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Doctor, Doctor, gimme the news 
I got a bad case of lovin’ you 

No pill’s gonna cure my ill 
I got a bad case of lovin’ you…  

- (FROM “BAD CASE OF LOVING YOU (DOCTOR, DOCTOR),” BY ROBERT 
   PALMER 1979) 

 
 
Regular readers know we are firm advocates of both asset class and risk factor diversification. 
We believe that using both leads to better diversification and, therefore, more consistent 
portfolio performance regardless of the underlying market regime. 
 
So, we believe it appropriate to periodically check in on risk factor performance, as it tends 
to be less well-covered than its more famous asset class cousin.  
 
Let’s dive in. 
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First, let’s look at US large cap risk factor performance over the past two years. 
 

 
Source: Ycharts, 2-year data through July 22, 2024. You cannot invest in an index and past performance is no 
guarantee of future results. 
 
We see that momentum has dominated performance, but we view momentum as a “second 
order” factor because if any other factor is running then momentum is probably running as 
well. In this case those other factors are large cap and growth, specifically the mega-cap tech 
stocks. 
 
We note, however, the consistent strength of the quality factor (dark green line above) – we’ll 
discuss that more later in this posting.  
 
As a reminder, and using the “DuPont Equation,”i quality can be defined as companies with 
stronger balance sheets, earnings, and cash flows, and therefore better able to maintain or 
grow dividends, engage in buybacks, and/or maintain margins during economic or market 
downturns. 
 
We see similar results for US SMID (small and midcap) cap stocks. 
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Source: Ycharts, 2-year data through July 22, 2024. You cannot invest in an index and past performance is no 
guarantee of future results. 
 
The next two charts illustrate the outperformance of larger cap versus smaller cap stocks. 
First up is simply the S&P 500 index vs. the S&P 600 index. 
 
We are strong advocates for small cap stocks over longer time horizons, but “yikes” over the 
past two years. But that tide may have turned over the past month or so as small caps seem 
to be “re-rotating” back upward. 
 
Small cap stocks tend to be more interest rate sensitive, so as market sentiment rotates 
toward Fed rate cuts, perhaps as soon as September, small caps have caught a tailwind.  
 
We’re not so sure about the rate cuts, given this is a presidential election year, so anything 
done before the November election will be viewed (cynically) through a political lens, but 
that is what the market currently is pricing in. 
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Source: Ycharts, 2-year data through July 22, 2024. You cannot invest in an index and past performance is no 
guarantee of future results. 
 
Next is the S&P 500 index vs. the Equal-Weighted S&P 500 index, which illustrates the 
performance difference between larger and smaller caps within the broader large cap asset 
class. This highlights the dominating performance of the mega-cap tech stocks over much of 
the past 2-3 years. 
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Source: Ycharts, 2-year data through July 22, 2024. You cannot invest in an index and past performance is no 
guarantee of future results. 
 
Let’s go back to the quality factor, first within large cap stocks. We use 3-year data to capture 
the relative performance during the dismal calendar year of 2022. 
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Source: Ycharts, 3-year data through July 23, 2024. You cannot invest in an index and past performance is no 
guarantee of future results. 
 
Now we look at SMID cap performances, and we illustrate the outperformance of the quality 
factor in two ways: (1) the performance of the S&P 600 index vs. the Russell 2000 index (the 
S&P 600 index is considered higher quality because it excludes a greater percentage of 
negative earning companies), and (2) the relative performances of the S&P 600 vs. the S&P 
600 Quality indexes. 
 



 

 
® 2024 Certuity, LLC. All rights reserved. Page 7 

 

 
Source: Ycharts, 3-year data through July 23, 2024. You cannot invest in an index and past performance is no 
guarantee of future results. 
 
All the above charts illustrate the cumulative performances of the different factors across the 
defined time horizons. We think it also useful to illustrate how the factors performed through 
time in terms of generating (or not) excess performance relative to a broader cap-weighted 
benchmark. 
 
The following is a busy chart but focus on the black line – quality. You will see it is never the 
best but also neither the worst performing factor – it simply is the most consistent, which 
allows it to outperform cumulatively over time (remember the quote attributed to Albert 
Einstein – “compound interest in the most powerful force in the universe”). 
 
