March: In like a lion
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Market volatility from the end of February spilled over into March, with the coronavirus and implied negative
economic impact looming over the stock market. Volatility measures remain high, and as the market entered bear
market territory, key benchmarks saw drastic day-to-day, and intraday, spikes and drawdowns. We carry on from last
week’s special report, looking at daily factor and style model performance for the first week of March in the US, as
well as month-to-date results from non-US regions.

« Risk off measures like low beta and bankruptcy risk were the main drivers in US markets last week

« Earnings momentum and price momentum were also rewarded last week, while our Historical Growth Model continued
to outpace other style models

« In Developed Europe and Developed Pacific markets, low beta outperformed while value suffered, while emerging
markets favored earnings revisions

February and March style model and factor returns

We review daily factor and style model performance in through March 6 across a representative group of our 400+ US
factor library in addition to our style models — Deep Value, Earnings Momentum, Price Momentum, Historical Growth,
Relative Value and VValue Momentum Analyst 11. Performance is based on daily decile return spreads, where the spread
is computed as the difference in the equal-weighted return at the top (decile 1) and bottom (decile 10) tails. The
universe is our US Large Cap universe, which consists of approximately 1,000 of the largest cap names.

First, from a factor perspective, we focus our results on several factors of interest (Figure 1) covering value,
momentum, size, risk and short sentiment signals, namely Book-to-Market, TTM EBITDA-to-Enterprise Value, 3-M
Revision in FY2 EPS Forecasts, Industry-adjusted 12-Month Relative Price Strength, Natural Logarithm of Market
Capitalization, 60-Month Beta, Altman Z-score and Demand Supply Ratio.

In our prior report, we highlighted the “risk-off” trade in the last week of February. The first week of March saw a
further shift away from high risk names (Figure 1). 60-month Beta, favoring low risk stocks was positive for all 5 days
last week, returning over 20% on a cumulative basis since the end of January, with most of that return earned since 21
February. Momentum also gained consistent traction last week, with Industry-adjusted 12-Month Relative Price
Strength and 3-M Revision in FY2 EPS Forecasts continuing to outpace other factors. The losers in February - Book-
to-market, Altman Z-score and Natural Logarithm of Market Capitalization — all lost at least 5% in the first week of
March.
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Figure 1

Factor decile spread performance
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For another perspective, we compare average daily decile spreads month-to-date through 21 February with those in the
last week of the month and the first week of March (Figure 2) to provide a more focused view of the extreme behavior
between the three periods. From this vantage point, we can more clearly uncover that the returns we saw the last week
of February have been amplified in the first week of March. Investors continued to trade out of high bankruptcy risk
names into low beta stocks, with the low beta factor earning a daily average of 3% last week. The shift from value to
momentum continued as well, and Demand Supply Ratio, a measure that favors stocks with low implied short interest,
came to life with a nearly 1% average daily return.

Figure 2

Factor average daily decile spread performance
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Returns for our style models picked up where they left off through the first week of March, with Historical Growth
reaching over 14% cumulative return through 6 March (Figure 3). Interestingly, Deep Value and Relative Value, while
continuing to underperform Historical Growth for most of the week, had a slight reversal on Friday of roughly 2%,
while Price Momentum and Value Momentum Analyst Il raced each other to the bottom.
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Figure 3
Model decile spread performance
1.15
110 /
B /_ﬁ/
o
& 105
[}
2
®
= 1.00 -
€
>
o
0.95
33 3 4 5 6 7 10 11 12 13 14 18 19 20 21 24 25 26 27 28 2 3 4 5 6
Jan Feb Mar
e Deep Value e Earnings Momentum
e Price Momentum e Historical Growth
= Relative Value e \/alue Momentum Analyst ||
Source: IHS Markit © 2020 IHS Markit

With the market turmoil spreading across the globe, we look at return spreads and information coefficients for the same
set of factors in non-US universes, covering Developed Europe, Developed Pacific, Emerging EMEA and Emerging
Asia, for the first week of March. We find results for Developed Europe and Developed Pacific mirror those seen in the
US, with the risk off trade elevating the performance for 60-Month Beta, while causing Altman Z Score and value
factors like Book-to-Market to suffer. The emerging markets universes tell a different story. In Emerging EMEA, small
caps outperformed while value was fairly flat, and the beta factor underperformed. Factor performance was relatively
muted in Emerging Asia, with small caps and 3-M Revision in FY2 EPS Forecasts being the top performers with return
spreads near 1% over the past week.

Table 1

Factor performance by region, 2 March 2020 — 6 March 2020

Developed Europe Developed Pacific Emerging EMEA Emerging Asia

Return Return Return Return
Factor/Model spread IC spread IC spread IC spread IC
Altman Z Score -5.36 -0.24 -2.20 -0.15 -1.89 -0.09 -0.14 -0.01
Industry-adjusted 12-Month Relative Price Strength 2.12 0.23 0.57 0.06 1.66 0.06 0.57 0.07
Natural Logarithm of Market Capitalization -2.14 -0.11 -1.79 -0.09 4.75 0.21 1.07 0.15
60-Month Beta 7.77 0.38 0.90 0.11 -4.74 -0.27 -1.37 -0.09
3-M Revision in FY2 EPS Forecasts 3.02 0.15 1.23 0.14 2.96 0.13 0.92 0.09
TTM EBITDA-to-Enterprise Value -2.21 -0.17 -3.59 -0.21 -1.24 0.07 0.44 0.08
Book-to-Market -7.24 -0.23 -4.44 -0.30 0.10 -0.01 -0.01 0.01
Demand Supply Ratio 2.40 0.13 -2.71 -0.07 -0.93 -0.05 -1.73 -0.15
Source: IHS Markit © 2020 IHS Markit

Confidential. © 2020 IHS Markit. All rights reserved. 3 March 2020



IHS Markit Customer Support:

Support@ihsmarkit.com

Americas: +1 877 762 7548

Europe, Middle East, and Africa: 00800 6275 4800
Asia and the Pacific Rim: +65 6922 4210

Disclaimer

The information contained in this presentation is confidential. Any unauthorized use, disclosure, reproduction, or dissemination, in full or in part, in any media or by any means,
without the prior written permission of IHS Markit Ltd. or any of its affiliates ("IHS Markit") is strictly prohibited. IHS Markit owns all IHS Markit logos and trade names contained in
this presentation that are subject to license. Opinions, statements, estimates, and projections in this presentation (including other media) are solely those of the individual author(s)
at the time of writing and do not necessarily reflect the opinions of IHS Markit. Neither IHS Markit nor the author(s) has any obligation to update this presentation in the event that
any content, opinion, statement, estimate, or projection (collectively, “information”) changes or subsequently becomes inaccurate. IHS Markit makes no warranty, expressed or
implied, as to the accuracy, completeness, or timeliness of any information in this presentation, and shall not in any way be liable to any recipient for any inaccuracies or
omissions. Without limiting the foregoing, IHS Markit shall have no liability whatsoever to any recipient, whether in contract, in tort (including negligence), under warranty, under
statute or otherwise, in respect of any loss or damage suffered by any recipient as a result of or in connection with any information provided, or any course of action determined, by
it or any third party, whether or not based on any information provided. The inclusion of a link to an external website by IHS Markit should not be understood to be an endorsement
of that website or the site's owners (or their products/services). IHS Markit is not responsible for either the content or output of external websites. Copyright © 2020, IHS Markit™.
Al rights reserved and all intellectual property rights are retained by IHS Markit.

%\\\ﬁi IHS Markit



	February and March style model and factor returns

