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Chair: What is factor investing and 
where does it come from? 

Vial: For us, factor investing is 
ultimately an investment framework 
whereby, rather than de�ning 
your asset classes, you de�ne your 
strategies. Factor investing was 
talked about in academic literature 
– I refer to the Fama-French papers 
from the 1980s, which highlighted 
the fact that you can isolate 
persistent plausible strategies that 
would be reasonably uncorrelated 
and decide to allocate, as an investor, 
into these components in any given 
amount. 

For example, in the equity world 
the size e�ect would be one of them. 
�e momentum e�ect, as de�ned by 
up minus down, would be another. 
Value is one of the oldest – whereby 
you can buy stocks relative to a value 
metric which relates to the price of the 
stock with certain fundamental quantities 
that you can isolate, and this has been in 
the marketplace for ages.

White: I agree that the factors you’ve 
mentioned are some of the primary 
factors, but we think of factor investing 
a little di�erently. We simply see factor 
investing as fundamental investing. �ese 
ideas – of value, quality and so on – are 
simply empirical ways to access ideas 
around earnings and earnings growth. 
�at’s a really fundamental concept, and 
ultimately that’s why factors work and 
why they’ve got a proven long-term track 

record of delivering better returns than 
standard indices. For example, quality is 
a way to access stability of earnings and 
long-term earnings growth. Momentum 
or sentiment is a good way to access 
one-year-ahead earnings growth. �ese 
are fundamental concepts, kind of like a 
forecast about the future. 

So, while there are technical 
de�nitions, and mathematical de�nitions, 
all that factor investing boils down to, in 
our view, is fundamental investing. 

Chair: How con�dent are we that 
where we are today is close to the 
endgame? Will we continue to develop 
philosophy around factor investing, 

expanding into di�erent factors, perhaps? 
Baird: �e main factors that have 

been in place for a very long time 
tend to be pretty static in terms of the 
behavioural biases that are driving 
them – value, momentum, quality, and 
so on. What is constantly developing is 
how you de�ne them, how you harvest 
those factors. �ose factors are based on 
behavioural biases that are ingrained in 
humans, and some economic reasons 
and, even though there are constantly 
new factors coming out, they can 
normally be placed into one of these key 
buckets. 

�e de�nitions have evolved, and 

�e evolution of factor investing
 We look at how factor investing 

is evolving and whether its place in 
pension fund portfolios has been truly 
defined
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how you harvest them has become more 
complex as the world evolves. �ere’s 
also more innovation, as people get more 
comfortable with factor investing. But 
the broad actual buckets are pretty stable, 
and even though you can invent new 
factors all the time, where they actually 
sit tends to be driven by the behavioural 
biases that existed 10, 15 years ago; just 
how you harvest it now has changed. 

Mills: I agree. I think the most 
signi�cant substantial factors have 
probably been discovered. �ere are most 
likely things out there that haven’t yet 
been discovered, but they are possibly 
less signi�cant, because otherwise 
they would have been spotted. But we 
shouldn’t stop researching this area; we 
shouldn’t stop thinking about it, because 
we’re all in the business to try and get 
more e�cient returns for our clients. 

Van Boven: �e reality is that, while 
there maybe are 200 or 300 factors out 
there that some people quote, whenever 
the academics redo the statistics, they 
�nd that they’re not signi�cant. Most of 
them are totally irrelevant and a result 
of data mining. We have to be very 
careful that we �rst de�ne the economic 
rationale for a factor testing, because 

otherwise you will �nd spurious 
factors, which will not add any 
alpha to your portfolio.

White: Exactly, and 
economic rationale is key. It 
is what you should anchor 
on. Does the factor have 
an economic intuition 
underpinning it? Does it have 
a link to corporate earnings 
in some way? A few years ago, 
when people were talking 
about hundreds of factors, it 
was unhelpful and confusing 
for many investors and clients. 
It is healthier that we seem to 
have moved past that now, and 

the industry is more aligned around a 
handful of key factors. 

Cole: �at is an interesting point 
because, from a trustee’s perspective, it 
is confusing. �ere are lots of di�erent 
things out there and we do need to start 
simplifying things.

Keeping things simple
Chair: When you talk about factor 
investing to trustees, do they get it? 

