
 
RAFI Fundamental Reduced Carbon Pathway Index Series 

Attribution Summary: Q4 2022 
 

 
 
 
 
 
 
 
RAFI™ Fundamental Reduced Carbon 
Pathway Index Series 
Attribution Summary: Q4 2022 
  



 RAFI Fundamental Reduced Carbon Pathway Index Series Attribution 
Summary: Q4 2022 

 

 2 

Performance 
 

 

The RAFI Fundamental Global Low Carbon Transition Index beat its reference benchmark by 

3.91% in Q4 and by a remarkable 9.03% over the full course of 2022. The strategy provides the 

benefits of the Fundamental Index approach while offering investors a pathway to net-neutral 

emissions through an immediate reduction in carbon intensity and a regular decarbonization 

pathway. Accordingly, much like the RAFI Fundamental Index the strategy benefits on margin 

when value outperforms growth as it has in 2022 (the MSCI ACWI Value Index outperformed 

the MSCI ACWI Growth Index by 907 bps.) 

 

 

 

 

 

 

 

 

 

 

 

 

 

Performance Analysis
QTD

Return
QTD Excess 

Return
YTD

Return
1-Year
Return

Carbon Intensity 
(CF/Rev. $M USD)

RAFI Fundamental Global Low Carbon Transition Index 13.66% 3.91% -8.94% -8.94% 84.05
Solactive GBS Global Markets Large & Mid Cap Index 9.75% --- -17.96% -17.96% 152.03
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Global 
 
The year began with the promise of a respite from pandemic lockdowns and supply chain 

bottlenecks, only for February to bring the first land war in Europe in the 21st century. The 

Russian invasion and the aftershocks from commodity disruptions lit the flame under nascent 

inflation that had already been bubbling at the close of 2021. Combined with supply chain 

disruptions from China’s failing efforts to pursue a zero-covid policy, inflation peaked in the 

summer at approximately 9% in the US. The Fed began an aggressive series of rate hikes 

starting in March, attempting to stem to the tide of inflation. In the midst of these 

macroeconomic shocks, markets reacted poorly with the Solactive Global Markets Large & Mid 

cap index down –17.96% for the year.  

As markets tumbled, overextend valuations and lofty growth expectations set the stage for 

precarious valuations to collapse. The mega-cap, growth names of the Covid spring saw the 

sharpest declines with the FANMAG names down on average 43% over the course of 2022. By 

breaking the link between price and weight, the strategy avoided the pricing error of buying into 

firms at their peak, taking a contrarian position on these expensive market leaders by anchoring 

to company fundamentals. The year also saw unloved energy names thrive amidst massive 

disruptions caused by the war. This was a dramatic shift from the days of negative oil future in 

the summer of 2020. Relative to the standard RAFI Fundamental index, the carbon constraint 

lead to slightly higher weights in technology names and slightly lower weights in energy firms 

than otherwise. 

 

 

Portfolio Active Q4 Excess Return
Weight Weight Return Contribution

Top Five Contributors to Return
Tesla Inc 0.02% -0.90% -53.56% 0.86%
Amazon.com, Inc. 0.28% -1.35% -25.66% 0.59%
Alphabet Inc. Class C 0.00% -0.94% -7.72% 0.18%
JPMorgan Chase & Co. 1.54% 0.87% 29.49% 0.16%
Gilead Sciences, Inc. 0.56% 0.38% 40.31% 0.10%
Bottom Five Contributors to Return
Apple Inc. 5.46% 1.24% -5.83% -0.20%
Meta Platforms Inc. Class A 1.00% 0.51% -11.31% -0.11%
Banco Bradesco SA Pfd 0.19% 0.16% -21.57% -0.06%
NVIDIA Corporation 0.08% -0.56% 20.42% -0.06%
Broadcom Inc. 0.08% -0.28% 26.98% -0.05%



 RAFI Fundamental Reduced Carbon Pathway Index Series Attribution 
Summary: Q4 2022 

 

 4 

After a brief growth rebound in Q3, the trend of mean-reversion continued in Q4. Anchoring to 

company fundamentals, the strategy has consistently taken a contrarian underweight to growth 

names like Tesla, Amazon and Alphabet as these ‘top dogs’ have seen their valuations revert. 

