LGIMA’s Index Insights
Q1 2020 Index Market Overview
US traditional weighted benchmark performance
•
•
•
•

Indexes down broadly over quarter
Growth continues to outperform value and core, with the only positive 1-year return
Large cap continues to outperform mid and small cap
Increase in volatility in Q1 comes through in the 1-year vol numbers

Global traditional weighted benchmark performance
•
•
•

International markets continue to underperform the US market
Similar to the US, small cap underperforms in international markets in recent periods
Emerging small cap posts negative returns across all time periods

All “Traditional Weighted” benchmarks above have at least 10 years of actual performance that can be verified by accessing the
provider’s website for further information. Alternatively weighted benchmarks may include hypothetical back-tested information in the
performance provided for the years where actual performance did not exist. LGIMA has obtained this information from the index provider
and recommends that all information be verified on the provider’s website. Index provider information has not been independently verified
by LGIMA for its accuracy or completeness, therefore the information obtained from third party sources cannot be guaranteed. Please
refer to the disclosures at the end of this presentation for more information.

Index Insights – Q1 2020
US alternative weighted benchmark performance
•
•
•

Low volatility, momentum and quality are the best performing factors in Q1
Value and size were some of the poorer performing factors
Diversification didn't work as equal weight was among the worst performing strategies

Global Developed ex USA alternative weighted benchmark performance
•
•

Factors performed better in the developed ex US space
Low vol, momentum and quality outperform value and size

Hypothetical performance results have many inherent limitations and no representation is being made that any account will or is likely to
achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical performance results
and the actual results subsequently achieved by any particular trading program. Please refer to the disclosures at the end of this
presentation for more information.
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Emerging Markets alternative weighted benchmark performance
•
•

Equal weight outperformed market cap in Q1
Value again among the worst performing factors

Environmental and Socially Responsible weighted benchmark performance
•
•
•

ESG/climate indices continue strong performance relative to market cap equivalents
Underweights in poorer performing factors and sectors (value, size, energy) aided this outperformance
ESG funds have a larger cap quality bias, helping outperformance as well

Hypothetical performance results have many inherent limitations and no representation is being made that any account will or is likely to
achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical performance results
and the actual results subsequently achieved by any particular trading program. Please refer to the disclosures at the end of this
presentation for more information.
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Fixed income benchmark performance
•
•
•
•

US outperforms international in Q1
High Yield underperforms investment grade in Q1, albeit both posting negative quarters
The long end of the treasury curve outperforms intermediate and short
EM bonds have posted negative quarter and 1-year returns

REITs, Infrastructure, and Commodity benchmark performance
•
•
•
•
•

Owing to lower energy exposure, BBG Commodity outperforms S&P GSCI
Commodities had poor Q1 and now post negative returns in all time periods
USD dollar rallied in Q1 against a basket of international currencies
Infrastructure, both globally and in the US, beat market cap in Q1 with lower volatility
REITs now have negative numbers in all periods under 5 years

Hypothetical performance results have many inherent limitations and no representation is being made that any account will or is likely to
achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical performance results
and the actual results subsequently achieved by any particular trading program. Please refer to the disclosures at the end of this
presentation for more information.
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Multi-Factor benchmark performance
•
•

Broad based factor underperformance in Q1
Factors performed better in the developed ex US space

The FTSE AW Comp performance is hypothetical prior to November 3, 2016. The MSCI ACWI Diversified Multiple-Factor Index
performance is hypothetical prior to Feb 17, 2015. SciBeta US MBMS 4F EW, SciBeta Dev xUS MBMS 4F EW, and SciBeta EM
MBMS 4F EW performance is hypothetical prior to December 20, 2013. SciBeta US HFI 6F EW, SciBeta Dev xUS HFI 6F EW, and
SciBeta EM HFI 6F EW performance is hypothetical prior to March 16, 2018. Hypothetical performance results have many inherent
limitations and no representation is being made that any account will or is likely to achieve profits or losses similar to those shown. In
fact, there are frequently sharp differences between hypothetical performance results and the actual results subsequently achieved by
any particular trading program. Please refer to the disclosures at the end of this presentation for more information.
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Multi-Factor year-by-year returns
Back-tested returns vs. live returns
•