Cole: I don’t want to generalise, but 
it is quite challenging for most trustee 
boards to understand. �ey clearly 
understand the fundamental investment 
principles and the asset classes, but when 
one looks at factor investing, it’s a step 
beyond; so we need to ensure that they 
are educated appropriately and there is 
also a degree of simpli�cation that needs 
to happen alongside this. 

Mills: Factor investing is one of the 
most complicated topics that pension 
trustees face within their investment 
strategies. It isn’t for everyone. �ere are 
some trustees who will want a simpler 
approach, and will take the view that 
the additional complexity that this way 
of investing brings is not for them. I 
would encourage trustees to spend the 

time to think about it, because I believe 
that by introducing some form of factor 
investing into a portfolio introduces 
more diversi�cation, more sources of 
both risk and return, which overall 
results in a more e�cient portfolio. 

Chair: How can the adviser help?
Mills: Our job as advisers is to try 

and make things as simple as possible. I 
like using analogies wherever I can to try 
and explain how factor investing works. 
I also like discussing the psychological 
aspects – one thing I’ve done in the 
past with clients looking at this is to 
demonstrate to the trustees through 
some games that actually they have these 
psychological biases built into them just 
as other investors do, and that’s why some 
of these things work. 

Not all these factors have 
psychological roots of course. Some 
of them are rooted in risks, i.e. you’re 
actually buying something that is a little 
bit riskier, and that obviously has pros 
and cons. 

Baird: �e key thing for us when 
explaining this is to not to get too much 
into the weeds. What is factor investing? 
It is fundamental investing in a way, 
just a di�erent way of de�ning it. When 
you start o� on a high level with the 
behavioural biases and economic reasons 
behind their existence, you can actually 
explain it simply and it makes sense. 
Sometimes, if you bring in a portfolio 
manager, they can very quickly get into 
the detail of the optimisation, the factor 
construction and how everything works, 
and it can get very convoluted and 
confusing for the trustee.

If you step away, keep things at a high 
level, explain that this is just another way 
of choosing stocks using a quantitative 
framework, a factor framework, it can be 
e�ective. �e danger is when you get too 
technical too soon. 

White: As a portfolio manager, 
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when I am going out explaining this to 
people, I �nd it very helpful to focus on 
the outcomes. �ere is a mathematical 
element to factor investing, of course, 
but the key question to ask is: what does 
it give you in terms of an outcome? It’s 
much more helpful to talk about, say, the 
quality factor in terms of buying stable 
earnings, buying into companies such 
as consumer staples, companies that are 
likely to go on to deliver good earnings 
growth into the future. �at’s highly 
intuitive to an investor – that if I invest in 
these types of companies, I’m more likely 
to perform well in an earnings recession, 
for example. When earnings are under 
pressure, when earnings are falling, I’m 
buying companies with good earnings, 
solid earnings, and predictable earnings. 

Vial: �e reality is that anyone who 
buys equities has exposures to factors. 
So the conversation could start with: 
What is your equity book? What does it 
look like? What exposures do you have? 
Some people may have had a great few 
years because they have the growth factor 
embedded into their portfolio, which 
did very well versus other factors. But 
it’s worthwhile analysing their equity 
portfolio and explaining to them how 
much factor exposure they have – then 
you can start a conversation about 
whether it’s appropriate, whether they 
ought to have it balanced di�erently, 
whether they should have more exposure 
to certain things that might perform 
better in the future and so on. 

Another way, perhaps, to deal with 
it, is to disentangle the pure equity 
premium versus the factors in a market-
neutral framework. You can tell people, 
for example, you’ve got equity risk, and 
that’s purely equity risk. Now let me give 
you, in a market-neutral framework, 
exposures to value, to momentum, and 
so on, that are not correlated to the 
market. 

So, they will be getting an investment 
with risk-adjusted objectives that are 
similar to the stock market, but the 
outcome will be di�erent. �ey will make 
or lose money in a di�erent way than 
the stock market, and that’s where the 
diversi�cation can play a role.

Size of pension scheme 
Cole: Is there a certain size of scheme 
that tends to buy into this? Where do you 
see the opportunity for factor investing, 
given that there are an awful lot of sub-
£50 million schemes out there? 

Vial: Size-wise, small pension funds 
tend to be intermediated, and maybe 
they would buy products that are tailor 
made to smaller schemes, perhaps 
comingled with other pensions. �e 
direct conversation with smaller schemes 
is very di�erent. 

