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PRVit Factor Report – Emerging Markets  
July 2025 
Cheap Value posted its third positive spread month in the Large Cap universe and 
has averaged 242bps/month since May. Cheap Value has been positive for three of 
the last four months in Small Cap, averaging 107bps/month over that time period.  
Quality and most of its subfactors (Profitability and Risk) posted a negative spread as 
investors added to Risk positions and ignored Profitability. July was the third month 
in a row that investors added to Risk positions in Large Cap. Vulnerability Risk (R2) 
was positive in Small Cap as investors favored companies with lower leverage and 
better cash flows. For a full breakdown of factor performance over various time 
slices, please see Figures 5, 6, and 7 on page 3.  
 

Figure 1: Factor Performance 

 
Sector Attractiveness 
In Figure 2 below, we break down sector attractiveness by Large Cap and Small Cap 
universes. Sectors above the average are attractive. Energy, Financials, Utilities, and 
Discretionary are the most attractive sectors in the Large Cap universe. Utilities, 
Financials, Staples, and Energy are the most attractive names in the Small Cap 
universe. Information Technology, Discretionary, Energy, and Communication 
Services have the biggest discrepancies between the two regions. Large Cap scores 
as more attractive than Small Cap (52 to 48).  
 

Figure 2: Sector Attractiveness 

 
 
The universe for each region includes all companies in the ISS EVA with a market 
cap greater than $1B, excluding the Real Estate sector and Pharmaceuticals, 
Biotechnology, and Life Science firms under $5B. 

 

Contents 
 

Our monthly PRVit Reports summarize the 
performance of our PRVit stock selection 
model as well as its underlying factors: 
Profitability (P), Risk (R), and Value (V). We 
analyze the results by regions, by sectors, 
and by market cap size. All references to 
Europe exclude the United Kingdom. 
 
Key Takeaways: 
- Investors took added Risk in both Large 

and Small Cap universes (see Figures 6 
and 7 on page 3). 

- Cheap Value worked in both Large and 
Small Cap. 

- HEAT Zones backtest results are in 
Figure 14 on page 6.  

 

Methodology: 

The graphs below contain the compound log 
returns of the total alpha coming from 
Quality, Value, and PRVit, as well as the 
equal-weighted benchmark for the last two 
years in each universe. Note: The ‘equal-
weighted universe’ lines are included to 
show market direction: when the colored 
factor lines are moving up, they are 
generating alpha, and when they are over 
the ‘0’ line of the y-axis, they have generated 
positive cumulative alpha. 
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Factor Rotation: Daily Performance over Trailing 24 Months 

Large Cap and Small Cap daily factor performance over the last two years are included below. Note these graphs are based on a daily 
re-balancing of factors (versus the monthly re-balancing used in all other analyses). The ‘equal-weighted universe’ lines are included 
to show market direction. When the colored factor lines (light blue = Quality, green = Value, dark blue = PRVit) are moving up, that 
factor is generating alpha, and when the lines are over the ‘0’ line of the y-axis, they have positive cumulative alpha. 

Figure 3: Large Cap   

 

Large Cap 

Quality started to deteriorate at the end 
of May and trended down through July. 
Cheap Value has been trending up since 
late April. PRVit was negative in July as 

Value’s performance was not strong 
enough to offset the negative alpha from 

Quality. 

 
Figure 4: Small Cap 

 

 

Small Cap 

Quality started to deteriorate a little later 
than it did in Large Cap, rolling over in 
early July after being mostly flat for a 

couple of months. Cheap Value has mostly 
been trending up since mid-May, with a 

small dip at the end of July. PRVit spreads 
were negative for the month as Quality’s 

decline more than offset the alpha 
generation from Value. 
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PRVit Performance and Factor Returns 

Figures 5-7 show the performance of the PRVit model in the Emerging Markets Large Cap and Small Cap universes across all of the 
model’s subcomponents. The top-bottom spread (“spread”) is the difference between the average return of the top 20% and the 
bottom 20% of stocks ranked by a factor. The information coefficient (“IC”) is the cross-sectional correlation between the factor ranks 
and future returns. An IC around 5% indicates a very monotonic result: in other words, the top quintile should outperform the 2nd 
quintile, the 2nd quintile should outperform the 3rd quintile, etc.  
 

Figure 5: All Cap  

 
 

Figure 6: Large Cap  

 
 

Figure 7: Small Cap  
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Compound Total Alpha for Factors 
The graphs below are the compound log returns of the total alpha generated by each of our key factors: Profitability (P), Risk (R), and 
Value (V). In these graphs, the benchmarks are provided for timing: the alpha lines are not relative to those lines.  
 

