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Developed 

 

The RAFI Multi-Factor Climate Transition Developed Index started the year off slowly trailing 

the market by 3.4% in Q1 2023. Performance was largely driven by a broad-based reversal of the 

trend of strong mean-reversion and broad factor outperformance that characterized 2022 with 

all factors lagging the cap-weight benchmark. Growth securities staged a bounce back as 

dramatically epitomized by the performance of classic growth darling, Tesla. Tesla dropped by 

65% over the course of 2022 only to stage a strong bounce back, up 68% year to date. Nvidia, the 

major GPU chip designer, is another similar case — down 50% through 2022 and up 90% year 

to date.  

The revival of growth-oriented names could be ascribed to a multitude of possible stories from 

impending rate cuts or a stronger than expected economy (which obviates the need for rate 

cuts), to a simple reversal after 12 months of strong momentum, to a flight to ‘quality’ ahead of a 

recession or a simple reluctance to abandon a growth story that had been a deceptively ‘safe’ bet. 

No one narrative quite completely captures the underlying reason for this reversal. 

There was nowhere to hide across factor alternatives to the cap-weight benchmark as all factors 

struggled in Q1 after all sleeves outperformed in 2022. Low volatility and momentum suffered 

the greatest from the growth bounce back with the low volatility sleeve lagging cap-weight by 

607 bps while momentum lagged by 516 bps. Notably value, the strongest performing sleeve in 

2022, did not suffer the greatest reversal in performance, lagging the index by only 385 bps in 

Q1. As we note in several recent publications, value had traded at its cheapest historical 

valuations during the lockdown and still largely continues to trade at the cheapest quintiles of 

valuation in most regions even after a tremendous run of outperformance. Quality was the 

relatively strongest performing factor sleeve trailing the index by only 191 bps.  

Performance Analysis
QTD

Return
QTD Excess 

Return
YTD

Return
1-Year
Return

Carbon Intensity 
(CF/EVIC)

RAFI Multi-Factor Climate Transition Developed Index 4.54% -3.39% 4.54% -3.39% 27.7
RAFI Multi-Factor ex Size Developed 3.58% -4.35% 3.58% -1.62% 90.6
Solactive GBS Dev Markets Large/Mid Cap Index 7.93% --- 7.93% -6.56% 47.8

Factor Attribution (Dynamic Multi-Factor)
QTD

Return
QTD Excess 

Return
YTD Return

1-Year
Return

Carbon Intensity 
(CF/EVIC)

RAFI Value Factor Developed 4.08% -3.8% 23.9% -0.20% 234.8
RAFI Low Volatility Factor Developed 1.86% -6.1% 8.8% -3.13% 46.4
RAFI Quality Factor Developed 6.02% -1.9% 10.4% -1.13% 35.7
RA Momentum Factor Developed 2.77% -5.2% 8.6% -6.01% 76.7
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There was a mild approximate 1% performance differential between the climate transition and a 

comparable non-constrained index. This was likely driven by carbon tilts driving slightly larger 

weights in technology securities than the unconstrained strategy due to favorable carbon 

intensity characteristics. 

Stock Analysis 
Top Five/Bottom Five Contributors to Excess Return 

 
The significance of the reversal in American mega-cap performance is cleanly laid out by the set 

of largest detractors. The FANMAG names tended to look unattractive across multiple factor 

sleeves with some exceptions (Apple came into the quality sleeve and Meta Platforms slipped 

into the momentum sleeve.) Leaning out of these names has been on the whole a winning trade 

over the past year. In Q1, a sharp bounce back meant that these same names that were the 

largest contributors in 2022 became the largest detractors in the portfolio.  

The strategy omitted Nvidia during a period the company rocketed up 90% driven in the wake of 

impressive demonstrations of AI products like ChatGPT. GPUs are used to power AI 

implementations and Nvidia benefitted from expectations of significant demand in the future 

despite the relatively waning demand from mining and gamers. This was a marked turn in 

fortune after valuations dropped by 50% in 2022. Nvidia currently trades just off March 2022 

levels.  

Apple was the next largest detractor up 27% on the quarter and accounting for 57 bps in 

underperformance from a –3.30% underweight. The strategy gained some offsetting exposure to 

Apple through the quality sleeve and subsequent tilt from favorable carbon characteristics. 