This paid off generously in Q4 with Tesla adding 86 bps, Amazon 59 bps and Alphabet 18 bps. 

The strategy also benefitted from overweights to strong performers like JP Morgan Chase 

(0.87% active weight) and Gilead Sciences (0.38% active weight) which added 16 bps and 10 

bps, respectively. JP Morgan’s consumer wealth and trading divisions have benefitted from 

elevated volatility and rising rates. Gilead Sciences’ stock jumped on news of surging sales for its 

cancer drugs as well as approval for an innovative HIV drug. 

Apple was the largest detractor to performance with a 1.24% overweight detracting 20 bps from 

excess return. Apple had been a relative stalwart among the FANMAG stocks until bad news 

from China raised the specter of IPhone supply disruptions. Meta Platforms was another notable 

detractor. After a sharp drop in valuation in February, the social media firm has muddled on, 

seeing its valuation about halving from its peak in 2022. The strategy has gradually taken on a 

contrarian 0.51% active weight to Meta in line with the contraction in valuations. Meta detracted 

11 bps from returns in Q4. 

 

 

The quarter saw a sharp reversal of the brief growth resurgence in Q3. Consumer Cyclicals was 

the largest contributor to performance with selection effects explaining 151 bps of a total 172 bps 

in excess returns. Of that 172 bps to excess returns, underweights to Tesla (–0.90% active 

weight) and Amazon (–1.34% active weight) contributed 145 bps alone to outperformance. 

Tesla’s torrid Q4, down –53.56%, could be ascribed to any manner of things: increased 

9/30/2022 to 12/30/2022 Attribution Analysis

Port. Average 
Weight

Port. Total 
Return

Bench. Average 
Weight

Bench. Total 
Return

Allocation 
Effect

Selection + 
Interaction Total Effect

Total 100.00 13.69 100.00 9.73 0.91 3.05 3.96

Basic Materials 5.92 17.52 5.17 15.86 0.04 0.09 0.14
Communications 5.94 3.97 7.36 2.90 0.12 0.07 0.19
Consumer Cyclical 8.63 14.77 10.09 -2.09 0.21 1.51 1.72
Consumer Non-Cyclical 9.16 12.48 8.19 11.45 0.02 0.09 0.11
Energy 8.61 22.33 5.78 17.31 0.18 0.41 0.59
Financials 20.72 17.71 14.96 14.43 0.27 0.66 0.93
Healthcare 11.72 12.23 13.12 13.28 -0.05 -0.12 -0.17
Industrial 8.58 20.88 9.56 18.08 -0.08 0.23 0.15
Real Estate 2.04 8.16 2.37 5.48 0.01 0.06 0.07
Technology 15.87 4.87 20.35 5.51 0.19 -0.11 0.09
Utilities 2.81 15.65 3.05 10.13 0.00 0.15 0.15

RAFI Fundamental Global Low 
Carbon Transition Index

Solactive GBS Global Markets 
Large & Mid Cap Index
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competition, poor sentiment, an unpopular CEO. Fundamentally, stretched valuations had 

always posed a severe risk to its future expected returns. Amazon, for its part, has gone from the 

giant conquering the world to perhaps a vulnerable conglomerate. Engaging in a massive level of 

capex, the firm has been hurt by a return to normalcy post COVID and increased competition in 

the retail and cloud space. Google and Microsoft have been increasingly successful in chipping 

away at Amazon’s cloud market share, and the firm has been impacted by a downturn in VC 

markets, prime clients for AWS.  

Financials was the other notable sector in Q4 with the segment adding 93 bps on the back of a 

5.76% overweight. The rising rate environment has been beneficial for banks with performance 

relatively diffuse across the sector save for the standout performance by JP Morgan Chase, up 

29.49%. 

