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• Introduction to Factor Investing, 3 factors behind the StockRank, Other Rankings

• 5 Year StockRank Performance History
• Decile Returns, Hit Rates,  Sectors, Size Groups, Regions

• StockRank Style Classifications
• The eight different combinations of StockRank and how to use.

• Usage Guide to the Site
• Analysing a stock, analysing portfolios, building a portfolio, tricks for obsessives
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The following pages within this document have been produced by Stockopedia Ltd ("Stockopedia") for marketing purposes only. All 
rights regarding these pages are reserved. It is not for general circulation.

Stockopedia is a subscription-based data & screening web service for self directed individuals who have an adviser and/or are 
comfortable making their own decisions. Use of our data is subject to express Terms of Service. This service is intended to be used and 
must be used for informational purposes only. Our Stock Reports and screens are based on underlying data from other suppliers 
including Thomson Reuters which is believed but not guaranteed to be accurate.  Any figures cited are subject to change or possible 
correction.  If we are notified of a possible error, we will endeavor to notify our supplier of this issue, although we cannot be certain that 
they will be willing to correct the error identified.  Any forward looking information is based on the Consensus Analyst Estimate as 
defined by Thomson Reuters and is subject to their assumptions but does not involve subjective judgement by Stockopedia.

We are not regulated by the Financial Conduct Authority.  Stockopedia is not a broker/dealer, and we are not in the business of the 
giving or receiving of financial, tax or legal advice. None of our content constitutes or should be understood as constituting a 
recommendation to enter in any securities transactions or to engage in any of the investment strategies discussed in our content. We 
do not provide personalized recommendations or views as to whether a stock or investment approach is suited to the financial needs of 
a specific individual.

It is very important to do your own analysis before making any investment based on your own personal circumstances. You should take 
independent financial advice from a professional in connection with or independently research and verify any information you find in this 
presentation.  Accordingly we will not be liable, whether in contract, tort (including negligence) or otherwise, in respect of any damage, 
expense or other loss you may suffer arising out of such information or any reliance  you may place upon such information.

We would like to draw your attention to the following important investment warnings:

 - The value of shares and investments and the income derived from them can go down as well as up
 - Investors may not get back the amount they invested
 - Past performance is not a guide to future performance
 
 Please note that all data in this document is historic and dated when this document went to print: 1st June 2018

Disclaimer
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What is the StockRank?
Every stock in the market ranked against all the 

others for three proven, historical drivers of return.



StockRank TM 100

What is the StockRank?
Ranked as percentiles between 0 (worst) and 100 (best)

“Good, cheap, strong”

“Junk, expensive, weak”0





4. Investment Conferences



• High Quality (good)
• Higher Value (cheap)
• Higher Momentum (strong)

StockRank Performance

StockRank
*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



100 Club

http://stk.pe/100-returns

PhilH

I'm showing an annualised return of 25% and to date 
my investments have increased by over 150%.

pgs501

I am up just over 100% over the last 3 years. This really is 
life changing; thank you to the Stockopedia team.

iwright7

Just as the StockRank gains have ebbed and flowed so 
has my portfolio which is now up over 100% over 4 years.

Excel calculates XIRR at 24% since I started with 
StockRanks in August 2014

Underscored

http://stk.pe/100-returns
http://www.stockopedia.com/contributors/philh/
http://www.stockopedia.com/contributors/pgs501/
http://www.stockopedia.com/contributors/iwright7/
http://www.stockopedia.com/contributors/underscored/


Background on
Factor Investing*

*inspiration for the StockRanks



What are factors?

• Quantifiable traits that may explain stock returns
• e.g. the P/E ratio,  the Dividend Yield

• To be validated a factor must be:
• Persistent - evident across decades

• Pervasive - work across sectors, regions, assets

• Intuitive - clear reasons as to why it should “work”

• Investable - must be robust after transaction costs



What drives stock returns?

The Market

Company specific

Quality (profitable beats junk)

Value (cheap beats expensive)

Momentum (winners beat losers)

Volatility (low risk beats high risk)

Size (small caps beat large caps)

Quantifiable 
Factors



What drives stock returns?

