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Today’s Speaker

Scott Bennett 

Head of Quantitative Research & Client Solutions, Australia and New Zealand 

Scott Bennett is head of quantitative research and client solutions, Australasia where he is 

responsible for working with institutional clients across Australian and global equity markets.

Scott has more than 18 years of investment experience. Prior to joining Northern Trust Asset 

Management, Scott led the global quantitative research effort at Russell Investments, where he was 

responsible for $40 billion of systematic strategies. Scott began his career managing Australian 

equity portfolios that included after-tax, smart beta and multi-manager strategies. 

Scott has undertaken research on various topics including ESG, equity factors, trading costs, 

quantitative risk management and performance evaluation, which have been published in several 

academic journals. In 2010 won the JASSA prize for best paper for his work on Active Share across 

Australian equity managers.

Scott earned his bachelor’s degree in business (economics and finance) with distinction from RMIT 

University and a master’s in finance (applied finance) from the University of New South Wales 

(UNSW). 
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Key Drivers of Returns 
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Factors have been the primary source of excess returns

Carhart, Mark M. "On persistence in mutual fund performance." The Journal of finance 52.1 (1997): 57-82.

Grinblatt, Mark, et al. "Style and Skill: Hedge Funds, Mutual Funds, and Momentum." Mutual Funds, and Momentum (January 6, 2016) (2016).

Type # Funds

Time 

Period

Common Style 

Factor Exposure

Skill  

“Stock Picking”

Monthly 

Excess Return

Carhart (1997)
Time 

Series
1,892

1962 –

1993 0.55% + -0.13% = 0.41%

Grinblatt et. al. (2016)
Time 

Series
589

1998 –

2012 0.23% + 0.01% = 0.24%

Grinblatt et. al. (2016)
Cross 

Sectional
589

1998 –

2012 0.33% + -0.03% = 0.30%

Factors Driving 

Excess Returns
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Factors and Their Risk Premiums

Past performance is no guarantee of future results. Index performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest 
directly in any index. Factor returns are defined as the market capitalization weighted top or bottom 20% of the MSCI World Index. Ranking is based on exposure to factor as defined 
by Barra (Value, Momentum, Volatility, Dividend Yield, Size) and Northern Trust Quality Score.

Source: Northern Trust Quantitative Research, Data as of 12/31/2018
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Factors and Their Risk Premiums

Past performance is no guarantee of future results. Index performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest 
directly in any index. Factor returns are defined as the market capitalization weighted top or bottom 20% of the MSCI World Index. Ranking is based on exposure to factor as defined 
by Barra (Value, Momentum, Volatility, Dividend Yield, Size) and Northern Trust Quality Score.

Source: Northern Trust Quantitative Research, Data as of 12/31/2018
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The cyclicality of factors

Source: Northern Trust Quantitative Research, Compustat, Barra. Data as of December 31, 2018

Factor returns are defined as the equally weighted top or bottom 20% of the Russell 3000 Index. Ranking is based on exposure to factor as defined by Barra (Value, Momentum, Volatility, 
Dividend Yield, Size) and Northern Trust Quality Score. Factors are winsorized to remove extreme 5% of outliers. Simulated past performance and actual past performance is no 
guarantee of future results. Index performances returns do not reflect any management fees, transaction costs of expenses. It is not possible to invest directly in any index. 

Calendar Year Returns – Last 15 Years
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Academic vs. practical factor definitions

Academic Factor Definitions Practical Factor Definitions

Intent a) Challenge status quo asset pricing models 

(e.g., Fama French 1992)

b) Prove the existence of a factor anomaly (e.g., 

Basu 1977)

Extract factor premia in the best possible 

manner

Approach Typically single-signal models with no 

sector/region differentiation

• Value = P/B  (Fama French 1992)

• Quality = Gross Profitability  (Novy Marx 2013)

• Momentum = 12m – 1m (Jegadesh Titman 1993)

• Low Volatility = Low beta (Frazzini 2014)

