
Many value investors have struggled 
over the decade since the financial 
crisis, and their underperformance has 
in many cases been even more apparent 
over recent months. In this note, we 
explore the underlying drivers of the 
poor performance of many value funds. 
Taking the performance of the MSCI All 
Country World Index (ACWI) Value as 
representative, we apply our proprietary 
factor attribution methodology to 
decompose the active returns of the index 
into underlying factor and signal drivers.
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Two key features have driven the underperformance of 
MSCI ACWI Value, and by extension other value strategies. 
First, as with most single factor approaches (discretionary 
or index-based), actual performance is not only due to 
positive exposure to the desired factor, but also by negative 
and generally uncontrolled exposures to other factors. 
In this case, ACWI Value is not just a value strategy: it is 
also an anti-momentum and anti-quality strategy and has 
suffered accordingly. Second, as with most factors, there 
are large performance differences between different 
measures of “value”. ACWI Value embodies the most widely 
used measures of value (book-to-price and dividend yield); 
unfortunately, and perhaps not coincidentally, these have 
performed the worst of any of our value measures over 
the past decade. We conclude that investors are likely to 
make the most of factor investing by forming integrated 
portfolios of non-commoditised factors.

Performance of MSCI ACWI Value
Figure 1 on the right shows the consistent 
underperformance of ACWI Value relative to ACWI since 
the start of the decade; this amounts to around 28% 
cumulatively. The rolling 12-month excess return (bottom 
panel) highlights that, after staging a brief surge in 2017, 
recent performance has been worse than any comparable 
stretch since January 2010. 

Value’s performance through a factor lens
Rather than taking at face value the claim that 
the underperformance of ACWI Value is due to 
underperformance of the value factor, we use our 
proprietary holdings-based factor attribution to analyse the 
factor drivers of underperformance. Our factor attribution 
technique starts by forming simple, pure representations 
of each factor, known as long/short factor mimicking 
portfolios (FMPs). These can be thought of as the portfolio 
an investor would hold if they were able to invest long-
short without cost, and with no restrictions on leverage or 
liquidity, but did so using only one signal, such as book-
to-price, at a time. We then regress the holdings of these 
pure portfolios on the holdings of the invested portfolio, to 
derive the exposure of the portfolio to each factor. We can 
then multiply the portfolio’s estimated factor exposures by 
the returns to the FMPs to estimate the contribution  
of each signal or factor to the return of the portfolio.
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Figure 1
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Figure 3 – Cumulative factor contributions to the excess 
returns of ACWI Value since January 2010.

The choice of value signal matters
Factor investing discussions often overlook the enormous 
variety of candidate signals that can be used to measure 
any given factor. The book-to-price ratio is the best 
known of all value signals, while dividend yield is another 
commonly used value measure. There are, however, 
many other possible measures. In our attribution system, 
which is not intended to be exhaustive, we also measure 
value using operating cashflow yield, free cashflow yield, 
earnings yield, and buyback yield. 

Figure 4 overleaf shows cumulative returns to some of the 
candidate value signals since 2010. It is immediately clear 
that returns of book-to-price have consistently been worse 
than those of other value signals, while those of dividend 
and earnings yield have scarcely been better. The family of 
signals focused on cashflow measures have all performed 
better than the traditional measures. There are at least 
two possible forces that may have driven the relative 
performance of these metrics. First, returns to the widely-
used value signals may have been arbitraged away over 
time. Second, in a world in which manufacturing companies 
are less dominant than in the past, it is possible that a 
measure such as book-to-price fails to convey meaningful 
information about expected future cashflows.

In figure 2, table 1 shows the total annualised return of the 
ACWI and ACWI Value indices between January 2010 and 
August 2018. Over this period, ACWI Value underperformed 
ACWI by 1.5% points per year; on a cumulative basis, this 
corresponds to the 28% points of total underperformance 
in Figure 1.

