in Crashes and Recoveries in which we 
examined factor behavior in three historic crash-recovery cycles to better understand how 
markets might react in the COVID-crash aftermath. Reproduced from that report in Figure 5 is 
an analysis of the factor performance in the GFC and the subsequent recovery. Of note is that 
all the recoveries we studied followed a similar pattern: Value, Yield, Small Cap and High 
Volatility significantly outperform the (rising) market by 1% to 2% per month. Figure 5 shows 
Low Volatility stocks (red bars) underperforming and High Volatility stocks outperform similarly.  
 

Global Financial Crisis and Recover 

 
Figure 5: Factor performance in the Global Financial Crisis and in the subsequent recovery showing that Value, Small 

Cap, High Volatility and Yield stocks did the best. Source: Style Analytics. 

The current rally post-COVID did not follow this pattern in any region. In the US, the best 
outperforming Style Groups were High Volatility, Small Caps, Growth and Momentum stocks. 
This rally is more of a government rescue-package induced rise than it is an economic vibrancy 
driven recovery. Neither Europe nor Emerging Markets followed any sort of pattern either.  
 
We believe that Value and Growth stocks flipped their usual recovery performances because of 
prevailing interest rates. Value stocks are typically mature businesses that deliver their payouts 
to investors in the near-term with highly predictable but usually modest profits. Growth stocks 

https://www.styleanalytics.com/research-articles/factors-in-portfolio-recovery-from-a-stock-market-crash/
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are typically younger business that promise large but uncertain payouts sometimes in the future. 
Under normal interest rates of around 5%, those large and temporally distant Growth payouts 
are discounted to a more reasonable level in today’s money, making them comparable to the 
payouts from Value stocks. But in times of low interest rates, Growth stocks’ payouts are 
discounted only a little, making their profit seem much more valuable in today’s money. In 
today’s markets, with governments around the world providing COVID aid to businesses and to 
individuals, there is no expectation of seeing rising interest rates anytime soon and we should 
therefore temper our expectation of Value outperformance.  
 
Readers who are interested in hearing more about this topic are invited to listen to our new 
podcast – “What’s Your Prior?” as one of our episodes goes into detail on this topic. 
 
Markets continue to rise despite the increasing clarity of a lengthy battle with COVID-19. While 
many people are returning to work around the world and many are getting back to some level of 
socializing, it may take a long time to for spending habits to return to ‘normal.’ But our respective 
governments have actually managed to provide enough fiscal security to preserve the markets’ 
levels, something which is sure to play an important role in the upcoming US Presidential 
elections. If the virus resurges and the US is forced back into a lock-down mode, we believe it’s 
reasonable to expect the current US Administration to again pull out the proverbial check book 
and help us bridge the gap once again. We hope it doesn’t come to that, but we’re not as 
concerned about markets’ future reactions to COVID as we were this past March.  

 
 

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 
forecast of future events or a guarantee of future results. This information should not be relied upon by the reader as research or investment advice regarding any 
funds or any issuer or security or similar. 

This document contains general information only, does not consider an individual's financial circumstances and should not be relied upon for an investment 
decision. Rather, an assessment should be made as to whether the information is appropriate in individual circumstances and consideration should always be 
given to consult a Financial Advisor before making an investment decision.  

Style Analytics does not provide investment advice and nothing in this document should be considered any form of advice. 
Style Analytics accepts no liability whatsoever for any information provided or inferred in this document. 

http://podcast.styleanalytics.com/