Van Boven: Interest in factor 
investing started o� with the larger 
schemes because they’re more 
sophisticated, and they have large in-
house investment teams. We are now 
seeing it rippling down to the smaller 
schemes. 

In the Netherlands and Scandinavia, 
they have been doing this for a long time, 
so they’re very familiar with it. In the UK, 
of course, the whole pensions market is 
more consultant-driven, so the 
consultants need to be on board 
with the strategy �rst for it to gain 
traction with the trustees. 

We run an annual smart beta 
survey across the asset owners 
and, when it comes to interest 
and even adoption of smart beta, 
the gap between the larger and 
the smaller schemes is much less 
signi�cant than it was, say, six 
years ago. Today, smaller schemes 
are at least considering smart beta 
allocations. 

White: �at’s our experience 

too. We have seen growing interest in 
the UK from both DC and DB schemes. 
Smaller DB schemes tend to want to 
come into more fund-like approaches 
with a multi-factor focus. �is can 
be attractive to smaller schemes as it 
o�ers a replacement for a pure passive 
investment, particularly as the fees for 
factor funds tend to be much lower than 
traditional active management. 

Factor investing has also moved 
beyond institutional – we are seeing 
interest from wealth managers and from 
wholesale advising networks. 

Chair: What’s the consultant’s view? 
Mills: It comes down to governance 

budget. I don’t think there’s a size for 
which these factors don’t make sense 
from a pure investment perspective. 
�ere are o�-the-shelf pooled funds that 
can be bought at relatively small sizes, 
even actually at an individual level. You 
can access these strategies through some 
of the platforms. 

But what really makes the di�erence 
on the size of the scheme is the amount 
of time that the trustees are prepared to 
spend. If you’re a multi-billion-pound 
scheme, you will spend a lot of time 
thinking about investments because 
the marginal bene�t of a few more 
hours in your trustee meeting to think 
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about a new investment idea is going 
to be worth it if that idea is a good one; 
whereas if you’re a £10 million scheme, 
spending some extra time on something 
which might improve your returns 
incrementally, marginally overall, at an 
overall portfolio level, is it worth it? �at’s 
a question that genuinely gets asked, and 
if it isn’t worth it then they’re not going 
to invest in it. �ey’re going to have a 
simpler, more straightforward investment 
strategy that’s easier for them to keep an 
eye on, easier for them to understand, but 
still going to do an okay job overall. 

Passive and active
Cole: Do you see factor investing more as 
a replacement for passive funds, or more 
as a replacement for active managers? 

Mills: I’m not sure I even see the 
distinction between factor investing and 
active management. You can classify 
many active managers as factor investors. 
�ey may or may not agree with that 
distinction, but if you talk to an active 
manager – and we’re talking equities 
here – they will be able to articulate their 
strategy, and how they de�ne the stocks 

that they like. 
Whether they’re 
conscious of it 
or not, you can 
o�en correlate 
that quite closely 
with some of 
these factors. 

I genuinely 
think most 
active strategies 
are factor 
strategies 
of some 
description. 

White: 
And all factor 
strategies are 
active strategies. 

We wholeheartedly reject the idea that 
factor-based investing is in any way 
passive. It’s an active approach, it needs 
active oversight, and an active mindset. 

Van Boven: We see quite a few 
pension funds that have, as their default 
allocation, a market cap benchmark and, 
while you do need somebody to drive 
the discussion on the board of trustees, 
we do see an interest in switching that to 
a factor-based strategy– o�en opting for 
a balanced multi-factor approach. �ey 
are also o�en interested in including ESG 
considerations and climate risk in a factor 
framework to target speci�c outcomes. 

Baird: I agree that you shouldn’t 
think of this as active versus passive. 
However, what we do see as being fairly 
useful is, if you can get investors to get 
over the governance burden of what 
factor investing is, how it works, etc, then 
a one-stop multi-factor solution can be a 
good option if they’re already in passive, 
but they don’t want to go fully-�edged 
active in the traditional sense – because 
otherwise they’d maybe have to hire 
a value manager, a quality manager, a 
momentum manager, and so on, to get 

that smooth return stream. 
So, if your governance is a little bit 

lower and you can’t monitor four to �ve 
asset managers, the idea of using a one-
stop solution in terms of multi-factor 
can be a pretty nice outcome, because it 
is active but it means you only have to 
monitor one manager, and can dial the 
risk up or down depending on what’s 
appropriate. 