Other mega-cap names like Microsoft, Tesla and Meta, each had their own story driving their 

performance and their omission from the strategy detracted 44bps, 40bps and 34 bps, 

Total Active Q1 2023 Excess Return
Weight Weight Return Contribution Value Low Volatility Quality Momentum

Booking 1.40% 1.22% 31.62% 0.25% ─ ─ 0.17% 0.08%
United Health 0.16% -0.73% -10.54% 0.15% ─ ─ ─ 0.37%
LVMH 1.14% 0.71% 26.43% 0.12% ─ ─ 0.07% 0.26%
Novo Nordisk 1.48% 1.04% 18.55% 0.11% ─ 0.29% 0.31% 0.28%
Bank of America 0.00% -0.45% -13.08% 0.10% ─ ─ ─ ─

Nvidia 0.00% -0.99% 90.10% -0.58% ─ ─ ─ ─
Apple 1.29% -3.30% 27.11% -0.57% ─ ─ 0.62% ─
Microsoft 0.00% -3.66% 20.52% -0.44% ─ ─ ─ ─
Tesla 0.00% -0.90% 68.42% -0.40% ─ ─ ─ ─
Meta Platforms 0.19% -0.55% 76.12% -0.34% ─ ─ ─ 0.06%

Initial Factor Sleeve Weights

Top Five Contributors to Return

Bottom Five Contributors to Return

Note: RAFI Multi-Factor Climate Transition Index dynamically tilts securities weights as a function of carbon intensity. Sleeve weights may 
not perfectly map to the final portfolio weight.
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respectively. While each had a compelling and unique tale for their performance, the simplest 

explanation is that these names saw dramatic revaluations downward in 2022 and looked 

relatively more attractive than they had compared with recent history. 

The greatest contributors don’t easily lend themselves to a cohesive story. Booking was the 

greatest contributor adding 25 bps from a 1.22% overweight. While recession fears have been on 

the mind that does not seem to be stopping consumers who are desperate to make up for lost 

time. Demand for bookings and flights has been intense and the security was up almost 32% for 

the quarter. The strategy gained exposure to Booking through the quality and momentum 

sleeves. United Health was the next largest contributor adding 15 bps to excess performance 

from a –0.73% underweight. The strategy picked up some exposure to United Health through 

the momentum sleeve. The firm declined by 10.54% over the quarter despite beating 

expectations. 

Sector Analysis 

 
    

Decomposing performance by sector, performance was driven largely by selection effects with 

mega-cap growth names exerting a significant force on the relevant sectors. Technology (–6.97% 

active weight) was the largest detractor from performance removing –249 bps from excess 

returns. Security selection rather than allocation effects explained the bulk of performance        

(–163 bps of a total –249 bps contribution.) Nvidia, Apple and Microsoft were among the largest 

detractors to overall performance.  

12/30/2022 to 3/31/2023
RAFI Multi-Factor Climate 

Transition Developed Index
Solactive GBS Developed 

Markets Large & Mid Cap Index Attribution Analysis

Port. Average 
Weight

Port. Total 
Return

Bench. Average 
Weight

Bench. Total 
Return

Allocation 
Effect

Selection + 
Interaction Total Effect

Total 100.00 4.51 100.00 7.93 -1.25 -2.17 -3.42

Basic Materials 3.75 7.45 4.70 6.54 0.01 0.03 0.04
Communications 7.56 7.59 7.09 17.77 0.05 -0.73 -0.68
Consumer Cyclical 10.22 16.97 10.05 17.25 0.02 -0.04 -0.02
Consumer Non-Cyclical 13.13 3.02 8.23 3.42 -0.22 -0.06 -0.27
Energy 4.92 -2.78 5.34 -3.03 0.05 0.02 0.06
Financials 13.17 0.81 14.16 -1.32 0.07 0.30 0.38
Healthcare 19.35 -1.86 13.60 -1.50 -0.57 -0.08 -0.65
Industrial 11.17 6.69 10.32 7.28 -0.00 -0.06 -0.07
Real Estate 1.09 1.20 2.45 0.88 0.10 0.00 0.10
Technology 14.15 9.08 21.12 21.42 -0.87 -1.63 -2.49
Utilities 1.48 5.46 2.95 0.50 0.11 0.08 0.19
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Communications (0.47% active weight) had a similar story with performance (–68 bps 

contribution) driven largely by mega-cap tech names Meta Platforms and Alphabet. Meta 

continued a remarkable trajectory of performance from the summer of 2022 up 76% in Q1 after 

a series of efforts to consolidate the business. Meta detracted 34 bps from performance on a 

0.55% underweight. Alphabet for its part benefitted in part from the hype over AI even after the 

botched unveiling of ‘Bard’, its would-be rival to Microsoft supported ChatGPT. The strategy had 

a 2.12% underweight to Alphabet which detracted 20 bps from excess performance. 

