Convergence Long/Short Strategy
Q1-2021 Factor Analysis
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The following table shows the three top and bottom performing factors within the U.S. equity market
over different time periods. We ranked all fifteen factor composites by quintile spread return to
show that what can work over the long term is not always true in the short term (see disclosures for a
definition of quintile spread return).
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As of 03/31/2021. Source: Convergence Investment Partners, Wilshire Analytics. Production Long Q1 - Short Q5.

Much like last quarter, the markets rewarded risk-seeking behavior with RiskOn and more technicallyfocused factors outperforming. Additionally, the recent surge in performance in our Traditional
Value (TV) composite is very exciting. Historically, TV has been one of the best performing factor
composites but has suffered through a horrendous performance slump over the past five to ten
years. Our TV composite includes familiar factors such as Cash Flow to Price, Free Cash Flow to
Price, Earnings to Price and other ratios that compare to enterprise value. The ”Growth At Any Price”
theme had really run wild. However, it is showing signs of topping out. Calling an inflection point is a
dangerous game, but when looking at long-term charts of growth versus value, it seems we may be
overdue for some reversion.
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The charts below show an analysis of which factors worked in Q1-2021 versus their trailing 20-year
returns. These tables show the long-short quintile spread returns of all the factor composites we
monitor at Convergence Investment Partners.¹
Factor metrics rewarded by market participants within the US equity markets

As of 03/31/2021. Source: Convergence Investment Partners, Wilshire Analytics. Production Long Q1 - Short Q5.

What a difference a quarter makes! The composite returns for Q4-2020 were quite poor with only four
of our fifteen factor composites generating a positive spread during those three months. As the chart
above shows, in Q1-2021 twelve of the fifteen composites generated a positive spread for the quarter.
Additionally, it seems investors are complementing their risk-seeking behavior with a bit of forwardlooking stock selection, especially when looking at, the strong performance of Traditional Value (TV)
and Earnings Momentum (EM). Investors rewarded oversold companies with strong EM scores, which
quantifies improving earnings forecasts. It is also interesting to note the poor performance of Historical
Growth, which may indicate that investors were largely unconcerned with the historical trend of
earnings through the pandemic period. It seems that reasonable valuations paired with high debt levels
and improving earnings forecasts were the winning combination in Q1-2021. This makes sense to us at
Convergence as the reopening trade matures. We expect pure risk-seeking behavior to trend towards
valuation, and future earnings growth.
1 These returns are linked monthly spread returns as opposed to the difference between the 3-month long and short holdings.
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In order to better observe changes in factor efficacy, we created the following chart which shows spread
returns of 3-month periods over the past 3 years. These are ranked from highest spread return to lowest
spread return for each quarter (see the legend below).
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Disclosures
Past performance is no guarantee of future results. Any investment contains risk including the risk of total loss.
There is no guarantee that an investment or strategy will meet its investment objectives.
This communication is limited to the dissemination of general information pertaining to Convergence Investment
Partners, LLC’s (Convergence) services and general economic market conditions. The information contained herein
is not intended to be personal legal or investment advice or a solicitation to buy or sell any security or engage in a
particular investment strategy. There is no guarantee that the views and opinions expressed in this letter will come
to pass. The views expressed do not take into account any individual personal, financial, or tax considerations.
The opinions and forecasts herein are based on information and sources of information deemed to be reliable, but
Convergence Investment Partners does not warrant the accuracy of the information that this opinion and forecast is
based upon. Opinions expressed are subject to change without notice.
Source of all factor data: Convergence Investment Partners.
No graph, chart, or formula should in and of itself be used to determine which securities to buy or sell.

FACTOR COMPOSITE RESULTS
Factor Composites (factors) are composed of securities in the Russell 3000 Index ranked by Convergence in terms
of the identified metrics. Thus, individual stocks appear in multiple composites. No client portfolios are managed
to any one factor and all factor results reflect backtested data. Factor composites are not available for direct
investment. Factor composite results are measured in terms of their quintile spread return (“spread return”): the
difference between the index-weighted average results of the highest ranked 20% less that of the lowest ranked
20%. Higher positive numbers indicate that the factor was more relevant to / indicative of stocks that performed
well. Negative results are similarly indicative of factors that could have made effective shorts. Convergence views
most factors on an industry group neutral basis where industry group weights are fixed based on the selection
universe/index weights.

The Russell 3000 Index measures the performance of the largest 3000 US companies. It is constructed to provide
a comprehensive, unbiased, and stable barometer of the broad market and it is reconstituted annually to ensure
new and growing equities are reflected. Comparison to any index is for illustrative purposes only and the volatility
of the benchmark may be materially different from the volatility of the strategies due to varying degrees of
diversification and/or other factors. Index performance returns do not reflect any management fees, transaction
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