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I saw her today at the reception

A glass of wine in her hand

I knew she would meet her connection

At her feet was her footloose man

No, you can’t always get what you want

You can’t always get what you want

You can’t always get what you want

But if you try sometime you find

You get what you need…

And I went down to the demonstration

To get my fair share of abuse

Singing, “We’re gonna vent our frustration

If we don’t we’re gonna blow a fifty-amp fuse”

You can’t always get what you want

You can’t always get what you want

You can’t always get what you want

But if you try sometimes, well, you just might find

You get what you need…

(From “You Can’t Always Get What You Want” by The Rolling Stones, 1968)

In today’s politicized environment, many people might interpret this blog post’s title

as a reference to the election—there are, for sure, many people who did not get the

outcome they wanted. Only time will tell if it is the outcome they need.

And we certainly have witnessed plenty of people “venting their frustration” before they

“blow a fifty-amp fuse”!

But from an investment perspective, we want to reference this song in the context of fac

tor investing. Here are a couple of interesting charts showing the absolute and relative

performances and volatility of different S&P 500 risk factors relative to the broad S&P

500 Index:
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For definitions of terms in the chart, please visit our glossary.
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If we “open the aperture” on our time horizons, we see some further interesting results.

We will focus on five of the most commonly followed risk factors—growth, value, dividend

s, momentum and quality—and compare their performances relative to the corresponding

broad market Index (the S&P 500). We will first examine total return performances over

the longest common investment period (i.e., since 2016). These charts are somewhat

“busy,” but we think illustrative:
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No surprise, growth (orange) and momentum (magenta) have dominated performance since

2016, while dividends (green) and value (blue) have trailed the pack.

But let’s take a look at the same chart since the beginning of the third quarter (which

we use as a proxy for the onset of the current economic recovery after the pandemic-

induced recession of the first two quarters):

While momentum continues to lead the way, note that we also see a distinct factor

rotation away from growth (due at least partially to extended valuations for that

factor) and toward dividends.
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Value continues to trail, and we’ve addressed that issue in several previous blog posts,

most recently in “I’m Still Standing.” We haven’t given up hope that its day will come.

But we want to make two broader points. First, we do believe that factors rotate in and

out of favor as economic and market regimes change. This is captured nicely in this

illustrative graph from O’Shaughnessy Asset Management (OSAM):

Figure 5_factor invest market cycle

Without belaboring the point, one could reasonably argue that the market has priced in a

new (and massive) fiscal stimulus package and is therefore anticipating a renewed “pure

expansion” economic phase. This may at least partially explain why momentum and yield

(dividends) have become the current market-leading factors.

A quick side note on the quality factor. In none of the above charts does quality “lead

the way” as a driver of performance. But, as noted in the OSAM paper cited above:

The Quality themes of Financial Strength, Earnings Quality, and Earnings Growth tend

to offer lower excess return in the high deciles but interact well with the other

selection themes [factors] when the low deciles are avoided.

In other words, while the quality factor by itself typically will not drive performance,

a quality “overlay” onto the other factors can help improve the performance of those

factors by screening out lower quality securities that may not have sustainable

performance drivers.

This aligns extremely well with the WisdomTree investment philosophy. While we do not

manage an explicit quality factor index, we do apply proprietary quality screens to

many, if not most, of our ETF solutions. We strongly believe this improves the potential

for enhanced performance and sustainability of the other factors. 

Second, we have written before about the benefits of risk factor diversification. Here

is a chart we use frequently to illustrate the rotating nature of various WisdomTree

factor performances:

Figure 6_factor quilt_v2  

It is exactly because of this factor rotation that all WisdomTree Model

Portfolios (which are available only through financial advisors) are diversified at both

the asset class level and the risk factor level. We believe this improves the overall

diversification of our Model Portfolios and, therefore, has the potential to improve

performance consistency over full market cycles.

Trying to outguess the market is, in the end, a fool’s game. We believe a better

approach is to build strategic “all-weather” portfolios that can handle whatever comes

their way over full market cycles.

You may not always get what you want, but in the end, we believe you will have a better

chance of getting what you need. 
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1Ehren Stanhope, CFA, “The Economic Cycle: A Factor Investor’s Perspective,”

O’Shaughnessy Asset Management, May 2016. (https://www.osam.com/pdfs/research/_22_Commen

tary_TheEconomicCycle-AFactorInvestorsPerspective_May-2016.pdf)

Important Risks Related to this Article

Diversification does not eliminate the risk of experiencing investment losses.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Factor  : Attributes that based on its fundamentals or share price behavior, are

associated with higher return.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Dividend : A portion of corporate profits paid out to shareholders.

Momentum  : Characterized by assets with recent price increase trends over time. This

term is also associated with the Momentum Factor which associates these stock

characteristics with excess return vs the market over time.

Quality : Characterized by higher efficiency and profitability. Typical measures include

earnings, return on equity, return on assets, operating profitability as well as others.

This term is also related to the Quality Factor, which associates these stock

characteristics with excess returns vs the market over tim.

Yield : The income return on an investment. Refers to the interest or dividends received

from a security that is typically expressed annually as a percentage of the market or

face value.

Diversification : A risk management strategy that mixes a wide variety of investments

within a portfolio.
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