In Healthcare by contrast, performance was driven by allocation effects with a 5.75% overweight 

removing 65 bps from excess returns. The strategy saw overweights in Pfizer (0.56% active 

weight) and Amgen (1.06% active weight) remove 18 and 17 bps from performance driven by 

idiosyncratic stories. 

Financials were a lone bright spot for the portfolio as the strategy took a –0.99% underweight to 

financials in a period of turmoil for banks. Fears of contagion from the failure of Silicon Valley 

bank put stress on banks in general with mid-sized and regional banks particularly affected. The 

strategy added 38 bps to excess performance largely driven by selection effects (30 bps of a 38 

bps contribution.) 

Geographic Analysis 

 

At the Region level, performance was once again driven largely by the performance of American 

mega-cap growth names. The strategy took a persistent underweight (–5.39% active weight) to 

the US as the region as has grown more expensive. Despite the notable underweight, it was 

selection not allocation effects that drove performance, accounting for 364 of the total 365 bps 

12/30/2022 to 3/31/2023
RAFI Multi-Factor Climate 

Transition Developed Index
Solactive GBS Developed 

Markets Large & Mid Cap Index Attribution Analysis

Port. Average 
Weight

Port. Total 
Return

Bench. Average 
Weight

Bench. Total 
Return

Allocation 
Effect

Selection + 
Interaction Total Effect

Total 100.00 4.51 100.00 7.93 0.08 -3.50 -3.42

Developed Asia Pacific x JP 2.96 0.26 3.93 2.12 0.06 -0.06 -0.00
Europe - Non-EU 7.50 8.28 4.77 7.87 0.00 0.03 0.03
European Union 11.25 15.69 10.01 14.02 0.06 0.17 0.24
Japan 9.69 3.86 6.89 6.28 -0.04 -0.24 -0.27
United Kingdom 5.42 9.45 4.50 6.13 -0.01 0.17 0.16
United States 60.18 1.93 65.57 7.89 -0.00 -3.64 -3.65
Other Developed 3.00 6.32 3.91 3.99 0.04 0.07 0.10
Other -- -- 0.23 0.82 0.02 -- 0.02
[Unassigned] 0.00 -- 0.19 32.53 -0.04 -0.00 -0.04
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of underperformance in the segment. American mega-cap names more than the active allocation 

to the United States explained performance. 

Rebalance Analysis 
The following table lists the top five largest stocks by cap-weight that failed to make it into the 

index at the 3/17/2023 rebalance due to their factor scores or carbon tilting. Cumulative-weight 

rank represents each stock’s position by weight within each factor sleeve prior to selection; 

value, low volatility, and quality select the top 25% of stocks by RAFI weight, and momentum 

selects the top 50% of stocks by market capitalization. Exxon Mobil and Berkshire Hathaway 

notably qualifies for our standard RAFI Multi-Factor strategy but is excluded from the CTI index 

due to their carbon intensity. 

 

 
 

  

Company Region Cap-Weight
(3/31//2023) Value Low 

Volatility Quality Momentum

Microsoft US 4.05% 96.0% 65.9% 27.7% 72.2%
Alphabet US 2.23% 72.0% 50.9% 31.8% 96.0%
Amazon US 1.76% 90.8% 53.2% 95.9% 99.1%
NVIDIA Corporation US 1.25% 99.8% 98.5% 74.3% 76.1%
Tesla, Inc. US 1.07% 100.0% 95.0% 87.0% 92.0%

Cumulative Weight Rank
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Important Information 
The material contained in this document is for information purposes only. This material is not intended as an offer or 
solicitation for the purchase or sale of any security or financial instrument, nor is it advice or a recommendation to enter into 
any transaction. RAFI Indices, LLC, its affiliates, agents, and each of their respective officers, directors, employees, agents, 
representatives and licensors (collectively “RI”) does not make any warranties, express or implied, to anyone regarding the 
information provided herein, including, without limitation, any warranties with respect to the timeliness, sequence, 
accuracy, completeness, currentness, merchantability, quality or fitness for a particular purpose or any warranties as to the 
results to be obtained by any third-party in connection with the use of the information. Nothing contained in this material is 
intended to constitute legal, tax, securities or investment advice, nor an opinion regarding the appropriateness of any 
investment, nor a solicitation of any type. The general information contained in this material should not be acted upon 
without obtaining specific legal, tax and investment advice from a licensed professional. Investors should be aware of the 
risks associated with data sources and quantitative processes used to create the content contained herein or the investment 
management process. Errors may exist in data acquired from third party vendors, the construction or coding of indices or 
model portfolios, and the construction of the spreadsheets, results or information provided. RI takes reasonable steps to 
eliminate or mitigate errors, and to identify data and process errors so as to minimize the potential impact of such errors, 
however RI cannot guarantee that such errors will not occur. Use of this material is conditioned upon, and evidence of, the 
user’s full release of RI from any liability or responsibility for any loss or damage, direct, indirect or consequential, arising 
from or related to (i) any inaccuracy or incompleteness in, errors or omissions in the information or (ii) any decision made 
or action taken by any third party in reliance upon this information. RI shall not be liable to anyone for loss of business 
revenues, lost profits or any indirect, consequential, special or similar damages whatsoever, whether in contract, tort or 
otherwise, even if advised of the possibility of such damages.  
 
