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2021 was an extraordinary year for all three of Active 
Quantitative Equity’s foundational investment themes. 
Here are our key expectations for 2022.

In January 2021, we wrote a letter to our investors stating our belief that our investment process 
was well positioned for the year ahead. We were confident that long-term economic relationships 
and human behavior would revert to well-established norms as vaccines were distributed. We 
also predicted that markets would revert to long-term, proven drivers of return — in particular, 
the themes that form the basis of our investment approach in AQE: Value, Quality, and Sentiment. 

We’re glad to report that even while equity markets continued to be volatile, this prediction 
became reality in 2021. Viewed in terms of our foundational themes: 

• Value and Sentiment both delivered returns in 2021. By contrast, 2020 saw a sharp drawdown 
of Value. 

• The correlation of Value and Sentiment was more muted in 2021, as the two themes worked 
together to contribute to performance. In 2020, Value and Sentiment were extremely 
negatively correlated. 

• Many dimensions of Quality were rewarded in 2021, including sustainability. Other, newer 
signals produced by our recent research, including financial-reporting quality and industry-
specific signals, also performed well. 

• Sentiment signals were very well rewarded in 2021. Some of our strongest results came from 
recently developed signals that use machine learning techniques to interpret the tone of 
company earnings conference-call transcripts. 

In this month’s commentary, we’ll discuss key return drivers in 2021 from a factor perspective. 
We’ll also look forward to 2022, to consider expected factor performance and the potential of our 
chosen investment themes over the next year, including our most- and least-favored sectors.

Factor performance in 2021 was much stronger than long-term expectations — a marked 
contrast to 2020, which was one of the most challenging years ever recorded for factor 
performance (see Figure 1).
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This was especially notable because we would generally expect some factor themes to 
perform well, and others less well, in a single year. 2021 was unusually positive because all 
themes did well and contributed to performance. 

In 2022, market moves likely will continue to be heavily influenced by an uncertain 
macroeconomic backdrop. Monetary policy moves will be particularly influential. If current 
consensus expectations for growth, inflation, and monetary policy response hold, these 
conditions should continue to provide a tailwind for the combined characteristics of Value, 
Quality, and Sentiment in our stock selection model. 

Our Value theme experienced a strong comeback in the first half of 2021 in the reopening 
scenario, losing some steam when the Delta-variant spike appeared halfway through the year. 
Value went on to renew its forward surge in December, even as the Omicron variant picked 
up steam. 

Quality performed well in 2021, fueled in part by our comprehensive sustainability signal 
(which is included within our Quality theme). Last year this sustainability signal experienced its 
strongest factor return in both emerging and developed markets since its introduction to our 
stock selection model in 2018. Even though Quality performed well on its own last year, it’s worth 
noting that we tend to think about Quality and Value together when identifying truly undervalued 
companies; the two themes generally need to work together.

We believe that high-quality Value again rallied into the end of 2021 because investors trusted 
that central banks would strike the right balance between supporting economic growth and 
controlling inflation, and they believed that the global economy would recover and life would 
return to normal.

We believe this pattern will continue into 2022. The most risk-seeking investors will likely prefer 
deep-Value stocks; others will likely pay strong attention to Quality and risk when choosing 
stocks. But there are risks to this scenario. If interest rates hikes are unable to keep inflation 
under control, or interest rates rise too much and economic growth suffers, then deep Value will 
not be rewarded, and high-quality, defensive, low-volatility stocks will be the most resilient. 

Source: State Street Global Advisors analysis, as of December 31, 2021. This chart is based on Active Quantitative Equity’s 
proprietary measures of Quality (including measures of balance-sheet stability such as cash flow), Sentiment (including 
measures such as momentum and hedge-fund positioning), and Value (including valuation measures such as price-to-book 
ratio); High Risk is defined as a combination of high realized volatility and high beta.
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Sentiment has been a strong theme over the past decade, and it performed well through most 
of 2021. Mainstream economic conditions continue to support our Sentiment theme, but we 
control our exposure to this potentially volatile theme. This helps to avoid the damage that can 
be caused by extreme market reversal, such as the one that took shape in November 2020.

In developed markets, high-risk stocks were strongly rewarded during the first part of 2021; 
high-beta stocks strongly outperformed. The latter part of the year saw a dramatic pullback 
in high-beta, high-risk stocks, particularly in emerging markets, where investors started to get 
nervous about inflation and interest-rate increases. We don’t expect a strong risk-taking stance 
by investors in 2022 in the mainstream economic scenario, but, due to the potential for monetary 
policy mistakes, we do think it’s a good idea to avoid high-risk areas of the market.