In Large Cap, Risk and Valuation were strong from 2021 to 2024, but then Risk rolled over while Value continued to trend up. 
Profitability is overall a stronger, more stable factor over the long term, though it did see some volatility from 2023 to 2025. In Small 
Cap, Risk has been trending up more consistently than Large Cap. Value has been a stronger factor in Small Cap. Profitability looks like 
Large Cap: more stable and stronger returns over time with some volatility in recent years. 

Figure 8: Large Cap 

 
Figure 9: Small Cap 
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PRVit Performance by Sector 

We provide the spreads for each sector for our PRVit (Figure 10), Quality (Figure 11), and Valuation (Figure 12) factors for the Emerging 
Markets universe. In July (“1M” columns), PRVit had a positive spread in 6 of 11 sectors. Quality saw negative spreads in every sector. 
Valuation worked in all sectors. 

Figure 10: PRVit Performance by Sector 

 
 

Figure 11: Quality Performance by Sector 

 
 

Figure 12: Value Performance by Sector 
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HEAT MAP: Examining the Zones 

Our HEAT Map captures the key factors that constitute PRVit: the trade-off between Quality and Valuation. Our Quality score is plotted 

on the y-axis, where the higher the value, the better the quality. Our Valuation factor is plotted on the x-axis, where the cheaper values 

are to the right and the expensive values are to the left. The green areas are in the ‘Favorable’ region: the upper left one is our ‘Expensive 

But Worth It’ category, where PRVit > 70, Quality > 60, and Valuation > 60; while the lower-right one is our ‘Attractive Value’ category, 

where PRVit > 70, Quality < 40, and Valuation < 40. Our ‘Best of Best’ green box is PRVit > 70, Quality > 60, and Valuation < 40: these 

companies have the largest disconnect between their Quality and Valuation. The red areas are in the ‘Unfavorable’ region: the  upper-

left one is our ‘Overly Expensive Quality,’ where PRVit < 30, Quality > 60, and Valuation > 60; while the lower-right one is our ‘Value 

Traps,’ where PRVit < 30, Quality < 40, and Valuation < 40. And, of course, we highlight the ‘Worst of Worst’ in the red box, where PRVit 

< 30, Quality < 40, and Valuation > 60: we sometimes refer to these as ‘Story Stocks,’ because if you own these, you better have a good 

story (see Figure 6). 

Figure 13: HEAT Map Zones HEAT Map Primer 

 

The beauty of the HEAT map is the visual trade-off between 
Quality and Valuation: companies in the favorable (blue) area 
offer higher quality and/or cheaper valuation than those in the 
unfavorable (red) area. 

The y-axis is our measure of Quality, where the higher the 
score, the higher the company’s quality or Risk-Adjusted 
Profitability is. This is a composite score, including Level and 
Trend of Profitability (P1 and P2) as well as Volatility and 
Vulnerability (R1 and R2). 

The x-axis is our measure of Valuation, which includes Wealth 
Ratios and Wealth Multiples (V1 and V2). This axis is plotted in 
reverse, so the most expensive stocks (highest V scores) are to 
the left and the cheapest V scores are plotted to the right. 

The upper left area tends to contain growth names while the 
bottom right area tends to contain the value plays. 

Figure 14: HEAT Zones Results  

In July, our Value Trap zone had the strongest performance: +372bps in Large Cap and +299bps in Small Cap. Historically, the Best of 

the Best zone has the strongest performance in Large Cap (+62bps/month) and Small Cap (+60bps/month), followed by Attractive 

Value and Expensive But Worth It.  

See the next page for Large and Small Cap graphs of the performance of each zone over time. 
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Long-Term HEAT Map Zone Performance 
 

The graphs below show compounded performance of our zones (Best of the Best, Expensive But Worth It, Overly Expensive Quality, 
Attractive Value, Value Trap, and Worst of the Worst) versus the equal-weighted average of each universe. See the explanation of 
zones on the previous page. 
 

Figure 15: Long-Term Zone Performance – Large Cap 

 

Figure 16: Long-Term Zone Performance – Small Cap 
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Expectations Analysis Formulas 

A key driver of our Value scores is the imbedded expectations of the market. For 
this, we use the Future Growth Reliance (FGR) metric, which computes the 
implied future EVA growth. 