Multi-factor indexes that have tighter tracking to market cap fared better in Q1

US and global market cap weighted valuations
Chart plots the referenced statistics based on monthly P/B ratios for previous 15 years
•

Growth P/B ratios well
above historical figures

•

Large cap US stocks
slightly above historical
averages

•

Current price to book
ratios in the S&P 400 and
S&P 600 below historical
averages

•

Global stocks well below
historical P/B values

Hypothetical performance results have many inherent limitations and no representation is being made that any account will or is likely to
achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical performance results
and the actual results subsequently achieved by any particular trading program. Please refer to the disclosures at the end of this
presentation for more information.
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Currency summary—MSCI Global Indices
•
•

Flight to quality, as US Dollar and Japanese Yen outperform global currencies
Canadian Dollar fared poorly, in part due heavy energy sector dependence
USD Return %

Index

Local Return %

Currency Impact %

3M

1-yr

3M

1-yr

3M

1-yr

MSCI ACWI

-21.37%

-11.26%

-19.97%

-10.02%

-1.40%

-1.24%

MSCI ACWI ex US

-23.36%

-15.57%

-20.14%

-12.77%

-3.21%

-2.81%

MSCI USA

-19.65%

-7.14%

-19.65%

-7.14%

0.00%

0.00%

MSCI World ex US

-23.26%

-14.89%

-20.52%

-12.76%

-2.74%

-2.14%

MSCI EAFE

-22.83%

-14.38%

-20.55%

-12.58%

-2.28%

-1.80%

MSCI Canada

-27.53%

-19.92%

-20.46%

-14.68%

-7.07%

-5.24%

MSCI EM

-23.60%

-17.69%

-19.05%

-12.99%

-4.55%

-4.69%

MSCI Frontier Markets

-26.59%

-18.96%

-24.26%

-16.46%

-2.34%

-2.49%

2.76%

1.81%

US Dollar Index

Sources: LGIMA, MSCI, S&P, Bloomberg as of end of Q1 2020.

One-year currency risk/return

Sources: LGIMA, MSCI, S&P, Bloomberg as of end of Q1 2020.
Hypothetical performance results have many inherent limitations and no representation is being made that any account will or is likely to
achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical performance results
and the actual results subsequently achieved by any particular trading program. Please refer to the disclosures at the end of this
presentation for more information.
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SciBeta USA Factor Indexes Periodic Table Investment Returns
Single Factor Indexes based on SciBeta’s diversified multi-strategy methodology
•
•
•

Quality exposure led HFI 6F to outperform 4F EW
Low vol and momentum were strongest Q1 performers
Value and size were the worst performing factors

Sources: LGIMA, Scientific Beta, Morningstar Direct.
SciBeta US MBMS 4F EW, SciBeta Dev xUS MBMS 4F EW, and SciBeta EM MBMS 4F EW performance is hypothetical prior to
December 20, 2013. SciBeta US HFI 6F EW, SciBeta Dev xUS HFI 6F EW, and SciBeta EM HFI 6F EW performance is hypothetical
prior to March 16, 2018. Hypothetical performance results have many inherent limitations and no representation is being made that any
account will or is likely to achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between
hypothetical performance results and the actual results subsequently achieved by any particular trading program.
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SciBeta Developed ex USA Factor Indexes Periodic Table Investment Returns
Single Factor Indexes based on SciBeta’s diversified multi-strategy methodology
•
•
•
•
•

Quality exposure led HFI 6F to outperform 4F EW
Low vol and momentum were strongest Q1 performers
Value and size were the worst performing factors
Factors performed better in developed ex US
Low volatility and momentum outperformed market cap

