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Key factors driving equities in 2015

Equities are set to post some of their most disappointing returns for several years, yet the
disappointing headline number hides wide return differences both across sectors and single
names; this report looks at the factors which had the best track record of uncovering return

variations over 2015.

— Staying clear of falling knives key in US and Europe proved a winning strategy
— European investors were rewarded for targeting quality return on equity
— Risk factors in Apac successfully signal distressed names ahead of market sell off

The global market turbulence felt over the
second half of the year saw markets give up
much of the ground gained in the opening
months. These relatively flat markets have
been disappointing for passive investors yet
the returns were not uniform across the board
as evidenced by the strong returns delivered
through several of the Research signals
factors since the start of the year.

One trend that is evident at first glance is the
fact that factor returns this year were much
more pronounced on the lower ranked 10"
decile rather than their peers on the opposite
end of the scale. The key takeaway from this
Is that the current market favoured investors
which avoided losers rather than the opposite
end of the scale.

Factoring in US returns

Although the S&P500 looks set to finish
where it started at the beginning of the year, it
has been an eventful year in US and global
equity markets. With large multinationals
battling the strengthening dollar, a US
recovery has been characterised by a narrow
rally in the second half of the year, led by
price momentum in key large cap names.
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2015 Top and bottom five performing factors:Us
Decile 1
Excess

Factor Return Style
(%)
Order Backlog 1.55 Quality
3-yr MAD of TTM Net Income 1.06 Risk
Capital Expenditure-to-Total Assets 1.03  Quality
Unexpected Change in Accrued Liabilities 1.02  Quality
Attention Span Ratio 0.98  Quality
Decile 10
Excess
Factor Return Style
(%)
39-Week Return with 4-week Lag -2.48  Momentum
9-Month Active Return with 1-Month Lag -2.39  Momentum
30-75 Week Stock Price Ratio -2.36 Momentum
Fama-French Momentum -2.36 Momentum
4-52 Week Price Oscillator -2.31  Momentum

While price momentum based strategies have
been profitable, investors have been duly
rewarded for holding quality according to
Research Signals top performing factors of
the year. Almost two thirds of top performing
equity factors in the US are quality styled
factors with momentum and value factors
making honourable mentions.

The best performing factor thus far in 2015 is
Order Backlog with an average monthly
return of 1.55%. The factor is a gauge of
future expected sales scaled by firm assets.
Average monthly returns have been roughly
double that of the current S&P 500’s total
yearly return trajectory.

While stocks with the highest levels of price
momentum have been rewarded in
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2015investors have been strongly avoiding
names with the worst ranked levels of price
momentum. Momentum based factors across
10" decile names — (representing low
momentum) crowd out the worst ten
performers of 2015 with an average monthly
underperformance of -2.48%. The worst
performers have been stocks which ranked
the lowest according to the factor; 39-Week
Return with 4-week lag.

Europe

Despite losing some ground over the last
week due to market disappointment of
further ECB stimulus measures, European
markets have performed relatively well year
to date with the STOXX Europe 600 index up
7.6%.

2015 Top and bottom five performing factors:Europe

Decile 1
Excess
Fact Styl
actor Return tyle
(%)
Second Preceding 6-month Return 0.96 Momentum
Forward Return on Equity 0.85  Quality
Pretax Return on Net Operating Assets 0.82 Quality
Fama-French Momentum 0.78 Momentum
24-Month Active Return with 1-Month Lag 0.78  Momentum
Decile 10
Excess
Factor Return Style
()
30-75 Week Stock Price Ratio -1.34  Momentum
Fama-French Momentum -1.29 Momentum
Time Weighted Earnings Revision -1.29 Momentum
Earnings Torpedo -1.28  Momentum
12-Month Active Return with 1-month Lag -1.21  Momentum

Echoing trends seen in the US, top quality
and momentum names feature predominantly
in the top performing stocks.

Measuring price performance over a 10-
month period with a 2-month lag, the classic
Fama-French Momentum factor delivered top
ten performances across stocks with the most
and least levels of momentum in Europe. This
is indicative of the laggards continuing to
underperform during the year.
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Forward Return on Equity in Europe has also
been an indicator that investors have been
rewarded, suggesting that investors favoured
firms with positive analyst sentiment. On the
flipside, investors have punished firms with
the weakest Time Weighted Earnings
Revisions which ranks firms according to
earnings downgrades.

Asia-Pacific

In Apac, momentum has also been a winning
trend, however the lower ranked names have
been the worst performers according to risk
signals..

2015 Top and bottom five performing factors:Apac

Decile 1
Excess
Fact Styl
actor Return tyle
(%)
The Visibility Ratio 1.14  Momentum
52-Week High 112  Momentum
Slope of 52 Week Price Trend Line 0.96  Momentum
Slope of 66 Week Price Trend Line 0.90  Momentum
Assets Turnover Ratio 0.88  Quality
Decile 10
Excess
Factor Return Style
(%)
Distress Measure -1.56  Risk
60-Day Residual Risk -1.35  Risk
The Visibility Ratio -1.34  Momentum
Retained Earnings-to-Total Assets -1.33  Quality
Second Preceding 8-month Return -1.31  Momentum

In Apac the top performing factor with a
1.14% average monthly return has been the
Visibility Ratio which is equal to a stock's
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most recent daily trading volume divided by
the average daily trading volume in previous
50 trading days.

Correlation between this factor and the
second best performing factor, 52-Week High,
increased during the start of the vyear
suggesting that stocks trading near their
highs increased in unusually high volumes.
The selloff during the middle of the year in
resource based emerging markets resulted in
the above relationship mean reverting.

Stocks that mostly ranked poorly according to
risk factors on average underperformed in
Apac, indicating the effectiveness of these
signals during a tumultuous year in Apac
markets. The worst performing names ranked
poorly according to Distress Measure and 60-
Day Residual Risk. Names ranking in the 10"
decile across the Distress Measure factor,
delivered -1.56% average returns per month
during 2015.

*To receive more information on Securities
Finance, Research Signals, Exchange
Traded Products, Dividend Forecasting or
our Short Squeeze model please contact us

To read this article on our commentary
website please click here.
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