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Factor Investing: Revisiting Market, Size and Value
In a previous Advisor Views article, we introduced the
concept of “Factor Investing.” As you may recall, we believe
that “factors” are sources of investment returns that are
accessible in the capital markets. While factors can be
positive, or negative, we attempt to benefit from those that
historically have been sources of greater returns, or return
“premiums” over time.1* But what are these factors, and
where do they come from?
While many investors have historically believed that
greater returns could only be achieved with the help,
knowledge and skill of professional money managers,
decades of academic research has identified various factors
that appear to exist in the capital markets, and they seem
to assert themselves primarily as the result of investors
assuming certain risks in their portfolios, the consequences
of investor behavior, or both.
But how were different factors discovered, and how might
they be leveraged for the benefit of investors? Typically,
factor premiums have come to light as a by-product of
active portfolio management. While an active manager
may appear to have a recipe that enables him or her to
beat the markets in certain time periods, we believe this
outperformance may actually be the result of exposure to
certain factors that are already present in the marketplace.
In an effort to identify the sources of these potentially
greater returns, the academic community has extensively
analyzed the financial data in order to isolate what
they consider to be true factors from the extraneous
“noise” that may be part and parcel of an actively
managed approach.
As factor investors themselves, Symmetry seeks to build
broadly diversified portfolios that seek to capture the
return opportunity of multiple factors. To be relevant
to their portfolio construction strategy, however, the
factors must be well-established and thoroughly vetted as

plausible by academe, they must be persistent over time,
and perhaps most importantly, Symmetry must be able
to capture and implement these factors through tradable
securities that are liquid and cost efficient.
While numerous factors may exist in the marketplace,
Symmetry offers varying degrees of exposure to several
equity-specific factors including the market risk
premium2*, the small cap3* and value4* premiums, as well
as momentum5* and profitability.6* In this discussion,
we’ll review the equity factors with which most Symmetry
investors are already familiar – market, small and value –
and in the coming months, we’ll explore additional factors
and their role within Symmetry portfolios.
As we mentioned, many of you are already acquainted with
the notion of factor premiums as, for years, Symmetry
has discussed the greater return potential that has
historically been available when assuming the greater
risks of investing in stocks over bonds, value stocks over
growth stocks, and small company stocks over the stocks
of larger corporations. In fact, Symmetry seeks to capture
the return potential of these factors over time by applying
strategic tilts, or overweights, toward these factors within
broadly diversified portfolios.
With respect to the greater return potential of stocks
vs. bonds, history has shown that stocks are a riskier
asset class compared to bonds, and therefore subject to
greater volatility. Logically, in exchange for assuming the
greater risk of loss that comes from owning stocks, equity
investors may be seeking additional compensation in the
form of higher returns, and this exactly what the market
has historically provided. Over the time period 1927 to
2013, equities have delivered an additional 8% per year
on average over the returns of risk-free Treasury Bills;7* an
excess return known as the market premium.
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When comparing value stocks to growth stocks, history
has shown that value stocks – those with a low market
value compared to the aggregate value of the company’s
building, equipment, and similar assets - have provided
greater returns over time, besting growth by almost 4.9%
per year on an annual basis on average.8* Given that value
stocks may be distressed, or out of favor, compared to their
growth counterparts, those in the risk camp would likely
hold that in exchange for the greater risk of owning value
stocks, investors should expect a greater return. From a
behavioral point of view, however, the value premium may be
explained by simple investor preference; investors may tend
to overvalue stronger growth stocks given their prospects for
the future, while undervaluing value stocks.
When considering the small cap premium, there’s little
doubt that the stocks of small companies, such as a startup internet firm, tend to be riskier than the stocks of large,
well-established firms such as Google. While the additional

compensation for owning this riskier asset class has likely
played an integral role in the 3% average annual excess return
that small cap stocks have enjoyed over large9*, there may
be a behavioral component to the outperformance as well.
For example, as a whole, investors may prefer to own large
company stocks over small caps. If so, the prices of large caps
may become inflated relative to small caps over time, thereby
lowering the future return potential in the large cap market.
While the market, value and size factors may be the
most well-known and prominent factors in Symmetry
portfolios, additional equity factors such as momentum and
profitability are similarly present in varying degrees within
their Structured models. Stay tuned as we’ll explore these
additional factors a little more closely when we continue our
discussion of factor investing in the months ahead.
Please contact us if you have questions, or if we can be of
assistance in any way.
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interest rates (including periods of high interest rates), availability of mortgage funds, operating expenses and cost of insurance. Some real estate
investments offer limited liquidity options. Investing in higher-yielding, lower-rated bonds has a greater risk of price fluctuation and loss of principal
income than U.S. government securities, such as U.S. Treasury bonds and bills. Treasuries and government securities are guaranteed by the government for
repayment of principal and interest if held to maturity. Investors should carefully assess the risks associated with an investment in the fund.
	
Advisory services offered through KCPAG Financial Advisors LLC and insurance services offered through KCPAG Insurance Services LLC, subsidiaries of
Kemper Capital Management LLC. Securities offered through Securities America, Inc., member FINRA/SIPC. Securities America is not affiliated with all
entities listed.

