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One of the key market dynamics in 2022 was the significant rotation out of
Growth stocks towards Value stocks depicted though the movement of
style indexes. As can be seen in exhibit 1 the FT Wilshire large cap value
index not only outperformed the FT Wilshire Large Cap index by 13.2% in
2022 it outperformed the large cap growth index by a significant 25.1%.
The Growth style underperformed the FT Wilshire Large Cap index by
11.9%. The rotation out of Growth towards Value in 2022 in effect
neutralized the marked rotation to Growth that occurred in the immediate
aftermath of the Covid pandemicin 2020.

Exhibit 1: Value Style outperformed Growth by 25.1% in 2022
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Why did Value Style outperform Growth in 20227

A big difference in sector
exposure between the
Value and Style indexes,
Particularly financials,
energy, technology and
digital info sectors
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A key driver of style performance was due to differentials in sector
weighting exposure

The start point for analysis of the difference in performance between Growth
and Value is to understand the difference in sector exposures captured by the
respective indexes.

It can be seen in Exhibit 2 that the Growth index has a larger exposure to
technology, digital information and consumer goods and services sectors
compared with the Value Index. The Value index has a much heavier exposure
to the energy, financials and industrials sectors.

Exhibit 2 : Sector exposure for the Growth and Value indexes
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Sector weighted performance contributions tell the story

Sector weighted performance contributions take account of the combined
impact of sector weighting and sector performance. Exhibit 3 shows the
respective sector contributions for Growth and Value Indexes for 2022.



Almost half of Values
25.1% outperformance
was attributable to a
smaller negative
contribution drag from the
digital info and consumer
goods sectors
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Exhibit 4 depicts the spread between the contribution delivered by the

Growth sectors and Value sectors. For instance, the negative contribution
from the Digital and Information sector for Growth was -11% compared with
a-4% contribution for the respective Value sector (shown in Exhibit 3). This
is shown as a +7% contribution to Value's relative outperformance of Growth
in Exhibit 4. Other significant drivers of Values outperformance were the
contributions from consumer goods, energy, transportation, technology and
healthcare sectors. All the contribution spreads in exhibit 4 sumto 25.1% -
the scale of Value’s outperformance over Growth in 2022.

Exhibit 3: Comparing the 2022 sector weighted performance contributions for the
Growth and Value style indexes - a smaller negative drag on value sectors.
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Exhibit 4: The spread between Value and Growth contributions for 2022 - the large
beneficial impact to Value from a smaller digital info and consumer goods drag.
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The second element of exposure analysis is the bottom-up stock
concentration impact - Growth style almost twice as concentrated

A comparison in stock performance contributions for the top 10 stocks by
weighting in the Growth and Value indexes shows the significant positive
contribution of energy stocks in Value and the scale of the negative
contribution generated by some tech stocks in the Growth index.

Exhibit 5: The performance contribution from the 10 largest stocks in the Growth and

Value index
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The rotation out of Growth also had macro drivers - aresponse to
rising real yields

Another explanation for the rotation from Growth to Value in 2022 was due
to macro influences, principally that of rising real yields exerting pressure on
highly valued long duration (technology) growth stocks. Exhibit 6 shows the
connectivity between inflections in the real yield and the relative
performance of the growth and technology sector.

Exhibit 6: FT Wilshire LC Growth/Value, US Tech Relative and US Real Yield
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However, the rotation looked different via the prism of ‘Pure’ fac-
tors?

Given that most of the rotation from Growth to Value in 2022 can be
explained by the difference in sector exposure, sector weighted
contributions and stock concentration, it is difficult to ascertain whether
there was a genuine style/factor rotation or simply a business model and
sector positioning recalibration.

Pure factors are designed In order to overcome this analytical impediment our family of Pure factors

to strip away the noise are designed to strip away the noise (off target components) embedded in
generated by traditional

factor indicators traditional style and factor indexes and identify genuine factor premia

moves. Our Pure factor methodology neutralizes sector and other
unintended factor exposures (see methodology paper).

Pure Factor performance in 2022 showed both Quality and Value
outperformed (unlike the Style indexes).

Exhibit 7 shows the performance of the Pure factors relative to the FT
Wilshire US large cap index in 2022. It can be seen that both Quality (a proxy
for Growth Style) and Value outperformed. This is a very different profile to
the performance delivered by the growth and value style indexes.

Both Pure Factor Value Exhibit 7: Pure factor relative performance in 2022 - both Quality and Value
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Pure Value
underperformed Value
style but Pure Quality
significantly outperformed
Growth style

Value Style methodology
captures large unintended
exposures to size,
momentum and beta
diluting value
measurement

By contrast the Pure
Value factor has de
minimis off target
exposures
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Exhibit 8 Compares the 2022 performance delivered by the growth and
value style indexes and the Pure Value and Pure Quality factor indexes.

Exhibit 8: Comparing Growth and Value style performance with respective Pure
factors
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Why did the Pure factors deliver a different return profile?

The primary differentiator (as stated earlier) is that the Pure factor
methodology is deliberately designed to minimize unintended
exposures that dilute the targeted factor return characteristics.

The avoidance of off target exposures

We have already examined the impact sector and stock skew had on
Style returns. We can take this a step further by identifying the active
factor exposures captured within the respective Pure Factor and Style
indexes. We start with a comparison of Value exposures in Exhibit 9.