Economic and regulatory environment
Chair: Does factor investing suit the 
current regulatory and economic 
challenges pension funds are facing? 

Mills: Whatever regulatory 
environment pension funds are in, it is a 
sensible thing to do to try to invest your 
money in an e�cient, diversi�ed way, 
and factor investing is one of many tools 
that you have in order to achieve that. 

�e economic environment at any 
point in time usually favours one or 
more of these factors over others. �ese 
factors tend to come in and out of favour 
at di�erent points in the cycle, and to 
me what’s important in a factor-based 
strategy is having a diversi�ed approach, 
so not having all your eggs in one 
factor, because that could signi�cantly 
underperform or outperform your 
expectations, whatever they are, over a 
relatively short period of time. By having 
a diversi�ed approach, it should work 
in pretty much all market environments 
when given long enough. 

I’m not saying that if you diversify 
your factors, you’re always going to get 
a positive return, but you should get a 
smoother return than putting all your 
eggs in one basket. 

Vial: If we all agree that in reality 
there are only �ve or six truly persistent, 
plausible factors out there, then it makes 
sense to diversify and get exposure to 
them, and not try to time. 

White: Taking a slightly di�erent 
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perspective on this, one of the advantages 
of factor-based investing is the ability 
for an asset owner to take a step back, 
think about what it is that they want to 
achieve. What are they looking for? �at, 
in some scenarios, might lend itself to a 
factor design that isn’t multi-factor. One 
that is more focused, say, on quality and 
low volatility, because they are possibly 
an asset owner that really cares about 
downside protection – an insurance 
company, for example; or maybe they 
are a more mature scheme, which is in 
de-risking mode, and therefore lower 
volatility and downmarket protection 
makes more sense. 

Baird: On the economic point, in 
certain economic environments you 
perhaps need to make the return part 
of your portfolio work a bit harder, so 
looking at something like factor investing 
could make a lot of sense.

Chair: Low volatility has become 
expensive. Is that a risk?

White: We are challenged a lot about 
the low volatility factor – this factor has 
performed very well this year and there 
has been a huge amount of asset �ows 
into low-volatility ETFs, particularly 
in the US. �e result is that, through 
our lens, some stocks have been bid up 
to expensive levels. �is tells you that 
factor investing is an active approach. 
It comes with side e�ects. You’ve got to 
monitor those side e�ects – you’ve got 
to keep on top of them. When we build 
a low volatility strategy, we think about 
a couple of things. First, we can avoid 
some of the expensive names – we just 
don’t buy them. �ere are plenty of other 
stocks to buy. Also, low volatility is not 
just about price. It’s about earnings, and 
buying stable earnings, so we need to be 
thinking about fundamentals as well. 

�is is where active management has 
something to add, compared to index-
based approaches, which can potentially 

have unintentional risks built in. An 
active manager has more leeway to 
control these unintended risks. 

Baird: If you just have a pure low vol 
approach, which is purely price-based, it 
can lead you into pockets of the market 
you don’t necessarily want to be in and 
give you unintended exposures, so we 
prefer managers who have a multi-factor 
model and a low vol overlay.  

Chair: Is value broken?
Baird: It’s a pretty bold statement 

to say that value’s broken, something 
that’s worked for over 100 years. We 
don’t believe that. Saying that, how we 
de�ne value may be changing. �at’s the 
innovation. �at’s what might change 
over time.  

Looking ahead
Chair: How are things changing? 

Vial: Ultimately, investors may 
start to allocate according to factors as 
opposed to allocating according to asset 
class. �at’s what a good outcome would 
be – a future where people understand 
that when they buy a lot of equities, 
within that portfolio they have exposures 
to momentum, quality, low vol and so on. 
�en they can �gure out according to the 
cycle where they 
are, and whether 
they want more 
low vol or less 
etc. I think 
the industry’s 
getting to a point 
whereby this 
will be more 
trackable, and 
people will be 
more able to 
make investment 
decisions on this 
basis. I’d also add 
that we’re talking 
about equity 

factors here, but these things can be 
applied elsewhere, in �xed income and in 
other places. 