Some of the extreme behaviors that characterized 2020 certainly normalized in 2021, but 
we believe there are still excesses in markets that could unwind sharply in the coming year. In 
particular, the high concentration of benchmark indexes, the extraordinary flows that have piled 
into them in a single year, and the aggregate valuation multiples of some very large parts of the 
market — with the tech sector comprising 25% of MSCI World index — could be the source of 
some disruptive reversals in the coming year. 

With that backdrop in mind, Figure 2 lists our current most and least preferred sectors as we 
head into 2022.

Current Sector 
Preferences

The Bottom Line

Figure 2 
Active Quantitative 
Equity’s Current 
Sector Preferences
As of 31 December 2021

Most Preferred Least Preferred

Developed 
Markets

US Food and Staples Retailing
Tech Hardware and Equipment
Health Care Equipment & Services

Software and Services
Media and Entertainment
Consumer Services

Europe Energy
Banks
Pharmaceuticals

Transport
Retailing
Consumer Services

Japan Insurance
Pharmaceuticals
Autos

Transport
Retailing
Media and Entertainment

APAC ex Japan Resources
Health Care
Telecomm Services

Diversified Financials
Industrials
Consumer Discretionary

Emerging Markets

China Energy
Utilities
Banks

Consumer Services
Retailing
Software

Ex-China Energy
Semiconductors
Tech Hardware and Equipment

Retailing
Consumer Services
Real Estate

Source: State Street Global Advisors analysis.

2021 was an extraordinarily positive year for Active Quantitative Equity — one in which every 
foundational theme in our investment approach worked well and contributed to performance. 
We had strong reasons to believe that this would prove to be the case, and we believe that 
conditions remain in place for continued strong performance. That said, we recognize that 
the macroeconomic and policy conditions that have provided the backdrop for this strong 
performance may change. In that case, we believe that our multi-dimensional approach to 
investing, designed to perform in a wide array of conditions, will serve us well. We’re looking 
forward to working through the unique set of investment challenges that 2022 will offer.
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Kong. T: +852 2103-0288. F: +852 2103-0200. 
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Toranomon, Minato-ku, Tokyo 105-6325 Japan. 
T: +81-3-4530-7380. Financial Instruments 
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Bureau (Kinsho #345), Membership: Japan 
Investment Advisers Association, The 
Investment Trust Association, Japan, Japan 
Securities Dealers’ Association. Singapore: 
State Street Global Advisors Singapore Limited, 
168, Robinson Road, #33-01 Capital Tower, 
Singapore 068912 (Company Reg. No: 
200002719D, regulated by the Monetary 
Authority of Singapore). T: +65 6826-7555.  
F: +65 6826-7501.  
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Abu Dhabi: State Street Global Advisors 
Limited, ADGM Branch, Al Khatem Tower, Suite 
42801, Level 28, ADGM Square, Al Maryah 
Island, P.O Box 76404, Abu Dhabi, United Arab 
Emirates. Regulated by the ADGM Financial 
Services Regulatory Authority. T: +971 2 245 
9000. Belgium: State Street Global Advisors 
Belgium, Chaussée de La Hulpe 185, 1170 
Brussels, Belgium. T: +32 2 663 2036. State 
Street Global Advisors Belgium is a branch 
office of State Street Global Advisors Europe 
Limited, registered in Ireland with company 
number 49934, authorized and regulated by 

the Central Bank of Ireland, and whose 
registered office is at 78 Sir John Rogerson’s 
Quay, Dublin 2. France: State Street Global 
Advisors Europe Limited, France Branch (“State 
Street Global Advisors France”) is a branch of 
State Street Global Advisors Europe Limited, 
registered in Ireland with company number 
49934, authorized and regulated by the Central 
Bank of Ireland, and whose registered office is at 
78 Sir John Rogerson’s Quay, Dublin 2. State 
Street Global Advisors France is registered in 
France with company number RCS Nanterre 
899 183 289, and its office is located at Coeur 
Défense — Tour A — La Défense 4, 33e étage, 
100, Esplanade du Général de Gaulle, 92 931 
Paris La Défense Cedex, France. T: +33 1 44 45 
40 00. F: +33 1 44 45 41 92. Germany: State 
Street Global Advisors Europe Limited, Branch 
in Germany, Brienner Strasse 59, D-80333 
Munich, Germany (“State Street Global Advisors 
Germany”). T +49 (0)89 55878 400. State 
Street Global Advisors Germany is a branch of 
State Street Global Advisors Europe Limited, 
registered in Ireland with company number 
49934, authorized and regulated by the Central 
Bank of Ireland, and whose registered office is at 
78 Sir John Rogerson’s Quay, Dublin 2. Ireland: 
State Street Global Advisors Europe Limited is 
regulated by the Central Bank of Ireland. 
Registered office address 78 Sir John 
Rogerson’s Quay, Dublin 2. Registered Number: 
49934. T: +353 (0)1 776 3000. F: +353 (0)1 776 
3300. Italy: State Street Global Advisors 
Europe Limited, Italy Branch (“State Street 
Global Advisors Italy”) is a branch of State 
Street Global Advisors Europe Limited, 
registered in Ireland with company number 
49934, authorized and regulated by the Central 
Bank of Ireland, and whose registered office is at 
78 Sir John Rogerson’s Quay, Dublin 2. State 
Street Global Advisors Italy is registered in Italy 
with company number 11871450968 — REA: 
2628603 and VAT number 11871450968, and 
its office is located at Via Ferrante Aporti, 10 - 
20125 Milan, Italy. T: +39 02 32066 100. F: +39 
02 32066 155. Netherlands: State Street 
Global Advisors Netherlands, Apollo Building 
7th floor, Herikerbergweg 29, 1101 CN 
Amsterdam, Netherlands. T: +31 20 7181 000. 
State Street Global Advisors Netherlands is a 
branch office of State Street Global Advisors 