Figure 17 below plots the Large Cap FGR over the last 10 years – the gray area is 
the overall range (min to max), the orange lines represent the mean, the 
greenish-blue lines show the mean plus/minus 1 standard deviation, the green 
diamonds represent the current value, the red ‘Xs’ indicate lows from March 
2009, and the blue ‘Xs’ represent the lows of March 2020. Small Cap results can 
be found in Figure 18. 

Future Growth Reliance (FGR) = 
FVA / Market Cap 

 
Future Value Added (FVA) = 

Market Cap – Current Value Added (CVA) 
 

Current Value Added (CVA) = 
EVA / Cost of Capital (no-growth scenario) 

 
(‘Xs’ below represent the number of standard deviations 

the current value is from the mean) 

Figure 17: Expectations Analysis – Large Cap  

 

Large Cap 

Financials (+1.7x), IT (+1.3x), and 
Communication Services (+1.3x) have some of 

the highest expectations. Staples (-1.0x), 
Discretionary (-0.8x), and Energy (+0.1x) have 
the lowest relative expectations (despite the 

Energy being above historical average). 

Figure 18: Expectations Analysis – Small Cap  

 

Small Cap 

IT (+2.3x), Health Care (+1.7x), and Financials 
(+1.3x) have some of the highest relative 

expectations. Staples (+0.1x), Energy (+0.3x), 
and Communication Services (+0.3x) have the 

lowest expectations. 
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About ISS EVA 

We are an independent equity research provider offering investing insights through the use of our proprietary Economic Value Added (EVA) framework. 
EVA converts accounting profits into economic profits and charges businesses for the use of Invested Capital. EVA is superior to traditional measures of profit because 
it is comparable across companies, industries, and countries, links to a consistent, transparent valuation framework, and provides a unique, unbiased view of Quality, 
Value, and Growth. 

Our experienced team of analysts offers both fundamental and quantitative company analysis through written research, bespoke research, a stock selection model, 
an online analytical tool offering +29,000 companies as viewed through the EVA framework, custom screening, and portfolio analysis. 

Key EVA Concepts 
The value of a firm = Capital + Present Value of EVA 
If EVA is increasing then the intrinsic value of the firm is too, suggesting that market value should follow (and vice versa). 

EVA = NOPAT - Capital Charge 
EVA is profit after all costs, including the cost of giving shareholders a decent return. 

EVA Margin = EVA / Sales 
A true economic profit margin covering income and asset efficiency. Our EVA Income Statement examines EVA’s line item drivers and offers key insights into business 
profitability. 

EVA Momentum = Δ EVA / Sales 
An incremental EVA growth rate indicator and key valuation signal and screening measure. The more positive the Momentum, the greater the growth in 
EVA, and upward pressure on shareholder returns. Inflections in EVA Momentum are an early and more reliable indicator of stock price inflections. 

EVA Shock = Δ EVA Momentum 
Changes in EVA Momentum is a powerful signal within our framework, with significant relationship with stock price performance. 

Market Implied Momentum (MIM) 
The annual EVA improvement required for 10 years to justify the prevailing market enterprise value, expressed as a percent of sales; represents a market implied, 
long-range EVA margin improvement target. 

Future Growth Reliance (FGR) = (Market implied value of future EVA growth) / EV 
Measures the % of a company’s total enterprise value represented by expectations for future growth in EVA. FGR is key to understanding embedded 
expectations today and versus history. A low FGR versus history coupled with improving EVA trends indicates that the market is not pricing in the improving business 
model. 

Additional Resources 
evaExpress.com (link): Our online offering provides a comprehensive suite of fundamental and quantitative tools utilizing the EVA framework 
EVA for Investors (link): A full introduction to the key EVA concepts and metrics 
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http://www.evadimensions.com/sites/default/files/fileupload/equityresearch/eva_for_investors_-_2019.pdf


   

EQUITY RESEARCH  

I S S G O V E R N A N C E . C O M / E V A  1 0  o f  1 0  

PRVit Factor Report –  Emerging Markets  
Au g u st  13,  202 5  

Analyst Certification - The Research Analyst(s) who prepared this report hereby certify that the views expressed herein accurately reflect the analyst(s) personal 
view(s) about the subject company and their securities and that they have not been and will not be directly or indirectly compensated for expressing specific 
recommendation(s) or view(s) in the report. 

Disclaimer - This report and all of the information contained in it, including without limitation all text, data, graphs and charts, is the property of ISS STOXX and/or its 
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