Cole: �e challenge the trustees have 
is knowing exactly where they are in the 
cycle because they usually meet just four 
times a year (more o�en of course if they 
have investment committees, so it does 
depend on the size of the scheme). �e 
challenge then for the people selling to 
and advising the trustees is identifying 
where the scheme should be in 6-12 
months’ time and whether, on that basis, 
now would be good time to enter into a 
momentum factor or whatever it may be. 

Also, as trustees, we’re investing 
for the long term, but that long term 
seems to be getting shorter because �e 
Pensions Regulator is looking for fuller 
funding in a shorter period of time. 

As a trustee, I’m tending to look �ve 
years out rather than 10-15 years out, 
and therefore market timing is becoming 
more important. But unfortunately, as 
a trustee, we tend to be very slow. So, 
market timing is important, but our 
decision-making process is slow. 

Education
Chair: Is it challenging to get those 
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schemes that are not currently in factor 
investing to make that breakthrough into 
factor investing? 

Vial: �e reality is that they are 
already in factor investing, but they just 
don’t know how much or of what.   

So that’s the �rst step – helping them 
understand that they have exposure to 
certain factors already and helping them 
see what they have and how much. �en 
you can move on and discuss whether 
what they have is appropriate, whether it’s 
diversi�ed enough or not and so on. 

Van Boven: �ere’s an educational 
process that is needed here. You have 
to start by presenting in a very simple 
way the basics of factor investing; use 
analytical tools to show the behaviours 
of di�erent factors, when you combine 
them what happens and then, o�en 
they come to the conclusion that they 
do not want to time factors, or do not 
want to switch between factors, but that 
a diversi�ed approach is more suitable. 
�en, depending on their stamina or how 
strong the governance is, they can take 
more risk or less risk. 

Cole: You’re 100 per cent right. To 
me, it’s the education process that is key 
because it will take a long time to get 
people on board.

Van Boven: You can also, for 
example, show the di�erence between 
the behaviour of cyclical factors like 
value and momentum, and the defensive 
factors, like low vol and quality and how, 
if you combine them, you can improve  
the relative risk-adjusted performance. 
When you combine cyclical and 
defensive factors in a multi-factor index 
you again get a di�erent risk-return 
pro�le. So, if you show that and talk them 
through, investors will probably come to 
their own conclusion of what is a suitable 
risk-return pro�le. Di�erent investors 
will address di�erent concerns via a 
factor approach and require a speci�c 
factor allocation in line with the desired  
investment plan outcome.

Mills: I’ve advised quite a few clients 
on these types of investments in the 
past, and I don’t think there’s ever been 
a decision made in the �rst meeting. But 
for the schemes that have invested, it’s 
usually a three or four-meeting process 
– it can take up to a year before they’re 
ready to invest. 

Vial: We already have people asking 
us to analyse their portfolios and tell 
them what exposures they have in the 
various factors. I think the industry will 
reach a point where this will be a service 

provided by consultants, 
managers, etc. So, you can start 
with some real numbers and 
talk to your trustees and your 
peers, and explain what there 
is, and move on from there. 

White: Investor education 
is critical – this is active 
management. I �nd it very 
unhealthy when you get 
into a scenario where factor 
investing is considered some 
form of passive approach and 
asset owners are told they can 
relax because it’s replicating a 
benchmark. 

When it comes to investor education, 
quant managers like us tend not to be 
perceived as transparent or as interesting 
as more traditional managers – we don’t 
have entertaining stories about themes 
or companies we’ve visited. What we’ve 
found recently though is that we can 
make use of technology to help investors 
better understand what they’re buying 
when they buy a factor. 

We have built a suite of visualisation 
tools, which we can put into the hands of 
our clients, or into the hands of anyone 
who’s potentially interested in investing 
with us, and they can interactively 
explore the portfolios visually, on a 
screen. �ey can touch it on their iPad!   

Van Boven: I agree. When I go to 
a client meeting, I bring an iPad with 
me to visualise factor investing on our 
analytical tool. If a client is already 
invested and I have their portfolio 
holdings, with this analytical tool they 
can really see what their portfolio 
looks like in terms of factor exposure, 
performance attribution, where the 
return is coming from, whether it is 
really doing what it says on the tin. With 
visualisation, people suddenly perk up, 
and then you can give them access too. 
�at’s one way to really bring it alive. 