Company specific

Quality (profitable beats junk)

Value (cheap beats expensive)

Momentum (winners beat losers)

Volatility (low risk beats high risk)

Size (small caps beat large caps)

StockRanks

RiskRatings

Size Groups

The Market

Research



Break down of a stock’s return

Most investors think 
that stock returns 

are driven by unique 
Company Specific news



by factors

Break down of a stock’s return
But much of the return is driven by ‘factors’



by factors

Break down of a stock’s return

by factors

But much of the return is driven by ‘factors’



Break down of a portfolio’s return
When building a portfolio out of multiple stocks….



Break down of a portfolio’s return

Single stocks  
driven by Company

Portfolio Returns 
driven by factors

Company Specific 
Contributions  

cancel out

… the company specific risk gets diversified away



““While the popular press will continue 
to glamorise the best performing fund 
managers, the mundane 
explanation of strategy and costs 
account for almost all the 
important predictability in fund 
returns.”

Mark Carhart
CIO, Founder Kepos Capital
ex-Professor of Finance Marshall Business School



Why do factors work? 

 RISK

• Insurance premiums for taking on genuine risks

• A payoff for enduring ‘bad times’

 MISPRICING

• Pricing errors due to human behavioural biases



1920 1950 1980 2010

Fama & French

Novy Marx

Jegadeesh & Titman

Value

Quality

Momentum

It’s nothing new… 

Practitioners Academics



The 3 Factors
behind the StockRank



Quality Value

Momentum

Good stocks
beat

Junk stocks

Cheap stocks 
beat

Expensive stocks

Improving stocks
beat

Deteriorating stocks



Cheap stocks
outperform 

expensive stocks

1. The ValueRank



• vs.   What it earns
P/E Ratio,    Earnings Yield,    P/CF,    Yield 

• vs.   What it owns
P/Book ratio

• vs.   Other measures
Price / Sales

How to value a company?



Creating a ratio ‘rank’

PE Ratio 3.2

Rank each stock in the universe 
from 0 (worst) to 100 (best)

XYZ Holdings is cheaper than
94% of stocks by the PE Ratio

1000



ValueRank

DY % 2.9 65%

EY % 5.8 70%

P/E 18.2 42%

ValueRank™ Composite: 57/100

P/FCF 23.7 38%

P/S 1.1 63%

P/B 11.4 12%



• Lower P/E, P/S, P/CF, P/B
• Higher Dividend & Earnings Yield

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced annually

Value Rank Performance

Cheap
Expensive

Value Rank



Why does Value work? 
• RISK:  There’s a payoff to owning riskier assets.

• Cheap stocks have a higher risk of bankruptcy.
• Cheap stocks may decline more in a recession.

• MISPRICINGS: Investors make systematic errors. 
• Investors overly pessimistic about cheap stocks.
• Investors are loss averse & reluctant to sell -> overpricing.



How to think about the ValueRank

•  It’s a pure measure of cheapness - no quality factored in

• The highest ValueRank stocks
• likely have a higher chance of financial distress
• beware 99 ValueRank stocks - they may be Value Traps

•  Use it in combination with other factors (e.g. QualityRank)



Good stocks
outperform 

Junk stocks

2. The Quality Rank



• Franchise - is it a good business?
5y average ROCE,  Gross Profitability, FCF, Stability of Margins & Growth

• Direction - are fundamentals improving?
Piotroski F-Score - a nine point checklist of fundamental health

• Risk - is it safe from risks?
Leverage,  Bankruptcy Risk (Z-Score), Earnings Quality (M-Score)

How to assess quality?



Quality Rank Performance

• Higher Profitability
• Higher Margins
• Higher Cashflow
• Higher Liquidity
• Lower Debt

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced annually

Good
Junk

QualityRank



Why does Quality work? 
• RISK:  There’s a payoff to owning riskier assets.

• Quality stocks are low volatility.
• Quality stocks hold up well in bad markets.

