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		Abstract

		We investigate the possible sources of the recent underperformance of multi-factor equity strategies reported by many equity quant managers. We considered the value, quality, low risk and momentum factor styles in mid to large-capitalisation World, USA and European stock universes. When looking at the historical performance of the factors and multi-factor combinations, we find that this is not the first time factor strategies have experienced a period of poor performance. The tech bubble of the late 90s and the great financial crisis of 2008 were other difficult periods for some of the factors and multi-factor combinations. What is different this time around is that poor performance can be mainly attributed to the underperformance of value factors. We also find that long-only portfolios, which tend to be exposed to smaller-capitalisation stocks in their construction, have suffered additionally from that exposure. Not only did the size factor fail to generate a premium in mid to large-capitalisation universes in the long term, but also the recent underperformance of smaller-capitalisation stocks and the consequent increase in the concentration of benchmarks was an additional source of difficulty in long-only benchmarked portfolios. Finally, we discuss the impact of a number of choices available to managers of factor strategies and show that the neutralisation of sectors, neutralisation of beta, control of tracking error and diversification of factors in styles play an important role in improving the performance of equity factor strategies. 
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