Risk
Chair: Most trustees now get 
concentration risk, but do they 
understand the factor risk they’ve got? 

Vial: We do regression analysis 
against commonly accepted factors – 
so we can show how they are exposed 
to certain factors. For example, if 
they are concentrated in BP, that’s the 
growth factor, perhaps. But it would be 
tremendously useful for trustees to have 
a better understanding about the risks 
that are in the portfolio, because typically 
people forget when things go well, and 
when things go badly then there’s a big 
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problem. 
Baird: A holdings-based analysis 

is another option. You get the whole 
portfolio in front of them – so, all the 
portfolio managers they have within the 
portfolio – and you show, for example, if 
they’ve got big tilts to quality, and where 
that’s coming from/which companies, 
and why maybe they should be worried, 
because in a market where quality 
underperforms that’s going to hurt. �at’s 
a nice visualisation for people. People can 
understand it because it’s not the most 
complicated calculation. 

Van Boven: Trustees will hear a 
lot of pitches – everybody telling them 
that they have the best approach. But if 
the factor story’s true, and factors drive 
performance, two portfolios with the 
same factor exposure should have the 
same performance. If the performance 
is di�erent, the factor exposures are 
di�erent. So, a better way to look at the 
di�erence between alternative factor 
indexes is to look at the implementation 
e�ciency of the portfolios – how 
diversi�ed are portfolios to similar factor 
exposures? What’s the turnover? How 
much active share do I need to execute 
the strategy? You’re almost turning the 
question upside down.

You also need to make sure that the 
portfolio is delivering the exposures you 
choose to have exposure to, and it avoids 
o�-target exposures. 

Cole: One of the challenges as a 
trustee is that we tend to buy in to 
di�erent ideas. For example, 10 years ago, 
a lot of trustees bought into DGFs. You 
then come to the problem that some of 
these DGFs become too big and therefore 
don’t perform. 

From a trustee’s perspective, though, 
it’s quite challenging not to follow 
the latest trend. Today, for example, 
everybody’s investing in infrastructure. 
It’s amazing to me how many investment 

managers, all of a sudden, have 
an infrastructure fund. I came 
from an institution that had 
been investing in infrastructure 
for 30-plus years, and you 
cannot tell me that people 
who are starting to invest in 
infrastructure now have the 
wherewithal to know what to do 
when things go wrong. 

So, from my perspective as a 
trustee, where I become sensitive 
is, am I just following a trend? 

White: My response to 
that would be that there’s an 
assumption here that factor 
investing is a generic, singular 
concept. If you come back to the very 
simple notion that factor investing is 
simply a proxy, a mathematical proxy, 
to access fundamentals, then I think 
concerns about it just being a trend that’s 
somehow going to stop working don’t 
stack up. 

�ere are risks to certain approaches 
that could get arbitraged away if you 
had an overly simplistic way of accessing 
value, such as price-to-book 20 years ago. 
It’s probably no longer a good measure of 
value. It has to evolve, it has to adapt, but 
the underlying idea here is to buy good 
fundamentals, and that is something that 
will remain robust. It’s robust today, and 
it will be robust into the future. 

ESG
Chair: Where does ESG sit in factor 
investing?

White: �e ideas behind ESG are 
actually very long term – we would 
see them as economic in nature, just 
like earnings, just like a balance sheet. 
�inking about E, S, and G, and all of the 
granular components that go underneath 
them can be analysed alongside 
traditional fundamentals. �erefore, 
you’ve got to consider them when you 

build a portfolio, but perhaps the slight 
di�erence with some of them are, they’re 
quite long horizon, and that is a good 
thing. To have a long horizon discipline 
built in alongside other ideas is a healthy 
way to invest.

Chair: Is ESG a factor?
Van Boven: It’s too early to call it 

a factor because we don’t have a lot of 
historical data to evaluate.

At the moment, we are seeing that 
clients are looking to engage with 
companies that fall below the desired 
ESG score. So, by having a sustainable 
investment overlay, you can identify 
companies  to work with and try and 
in�uence their governance. In addition, 
an ESG score or overlay allows you to 
identify those companies that are better 
prepared for the transition to a low 
carbon economy, companies you may 
want to tilt towards. We are seeing less 
clients ‘divest’ as complete divestment 
can lead to concentration and negatively 
a�ect portfolio dynamics. �at said, 
some clients do choose to divest as 
by divesting, you’re out of the picture 
especially if judgement is more values 
based.