Multi-dimensional, sector/region specific –

where appropriate

Decay 

Considerations

Usually None Signal decay must be managed to coincide 

with trading frequency, turnover and tracking 

error targets

Risk

Considerations

Usually None Must be risk efficient, sector/region neutral

Liquidity 

Considerations

Usually None Stocks with greater liquidity/narrower spreads 

are preferred

Stability 

Considerations

Usually None Factor exposures must be managed for 

stability and consistency
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THE QUESTION OF 
EFFICIENCY
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Capturing “Pure” Factor exposure

Uncompensated Risks

Commonly Found in Factor-Based Strategies

Stock Specific 

Risks¹

Sector and 

Region Industry 

Biases²

Factor-based equity strategies target to generate excess 

return through exposure to compensated risk factors 

Unintended Factor 

Exposure

(Take Compensated Risks)

Active Risk from Intended Factor Exposures

Total Active Risk

(Minimise Risk from 

Uncompensated Risks)

FER  =

Factor Efficiency Ratio (FER)

Pure factor exposure can reduce the effects of  uncompensated risks. In order to minimise

uncompensated risks, factor based strategies need to maintain a “pure” exposure to only 

the targeted factor.

High FER = Pure Factor Exposure

¹Carhart (1997)

²Jacobsen, et. al. (2010)
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Factor efficiency ratio: Low Volatility Strategies

While it is not possible to achieve a perfect FER ratio (1.00), the below example illustrates 

how disparate and low the true factor exposure is across different strategies.
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Source: Northern Trust Quantitative Research. Data as of December 31, 2018.

Active Risk from Intended Factors

Total Active Risk
FER =
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Removing Unpriced Risks Has Helped Risk-Adjusted Returns

0.41 0.42

0.31

0.53 0.54

0.37

Value Investment (Quality)* Size

SHARPE RATIOS OF FACTOR PORTFOLIOS – U.S. EQUITIES (JULY 1963 TO JUNE 2018)

increase

27%
increase

29%

increase

20%

Past performance is no guarantee of future results. Index performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest 
directly in any index. 

*Investment refers to change in assets over the fiscal year. The Investment factor has a strong correlation to Quality, as Conservative Investment is a signal of greater Management 
Efficiency. Source: Daniel, Kent D. and Mota, Lira and Rottke, Simon and Santos, Tano, The Cross-Section of Risk and Return (October 31, 2018). Derived from Table 6.  Data is from July 
1963 to June 2018. Note:  The portfolios represented above are derived from the Fama-French model. Value refers to HML (High Minus Low), the average return on two value portfolios 
minus the average return on two growth portfolios. Investment refers to CMA (Conservative Minus Aggressive), the average return on two conservative investment portfolios minus the 
average return on two aggressive investment portfolios. Size refers to SMB (Small Minus Big), the average return on nine small stock portfolios minus the average return on nine big stock 
portfolios. Past performance is no guarantee of future results. See Kenneth French Data Library for details. 

◼ Standard Factors      ◼ Sector-Neutral Factors
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TOP DOWN OR BOTTOM 
UP?
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Multi-Factor Portfolios: Thoughtful Design is Imperative

Quality

Value

Low 

Volatility

Quality 

Sleeve

Value 

Sleeve

Low Volatility

Sleeve

Desired 

Factors

Implementation 

Vehicles

Quality

Value

Low Volatility

Quality &

Value & 

Low Volatility 

Portfolio

Desired 

Factors
Implementation 

Vehicle

“Top Down” or “Sleeved”

“Bottom Up” or “Intersection”

Invest at the intersection of all targeted 

factors within single portfolio 
Gain exposure to each factor individually 

through 3 separate portfolios
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Approach to Factor Targeting Matters

For illustrative purposes only. NT Quantitative Research, Barra. Past performance is no guarantee of future results. Index performance returns do not reflect any management 

fees, transaction costs or expenses. It is not possible to invest directly in any index. 