 

Breaking out performance by region, security selection explained the bulk of performance (332 

of a total 396 bps in excess returns) as the United State was the predominant contributor to 

outperformance. With a –6.34% underweight to the United States, the strategy was rewarded for 

contrarian underweights to growth names like Tesla and Amazon. Developed Europe was also a 

moderate contributor to excess returns with a 4.65% overweight driving 75 bps in excess 

returns. Performance was primarily driven through allocation effects (43 bps of the total 75 bps) 

as European energy and commodities firms boosted performance on margin. Europe has traded 

at extended valuations for some time even before the massive disruption caused by the Russian 

invasion. With a milder than expected winter, Europe has fared better than expected and the 

attractive yields on European securities have been rewarded, up 19.08% for the quarter. By 

anchoring to company fundamentals, the RAFI Fundamental Low Carbon Transition Index has 

benefitted from the engine of fundamental weighting and disciplined rebalancing, during a 

period of immense volatility. 

9/30/2022 to 12/30/2022 Attribution Analysis

Port. Average 
Weight

Port. Total 
Return

Bench. Average 
Weight

Bench. Total 
Return

Allocation 
Effect

Selection + 
Interaction Total Effect

Total 100.00 13.69 100.00 9.73 0.64 3.32 3.96

Developed Asia Pacific 11.04 15.43 9.33 14.09 0.07 0.16 0.23
Developed Europe 20.68 20.77 16.03 19.08 0.43 0.32 0.75
Emerging Americas 1.87 3.17 1.06 4.92 -0.04 -0.04 -0.08
Emerging Asia 8.53 13.74 8.69 9.80 -0.02 0.34 0.32
Emerging EMEA 1.01 24.50 1.78 5.61 0.04 0.19 0.22
United States 53.07 11.32 59.41 6.97 0.17 2.36 2.52
Other Developed 3.80 7.19 3.56 7.11 -0.01 0.00 -0.00
[Unassigned] 0.00 -- 0.15 16.29 -0.01 -0.00 -0.01

RAFI Fundamental Global Low 
Carbon Transition Index

Solactive GBS Global Markets 
Large & Mid Cap Index
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Important Information 
The material contained in this document is for informational 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 (“RI), its affiliates, agents, and each of their respective officers, directors, employees, 
agents, representatives and licensors (collectively “Research Affiliates”) 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. Research Affiliates 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 Research Affiliates cannot guarantee that such errors will not occur. Use of this material is conditioned 
upon, and evidence of, the user’s full release of Research Affiliates 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. Research Affiliates 
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. 

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). Hypothetical investor accounts depicted are not 
representative of actual client accounts. 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. Actual investment results will differ. As such, 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 the advisor's decision making if the advisor 
were actually managing clients' money. 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 is not due to inaccurate predictive modeling. 
Simulated returns cannot predict how an investment strategy will perform in the future. Simulated returns should not be 
considered indicative of the skill of the advisor. 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 RI or Solactive 
AG nor does RI 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 RI and Solactive AG. RI and Solactive AG use their best efforts to ensure that the Index is calculated correctly. Irrespective 
of their obligations towards Licensee, neither RI 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 RI or Solactive AG to invest capital in said financial instrument nor 
does it in any way represent an assurance or opinion of RI 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 (“RA”) 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 of RA. (See applicable US Patents, Patent Publications and protected trademarks 
located at https://www.researchaffiliates.com/legal/disclosures#patent-trademarks-and-copyrights, which are fully 
incorporated herein.) Any use of these trademarks, logos or patented methodologies without the prior written permission of 
RA is expressly prohibited. RA reserves the right to take any and all necessary action to preserve all of its rights, title, and 
interest in and to these marks or patents. 

RI 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 regulatory filings. 

© 2023 RAFI Indices, LLC. All rights reserved. Duplication or dissemination prohibited without prior written permission. 
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