• MISPRICINGS: Investors make systematic errors. 
• Investors have a preference for higher risk shares.
• Investors focus on visible metrics (e.g. EPS) rather 

than more hidden & predictive metrics (e.g. Cashflow)



• Designed to be Predictive rather than Descriptive
• Weighted towards academic factors that are proven to work 

rather than naive measures that often don’t.

• Broader definition of Quality than most expect
• Heavy weighting to the ‘direction’ of fundamentals means 

turnaround/recovery stocks can rank higher than expected

How to think about the QualityRank



Past winners
continue to beat 

Past losers

3. The Momentum Rank



Classic Momentum Example



Classic Momentum Example



Classic Momentum Example



Classic Momentum Example



1.  Price Momentum
• How is the price performing relative to the market over 6m and 1y?
• How close is the price to its 52 week highs?
• How much is the 50 day average price above the 200 day average?

2.  Earnings Momentum
• Are company earnings surprising on the upside vs expectations ?
• Are research analysts upgrading their recommendations?
• Are research analysts upgrading their earnings estimates?

How to assess momentum



• Price at new highs
• Strong Relative Strength
• Improving Broker Forecasts
• Broker recommendation Upgrades

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced annually

Improving
Deteriorating

Momentum Rank Performance



Why does it Momentum work? 
• RISK:  There’s a payoff to owning riskier assets.

• Momentum stocks often have larger growth 
opportunities & riskier future cashflow streams.

• The momentum factor has intermittent “crashes”.

• MISPRICING: Investors make systematic errors. 
• In the short term, investors under-react to surprises.
• In the long term, investors over-react to trends.

(bandwagon effect).



Momentum as ‘frog in a pan’
The market reacts slowly to information that is 
released over time.  This leads to the creation of 
trends.

It’s a slow boil - the frog doesn’t jump.



Good, cheap, improving
beats 

Expensive, deteriorating, junk

QVM - StockRank



Quality Value

Momentum

33% 33%

33%

QVM

StockRank



“Over time... tilts towards value, 
momentum and profitability have 
outperformed the market. 

A combined portfolio of these three 
has provided much higher reward... 
and a significant reduction in extreme 
risk.” 

Robert Novy Marx

Simon Business School 



• High Quality (good)
• Higher Value (cheap)
• Higher Momentum (strong)

StockRank Performance

StockRank
*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced annually



On the bias against high ranking shares

"This seems a rather 
euphoric reaction, 
considering the company 
is only saying it will match 
last year's numbers. I'd 
probably be tempted to 
bank some gains on 
today's big move up"

“I still like the stock and 
will hold on.  I had topped 
up around 130p but that 
might look ok this time 
next year.”

Dart

Synety

100

1

StockRank

StockRank



Quality Value

Momentum

QV

VMQM
QVM

All the StockRanks

Basics
Quality Rank*
Momentum Rank*
Value Rank*
Growth Rank

QV Rank
QM Rank
VM Rank

Crossovers

Composites
StockRank (QVM)*
QVGM Rank

Available in the screeners and to view in table displays



A 5 level classification based on each 
stock’s 3 year annualised & adjusted* daily volatility. 

Volatility
< 25%

25%-35%

35%-45%

45%-70%

>70%
High Risk

 Low Risk
1.Conservative
2.Balanced
3.Adventurous
4.Speculative
5.Highly Speculative

* Bands vary over time

The RiskRating



Brain Tips



How to ‘think’ about high StockRank Stocks

- Never cross a river because it is on average 4 feet deep

- Don't overweight precision

Portfolios of stocks with these characteristics have on average, over the long term tended 
to outperform the market.  But individually there is zero guarantee of outperformance. 

A  99  ranked share is really no different to a        ranked share.  A small tweak in the 
algorithm could easily change the relative ranking of each. 

- Be comfortable with the “built-in” error rate
The error rate is usually lower in well thought out quantitative processes than it is in qualitative 
human biased processes.  Analyst forecasts are famously on average 47% wrong!

- Understand that stocks in ‘distress’ occasionally rank high
While financially distressed stocks as a whole tend to underperform the market, there is a 
subset of these stocks which do recover.  We weight the trend of a stock’s fundamentals 
highly in the Quality Rank… so a turnaround may be able to rank highly. 