Sleeve 2: 

High Value

Sleeve 3: 

Low Volatility

Sleeve 1:

Quality

Top Down Index Provider 1 Approach

-0.80

-0.60

-0.40

-0.20

0.00

0.20

0.40

Quality Value Low Volatility Momentum Dividend Yield Size

Resulting Factor Exposure

Low Volatility dominates – minimal quality and 

value exposure

Result

Sleeve 4: 

Positive 

Momentum

Sleeve 5: 

Low 

Investment

Sleeve 6: 

High 

Profitability

Sleeve 3: 

Low Volatility
Sleeve 2: 

High Value

Sleeve 1:

Small Size

Top Down Index Provider 2 Approach

Small Size dominates – minimal exposure to 

other 5 factors 

Result

◼ Top Down Provider 1 ◼ Top Down Provider 2
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Efficient Outcomes Through Portfolio Construction

For illustrative purposes only. NT Quantitative Research, Barra. Past performance is no guarantee of future results. Index performance returns do not reflect any management 

fees, transaction costs or expenses. It is not possible to invest directly in any index. 
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industry and idiosyncratic biases 

Result Result

◼ Top Down   ◼ Bottom Up
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TOP DOWN OR BOTTOM 
UP?
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ESG can complement a multi-factor portfolio

• ESG factors highlight genuine risks that are not adequately captured 

in traditional risk models.

• ESG is related to other factors, but not a proxy

• Sector and Region risks can harm ESG performance
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ESG is related to other factors, but not a proxy

Note: This representative portfolio analysis was selected in order to illustrate how factors have been implemented in this unique equal weighting approach that uses passive, 
fundamental active, and factor-based management. Source: Northern Trust Quantitative Research, MSCI, Barra GEMLT, Russell. As of March 31, 2019. Please see important 
information on Hypothetical Returns at the end of this presentation. For illustrative purposes only. Past performance is not indicative of future results. Returns reflect the 
reinvestment of dividends and other earnings and are shown before the deduction of investment management fees. Returns of the indexes also do not typically reflect the deduction 
of investment management fees, trading costs or other expenses. It is not possible to invest directly in an index. Indexes are the property of their respective owners, all rights 
reserved. The case study presented is intended to illustrate products and services available at Northern Trust. They do not necessarily represent experiences of other clients nor do 
they indicate future performance. Individual results may vary.
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relative premium to the 
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ESG is related to other factors, but not a proxy

Source: Northern Trust Quantitative Research, MSCI, FactSet. Returns represent annualised average returns of equally weighted portfolios formed as follows. High and Low ESG 
represent the top and bottom two quintiles of companies based on their Industry Adjusted ESG Scores, respectively. High and Low Quality represent the top and bottom two quintiles 
of Northern Trust’s Quality score, respectively Returns are gross of dividend withholding tax.  Returns include backtested performance.

Sources: Northern Trust, MSCI. Represents Spearman Rank Correlations of Industry Adjusted ESG scores and Northern Trust’s Quality score. From January 2007 – March 2019.
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Sector and Region risks may harm ESG performance

Source: Northern Trust Quantitative Research, MSCI, As of March 31, 2019 from 01/31/2007 – 03/31/2019. Performance reflects the performance of the top quintile of ESG minus 
the MSCI World benchmark equal weighted. Please see important information on Hypothetical Returns at the end of this presentation. For illustrative purposes only. Past 
performance is not indicative of future results. Returns reflect the reinvestment of dividends and other earnings and are shown before the deduction of investment management 
fees. Returns of the indexes also do not typically reflect the deduction of investment management fees, trading costs or other expenses. It is not possible to invest directly in an index. 
Indexes are the property of their respective owners, all rights reserved.
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USING FACTORS IN THE 
CURRENT 
ENVIRONMENT
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Return Forecasts

Source: Northern Trust as of 31/12/2018. Pre-tax strategic, growth and income accredited investor portfolio model. All figures in percentage terms. 

Forward-looking statements could differ from actual results. For illustrative purposes only. CMA model expected returns do not show actual performance.

FIVE-YEAR ASSET CLASS TOTAL RETURN FORECASTS (%)

MODEL FIXED INCOME EQUITIES REAL ASSETS
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Contraction, Recovery & Growth: How Factors Performed

FACTOR PREMIUMS ACROSS BUSINESS CYCLES*

Past performance is no guarantee of future results. Index performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to 
invest directly in any index.