Cole: For me, if we separate out 
the E, S and the G, clearly both social 

87-95_Factor-invest-roundtable.indd   8 05/09/2019   10:00:26



factor investing roundtable

Factor investing roundtable

In association with 

94   September 2019 www.pensionsage.com

responsibility and good governance are 
part of the UK code of conduct. All the 
large �rms must be responsible for each 
one, and there are clear rules that are set 
up around that.  

�e interesting one is the 
environmental component, which is 
more challenging. As a trustee, we maybe 
all want things to be better with the 
environment and everything else, but if 
you are a trustee for a scheme that is, for 
example, the Coal Board, you will have a 
very di�erent view on ESG than if you’re 
a trustee for an underlying sponsor that is 
dealing in wind farms or solar panels or 
whatever else. 

White: Is ESG a factor? My response 
to that is, it’s certainly fundamental, and 
therefore it’s a potential source of future 
return and risk mitigation. So, with 
my catchphrase that factor investing is 
fundamental, it’s very well suited to a 
factor-based approach. 

Also, we don’t draw a distinction 
anymore between an ESG strategy and 
a non-ESG strategy. �at’s the past. We 
just think of ESG information as bits of 
fundamental data that we have to pay 
attention to and consider when we build 
portfolios. ESG information is integrated 
into all Rosenberg Equities’ strategies.

We are also taking ESG 
integration a step further by 
upstreaming ESG information 
right into the heart of the 
models that we use to build 
factors. I’ll give you an example. 
We have a quality model that, 
for many years, was based on 
the things you’d expect to go 
into a quality factor – balance 
sheet strength, cash on the 
balance sheet, earnings stability, 
all those things. 

Something we introduced 
into that model recently was 
diversity of the boardroom. 

When you build a diversi�ed factor-
based approach you need breadth of 
data, and this met that criteria. Our 
research found that there was a strong 
link between diverse boardrooms from 
a gender perspective, and the capacity 
for companies to deliver and protect 
high pro�ts into the future. So, it’s a very 
fundamental idea. You can upstream that 
and put it alongside balance sheet and 
earnings data. 

So, that’s bringing these ideas right 
into the heart of these factors and is 
something we are embracing. 

Baird: I think ESG comes under 
other factor umbrellas. For example, 
governance could be regarded as a quality 
factor. So, it can be another lens through 
which to look at quality, essentially. 

�e key thing with ESG that we’re 
thinking about when it comes to factor 
investing is, we think it’s easier done 
by a more traditional fundamental 
manager, who more qualitatively assess 
ESG characteristics and are more able 
to engage. It’s more di�cult for quants 
because the data’s a bit spotty, and not 
everybody agrees with each other about 
how you de�ne these things. 

It is of course on a lot of quant 
research agendas. �ere’s a lot of 

interesting work being done by quants 
and there’s a huge business push by 
them. But we’re spending a lot of time 
with them, and making sure that when 
ESG factors are incorporated they’ve 
gone through the same robust tests as a 
more traditional factor, because there is 
de�nitely some greenwashing going on in 
certain areas of the market.

Van Boven: We don’t incorporate 
the data in the factors, because every 
client has di�erent demands in terms of 
how they want to address ESG, or how 
much carbon reduction they want to 
achieve, for example. I like the idea of 
incorporating it in factors, but with the 
clients we’ve worked with so far, they 
really have very individual needs. 

Vial: We don’t see ESG as a factor. 
First of all, we have a statistical de�nition 
of factors so we need to have a lot of 
data and do regressions to see whether 
it’s present in the past. So, number one, 
there’s not an awful lot of data. Number 
two, governance is pretty much like 
quality – a good quality factor would 
encapsulate governance. Interestingly 
enough, it perhaps brings new data 
and new ways to look at quality, which 
is good. We published an academic 
paper that states that G as governance, 
part of quality, would be a factor in the 
sense that there’s a little bit of data, and 
it has a positive outcome in terms of 
performance. But with the E and the S, 
it’s very unclear as to whether there’s any 
money to be made, at least when looking 
historically. 