Past performance is not indicative of future results. Certain performance information presented represents simulated 
performance or performance based on combined simulated index data (pre-index launch) and live index data (post-index 
launch). Indexes are unmanaged and cannot be invested in directly. Past simulated performance is no guarantee of future 
performance and does not represent actual performance of an investment product based on an index. No allowance has been 
made for trading costs, management fees, or other costs associated with asset management, as the information provided 
relates only to the index itself. Performance data includes reinvestment of all dividends and income. Actual investment 
results will differ. The simulated data may have under-or over-compensated for the impact, if any, of certain market factors. 
Simulated returns may not reflect the impact that material economic and market factors might have had on an investor’s 
decision making. Simulated data is subject to the fact that it is designed with the benefit of hindsight. Simulated returns 
carry the risk that actual performance is not as depicted due to inaccurate predictive modeling. Simulated returns cannot 
predict how an investment strategy will perform in the future. Investors may experience loss of all or some of their 
investment.  
 
Any applicable financial instruments are not sponsored, promoted, sold or supported in any other manner by RAFI Indices, 
LLC or Solactive AG nor does RAFI Indices, LLC or Solactive AG offer any express or implicit guarantee or assurance either 
with regard to the results of using the Index and/or Index trade mark or the Index Price at any time or in any other respect. 
The Index is calculated and published by RAFI Indices, LLC and Solactive AG. RAFI Indices, LLC and Solactive AG use their 
best efforts to ensure that the Index is calculated correctly. Irrespective of their obligations towards Licensee, neither RAFI 
Indices, LLC nor Solactive AG has any obligation to point out errors in the Index to third parties including but not limited to 
Licensee, investors and/or financial intermediaries of the financial instrument. Neither publication of the Index nor the 
licensing of the Index or Index trade mark for the purpose of use in connection with the financial instrument constitutes a 
recommendation by RAFI Indices, LLC or Solactive AG to invest capital in said financial instrument nor does it in any way 
represent an assurance or opinion of RAFI Indices, LLC or Solactive AG with regard to any investment in the financial 
instrument.  
 
The trademarks Fundamental Index™, RAFI™, Research Affiliates Equity™, RAE™ and the Research Affiliates™ trademark 
and corporate name and all related logos are the exclusive intellectual property of Research Affiliates, LLC and in some cases 
are registered trademarks in the U.S. and other countries. Various features of the Fundamental Index™ methodology, 
including an accounting data-based non-capitalization data processing system and method for creating and weighting an 
index of securities, are protected by various patents, and patent-pending intellectual property of Research Affiliates, LLC. 
(See all applicable US Patents, Patent Publications, Patent Pending intellectual property and protected trademarks located at 
https://www.researchaffiliates.com/en_us/about-us/legal.html, which are fully incorporated herein.) Any use of these 
trademarks, logos, patented or patent pending methodologies without the prior written permission of Research Affiliates, 
LLC, is expressly prohibited. Research Affiliates, LLC, reserves the right to take any and all necessary action to preserve all of 
its rights, title, and interest in and to these marks, patents or pending patents.  
 
RAFI Indices, LLC is a wholly owned subsidiary of Research Affiliates Global Holdings, LLC and does not offer or provide 
investment advice or offer or sell any securities, commodities or derivative instruments or products. Any such business may 
only be conducted through registered or licensed entities and individuals permitted to do so within the respective 
jurisdiction and only in conjunction with the legally required disclosure documents and subject to all legally required 
regulatory filings.  
 
© 2023 RAFI Indices, LLC. All rights reserved. Duplication or dissemination prohibited without prior written permission.  
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