Source:  For illustrative purposes only. NTAM Quantitative Research, Bloomberg.  Data as of 12/31/2018. Note: Russell 1000 Index data is shown. Factor returns are excess returns 
of the top factor quintile of the Russell 1000. Geometric averages used for entire period column. For regime analysis, annual averages are displayed. 

ENTIRE PERIOD

(1978-2018)
CONTRACTION RECOVERY EXPANSION SLOWDOWN

Size 1.40% 1.55% 15.04% 4.29% -2.06%

Value 3.22% 6.14% 6.50% 2.38% 1.32%

Momentum 2.24% -2.45% -5.39% 3.32% 4.72%

Low Volatility 1.10% 7.84% -4.97% -5.79% 2.90%

Dividend Yield 1.35% 4.66% 1.55% -2.19% 1.50%

Quality 3.77% 6.63% 5.19% 1.83% 2.67%

Number of 

Observations
480 80 49 156 195

*Green cells are highlighted for emphasis



26northerntrust.com  |  © 2019 Northern Trust

0

2

4

6

8

10

12

14

16

18

20

J
a
n
-0

0

J
u
n
-0

0

N
o

v
-0

0

A
p
r-

0
1

S
e
p
-0

1

F
e
b

-0
2

J
u
l-
0

2

D
e

c
-0

2

M
a

y
-0

3

O
c
t-

0
3

M
a

r-
0

4

A
u
g
-0

4

J
a
n
-0

5

J
u
n
-0

5

N
o

v
-0

5

A
p
r-

0
6

S
e
p
-0

6

F
e
b

-0
7

J
u
l-
0

7

D
e

c
-0

7

M
a

y
-0

8

O
c
t-

0
8

M
a

r-
0

9

A
u
g
-0

9

J
a
n
-1

0

J
u
n
-1

0

N
o

v
-1

0

A
p
r-

1
1

S
e
p
-1

1

F
e
b

-1
2

J
u
l-
1

2

D
e

c
-1

2

M
a

y
-1

3

O
c
t-

1
3

M
a

r-
1

4

A
u
g
-1

4

J
a
n
-1

5

J
u
n
-1

5

N
o

v
-1

5

A
p
r-

1
6

S
e
p
-1

6

F
e

b
-1

7

J
u
l-
1

7

D
e

c
-1

7

M
a

y
-1

8

O
c
t-

1
8

D
a

il
y
 P

o
in

t 
In

c
re

a
s

e
 i
n

 t
h

e
 V

IX
Volatility Spikes Are Becoming More Frequent

¹Volatility increases are represented by any increase in the VIX daily, as of December 31, 2018.

2Volatility shocks any increase in the VIX daily great than five points.

Source:  Northern Trust Asset Management, Bloomberg. Past performance is no guarantee of future results. Index performance returns 

do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in any index

VOLATILITY INCREASES1 OVER TIME

5 Volatility Shocks² 48 Volatility Shocks²

China Slow Down & 

Oil Price Drop

BREXIT

Announcement

Global Slow Down & 

U.S. Debt Downgraded

Euro Debt 

Crisis

Global Financial 

Crisis

February 

Correction

October 

Pullback

September 

11 Attacks

Stock Market 

Downturn of 

2002
February 2007 

Correction



27northerntrust.com  |  © 2019 Northern Trust

QUESTIONS ?
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Contact Us

Scott Bennett

Head of Quantitative Research & Client Solutions, 

Australia and New Zealand

Northern Trust Asset Management

Email: SB729@ntrs.com

Phone: +61 3 9947 9375 

Jean-Paul Hobeika

Head of Sales 

Middle East 

Northern Trust Asset Management

Email: JH332@ntrs.com

Phone: +971 505 566 384

mailto:SB729@ntrs.com
mailto:JH332@ntrs.com
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IMPORTANT INFORMATION