In Table 2, we break down the annualised 
underperformance of ACWI Value into contributions by 
5 major style factors.1 The value factor has contributed 
around three-quarters of the factor risk to this portfolio 
over time (1.5% of 2.2%), but has accounted for only 
around 0.2% points of total underperformance. However, 
although this is a “value” portfolio, unintended negative 
exposures to quality, momentum and low volatility have 
each contributed around one-third as much factor risk as 
the value factor. Moreover, the exposures to momentum 
and particularly to quality account for around 85% of 
annualised underperformance over the period.

Figure 2

Table 1 – Annualised total returns of the ACWI and ACWI 
Value indices, January 2010 – August 2018 

Index Return type Return

ACWI Total annualised 11.3%

ACWI Value Total annualised 9.8%

ACWI Value Excess annualised -1.5%

Table 2 – Contributions of 5 major style factors to the 
annualised excess return of ACWI Value over ACWI, 
January 2010 – August 2018

Factor Annualised 
excess return

Annualised 
excess return 
volatility

Value -0.2% 1.5%

Quality -0.7% 0.7%

Momentum -0.5% 0.6%

Volatility -0.1% 0.5%

Size 0.0% 0.1%

Total -1.5% 2.2%

Figure 3 shows the cumulative contributions of each of the 
factors to value’s underperformance. It is visually apparent 
that quality and momentum have both represented a 
remarkably consistent source of underperformance since 
January 2010. Seen through this lens, value itself has 
undergone relatively large swings over the period, particularly 
over the past two years, without generating much by way of 
either positive or negative cumulative returns.

1  Excess return contributions are Cariño-adjusted such that they sum to the total 
excess return. Mastering Attribution in Finance: A practitioner’s guide to risk-based 
analysis of investment returns. Colin, A. FT Publishing International, 1st Edition.
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For completeness, panel two of Figure 4 shows the 
cumulative returns to the FMPs representing two key 
measures of quality and one of momentum: cash return 
on capital invested (CROCI), return-on-equity (ROE), and 
stock momentum. The profitability-based quality metrics 
have generated steady positive returns since 2010, while 
momentum, although more volatile, has also generated 
strong positive returns over the period.

In summary, while the exact returns to a factor always 
depend on the signal chosen to represent the factor, 
dispersion amongst value signals over the past decade 
appears to have been particularly wide. The generally 
perceived recent underperformance of value likely results 
from the failure of the mainstream value factors to deliver a 
consistent return premium. But the returns attributable to 
buyback yield and cashflow value signals show that there is 
still mileage in value as an overall investment style. 

ACWI Value is over-exposed to weak value factors 
We now drill more deeply into the factor exposures of the 
ACWI Value. To measure exposure, we use a beta; this can 
be understood as the magnitude of the overlap between 
the active holdings of ACWI Value and the holdings of a 
given FMP in the cross-section.2 Each beta at each point in 
time is accompanied by a t-statistic that measures whether 
it is significantly different from zero. (Conventionally, 
t-statistics with an absolute value greater than two are 
generally regarded as statistically “significant”.) Figure 
5 reports period-average exposures and t-statistics of 
selected signal exposures of ACWI Value as a way of 
indicating those signals to which it is most exposed.

2   Strictly, this is a partial correlation, i.e. a correlation conditional on the correlations  
to all the other factors, because it is estimated from a multiple regression.

Figure 5 – Value, quality & momentum exposures, as 
measured by the average beta, of ACWI Value since  
Jan. 2010.

Factor Avg. beta Avg. t-stat

Value 0.050 3.17

Book/price 0.047 2.42

Earnings yield 0.034 2.13

Op CF yield 0.038 2.04

Free CF yield 0.004 0.22

Buyback yield 0.019 1.59

Div. yield 0.160 10.60

Quality -0.033 -1.67

ROE -0.047 -2.40

CROCI -0.062 -3.26

Momentum -0.001 -0.13

Volatility -0.007 -0.41

Size 0.029 1.59

Note: The average t-stat is an indicator of whether the factor beta is significantly 
non-zero.