99 91



Common Mistakes

- Beware of familiarity bias (selecting those you know best)
Many will look at the high ranking list and only buy stocks that they are most familiar or 
comfortable with.  Challenge yourself to dig where others aren’t.

- Be aware of the RiskRating of the stocks selected
Just buying high StockRank stocks could lead to higher risk shares being selected.

- Ensure you use adequate diversification
Research shows that you need at least 8 stocks in a portfolio to reduce risk, but to 
ensure capturing of factor returns 20+ stock portfolios work best.

- Not rebalancing a portfolio as StockRanks drift
Factor investing relies on active management of a portfolio. Over time exposures to 
factors change.  It makes sense to rebalance.  Annually is enough. 



On the traits of high 
StockRank Stocks



“You certainly usually find 
something, if you look, but it 
is not always quite the 
something you were after.”
J.R.R. Tolkien



The higher the ranking…. the more profitable the company



The higher the ranking…. the faster the growth



The higher the ranking…. the cheaper the stocks



The higher the ranking…. the lower the broker expectations



The higher the ranking…. the more expectations are wrong!



The higher the ranking…. the more it’s beating the market



Would you buy a stock with these traits?

Return on Capital

Operating Margin 20%

15%

PE 9.55

Yield 4.2%

Relative Price Strength 21%

Earnings above expectations by +6.3%



Search for stocks with these traits - none exist



But a 98+ StockRank portfolio has these traits
on average



Nobody likes to swallow a frog…



Performance & Hit Rates



Understanding the Performance Charts

Cheapest    

Dearest

Sort all the stocks 
in the market in  

order of increasing 
value, quality  
or momentum



Cheapest 10%

Dearest 10%

Split them into 
10 equal sized 

buckets 

(called “deciles”)

Understanding the Performance Charts



Cheapest 10%

Dearest 10%

Understanding the Performance Charts

Track them  
as portfolios  
over time… 



5 Year History of the StockRanks

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



• High Quality (good)
• Higher Value (cheap)
• Higher Momentum (strong)

StockRank

Decile Performance

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Hit Rate for picking a ‘winner’ in each decile*

StockRank Decile

% Winners % Losers

0-10 90-10080-9010-20 20-30 30-40 40-50 50-60 60-70 70-80

67%

33%

* Average annual win-rate results for each of the 5 years since inception.



Distribution of Returns - Best Decile vs Worst
90-100 Ranked Stocks

0-10 Ranked Stocks

Far more 
winners

Far more 
losers

* Average annual win-rate results for each of the 5 years since inception.



Median Size of Wins & Losses



Have they worked across
Sector Groups?





Energy

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Basic Materials

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Industrials

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Consumer Cyclicals

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Consumer Defensives

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Financials

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Healthcare

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Technology

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Telecoms

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Utilities

*Performance of UK stocks > £10m Mkt Cap between April 2013 & April 2018, rebalanced quarterly



Have they been robust 
across Size Groups?



Performance of StockRanks vs Size Groups



90+ StockRank “Hit Rates” vs Size Groups
% Winners % Losers

Micro Caps
< £50m

Large Caps
> £2.5bn

Small Caps
£50m -> £350m

Mid Caps
£350m -> £2.5bn



Have they been robust 
across Regions?



Europe
A very strong spread between high QVM and low QVM stocks.

*Performance of stocks > £10m Mkt Cap rebalanced quarterly



Australasia
High QVM outperforms, but a noisier distribution due to small numbers of stocks in low ranking buckets

*Performance of stocks > £10m Mkt Cap rebalanced quarterly



Canada
High QVM outperforms, but a noisier distribution due to small numbers of stocks in low ranking buckets

*Performance of stocks > £10m Mkt Cap rebalanced quarterly



India
A very strong spread between high QVM and low QVM stocks.

*Performance of stocks > £10m Mkt Cap rebalanced quarterly



Japan
High QVM outperforms (below), but a much tighter spread between high ranking and low ranking buckets

NB - Momentum ‘famously’ doesn’t work in Japan.   Using QV Rank has a much wider spread.