Note as well the consistency of the “factor mix” performance (dark teal line) – which supports 
our argument for risk factor diversification. 
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Source: State Street Global Advisors “SPDR® ETF Chart Pack” and Bloomberg Finance, L.P., as of June 30, 2024. Past 
performance is not a reliable indicator of future performance. Min. Vol = MSCI USA Minimum Volatility Index | Value = 
MSCI USA Enhanced Value Index | Quality = MSCI USA Quality Index | Size = MSCI USA Equal Weighted Index | Dividend 
= MSCI USA High Dividend Yield Index | Momentum = MSCI USA Momentum Index | Factor Mix = MSCI USA Factor Mix 
A-Series Capped Index. Div. Grower = S&P High Yield Dividend Aristocrats Index. The indexes used above were 
compared to the MSCI USA Index. Index returns are unmanaged and do not reflect the deduction of any fees or 
expenses. Index returns reflect all items of income, gain and loss and the reinvestment of dividends and other income 
as applicable. All the index performance results referred to are provided exclusively for comparison purposes only. It 
should not be assumed that they represent the performance of any particular investment. 
 

 
Summary and Interpretation 
 
Let’s conclude by reminding ourselves of why asset class diversification is so important, using 
the well-known asset class “performance quilt”. 
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Source: Bloomberg, FactSet, MSCI, NAREIT, Russell, Standard & Poor’s, J.P. Morgan Asset Management. Large cap: 
S&P 500, Small cap: Russell 2000, EM Equity: MSCI EME, DM Equity: MSCI EAFE, Comdty: Bloomberg Commodity Index, 
High Yield: Bloomberg Global HY Index, Fixed Income: Bloomberg US Aggregate, REITs: NAREIT Equity REIT Index, 
Cash: Bloomberg 1-3m Treasury. The “Asset Allocation” portfolio assumes the following weights: 25% in the S&P 500, 
10% in the Russell 2000, 15% in the MSCI EAFE, 5% in the MSCI EME, 25% in the Bloomberg US Aggregate, 5% in the 
Bloomberg 1-3m Treasury, 5% in the Bloomberg Global High Yield Index, 5% in the Bloomberg Commodity Index and 
5% in the NA REIT Equity REIT Index. Balanced portfolio assumes annual rebalancing. Annualized (Ann.) return and 
volatility (Vol.) represents period from 12/31/2009 to 12/31/2023. Please see disclosure page at end for index 
definitions. All data represent total return for stated period. The “Asset Allocation” portfolio is for illustrative purposes 
only. Past performance is not indicative of future returns. From the JP Morgan “Guide to the Markets” – U.S. Data are 
as of June 30, 2024. 
 
As we saw in the above chart, risk factor performance rotates over time as well, and it is 
difficult to predict which factor will perform best at any given time.  
 
This final (and we think interesting, which is why we frequently find ourselves standing alone 
at cocktail parties) chart illustrates the correlation of different risk factors to the broad equity 
market and to interest rates. While all have a high-ish correlation to the equity market, we see 
we can pick up overall portfolio diversification by diversifying across factors. 
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Source: The Daily Shot, May 3, 2024. You cannot invest in an index and past performance is no guarantee of future 
results. 
 
There may be signs that factor performance has begun to rotate again over the past month 
or so, especially re: small caps (we clearly are not there on value yet but think that day is 
coming) but quality maintains its consistent performance. 
 
This is why we believe that in building portfolios diversified at the risk factor level, quality 
should be the “anchor” or core holding while building satellite factor exposure around it. 
 
We will never apologize for being overweight quality in any portfolio we are asked to build or 
advise upon. 
 
Scott Welch, CIMA® 
Chief Investment Officer 
Certuity 
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Legal Disclaimer 

Certuity, LLC, a Delaware limited liability company (“Certuity”), is an investment adviser registered with the U.S. Securities and 
Exchange Commission (“SEC”). Registration of an investment adviser does not imply any specific level of skill or training and 
does not constitute an endorsement of the firm by the SEC. Certuity® is a registered trademark of Certuity Holdings, LLC.  

This presentation is intended solely for the person to whom it is delivered by Certuity. This presentation is confidential and may 
not be reproduced, in whole or in part, or redistributed to any party in any form, without the prior written consent of Certuity. The 
information enclosed in this presentation is confidential. By accepting it, you agree to treat it as such and any unauthorized use, 
reproduction, distribution or disclosure of this presentation or the information enclosed herein, in whole or in part, without the 
prior written consent of Certuity is strictly prohibited. 

