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The quarterly Satrix Style Tracker chronicles the
success of a range of factors over the medium to
long-term for the South African investor. In this
publication, we share with you our analysis for the
third quarter of 2020.

Introducing factor
investing

Quintile spread performance: Q3 2020
Debt to Equity

7,44%

Return on Equity

6,73%

What are factors?
Factors are measurable characteristics of
listed stocks that may in some way explain
future performance. The most well understood
factor is likely the price to earnings (PE) ratio.
Many studies have shown that stocks that have
low PEs tend to outperform stocks with high PEs
over the long term. This is often referred to as
‘value investing’ in the active space. We measure
many of these ‘factors’ and then test to see
whether they have any predictive power.
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What worked and what didn’t
Value continued to outperform Momentum and Quality on
a year-to-date basis. Volatility reduced through the quarter,
leading to less distorted dispersion in factor spreads than in
the previous quarter. Price Momentum (18.4%) showed a
high return predictive signal through the quarter, while
Earnings Revisions (39.0%) continued to bolster the
Momentum factor.
Price to Book (-6.4%) and Earnings Yield (-1.0%) trailed
during the quarter. Profitability (6.7%) and Leverage
(7.4%) showed robust return predictive signals, while
Growth (-5.7%) failed to deliver. Low Beta (6.8%) and
Low Vol (4.5%) showed improved performance.
Key events that impacted performance in Q3 2020
High levels of uncertainty continued through the third quarter
of the year, with an unprecedented contraction in GDP
numbers reported globally. The MSCI All World Index (7.9%),
MSCI Emerging Markets Index (9.6%) and MSCI USA Index
(9.5%) all gave positive returns in net US dollars. Locally, the
rand appreciated by 4% to the US dollar, closing at R16.69
to the greenback, R21.65 to the pound and R19.56 to the
euro. The South African Reserve Bank (SARB) committee
continued to cut the repo rate in July by 0.25% to another
record breaking 3.5% level, but decided to hold rates fixed in
September despite their downward revision of growth and
inflation forecasts.
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Why is factor investing important?
Factor investing has the ability to empower
asset consultants and multi-managers to
build client portfolios simply and efficiently.
Factor investing is revolutionising both the
passive and active investment industry, from
•

the transparent way in which factor
portfolios are systematically constructed

•

to the capability of building tailored
investment outcomes with greater
diversification and predictability

•

to lower fees, and lastly

•

to reliably and consistently delivering a
specific investment philosophy.

Factor performance at a glance
In the charts on the following page, we look
in-depth at the drivers of the last quarter’s
performance for the various styles: Momentum
(Price Momentum and Earnings Momentum),
Value (Dividend Yield) and Quality (Return on
Equity and Debt to Equity).

O F I N N OVATI O N

Momentum

Calendar total returns of Momentum factors (2010 to 2020)

Although Price Momentum picked up in July and August,
it continued its 12-month correction through September,
correcting -32.4% over this period.
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Despite this, Earnings Revision continued to outperform
in the last year, with spreads at 20% over that period and
most of the performance coming through from the quarter ending September. Platinum stocks led the way during
the quarter for the Momentum signal, and on a year-todate basis the mining stocks in general continued to be
the main positive contributor.
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Calendar total returns of Value factors (2010 to 2020)

Value

50%

Value continued to be the best-performing factor, both on a
year-to-date basis and over the last twelve months. For the
last year, Price-to-Book (25.8%) and Earnings Yield (114.9%)
performed particularly well, with previously beaten down
stocks outpacing the market, which was fairly flat during the
third quarter.
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Dividend yield and Price to Cashflow continued to underperform during the quarter, but had a counter-balance in
the form of the Price to Book and Earnings Yield signals.
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Quality
Quality signals produced mixed results on a full-year
basis. While both Profitability and Leverage outperformed during the third quarter, on a 12-month basis
Profitability underperformed by -40.8% while Leverage
outperformed by 47.8%.

Calendar total returns of Quality factors (2010 to 2020)
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How we measured this...

International experience

The strategies shown in this report are factors
we believe to be most significant in our domestic
market. The universe we use is the All Share
universe, excluding property and small cap shares.
We rank the stocks from highest to lowest factor
score for each factor and divide the universe into
quartiles (subsets or groups of four). We then
calculate the quartile spread by taking the top
quartile’s return experience less that of the bottom
quartile.

While global equity markets continued
the rebound that was seen in the second
quarter, a sharp dispersion in factor
returns remained. The US market and
other developed markets experienced
outperformance in Momentum and
Growth, while Quality and Yield
underperformed. Europe performed
similarly to the US market, with both
Momentum and Growth showing strong
performances during this period. For
the US market, September was the first
month that Value outperformed the
market, on the back of a challenging
year for the signal.

Rebalancing and performance calculations are
conducted each month. The performance results
do not reflect transaction costs, tax withholdings or
any investment / advisory fees. The results of these
quantitative factor strategies are significantly less
diversified, and, as such, their performance is more
exposed to specific stock or sector results. Past
performance should not and cannot be viewed as an
indicator of future performance.
While many factors outperform over the long-term,
all suffer from periods of underperformance.
Combining factors reduces the exposure to a single
factor’s cyclical risk, and can create more diversified
portfolios.
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Long-term SA factor performance since July 2002
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Contact us:
55 Willie van Schoor Avenue, Bellville,
Cape Town , 7530 Tygervalley
T 021 950 2100 E institutional@satrix.co.za
W www.institutional.satrix.co.za

Satrix Managers (RF) (Pty) Ltd (Satrix) a registered and approved Manager in Collective Investment Schemes in Securities and an authorised
financial services provider in terms of the FAIS. Collective investment schemes are generally medium- to long-term investments. Unit Trusts
and ETFs the investor essentially owns a “proportionate share” (in proportion to the participatory interest held in the fund) of the underlying
investments held by the fund. With Unit Trusts, the investor holds participatory units issued by the fund while in the case of an ETF, the
participatory interest, while issued by the fund, comprises a listed security traded on the stock exchange. ETFs are index tracking funds,
registered as a Collective Investment and can be traded by any stockbroker on the stock exchange or via Investment Plans and online
trading platforms. ETFs may incur additional costs due to it being listed on the JSE. Past performance is not necessarily a guide to future
performance and the value of investments / units may go up or down. A schedule of fees and charges, and maximum commissions are
available on the Minimum Disclosure Document or upon request from the Manager. Collective investments are traded at ruling prices and
can engage in borrowing and scrip lending. Should the respective portfolio engage in scrip lending, the utility percentage and related
counterparties can be viewed on the ETF Minimum Disclosure Document. The Manager does not provide any guarantee either with respect
to the capital or the return of a portfolio. The index, the applicable tracking error and the portfolio performance relative to the index can be
viewed on the ETF Minimum Disclosure Document and or on the Satrix website.
Performance is based on NAV to NAV calculations of the portfolio. Individual performance may differ to that of the portfolio as a result of
initial fees, actual investment date, dividend withholding tax and income reinvestment date. The reinvestment of income is calculated based
on actual distributed amount and factors such as payment date and reinvestment date must be considered.
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