Exhibit 9: Comparing the active exposures of Pure Value and Value Style
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In 2022 the key driver of
Value Style excess returns
was the large contribution
from industry exposure
and beta

Pure value is designed to
deliver performance
focused on the value
components

Wilshire Advisors LLC - Pure Factors

It can be seen that within the Value universe the Style methodology

captures large (unintended) exposures to beta, momentum and size.
This dilutes the exposure to value characteristics and metrics. By
contrast the Pure factor has almost 100% exposure to Value drivers
and de minimis exposure to the other factors.

Off target exposures distort Value style performance outcomes.

Exhibit 10 shows the 2022 performance attribution for both Value
Style and the Pure Value Factor (using average period analysis). While
the Value style delivered superior excess returns compared to the Pure
factor, this was mainly attributable to the contribution from Industry
(sector positioning as discussed earlier) and beta—both off target
results. The contribution from valuation metrics are much smaller.

The Pure Value Factor applies a focus to ‘on target’ valuation metrics

By contrast the Pure Value Factor performance shows concentrated
attribution linked to value metrics with a particular focus on Price to
Sales and Price to Cashflow.

Exhibit 10: Comparing the performance attribution of Pure Value and Value Style
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Comparing the active exposures of Growth Style with Pure Quality.

Exhibit 11 shows the active exposures captured by both the Growth
style and Pure Quality factor. It can be seen that Growth Style is
dominated by off target exposures (underweighting) to size,
momentum, beta, value and accruals and modest positive exposure to
ROE and leverage. The Pure Quality Factor remains ‘on target’ by
maintaining strong active exposures to ROE, leverage and accruals.

The Growth Style carried
large off target exposures
to several components

Exhibit 11: Comparing the active exposures of Pure Quality with Growth
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The absence of off target impediments saw Pure Quality outperform
Growth Style

Exhibit 12 shows the respective performance attribution for the
Growth Style and Pure Quality Factor in 2022 (using average period
analysis). There is a wide divergence in excess returns with the Pure
Factor outperforming and the Growth Style significantly
underperforming. The weakness in the Growth Style was a function of
the negative contribution from beta, value and most importantly
industry.

Pure Quality saw the positive performance driven by the contribution
of ROE, Accruals and stock specific components. Importantly it did not
incur any of the off target drags that impacted the Growth style.
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Exhibit 12: Performance attribution within Pure Quality and Growth Style
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Conclusion - 2022 created a false narrative in
factor analysis generated by off target exposures

The marked rotation in traditional factors and style indexes in 2022
created a narrative of a significant rotation away from Growth and/or
Quality towards Value.

Unfortunately, we have shown this rotation was dominated by sector
(industry) exposure, stock concentration and numerous unintended off
target exposures. What was not confirmed was a genuine rotationin
factor risk premia. To this extent it created a false narrative.

Pure Factors target genuine factor premia drivers

We have shown that the Pure Factor methodology is designed to
reduce these extraneous variables and exposures enabling the user to
isolate the on target factor attributes.

Through the prism of Pure factors both Value and Quality
outperformed in 2022 - a radically different picture to that depicted by
traditional methodologies. The avoidance of off target noise is also why
Pure Factors have enormous utility in multi factor portfolios.
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Important Information

Wilshire is a global financial services firm providing diverse services to various types of investors and
intermediaries. Wilshire’s products, services, investment approach and advice may differ between clients and all of
Wilshire’s products and services may not be available to all clients. For more information regarding Wilshire’s
services, please see Wilshire’s ADV Part 2 available at www.wilshire.com/ADV. Wilshire uses mathematical and
statistical investment processes to allocate assets, select managers and construct portfolios and funds in ways that
seek to outperform their specific benchmarks. Past performance is not indicative of future results, and processes
used may not achieve the desired results. Actual portfolios and results may vary.

This material contains confidential and proprietary information of Wilshire and is intended for the exclusive use of
the person to whom it is provided. It may not be disclosed, reproduced, or otherwise distributed, in whole or in part,
to any other person or entity without prior written permission from Wilshire.

This material represents the current opinion of Wilshire and is subject to change without notice. Wilshire assumes
no duty to update any such opinions. Wilshire believes that the information obtained from third party sources
contained herein is reliable, but has not undertaken to verify such information. Wilshire gives no representations
or warranties as to the accuracy of such information, and accepts no responsibility or liability (including for indirect,
consequential or incidental damages) for any error, omission or inaccuracy in such information and for results
obtained fromits use.

This material may include estimates, projections, assumptions and other "forward-looking statements." Forward-
looking statements represent Wilshire's current beliefs and opinions in respect of potential future events. These
statements are not guarantees of future performance and undue reliance should not be placed on them. Such
forward-looking statements necessarily involve known and unknown risks and uncertainties, which may cause
actual events, performance and financial results to differ materially from any projections. Forward-looking
statements speak only as of the date on which they are made and are subject to change without notice. Wilshire
undertakes no obligation to update or revise any forward-looking statements.

This material is intended for informational purposes only and should not be construed as legal, accounting, tax,
investment, or other professional advice.

Wilshire Advisors LLC (Wilshire) is an investment advisor registered with the SEC. Wilshire® is a registered
service mark. All other trade names, trademarks, and/or service marks are the property of their respective holders.

Copyright © 2023 Wilshire. All rights reserved.
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