So, because we’re very conservative, 
and because our de�nition of factors is 
persistence, but over decades, we’re a little 
bit sceptical about calling it a factor as 
it is, and we think it probably is already 
within the existing factors. 

White: Factor investing’s broad by 
de�nition – it’s typically a large number 
of securities. It’s not a concentrated 
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approach. It’s a diverse approach. You 
need to spread your bets. You want to 
reduce stock-speci�c risk. You want to 
access factors. So, with respect to, say, 
carbon for example, one can form a view, 
and we have formed a view, that it’s the 
right thing to do to reduce exposure to 
carbon. We think that would be a long-
term bene�t to investors as the planet 
moves on a transition to low carbon 
and away from high carbon-intensive 
industries. �at is a forward-looking 
statement, and I think as an asset 
manager one should make those types of 
statements. 

But at the same time we could also, 
because of the diverse nature of factors, 
look at our capacity to build a factor-
based portfolio with and without these 
high-carbon companies, and actually it 
doesn’t really impact it. You can still build 
a really good factor portfolio and not 
invest in the most high-carbon utilities 
out there. 

Say you’ve got two utility companies, 
A and B. �ey’ve both got the same factor 
footprint which at face value is attractive. 
However, company A is a high-carbon, 
coal-intense company, and the other one, 
company B, has a low-carbon footprint 
and is expanding its use of renewables.  
We would not invest in company A but 
we would increase our allocation to 
company B. Overall the portfolio gets the 
same factor exposure, and we also get to 
embed our long-term view that lowering 
carbon intensity makes sense.

Concluding thoughts 
Chair: Following today’s discussion, what 
key message would you like to make 
about factor investing?

Cole: I think factor investing is a 
great idea and there’s clear value in it, 
but the most important thing is for the 
advisory side and for the fund managers 
to continue to educate trustees, because 

I believe people will buy into it. �ere’s 
merit in factor investing, but the 
knowledge base is relatively limited. 

Some trustees are aware of it, some 
are investing in it, but the industry needs 
to help trustees along the journey. 

In response to the suggestion that 
we analyse portfolios to understand the 
factors that we’re already invested in, that 
absolutely needs to happen. But it’s the 
education that is key. It’s making sure that 
the journey is as easy as possible. Trustees 
are going through a change in the way 
that we have to look at the assets under 
management and what we’re trying to 
achieve out of those assets, so we need to 
make sure their journey plan is clearer 
and more obvious, especially as many 
schemes are beginning to de-risk, and 
changing the journey that they’re on. So, 
education is fundamentally important. 

Baird: It is important also that we’re 
not trying to be too clever with these 
factors and trying to time them. One 
thing we would suggest is, when you 
allocate into this space you want to 
have a diversi�ed, blended approach 
to these. It’s very di�cult to accurately 
tilt towards value or momentum or 
whatever’s going to work over the next 
�ve to 10 years. So, the key thing is, if 
you believe in these things, 
and you believe they work, 
a diversi�ed approach is 
the most sensible way of 
implementing. 

Mills: I agree 
that there’s value in 
these factors and that 
diversi�cation is key.  
�ere are lots of di�erent 
ways to access them, but 
the key point is that there 
are sound reasons why 
they should work, but they 
won’t all work all the time.  
So building a diversi�ed 

approach is key.
White: With factor-based investing, 

we should always be conscious that we 
can learn from the past, but we’ve got to 
treat investing with great humility and 
recognise any sort of future volatility is 
not going to be an exact replication of 
the past. We should therefore be humble 
about how we invest. We also need to 
innovate, and continue to think about 
how we can build the best possible ideas 
that are going to be robust into the 
future. �at means thinking about new 
data like ESG, thinking about analytical 
techniques like machine learning, 
how we can build that into these ideas 
to embrace change and to embrace 
innovation, because we can’t rely on 
exactly what we’ve done in the past. 

Van Boven: I agree. Where we see 
an interest is to go beyond equities and 
to look at multi-asset factor investing. 
�ere’s quite a bit of demand to expand 
beyond equities. 

Vial: Yes – these concepts are moving 
towards �xed income, FX, and so on. 
It’s only an investment framework, and 
I also agree with the knowledge gap that 
needs to be �lled between investors and 
managers. It’s a long road, but we’ll get 
there. 

87-95_Factor-invest-roundtable.indd   10 05/09/2019   10:05:07