The information contained herein is intended for use with current or prospective clients of Northern Trust Investments, Inc., Northern Trust Global Investments Limited 

and Northern Trust Fund Managers (Ireland) Limited. For EU, this material is directed to eligible counterparties and professional clients only and should not be relied 

upon by retail investors. For Asia-Pacific markets, it is directed to expert, institutional, professional and wholesale clients or investors only and should not be relied upon 

by retail clients or investors.The information is not intended for distribution or use by any person in any jurisdiction where such distribution would be contrary to local 

law or regulation. Northern Trust and its affiliates may have positions in and may effect transactions in the markets, contracts and related investments different than 

described in this information. This information is obtained from sources believed to be reliable, and its accuracy and completeness are not guaranteed. Information does 

not constitute a recommendation of any investment strategy, is not intended as investment advice and does not take into account all the circumstances of each investor. 

Opinions and forecasts discussed are those of the author, do not necessarily reflect the views of Northern Trust and are subject to change without notice. 

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or recommendation with respect 

to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not rely upon this information as a substitute for 

obtaining specific legal or tax advice from their own professional legal or tax advisors. References to specific securities and their issuers are for illustrative purposes 

only and are not intended and should not be interpreted as recommendations to purchase or sell such securities. Indices and trademarks are the property of their 

respective owners. Information is subject to change based on market or other conditions.

All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks including market risks, strategy risks, adviser risk and 

risks with respect to its investment in other structures. There can be no assurance that any portfolio investment objectives will be achieved, or that any investment will 

achieve profits or avoid incurring substantial losses. No investment strategy or risk management technique can guarantee returns or eliminate risk in any market 

environment. Risk controls and models do not promise any level of performance or guarantee against loss of principal. Any discussion of risk management is intended 

to describe Northern Trust’s efforts to monitor and manage risk but does not imply low risk. 

Simulated past performance and actual past performance is no guarantee of future results. Performance returns and the principal value of an investment will fluctuate. 

Performance returns contained herein are subject to revision by Northern Trust. Comparative indices shown are provided as an indication of the performance of a 

particular segment of the capital markets and/or alternative strategies in general. Index performance returns do not reflect any advisory fees, transaction costs or 

expenses. It is not possible to invest directly in any index. Performance returns are reduced by investment management fees and other expenses relating to the 

management of the account. Performance returns contained herein include reinvestment of dividends and other earnings, transaction costs, and all fees and expenses 

other than investment management fees, unless indicated otherwise. Gross performance returns do not reflect the deduction of investment advisory fees and returns will 

therefore be reduced by these and any other expenses occurred in the management of the account. For additional information on fees, please refer to Part 2a of the Form 

ADV or consult a Northern Trust representative.
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Forward-looking statements and assumptions are Northern Trust’s current estimates or expectations of future events or future results based upon proprietary research 

and should not be construed as an estimate or promise of results that a portfolio may achieve. Actual results could differ materially from the results indicated by this 

information. 

If presented, hypothetical portfolio information provided does not represent results of an actual investment portfolio but reflects representative historical performance of 

the strategies, funds or accounts listed herein, which were selected with the benefit of hindsight. Hypothetical performance results do not reflect actual trading. No 

representation is being made that any portfolio will achieve a performance record similar to that shown. A hypothetical investment does not necessarily take into 

account the fees, risks, economic or market factors/conditions an investor might experience in actual trading. Hypothetical results may have under- or over-

compensation for the impact, if any, of certain market factors such as lack of liquidity, economic or market factors/conditions. The investment returns of other clients 

may differ materially from the portfolio portrayed. There are numerous other factors related to the markets in general or to the implementation of any specific program 

that cannot be fully accounted for in the preparation of hypothetical performance results. The information is confidential and may not be duplicated in any form or 

disseminated without the prior consent of Northern Trust.