By a large margin, the most significant factor exposure of 
ACWI Value is dividend yield; a factor which we have seen 
generated no return premium over this period. Amongst the 
value factors, the next two most significant exposures are to 
book-to-price and earnings yield; again, these are factors that 
have performed poorly. The index’s three least significant 
exposures are to the three best performing factors: earnings, 
operating cashflow and free cashflow yields.

Figure 4 – Cumulative returns since Jan. 2010 of the long-short factor-mimicking portfolios (FMPs) used in our 
factor attribution calculations. 
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Conclusion
Choose your value factor carefully

As with most factors, there is no single definition of value. There exist many signals beyond book-to-price and 
dividend yield; new factors and signals are an active area of research at Schroders and amongst academics and 
practitioners more broadly. Here, we have shown that not all value factors have performed equivalently within 
the ACWI universe since 2010: book-to-price and dividend yield have performed poorly, but less commoditised 
cashflow-based factors have performed well. The MSCI ACWI Value is constructed to maximise exposure to book-
to-price, and dividend and earnings yields, and our attribution shows that these are the value factors to which the 
index is most significantly exposed. Accordingly, the apparent underperformance of value is in part attributable to 
the index’s exposure to specific underperforming value factors. But a value strategy that focused on cashflow and 
buyback yields would have harvested a consistent factor premium over recent years, depending on its unintended 
factor exposures. 

Control your exposure to extraneous factors

Although the MSCI ACWI Value targets value stocks, this is not the only risk factor to which the index is 
systematically exposed. We have shown that ACWI Value has significant negative exposures to quality and 
momentum factors, and that these unintended negative exposures have contributed more to underperformance 
than the intended value exposures. Accordingly, ACWI Value – in common, we believe, with most single factor 
value strategies - should be regarded as a “long value, short quality, short momentum” bet. Ultimately, any 
strategy which considers only a single factor in its construction will be exposed to unintended factor bets. In 
theory, it may be possible to use information about other factors to build a “pure” value strategy. In practice, 
consciously combining factor information into an integrated multi-factor strategy is the approach most likely to 
make the most of factor investing.

Our analysis is consistent with the construction 
methodology of the ACWI Value. MSCI’s factsheet states: 
‘the value investment style characteristics for index 
construction are defined using three variables: book value 
to price, 12-month forward earnings to price and dividend 
yield’.3 In other words, ACWI Value’s constituents are 
determined based on three value factors that we know 
have performed poorly.

Notably, the signal exposure to the quality factors has not 
only been negative over the period but has been on 

3 MSCI ACWI Value Index (USD), Factsheet by MSCI, (accessed September 6th 2018)

average as large as the positive exposures to most of 
the value factors. This provides graphic evidence of the 
effect of uncontrolled exposures to other factors arising 
from most single factor approaches. The exposure of the 
index to momentum has been smaller on average, so the 
performance drag from this factor may even be consistent 
with adverse timing of momentum exposures by the value 
index (in other words, the index may have had the most 
negative exposure to momentum when momentum has 
paid off best4).

4  In addition to possibly “reverse timing” momentum exposure, more detailed analysis 
shows consistent, significant, negative exposure to industry momentum, a sub-
category of our overall momentum score.

Important Information
The views and opinions contained herein are those of 
the authors as at the date of publication and are subject 
to change due to market and other conditions. Such 
views and opinions may not necessarily represent those 
expressed or reflected in other Schroders communications, 
strategies or funds. 

This document is intended to be for information 
purposes only. The material is not intended as an offer 
or solicitation for the purchase or sale of any financial 
instrument or security or to adopt any investment strategy. 
The information provided is not intended to constitute 
investment advice, an investment recommendation or 
investment research and does not take into account 
specific circumstances of any recipient. The material is 
not intended to provide, and should not be relied on for, 
accounting, legal or tax advice. Any references to securities, 
sectors, regions and/or countries are for illustrative 
purposes only.

