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In our first Australian Equity Performance Update, we look at the performance of key market factors: the various structural drivers of Australian sharemarket. Foresight factor premiums show the 
returns attached to generally accepted, systematic drivers of market returns. Foresight computes long-short factor premiums to isolate the pure effect. Factor premiums can be highly useful in as-
sessing how your portfolio biases are influencing outcomes during periods of volatility or otherwise.
  

1. Monthly factor premiums are an indicator of 
structural drivers of performance in the Aus-
tralian share market   
• Exhibit 1 shows the Foresight monthly factor prmei-

ums. Factor premium insights are particularly valuable 
for putting your ETF or Active fund performance in the 
context of structural drivers of market return. 

• Quality, Asset Growth and Value were the best per-
forming factors in February 2020. On the other hand, 
Market, Size and Momentum factors had the worst re-
turns. 

• For 3 month period, Growth, Quality and Momentum 
were the best performers while Market, Size & Value 
were the worst. 

• Over a longer window of 1 year, Quality, Growth 
(both asset & book) & Momentum have delivered 
strong premiums while Value & Size premiums were 
negative. 

• On the above basis, active funds & ETFs with Quality & 
Growth biases are expected to prove more resilient 
on a 3 month basis. 

 

 

 

Exhibit 1: Quality and Growth outperform in February 2020 
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2. Longer term perspetive 

• Exhibit 2 shows the rankings of factor premiums 
across 1, 5, 10 and 20 year periods.  

• Highest annualised returns over the last year (ending 
29th Feb 2020) was experienced by Profitability, fol-
lowed by Momentum and Asset Growth. Value and 
Size were the worst performing.  

• Over a medium- and long-term period (5, 10 and 20 
years), Momentum was the best performing giving a 
premium of 14.8% p.a. and was the only factor to 
beat the Market (8.9%).  

• Asset Growth was the worst delivering a negative re-
turn of 7.6% over 20 years followed by Size (-2.9%).  

• Size factor premium has been consistently negative in 
the Australian equity market; a rare occurrence glob-
ally. 

• It will be interesting to see how these rankings will 
change with the period of extreme volatility coming 
ahead.  

 

 

 

 

 
 
 

Exhibit 2: Quality (Profitability) and Momentum prove highly rewarding in the long term 
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3. Quality and Growth factors stand out over 

past returns 
• Exhibit 3 shows the annualised returns, annualised 

volatilities and sharpe ratios of the factor premiums 
across 1, 5, 10 and 20 year periods.  

• Profitability was the best performing over the last 1 
year but Momentum was the best performing on a 
longer term basis.  

• Market and Momentum were the two most volatile 
factors over all time periods. Consistently least vola-
tile was Asset Growth followed by Value and Size.  

• Over the past year, Profitability had the highest 
Sharpe Ratio followed by Asset Growth and Momen-
tum.  

• Momentum and Market factors stand out in the long-
er term on a risk-adjusted basis but this might change 
with the period of extreme volatility coming up.  

• Momentum  had the highest Sharpe ratio (risk adjust-
ed return) over 5, 10 and 20 year periods and was 
the only factor to have had consistently higher Sharpe 
ratio than the market across all periods. Asset 
Growth had the worst Sharpe Ratio over longer time 
periods.  

• It remains to be seen if this trend continued in March 
‘20, a period of extreme volatility in risk assets. 

 

 
Exhibit 3: Market and Momentum factors are most volatile whilst Value is the least 
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About Foresight Analytics - Unlocking your investment advantage 
  
Foresight is a data-driven investment research, analytics and consulting firm. As an independent employee owned firm, Foresight does not have any affiliation with 
product manufacturers or distributors.  
  
Using its innovative evidence-based framework, Foresight provides analytical, predictive and market intelligence solutions to leading investment management compa-
nies, superannuation funds and wealth groups. Foresight’s capabilities are underpinned by leading data and technology infrastructure that blends statistical, fundamen-
tal and behavioral insights. 
  
Foresight’s fiduciary solutions include quality and risk-based investment research, global economic and market analyses, forensic validation of manager skill in active 
funds, portfolio risk aggregation and factor-based portfolio construction. 
  
Foresight’s fund strategy solutions include competitive advantage analysis, fund industry intelligence and competitive benchmarking, behavioral alpha analysis, sustain-
ability analytics and integration as well as strategic investment process review and development. 
 
Disclaimer 
The material contained in this document is for general information purposes only. It is not intended as an offer or a solicitation for the purchase and/or sale of any 
security, derivative, index, or financial instrument, nor is it an advice or a recommendation to enter into any transaction. No allowance has been made for transac-
tion costs or management fees, which would reduce investment performance. Actual results may differ from reported performance. Past performance is no guar-
antee for future performance. 
  
Foresight Analytics has been paid a fee for strategic analysis and reporting however Foresight has drawn its conclusions independently and using its proprietary fo-
rensic based-process. Foresight staff involved in the production of this report do not hold any investments or interest in the strategy or the product provider. Fore-
sight is not paid any success fee in association with the strategy. 
  
This material is based on information that is considered to be reliable, but Foresight Analytics makes this information available on an “as is” basis without a duty to 
update, make warranties, express or implied, regarding the accuracy of the information contained herein. The information contained in this material should not be 
acted upon without obtaining advice from a licensed investment professional. Errors may exist in data acquired from third party vendors, and in coding related to 
statistical analyses. 
  
Foresight Analytics disclaims any and all expresses or implied warranties, including, but not limited to, any warranties of merchantability, suitability or fitness for a 
particular purpose or use. This communication reflects our quantitative insights as of the date of this communication and will not necessarily be updated as views or 
information change. All opinions expressed herein are subject to change without notice.  