This information is intended for purposes of Northern Trust marketing of itself as a provider of the products and services described herein and not to provide any 

investment recommendations or advice within the meaning of the Department of Labor’s Final Fiduciary Rule (29 CFR §2510.3-21). Northern Trust is not undertaking to 

provide impartial investment advice or give advice in a fiduciary capacity to the recipient of these materials. To the extent that the recipient of these materials has 

authority to act on behalf of a benefit plan that is subject to Title I of the Employee Retirement Income Security Act of 1974, as amended (“ERISA”), Northern Trust 

provides information with the understanding that the recipient: (1) is a fiduciary under ERISA with respect to any plan transaction(s) contemplated herein and is 

responsible for exercising independent judgment in evaluating any such transaction(s); (2) is independent of Northern Trust; (3) is a bank or similarly regulated financial 

institution, insurance carrier, registered investment adviser, registered broker-dealer, or a plan fiduciary that holds, or has under management or control, total assets of 

at least $50 million; (4) is capable of evaluating investment risks independently, both in general and with regard to particular transactions and investment strategies. 

Please advise Northern Trust immediately if any of the foregoing understandings is incorrect. Further, Northern Trust and its affiliates receive fees and other 

compensation in connection with the products and services described herein as well as for custody, fund administration, transfer agent, investment operations 

outsourcing and other services rendered to various proprietary and third party investment products and firms that may be the subject of or become associated with the 

services described herein. 

Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A. Incorporated with limited liability in the U.S. Products and services provided by subsidiaries of 

Northern Trust Corporation may vary in different markets and are offered in accordance with local regulation. 

IMPORTANT INFORMATION
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Northern Trust Asset Management is composed of Northern Trust Investments, Inc., Northern Trust Global Investments Limited, Northern Trust Fund Managers (Ireland) 

Limited, Northern Trust Global Investments Japan, K.K., NT Global Advisors, Inc., 50 South Capital Advisors, LLC, and personnel of The Northern Trust Company of Hong 

Kong Limited and The Northern Trust Company. 

Pursuant to Class Order/transitional relief granted by the Australian Securities and Investments Commission (ASIC), Northern Trust Global Investments Limited 

(“NTGIL”) is exempt from the requirement to hold an Australian Financial Services Licence (“AFSL”) under the Corporations Act. NTGIL is authorised and regulated by 

the FCA under UK laws, which differ from Australian laws. Similarly, The Northern Trust Company of Hong Kong Limited (“TNTCHK”) is exempt from the requirement to 

hold an AFSL under the Corporations Act. TNTCHK is authorized and regulated by the SFC under Hong Kong laws, which differ from Australian laws. For investors in 

Australia, this material is directed to and should only be accessed by wholesale and professional investors within the meaning of the Corporations Act 2001 (Cth) and is 

not intended for retail clients. For investors in New Zealand, this material is directed to and should only be accessed by registered financial service providers and is not 

intended for retail clients. 

The Northern Trust Company ABN 62 126 279 918 holds AFSL No. 314970.

Northern Trust Securities LLP is registered as a foreign company in Australia (ARBN 165 830 937) under the Corporations Act 2001. Northern Trust Securities LLP is 

relying on the Australian Securities and Investment Commission (ASIC) Corporations (Repeal and Transitional) Instrument 2016/396 (Relief Instrument) exemption for UK 

Financial Conduct Authority (FCA) regulated firms which exempts it from the requirement to hold an Australian financial services license under the Corporations Act 

2001. To ensure compliance with the Relief Instrument, Northern Trust Securities LLP does not deal with, or for any clients who are not a “wholesale client” within the 

meaning by section 761G of the Corporations Act. Northern Trust Securities LLP is authorised and regulated by the Financial Conduct Authority (‘FCA’) under the laws 

and regulatory requirements of the United Kingdom which are different to Australia. Consequently any offer or other documentation that you receive from us in the 

course of us providing financial services to you will be prepared in accordance with those laws and regulatory requirements. The UK regulatory requirements refer to 

legislation, rules enacted pursuant to the legislation and any other relevant policies or documents issued by the FCA.

All material has been obtained from sources believed to be reliable, but its accuracy, completeness and interpretation cannot be guaranteed. This information does not 

constitute investment advice or a recommendation to buy or sell any security and is subject to change without notice. 

For more information, read our legal and regulatory information about individual market offices.

© 2019 Northern Trust Corporation. 
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