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What is Evidence Based Investing?

Investing based on data, processes, algorithms and models that 

have been shown to work; avoiding making decisions based on 

emotion or prediction.

Not Evidence Based:

Buy Intel because 5G is going to be huge.

Buy Amazon because Alexa told me to.

Evidence Based:

Buy Intel because it is cheap relative to its 

earning power. (Value)

Buy Amazon because it is profitable 

relative to the size of its assets. 

(Profitability)

These are examples only. Please do not consider these as actual recommendations or advice.
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 Kind

 Honest

 Trustworthy

 Agreeable

 Interesting 

Attributes
People vs. Companies – Don’t mix these up!

 Low Risk

 Cheap

 Positive Momentum

 High Quality

 High Yield
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CAPM – The Textbook Approach
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1 β

Rm

Rf

Expected 
Return

𝑬𝒙𝒑𝒆𝒄𝒕𝒆𝒅 𝑹𝒆𝒕𝒖𝒓𝒏 = 𝑹𝒇 + 𝜷 𝑹𝒎 − 𝑹𝒇

Based on: Sharpe, William F.; Capital Asset Prices: A Theory of Market Equilibrium; 1964.



Meet Real-World Observations
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Source: Van Vliet, Pim. “Low-Volatility Investing: a Long-Term Perspective”; Jan 2012.



The Origin of Factors

Beta Equity Market Risk

Market Capitalization Size

Book-to-Market Equity Value
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 Fama & French 1992 paper

 3 Factors explain 90% of market 
return



Publications on Investment Factors

Source: Harvey, Campbell R. and Liu, Yan, A Census of the Factor Zoo (February 25, 2019). Available at SSRN: https://ssrn.com/abstract=3341728 or http://dx.doi.org/10.2139/ssrn.3341728. Accessed 07/23/2019.
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https://ssrn.com/abstract=3341728
https://dx.doi.org/10.2139/ssrn.3341728


Evidence Based Investing

Things you don’t need to read

Source: LSE Group. The Size Exposure Spectrum and Factor Tilts. June 2019. 
http://research.ftserussell.com

http://research.ftserussell.com/


What to Believe About Factor Investing

 Over 350 published papers describing over 500 factors.

 Many are a result of data mining or are dependent on 

unreasonable assumptions about transaction costs, 

taxes, execution impact, or speed.

 BUT there are several that meet criteria for holding up 

in the real world:

 Implementable

 Still work outside of the original sample

 Large t-stats
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Published "Factors"

Potentially Usable
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S&P 500 Low Beta Momentum  Yield Quality Value

Big 5 over nearly 30 years

Source: FactSet; Universe: S&P 500 Constituents. Calculated using monthly returns from 12/31/1990 through 06/30/2019. Returns for each factor based on top quintile rebalanced semi-annually. 
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In the long run…
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…we are all dead.



Possible long periods of underperformance

 Equities

 Tax-Aware

 Returns we can live with

1951 - 1957

1994 - 2000
2013 - 2019
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... but goes through long stretches of underperformance

Source: Kenneth French; https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html ; Value taken as value-weighted monthly returns of top quintile sorted on Book Equity / Market Equity. 
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Value
12.67%

S&P 500
9.27%
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Value has been effective long term... 

https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html


Factor Correlations

Low Beta Momentum Yield Value Quality S&P 500

Low Beta 1

Momentum 0.66 1

Yield 0.82 0.64 1

Value 0.77 0.72 0.91 1

Quality 0.70 0.84 0.77 0.85 1

S&P 500 0.71 0.88 0.78 0.84 0.92 1
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Multifactor Backtest S&P 500

The Dollars and Cents of it
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Source: FactSet; Universe: S&P 500 Constituents. Calculated using monthly returns from 06/30/1990 through 06/30/2019. Returns based on equal-weighted portfolio of the top quintile from each factor, rebalanced 
semi-annually. 
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Rolling 5-yr Returns

# of  
Occurrences

% of  
Occurrences

Total # of Observations 337 100%

Backtest outperforms 
S&P 500

223 66%

Backtest underperforms 
S&P 500

114 34%

# of  
Occurrences

% of  
Occurrences

Total # of Observations 313 100%

Backtest outperforms 
S&P 500

270 86%

Backtest underperforms 
S&P 500

43 14%

# of  
Occurrences

% of  
Occurrences

Total # of Observations 289 100%

Backtest outperforms 
S&P 500

268 93%

Backtest underperforms 
S&P 500

21 7%

In the Long Run



Do you have a market forecast?
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Then and now
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As of August 31: 2018 2019

Global Equities 1 523 511

S&P 500 2,902 2,926

Forward P/E 17.9x 17.7x

Trailing Earnings Growth 22% 6%

Russell 2000 1,741 1,495

Oil (WTI, $/Barrel) $70 $55

Copper ($/lb) $265 $263

30 Year T-Bond 3.02% 1.96%

10 Year T-Note 2.86% 1.50%

2 Year T-Note 2.63% 1.50%

Unemployment 3.8% 3.7%

LEI Yr/Yr Growth 6.3% 1.6%

CFNAI 0.38 (0.14)

ISM Mfg PMI 60.8 49.1 

Source: Bloomberg; 1 MSCI ACWI



Disclosures

The information and data contained in this report are from sources considered reliable, but their accuracy and 
completeness is not guaranteed.  This material has been prepared solely for informational purposes only and is not 
an offer to buy or sell or a solicitation of any offer to buy or sell any security or other financial instrument, or to 
participate in any trading strategy.  

Advisory products and services offered through 6 Meridian LLC a Registered Investment Adviser. Advisory services 
are only offered to clients or prospective clients where 6 Meridian LLC and its representatives are properly licensed 
or exempt from licensure. 

Past performance is no guarantee of future returns. Investing involves risk and possible loss of principal capital. No 
advice may be rendered by 6 Meridian LLC unless a client service agreement is in place.

Securities offered through Private Client Services LLC Member FINRA/SIPC.  Advisory products and services 
offered through 6 Meridian LLC, a Registered Investment Advisor.  Private Client Services LLC and 6 Meridian LLC 
are unaffiliated entities.

6 Meridian LLC 8301 E. 21st St. North, Ste. 150, Wichita, KS 67206
P: 316.776.4601 www.6meridian.com
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