Sources: LGIMA, Scientific Beta, Morningstar Direct.
SciBeta US MBMS 4F EW, SciBeta Dev xUS MBMS 4F EW, and SciBeta EM MBMS 4F EW performance is hypothetical prior to
December 20, 2013. SciBeta US HFI 6F EW, SciBeta Dev xUS HFI 6F EW, and SciBeta EM HFI 6F EW performance is hypothetical
prior to March 16, 2018. Hypothetical performance results have many inherent limitations and no representation is being made that any
account will or is likely to achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between
hypothetical performance results and the actual results subsequently achieved by any particular trading program.
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SciBeta Emerging Markets Factor Indexes Periodic Table Investments Returns
Single Factor Indexes based on SciBeta’s diversified multi-strategy methodology
•
•
•

Quality exposure led HFI 6F to outperform 4F EW
Low vol and momentum were strongest Q1 performers
Value and size were the worst performing factors

Sources: LGIMA, Scientific Beta, Morningstar Direct.
SciBeta US MBMS 4F EW, SciBeta Dev xUS MBMS 4F EW, and SciBeta EM MBMS 4F EW performance is hypothetical prior to
December 20, 2013. SciBeta US HFI 6F EW, SciBeta Dev xUS HFI 6F EW, and SciBeta EM HFI 6F performance is hypothetical prior to
March 16, 2018. Hypothetical performance results have many inherent limitations and no representation is being made that any account
will or is likely to achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical
performance results and the actual results subsequently achieved by any particular trading program.
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Factor based investment update
Factor strategies have not been immune to the pandemic-inspired market rout in the first quarter of 2020.
Factor based strategies in general are down globally versus market cap weighted strategies, and the sell-off
has been extremely broad-based with heightened correlation across equity sectors, factors, and asset classes.
Although factor strategies are by design long term in nature and best evaluated as low-cost equity diversifiers
which can serve as replacement for active management, it may be useful to examine the drivers of the recent
performance in greater detail.
Value and size are underperforming while low volatility and momentum have performed better. Low volatility
and quality tend to outperform in the initial contraction because of “flight to quality” behavior, while value
and size generally do better in the recovery phase and momentum shines in the expansion phase. The one
exception is momentum, which has performed well relative to other factors recently. In previous downturns it
tended to underperform while outperforming in the ensuing expansion.
Isolating factor performance
Momentum: Momentum usually outperforms leading up to the market crashes such as the tech bubble and
financial crisis. So far this year momentum has benefitted from being underweight energy and financials.
Momentum has a significant weight in utilities helping performance.
Low volatility and profitability: Defensive stocks have done better as there has been a flight to quality. More
defensive utility stocks as well as consumer staples companies are benefiting from a run on supplies because
of preparation for the spreading virus. Low volatility did well in the bursting of the tech bubble and financial
crisis but underperformed on the rebound. Low volatility is only modestly outperforming in this downturn and
could still outperform if the market flows come back into higher quality, lower beta stocks.
Value stocks: It’s not surprising that value stocks are still underperforming during this market downturn, as
value sectors such as energy and financials have been most impacted. Value is also more exposed to auto
makers, cruise lines, casinos, and “brick and mortar” consumer discretionary stocks that have been hurt by the
Coronavirus outbreak. At the same time, some growth driven technology stocks have fared better for their
ability to help everyone be more productive from home. Value benefited from healthy exposure to consumer
staples and utility companies, but not enough to offset poor performance from other sectors.
Size: Small cap stocks have fallen more significantly as they are more economically sensitive, and investors are
avoiding companies that are less profitable and those with weak balance sheets.
Q1 – Index providers update
With the onslaught of the Coronavirus and the associated market volatility, index providers had to make
decisions on whether to go ahead with the March quarterly rebalancing.
S&P: S&P decided to postpone the March index rebalancing. They referenced the period of extreme global
market volatility, market wide circuit breaker events and exchange closures as causes for the decision. They
carried out a subsequent consultation on when best to facilitate the index rebalancing that was postponed.
The March free float and shares in issue updates will now be implemented in June.
Scientific Beta: Like S&P, Scientific Beta decided to postpone the March index rebalancing. In making their
decision, Scientific Beta referenced the market volatility conditions, and specifically the extreme values of the
idiosyncratic volatility observed in the recent weeks prior to their decision, which would not allow the
rebalance to be executed in satisfactory conditions. The next rebalance will take place in June.
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FTSE Russell: FTSE Russell decided to proceed with its quarterly rebalancing in March. For its Global Equity
Index Series or GEIS, it did lower the proposed final inclusion tranche of Saudi Arabia and China ‘A’ to be 25%
of what was originally planned. The remainder of that final inclusion tranche will now be implemented in June.
MSCI: MSCI had its global market cap quarterly rebalance at the end of February, so its implementation was
completed before the more extreme market volatility occurred. In early April, MSCI announced that they
would be deferring the promotion of Kuwait to Emerging markets status from the May review to November
Contributors

