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After three negative quarters, 2022 closed with a bang. Equities around the world delivered very strong 

returns in both October and November on the back of relatively good news on the inflation front. Therefore, 

despite a negative December, developed market equities gained 9.8% in Q4, and emerging market equities 

gained 9.7%.

This instalment of the WisdomTree Quarterly Equity Factor Review aims to shed some light on how equity 

factors behaved in this rebound and how this may have impacted investors’ portfolios.

• Overall factors performed strongly for Global and US investors. Only Growth delivered an underper-

formance in Q4.

• Value, High Dividend and High Quality dividend payers delivered the strongest performance in both 

regions.

• In Europe, Small Cap stocks performed the best, followed by Value and High Dividend stocks.

• In emerging markets, Value and High Quality dividend payers delivered the strongest outperformance.

Looking forward to 2023, the same issues that drove markets in 2022 remain. While inflation has shown 

signs of easing, we expect central banks to remain hawkish around the globe as inflation is still very 

meaningfully above target. In an environment where interest rates and inflation remain high, and volatility 

of both equities and interest rates is increasing, we continue to tilt toward High Dividend, Value and High 

Quality dividend payers.

Performance in focus: High Dividend and Value finish strong

In the fourth quarter of 2022, equity markets posted their first positive quarter of the year across regions. 

In October and November, markets benefitted from positive inflation numbers and increased hopes for a 

Fed Pivot or at least a pause in rate hikes leading to a sharp rebound. MSCI World gained 7.2% and 7% 

in those two months, respectively. However, hopes of such a pivot were dashed quickly, with the Federal 

Reserve Chair making clear in the December Federal Open Market Committee (FOMC) meeting that he 

wanted to see “substantially” more progress on inflation before the hiking would stop. This led the MSCI 

World to lose -4.3% in December.

Overall, factors performed strongly for Global and US investors:
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• Only Growth delivered an underperformance in Q4 in US and global equities

• Value, High Dividend and High Quality dividend payers delivered the best performance across regions 

but mostly in the US.

• In Europe, factors had a more difficult time. Small Cap stocks performed the best, followed by Value 

and High Dividend stocks but Quality, Momentum and Min Volatility delivered underperformance.

• In emerging markets, Value and High Quality dividend payers delivered the strongest outperformance. 

In this market, Quality, Momentum and Min Volatility also delivered underperformance.

• In Q4, the market environment continued to discriminate strongly between Quality stocks. The defini-

tion of Quality and the criteria used have hugely impacted the result. Quality, left unattended, tends to 

tilt toward growth (investors pay for Quality, after all) and would have suffered from that tilt, as illustrated 

with MSCI Quality (‘Quality’ in Figures 1 and 2). Highly profitable companies and dividend growers 

have fared better this quarter, as illustrated by WisdomTree Quality.

Figure 1: Equity factor outperformance in Q4 2022 across regions

Source: WisdomTree, Bloomberg. 30 September 2022 to 31 December 2022. Calculated in US Dollars for 

all regions except Europe where calculations are in EUR.

Historical performance is not an indication of future performance and any investments may go 

down in Value.

2022, the year of the dividends

Looking back at the whole year, High Dividend has dominated the factor space consistently across the year. 

It delivered a 13.4% outperformance to the MSCI World and a 15.2% outperformance versus the MSCI 

USA. In Global equities, Value and Min Volatility completed the podium with 8.3% of outperformance. In the 

US, the podium is a bit different, with WisdomTree Quality (that is, High Quality dividend payers) finishing 

second (+11.4%) and Min Volatility and Value coming third and fourth. In both regions, Growth and Quality 

(with its growth tilt) were the only factors to deliver underperformance. In Europe, High Dividend and Value 

also dominated the field.

Figure 2: Year to date outperformance of equity factors in developed markets

Source: WisdomTree, Bloomberg. 31 December 2021 to 31 December 2022.

Historical performance is not an indication of future performance and any investments may go 

down in Value.

Valuations rebounded in Q4

In Q4 2022, valuations rebounded across the board on the back of markets’ positive performance. Small 

Caps saw the largest increases with +1.7 in Global and European equities and +2.2 in US equities. 