The information contained herein is for informational purposes only to describe certain of our investment strategies and related 
market commentary. The attached should not be construed to provide any specific investment advice to you or to recommend 
the purchase of any securities or other assets described herein, and should not be relied upon for purposes of making any 
investment decision. This presentation does not constitute, and should not be construed to constitute, an offer to sell, or a 
solicitation of any offer to buy, interests in any investment or private investment fund advised and administered by Certuity. 
Investors wishing to pursue any of the investment strategies described herein must obtain and review offering documents and 
other materials describing the investment or investment strategy. In addition, this presentation is not intended to serve as the 
basis for any contract to purchase or sell any security, or other instrument, or to enter into or arrange any type of transaction as 
a consequence of any information contained herein. 

Certain information contained herein has been obtained or derived from unaffiliated third-party sources believed by Certuity to 
be reliable. Neither Certuity nor any of its affiliates or representatives makes any representation or warranty, express or implied, 
as to the accuracy or completeness of the information contained herein and nothing contained herein may be relied upon as an 
indicator or representation as to prior or future performance.  

Some of the materials contained herein may be characterized as “forward-looking statements”, which can be identified by the 
use of forward-looking terminology such as “may”, “will”, “should”, “expect”, “anticipate”, “target”, “project”, “estimate”, “intend”, 
“continue” or “believe” or the negatives thereof or other variations thereon or comparable terminology, and which may include, 
among other things, projections of future performance, estimates, forecasts, scenario analysis, or pro forma information. These 
forward-looking statements reflect Certuity’s views with respect to future events. Actual returns and results could differ 
materially from those in the forward-looking statements as a result of changes in assumptions, market conditions, and other 
factors beyond Certuity’s control. Investors are cautioned not to place undue reliance on such information. No representation or 
warranty, express or implied, is made or can be given with respect to the accuracy, completeness, fairness, reliability or suitability 
of any information included herein. Furthermore, no representation or warranty is made that the information presented, including 
the views expressed, will be realized as a result of implementing the investment strategy and proposed fund structure. 
Additionally, there is no obligation to update, modify or amend this report or to otherwise notify the recipient in the event that 
any matter stated herein changes or subsequently becomes inaccurate. 

Products and/or services offered by Certuity are not deposits or other obligations of Certuity, are not endorsed or guaranteed 
in any way by Certuity or any banking entity, and are not insured by the Federal Deposit Insurance Corporation or any other 
government agency. Certain products and services may have restrictions on their transfer or sale. There can be no assurance 
that actual returns and results will not be materially lower than those presented. Any prior investment results or returns are 
presented for illustrative purposes only and are not indicative of the future returns of the issuers of the securities described 
herein. An investment in any Certuity product or investment service involves a high degree of risk and could result in the loss of 
your entire investment.  

All analyses and projections depicted herein are for illustration only and are not intended to be representations of performance 
or expected results. The results achieved by individual clients will vary and will depend on a number of factors including 
prevailing dividend yields, market liquidity, interest rate levels, market volatilities, and the client's expressed return and risk 
parameters at the time the service is initiated and during the term. Past performance is not a guarantee of future results. 

Stock values fluctuate in response to the activities of individual companies and general market and economic conditions. Bond 
values fluctuate in response to the financial condition of individual issuers, general market and economic conditions, and 
changes in interest rates. In general, when interest rates rise, bond values fall and investors may lose principal value. Certain 
investment strategies tend to increase the total risk of an investment (relative to the broader market). Alternative investments, 
such as commodities, real estate, and short strategies, are speculative and entail a high degree of risk. Foreign investments are 
especially volatile and can rise or fall dramatically due to differences in the political and economic conditions of the host country. 
Certain investment strategies tend to increase the total risk of an investment (relative to the broader market). 

This presentation is not intended to provide legal, accounting or tax advice. Because investment products and services often 
have tax consequences, you should consult your own attorney or tax adviser to fully understand the tax consequences of any 
product or services mentioned in this presentation. You should seek financial advice regarding the appropriateness of investing 
in any securities or investment strategies discussed in this presentation. Information regarding Certuity’s fee schedules are 
described in its Form ADV Part 2A. Any additional information regarding this presentation is available upon request. 

 
i DuPont analysis - Wikipedia 
 

https://en.wikipedia.org/wiki/DuPont_analysis