DISCLOSURES
This is not a solicitation to purchase any product and is not intended as a solicitation to buy or sell any securities or other financial instruments or to provide
any investment advice or service.
The performance set forth below does not represent the results of actual trading, but rather was achieved by means of the retroactive application of a model
designed with the benefit of hindsight.
Index provider information has not been independently verified by LGIMA for its accuracy or completeness, therefore the information obtained from third
party sources cannot be guaranteed. Accordingly, the information herein should not be relied on in making any investment decision, as an investment always
carries with it the risk of loss and the vulnerability to changing economic, market or political conditions, including but not limited to changes in interest rates,
issuer, credit and inflation risk, foreign exchange rates, securities prices, market indexes, operational or financial conditions of companies or other factors.
Past performance should not be taken as an indication or guarantee of future performance and no representation, express or implied, is made regarding
future performance or that LGIMA’s investment or risk management process will be successful.
Hypothetical performance results have many inherent limitations and no representation is being made that any account will or is likely to achieve profits or
losses similar to those shown. In fact, there are frequently sharp differences between hypothetical performance results and the actual results subsequently
achieved by any particular trading program.
One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading
does not involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. For example, the
ability to withstand losses or to adhere to a particular trading program in spite of trading losses are material points which can also adversely affect actual
trading results. There are numerous other factors related to the markets in general or to the implementation of any specific trading program which cannot be
fully accounted for in the preparation of hypothetical performance results and all of which can adversely affect actual trading results.
The use of hypothetical performance is subject to inherent limitations derived from the reliance on historical data and the benefit of hindsight. All trading
strategies applied to the analysis were available throughout the performance period. However, the analysis includes certain assumptions where actual
performance could be different from the hypothetical performance presented.
In order to match the index returns a fund would need to track the security weightings in a way that would exactly match the Index and that the economic and
market conditions were sufficient to have allowed effective execution of replicate the risk and return characteristics of the index. There are a number of
factors that could reduce our ability to track index positions perfectly, including small position sizes and/or available liquidity in some securities. We estimate
the net effects of index- and trading-related factors on the passive components of the strategy would affect performance either favorably or unfavorably
depending on the size of the portfolio.
A review of the ERI Scientific Beta index methodology has been conducted by: a) comparing in and out of sample performance of the hypothetical backtested information provided by Scientific Beta; b) testing the returns against the intended factor biases; c) conducting a comparison of similar multi-factor
indices to Scientific Beta’s multi-factor index; and d) reviewing the reasonability of portfolio characteristics. The output of the indices appears reasonable
given the methodology and targeted portfolio risk biases and opinions expressed herein are as of October 2019 and may change based on market and other
conditions. The material contained here is confidential and intended for the person to whom it has been delivered and may not be reproduced or distributed.
The material is for informational purposes only and is not intended as a solicitation to buy or sell any securities or other financial instrument or to provide any
investment advice or service. Legal & General Investment Management America, Inc. does not guarantee the timeliness, sequence, accuracy or
completeness of information included. Past performance should not be taken as an indication or guarantee of future performance and no representation,
express or implied, is made regarding future performance.
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