Europe Limited, registered in Ireland with 
company number 49934, authorized and 
regulated by the Central Bank of Ireland, and 
whose registered office is at 78 Sir John 
Rogerson’s Quay, Dublin 2. Switzerland: State 
Street Global Advisors AG, Beethovenstr. 19, 
CH-8027 Zurich. Registered with the Register of 
Commerce Zurich CHE-105.078.458. T: +41 
(0)44 245 70 00. F: +41 (0)44 245 70 16. 
United Kingdom: State Street Global Advisors 
Limited. Authorized and regulated by the 
Financial Conduct Authority. Registered in 
England. Registered No. 2509928. VAT No. 
5776591 81. Registered office: 20 Churchill 
Place, Canary Wharf, London, E14 5HJ. T: 020 
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North America Entities

Canada: State Street Global Advisors, Ltd., 1981 
McGill College Avenue, Suite 500 , Montreal, Qc, 
H3A 3A8, T: +514 282 2400 and 30 Adelaide 
Street East Suite 800, Toronto, Ontario M5C 
3G6. T: +647 775 5900. United States: State 
Street Global Advisors, 1 Iron Street, Boston,  
MA 02210-1641.

For use in EMEA: The information contained 
in this communication is not a research 
recommendation or ‘investment research’ and 
is classified as a ‘Marketing Communication’ in 
accordance with the Markets in Financial 
Instruments Directive (2014/65/EU) or 
applicable Swiss regulation. This means that 
this marketing communication (a) has not been 
prepared in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to any 
prohibition on dealing ahead of the 
dissemination of investment research. 

Important Risk Information 

The information provided does not constitute 
investment advice and it should not be relied on 
as such. It should not be considered solicitation 
to buy or an offer to sell a security. It does not 
take into account any investor’s particular 
investment objectives, strategies, tax status or 
investment horizon. You should consult your tax 

and financial advisor. All information is from 
SSGA unless otherwise noted and has been 
obtained from sources believed to be reliable, 
but its accuracy is not guaranteed. There is no 
representation or warranty as to the current 
accuracy, reliability or completeness of, nor 
liability for, decisions based on such information 
and it should not be relied on as such. 

The views expressed are the views of Active 
Quantitative Equity through January 17, 2022, 
and are subject to change based on market 
and other conditions. This document contains 
certain statements that may be deemed 
forward-looking statements. Please note that 
any such statements are not guarantees of 
any future performance and actual results or 
developments may differ materially from 
those projected. 

Investing involves risk including the risk of loss 
of principal. Quantitative investing assumes 
that future performance of a security relative 
to other securities may be predicted based 
on historical economic and financial factors, 
however, any errors in a model used might not 
be detected until the fund has sustained a loss 
or reduced performance related to such errors.
 
Investing in foreign domiciled securities may 
involve risk of capital loss from unfavorable 
fluctuation in currency values, withholding 
taxes, from differences in generally accepted 
accounting principles or from economic or 
political instability in other nations.

Investments in emerging or developing markets 
may be more volatile and less liquid than 
investing in developed markets and may 
involve exposure to economic structures that 
are generally less diverse and mature and to 
political systems which have less stability than 
those of more developed countries.
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For four decades, State Street Global Advisors has served the world’s governments, institutions 
and financial advisors. With a rigorous, risk-aware approach built on research, analysis and 
market-tested experience, we build from a breadth of active and index strategies to create cost-
effective solutions. As stewards, we help portfolio companies see that what is fair for people and 
sustainable for the planet can deliver long-term performance. And, as pioneers in index, ETF, 
and ESG investing, we are always inventing new ways to invest. As a result, we have become the 
world’s fourth-largest asset manager* with US $3.86 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2020. 
†   This figure is presented as of September 30, 2021 and includes approximately $59.84 billion of assets with respect to 

SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing 
agent. SSGA FD and State Street Global Advisors are affiliated.
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