Information herein is believed to be reliable but Schroders 
does not represent or warrant its completeness or 
accuracy. No responsibility or liability is accepted by 
Schroders, its officers, employees or agents for errors of 
fact or opinion or for any loss arising from use of all or 
any part of the information in this document. No reliance 
should be placed on the views and information in the 
document when taking individual investment and/or 
strategic decisions. Schroders has no obligation to notify 
any recipient should any information contained herein 
change or subsequently become inaccurate. Unless 
otherwise authorised by Schroders, any reproduction of all 
or part of the information in this document is prohibited.

Any data contained in this document have been obtained 
from sources we consider to be reliable. Schroders has 
not independently verified or validated such data and they 
should be independently verified before further publication 
or use. Schroders does not represent or warrant the 
accuracy or completeness of any such data.

All investing involves risk including the possible loss of 
principal. 
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Exchange rate changes may cause the value of any 
overseas investments to rise or fall. Past Performance is not 
a guide to future performance and may not be repeated. 
This document may contain “forward-looking” information, 
such as forecasts or projections. Please note that any such 
information is not a guarantee of any future performance 
and there is no assurance that any forecast or projection 
will be realised. For your security, communications may be 
taped or monitored. 
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Area: Schroders will be a data controller in respect of your 
personal data. For information on how Schroders might process 
your personal data, please view our Privacy Policy available at 
www.schroders.com/en/privacy-policy or on request should you 
not have access to this webpage. Issued by Schroder Investment 
Management Limited, 1 London Wall Place, London EC2Y 5AU. 
Registered Number 1893220 England. Authorised and regulated 
by the Financial Conduct Authority.

Note to readers in Argentina: Schroder Investment Management 
S.A., Ing. Enrique Butty 220, Piso 12, C1001AFB - Buenos Aires, 
Argentina. Registered/Company Number 15. Registered as Distributor 
of Investment Funds with the CNV (Comisión Nacional de Valores). 
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29. Authorised as an asset manager by the Securities and Exchange 
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according to the Declaratory Act number 6816. 
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and Regulated by Otoritas Jasa Keuangan (“OJK”), formerly the Capital 
Market and Financial Institution Supervisory Agency (“Bapepam dan 
LK”). OJK makes no representation of approving or does not approve 
this advertisement or publication, nor declare the truth or adequacy of 
the contents of this advertisement or publication.

Note to viewers in Japan: Schroder Investment Management (Japan) 
Limited, 21st Floor, Marunouchi Trust Tower Main, 1-8-3 Marunouchi, 
Chiyoda-Ku, Tokyo 100-0005, Japan. Registered as a Financial 
Instruments Business Operator regulated by the Financial Services 
Agency of Japan. Kanto Local Finance Bureau (FIBO) No. 90. 

Note to viewers in People’s Republic of China: Schroder Investment 
Management (Shanghai) Co., Ltd., RM1101 11/F Shanghai IFC 
Phase (HSBC Building) 8 Century Avenue, Pudong, Shanghai, China, 
AMAC registration NO. P1066560. Regulated by Asset Management 
Association of China. 

Note to viewers in Singapore: Schroder Investment Management 
(Singapore) Ltd, 138 Market Street #23-01, CapitaGreen, Singapore 
048946. Company Registration No. 199201080H. Regulated by the 
Monetary Authority of Singapore. This advertisement or publication 
has not been reviewed by the Monetary Authority of Singapore. 
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Seoul 100-768, South Korea. Registered and regulated by Financial 
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101.447.114. Authorised and regulated by the Swiss Financial Market 
Supervisory Authority (FINMA).

Note to viewers in Taiwan: Schroder Investment Management 
(Taiwan) Limited, 9F, 108, Sec.5, Hsin-Yi Road, Hsin-YI District, Taipei 
11047 Taiwan, R.O.C. Registered as a Securities Investment Trust 
Enterprise regulated by the Securities and Futures Bureau, Financial 
Supervisory Commission, R.O.C.

Note to viewers in the United Arab Emirates: Schroder Investment 
Management Limited, located on 1st Floor, Gate Village Six, Dubai 
International Financial Centre, PO Box 506612 Dubai, United Arab 
Emirates is regulated by the Dubai Financial Services Authority. 

CS00861