European and Emerging markets remain quite cheap, leading to factors being cheap as well. Emerging 

market value is currently priced at a 4.9 P/E Ratio.
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Figure 3: Historical evolution of price to earnings ratios of equity factors

Source: WisdomTree, Bloomberg. As of 31 December 2022.

Historical performance is not an indication of future performance and any investments may go 

down in Value.

Looking forward to 2023, recession risk is continuing to rise. The International Monetary Fund (IMF) is 

warning of a recession in the US, a deep slowdown in Europe, and a drawn-out recession in the United 

Kingdom. While inflation has shown signs of easing, we expect central banks to remain hawkish around the 

globe as inflation is still very meaningfully above targets. The Federal Reserve made clear in its December 

meeting that ‘substantially’ more progress will need to happen on the inflation front before hiking stops. The 

European Central Bank (ECB) projections show inflation is unlikely to reach the 2% target until late 2025, 

leading to a hawkish turn there as well. The Bank of Japan also surprised markets in December with its 

own hawkish move. Overall, as we transition to 2023, three questions still remain unanswered from 2022: 

1) how sticky will the underlying inflation be 2) how intense will the recession be 3) will we find a solution 

to Europe’s energy crisis?

With markets facing the same issues in 2023 that they faced in the second half of 2022, we continue to tilt 

toward the strategies that delivered for investors in 2022, that is, High Dividend, Value and High Quality 

dividend payers.

World is proxied by MSCI World net TR Index. US is proxied by MSCI USA net TR Index. Europe is 

proxied by MSCI Europe net TR Index. Emerging Markets is proxied by MSCI Emerging Markets net 

TR Index. Minimum volatility is proxied by the relevant MSCI Min Volatility net total return index. 

Quality is proxied by the relevant MSCI Quality net total return index.

Momentum is proxied by the relevant MSCI Momentum net total return index. High Dividend is 

proxied by the relevant MSCI High Dividend net total return index. Size is proxied by the relevant 

MSCI Small Cap net total return index. Value is proxied by the relevant MSCI Enhanced Value net 

total return index. WisdomTree Quality is proxied by the relevant WisdomTree Quality Dividend 

Growth Index.
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Important Risks Related to this Article

Important Information
Marketing communications issued in the European Economic Area (“EEA”): This document has 

been issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the 

Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA: This document has been 

issued and approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom 

Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as 

applicable). Our Conflicts of Interest Policy and Inventory are available on request.

For professional clients only. The information contained in this document is for your general 

information only and is neither an oer for sale nor a solicitation of an oer to buy securities or 

shares. This document should not be used as the basis for any investment decision. Investments 

may go up or down in value and you may lose some or all of the amount invested. Past performance 

is not necessarily a guide to future performance. Any decision to invest should be based on the 

information contained in the appropriate prospectus and aer seeking independent investment, tax 

and legal advice.

The application of regulations and tax laws can oen lead to a number of dierent interpretations. Any views or 

opinions expressed in this communication represent the views of WisdomTree and should not be construed 

as regulatory, tax or legal advice. WisdomTree makes no warranty or representation as to the accuracy of 

any of the views or opinions expressed in this communication. Any decision to invest should be based on 

the information contained in the appropriate prospectus and aer seeking independent investment, tax and 

legal advice.

This document is not, and under no circumstances is to be construed as, an advertisement or any other 

step in furtherance of a public oering of shares or securities in the United States or any province or territory 

thereof. Neither this document nor any copy hereof should be taken, transmitted or distributed (directly or 

indirectly) into the United States.

Although WisdomTree endeavours to ensure the accuracy of the content in this document, WisdomTree 

does not warrant or guarantee its accuracy or correctness. Where WisdomTree has expressed its own 

opinions related to product or market activity, these views may change. Neither WisdomTree, nor any 

ailiate, nor any of their respective oicers, directors, partners, or employees accepts any liability whatsoever 

for any direct or consequential loss arising from any use of this document or its contents.
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