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2021 closed with a bang. After a disappointing third quarter, developed market equities

delivered their best performance of the year in Q4. However, despite this positive

outcome, markets remained wary and defensively minded factors performed the best. In

this instalment of the WisdomTree quarterly equity factor review , we aim to shed some

light on how equity factors behaved in Q4 2021 and how this may have impacted investors’

portfolios.

 

• In Q4, quality was the only factor that managed to outperform across all markets

 

• In Us equities, more defensive factors, min volatility and quality, fared better

 

• In Europe, good performance was more widespread, but still, defensive factors ruled,

and cyclical ones suffered

 

2022 has already started with a sharp reversal away from mega-cap and growth and toward

value and high dividend strategies. Looking forward to the year ahead, investors are

starting to worry about:

 

• Heightened volatility in the markets

 

• The Federal Reserve (Fed) hawkish turn and multiple expected hikes for 2022

 

• Elevated inflation for the medium to long term

 

Research has shown that value or discounted stocks tend to do well in periods of high

inflation and rate increase but tend to suffer from higher volatility. On the other

hand, high-quality stocks are usually known to withstand volatility well and have high

pricing power that allows them to defend their profitability in a high inflation

environment.

 

Performance in focus: defensive across the board

 

In the last quarter of 2021, the equity rally started again. The MSCI World gained

+7.77% over the quarter; the best quarter of 2021 and the sixth quarter of positive

performance since march 2020’s nadir. In that environment, the us led the way with +10%

over the quarter.
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In Q4 2021, we continued to observe geographical disparities in factor performance:

 

• Quality was the only factor that managed to outperform across all markets

 

• In Us Equities, more defensive factors, min volatility and quality, fared better

 

• In Europe, performance was more widespread, but still, defensive factors ruled, and

cyclical ones suffered

 

• Emerging markets lost -1.3% over the quarter, quality, min volatility and high

dividend posted the strongest gains.

 

 

Figure 1: Equity factor outperformance in Q4 2021 across regions

 

Source: wisdomtree, bloomberg. 30th september to 31st december 2021. Historical performance is not an indication

of future performance and any investments may go down in value.

 

Looking back at the whole year, it is clear that developed markets suffered from the

many factor rotations. Value and growth stocks fought for leadership all year long. This

created a challenging environment for factor investing in general, with most of them

ending in the red. Only quality managed to outperform over the full year.

 

Figure 2: Year to date outperformance of equity factors 

 

Source: wisdomtree, bloomberg. 31st december 2020 to 31st december 2021. Historical performance is not an

indication of future performance and any investments may go down in value.

 

In emerging markets, however, factors have been performing very strongly. Only growth

ended up underperforming, while size outperformed by 21%, high dividend and quality by

11%.
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Factors and volatility

 

In the below, we analyze the performance of equity factors depending on market

volatility levels. To do so, we split the last 20 years into short periods of 20

business days and classify them in five buckets from the lowest quintile with the 20%

less volatile periods to the highest quintile with the 20% most volatile periods. We

observe clear differences in behaviour between the different factors:

 

• Min volatility and high dividend tend to behave defensively, outperforming in periods

of high volatility and underperforming in low volatility periods.

 

• Value, size or momentum tend to behave very cyclically, outperforming in periods of

low volatility and underperforming in high volatility periods.

 

• Quality stands out with an “all-weather” behaviour, acting defensively and

outperforming in periods of high volatility but performing strongly and matching the

market in low volatility periods.

 

Figure 3: Outperformance of equity factors depending on volatility levels

 

Source: bloomberg, wisdomtree. Data as of 30th september 2002 to 31st december 2021. Using daily data in us

dollars. Calculations are in usd. The inception date for the wisdomtree global quality dividend growth

index(wisdomtree quality) is 16th october 2015. You can not invest in an index. Above numbers include backtested

data. Historical performance is not an indication of future performance and any investments may go down in value.

 

Valuations continue to come down on the back of improved earnings

 

In Q4 2021, valuations started to increase again in most factors globally. Emerging

markets are the outlier with a decrease in valuations. Momentum came out of their recent

rebalancing with significantly higher valuations through a rotation towards higher

growth, more expensive stocks.

 

Figure 4: Historical evolution of price to earnings ratios of equity factors
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Source: wisdomtree, bloomberg. As of 31st december 2021. Historical performance is not an indication of future

performance and any investments may go down in value.

Looking forward to the year ahead, markets have already started to retreat in light of

expectations of:

 

• Heightened volatility in the markets

 

• The Federal Reserve hawkish turn and multiple expected hikes for 2022

 

• Elevated inflation for the medium to long term

 

This led to a sharp reversal. Mega-caps and the growth styles have been underperformers

while value-oriented and high dividend strategies outperformed. Surprisingly enough, in

a down market, minimum volatility is not doing too well. Min volatility's historical

dislike of  inflation and rate hikes may be at play here. Also, netflix, a pandemic

darling, found its way into this index, leading to a strong negative contribution.

 

It is worth noting also that not all quality strategies are the same. While the msci

factor definition of quality tends to reward many of the technology companies that have

been hit in the 2022 rotation, this is not the case for strategies focusing on high-

quality companies that are growing their dividend.

 

 

Figure 5: Equity factor outperformance in early 2022

 

Source: wisdomtree, bloomberg. 31st december 2021 to 24th january 2022. Wisdomtree quality stands for wisdomtree

global quality dividend growth net tr index. Historical performance is not an indication of future performance and

any investments may go down in value.

 

Research has shown that value or discounted stocks tend to do well in periods of high

inflation and rate increase but tend to suffer from higher volatility. On the other

hand, as discussed above, high-quality stocks are usually known to withstand volatility

well and have high pricing power that allows them to defend profitability in a high
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inflation environment.

World is proxied by MSCI World net tr index. Us is proxied by MSCI USA net tr               

index. Europe is proxied by MSCI Europe net tr index. Emerging markets is           

proxied by MSCCI Emerging Markets net tr index. Minimum volatility is proxied by

the relevant msci min volatility net total return index. Quality is proxied by       

the relevant msci quality net total return index. 

Momentum is proxied by the relevant msci momentum net total return index. High       

dividend is proxied by the relevant msci high dividend net total return index.       

Size is proxied by the relevant msci small cap net total return index. Value is

proxied by the relevant msci enhanced value net total return index. 

 

 

Related blogs

+ Looking back at Equity Factors in Q3 with WisdomTree

 

 

Related Products

+ GGRA/GGRG - WisdomTree Global Quality Dividend Growth UCITS ETF - USD Acc

+ DGRW/DGRP - WisdomTree US Quality Dividend Growth UCITS ETF - USD

+ EGRW/EGRP - WisdomTree Eurozone Quality Dividend Growth UCITS ETF - EUR

+ DEM/DEMD - WisdomTree Emerging Markets Equity Income UCITS ETF

View the online version of this article here.
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Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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