*Performance of stocks > £10m Mkt Cap rebalanced quarterly



Hong Kong & Singapore
A very strong spread between high QVM and low QVM stocks.

*Performance of stocks > £10m Mkt Cap rebalanced quarterly



USA
Value has not been working in the USA - and QVM (StockRank) has suffered as a result of value weighting

*Performance of stocks > £10m Mkt Cap rebalanced quarterly



USA - QM
Focusing only on Quality & Momentum (QM Rank) and stripping out Value has had better results.

*Performance of stocks > £10m Mkt Cap rebalanced quarterly



Key insights from international regions

- Different factors work in different regions at different times.  
- QVM has worked best across most regions. 
- QM in the USA.  (Value ineffective) 
- QV in Pacific Asia. (Momentum ineffective) 

- Favour inefficient markets for maximum returns.   
- The US market displays a confluence of strong regulatory framework, 

standardised reporting, high frequency trading & some giant, 
dominating tech brands which has made outperformance over the 
index harder. All markets may tend towards this kind of efficient state 
over time, reducing the returns for factor investors.



Why is outperformance so 
persistent & pervasive? 

Behavioural Biases

Resistance to buying cheap stocks (problems)

Resistance to buying good stocks (unexciting)

Resistance to buying strong stocks (scary prices)



Classifying the combinations

StockRank Styles



Combinations of StockRank

As a rule of thumb ‘high’ and ‘low’ 
ranking cutoffs are 60 and 40.

Quality

Value

Momentum

88

72

45



Quality

Value

Momentum

8 Combinations of the 3 Basic StockRanks

High

High

High

“Good, Cheap, Improving” - Super Stocks



Quality

Value

Momentum

High

Low

High

“Good, Expensive, Improving” - High Flyer

Other Combinations



Quality

Value

Momentum

High

High

Low

“Good, Cheap, Deteriorating” - Contrarian

6 other combinations of these factors



Quality

Value

Momentum

Low

High

High

“Junk, Cheap, Improving” - Turnaround

6 other combinations of these factors



Quality

Value

Momentum

High

Low

Low

“Good, Expensive, Deteriorating” - Falling Star

6 other combinations of these factors



Quality

Value

Momentum Low

High

Low

“Junk, Cheap, Deteriorating” - Value Trap

6 other combinations of these factors



High

Quality

Value

Momentum

Low

Low

“Junk, Expensive, Improving” - Momentum Trap

6 other combinations of these factors



Quality

Value

Momentum

8 Combinations of the 3 Basic StockRanks

Low

Low

Low

“Junk, Expensive, Deteriorating” - Sucker Stock



4 Winning Styles The stock is strong in 
at least 2 of 3 Ranks

The stock is weak in 
at least 2 of 3 Ranks4 Losing Styles



4 “Winning” Styles The stock is strong in 
at least 2 of 3 Factors

The stock is weak in 
at least 2 of 3 Factors4 “Losing” Styles





Market Segment in each StockRank Style

Losing Styles Winning Styles



StockRank Styles Performance History
Super Stocks

High Flyer

Turnaround

Contrarian

Falling Stars

Momentum Traps

Value Traps

Sucker Stocks

*Performance of UK stocks > £10m Mkt Cap rebalanced annually.



Analysing the Annual Win Rate
% of winners vs % of losers across each class of share*

Super Stocks

High Flyer

Turnaround

Contrarian

Fallin
g Stars

Momentum Traps

Value Traps

Sucker Stocks

* Average annual win rates for each classification calculated from April 2013 to April 2018



What type of
investing style
best fits your
psychology?



Using the 
StockRanks



Additional Material



Further Reading

Light Intro
All the 

Historical Data

Super Stocks
for the 
Geeks

To understand factors & stock ranking systems

Factor
Research
Summary

For Serious 
Geeks



Academic Papers

Novy Marx Buffett’s Alpha Value & Momentum

To understand QVM approach

http://bit.ly/1fQ6A7f http://bit.ly/1nc3xqehttp://bit.ly/1nc3RFv



www.stockopedia.com

http://www.stockopedia.com

