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Current level of valuation, 66
and forward change in valuation, 66–67
and forward price change, 70

Current P/E ratios and past realized earnings
growth, 92

Current valuation (P/E ratios) and long-term
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Growth prospects and valuation ratios, 62
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MacBeth, James D., 30
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Malkiel, Burton, 7
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benchmarking
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public indexes and mutual funds, 8–9

Markowitz, Harry, 7
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Mean reversion. See Reversion to the mean
Momentum

active returns, 90, 93
vs. growth, 104
growth investment style as, 114
relative returns, 21
and systematic trending behavior, 84
and value factor portfolios, 96
vs. value as source of active return, 148

Momentum, value, and risk aversion,
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ActiveBeta Framework, 99–100
realizing the payoff to risk, 96–98

Momentum and value:
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diversification across, 131
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components of, 49
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Momentum strategies passive
implementation, 110
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Multiple regression, 51
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Signal specification, 183–184
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Size effect, 12, 13–14
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52
Stability of after-cost active returns, 136
Standard & Poor’s, 5, 16
Stock risk premiums (SRP)

growth-adjusted, 94
implications, 74–76

Stock-specific risk, 62
Style choices, 14
Style indexes, 155

objectives of, 104

Style investing framework, 155
active manager performance analysis,

160–164
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157–159
Style specification, 113

principles of, 105–106
Systematic behavior
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timing of, 82

Systematic predictor of price returns, 76
Systematic sources of active returns, 23
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Thaler, Richard, 91, 92
Thorley, Steven, 184
Three-factor model, 155
Titman, Sheridan, 23, 90
Total return analysis, 135
Total return and risk characteristics, 135,
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Tracking error, 131, 175
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Transparency, 110, 123
Tversky, Amos, 91

United Kingdom, 72, 73, 133, 151
market universe, 54, 124, 141–143, 149,

188
United States, 133, 140

market universe, 31, 72, 86, 124
Univariate regression, 51, 52
Universe coverage, 126–127, 151, 180–182
U.S. large cap, 136–140, 149, 167
U.S. small cap, 140–141

Valuation effects, 13–14
Valuation ratios

and growth prospects, 62
and reversion to the mean, 69
stock-specific risk, 62

Value active returns, 90, 93, 148
Value effect, 23
Value managers, 105, 162, 164
Value mean reverts, 66–70
Value returns decomposition, 76–79
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Value signal, 183
Value stocks, 82

risk of, 91
Value style indexes, 16
Value vs. momentum active return, 148–149
Vanguard 500 Index Investor, 9
Vanguard S&P 500 Index Fund, 8
Vishny, Robert W., 89, 91, 94

Wells Fargo Bank, 8
Westpeak Global Advisors, 179, 187
Wide-scale usability, 107–108, 115–116
Wilshire 5000 Index, 5, 103
Wilshire Associates, 16
World ex-Europe universe, 145
World ex-Japan universe, 145
World ex-North America universe, 145
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