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Factors are cyclical
Factors are broad, persistent drivers of return, present both 

across and within asset classes. Factor investing targets 

these intuitive investment styles, seeking to take advantage 

of economic insight, diversification and efficient execution.

Quality, Momentum, Value, Size, and Minimum Volatility 

have historically been drivers of returns across asset 

classes. Because they are driven by different economic 

rationales, they have tended to outperform at different 

times. For investors with a shorter time horizon and a 

reasonable appetite for risk, this cyclicality presents an 

opportunity to tilt portfolios towards one factor versus 

another in pursuit of incremental returns.

The Factor Outlook is a quarterly report that 

summarizes BlackRock’s forward-looking views 

on US equity style factors based upon several 

predictors, including valuations, relative 

strength, dispersion, and economic regime.

Factor tilting, not timing
By understanding specific drivers that could impact factor 

performance, investors can potentially gain a balanced view 

on the near-term prospects for individual factors relative to 

each other. In incorporating more real-time insights into 

single-factor allocation decisions, BlackRock is not 

advocating for aggressive, high frequency trading. Rather, 

we encourage investors to consider a tilt with modest 

discretion at business cycle frequencies, consistent with the 

broad, historically persistent nature of factors.

Investors should consider maintaining a well-diversified 
multifactor investment at the core of their portfolio, and 
making modest over- and under-weights to individual 
factors around that core portfolio. Such an approach 
takes advantage of the potential diversification benefits 
and the time-varying nature of factors without tying the 
portfolio to the performance of any individual factor –
allowing investors to seek both the long- and short-
term potential of factor investing.

blackrock.com/factors
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Performance Review Q3 Commentary
Despite escalating trade tensions and lingering fears over 

growth, US equities eked out a positive return in the third 

quarter as markets digested mixed economic data reports. 

Stronger-than-expected wage growth was reported in 

August alongside weakened consumer confidence, while 

the US corporate earnings season delivered encouraging 

results (notwithstanding low expectations held by many 

analysts at the start of the period). An inverted yield curve 

stoked recession fears at various points throughout the 

quarter and markets focused on central banks for potential 

additional stimulus. Acting in-line with expectations, the US 

Federal Reserve cut rates by 25bps in July and September.

Against this backdrop, Minimum Volatility was the best 

performer among factors and continued to shelter investors 

from the worst bouts of volatility in Q3. The more pro-

cyclical factors, including Momentum and Size, 

underperformed the market, while Value and Quality ended 

broadly in-line with market returns. 

Index returns are for illustrative purposes only. Index performance returns do not reflect any management fees, transaction costs or expenses. Indexes are unmanaged and one cannot
invest directly in an index. Past performance does not guarantee future results. Index returns do not represent actual iShares fund performance. For actual fund performance, please visit
iShares.com or blackrock.com. Indexes in the graph match the ones in the table above. 2

Index performance as of 9/30/2019

Q3 
2019

YTD 
2019

MSCI USA Index 
(“Broad Market”)

1.4% 20.1%

MSCI USA Sector Neutral Quality Index
(“Quality”)

1.2% 21.7%

MSCI USA Low Size Index 
(“Size”)

0.2% 20.1%

MSCI USA Momentum Index
(“Momentum”)

0.8% 20.5%

MSCI USA Enhanced Value Index
(“Value”)

1.6% 15.0%

MSCI USA Minimum Volatility Index
(“Min Vol”)

4.1% 23.5%

2019 YTD Factor Performance

Momentum

Quality

Min Vol

Value

Size

Source: Bloomberg, as of 30 September 2019

Economic data remained mixed yet stable in the third quarter with US unemployment falling to a 50-year low. Our economic 

regime model firmly remains in slowdown mode, which is characterized by strong, but falling levels of growth. Geopolitical 

risks and developments in US-China trade negotiations continued to drive investor sentiment over the period, with the Fed 

citing the risks from trade uncertainties and the global slowdown as justification for taking a more accommodative stance. 

The more defensive factors, Minimum Volatility and Quality, tend to perform best in this environment when investors trend 

toward more resilient strategies to help protect against heightened downside risks. Min Vol certainly provided the desired 

ballast and outperformed the market by almost 3% in Q3, buoyed by an overweight to the utilities sector and a favorable tilt 

to the trending REITs industry. Low rates have helped debt-heavy utilities stocks outpace the broad market by almost 8% 

and REITs have benefited from investors seeking yield and safety in asset classes outside of bonds. 

However, the Quality factor has not delivered a similar defensive outcome. It moved in-line with the broad market 

throughout the third quarter and offered little resilience in August when markets sold-off on rising trade tensions. A closer 

look at the names within the Quality basket helps shed some light on its underperformance relative to Min Vol: high-quality 

companies have tended to be those that are more heavily integrated into global supply chains and involved in trade with 

China. For example, Johnson & Johnson, a multinational corporation touching more than a billion people around the world 

each day, is one of the largest single-name overweights in the MSCI USA Sector Neutral Quality Index and has detracted the 

most from excess index returns in the third quarter.
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Q4 Factor Outlook
Our factor tilting views provide a framework for opportunistic tilts to complement a well-diversified strategic allocation to 

style factors, with the goal of improving the expected risk and return characteristics of the portfolio. Outlook views are 

relative to a hypothetical portfolio constructed with equal weights across five US equity factor indexes.
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Factor Rationale Commentary Underweight Neutral Overweight

QUALITY
Financially healthy 
firms have typically 
performed better over 
time

Our outlook for Quality has once again 
improved from a neutral to moderate 
overweight position this quarter. Forward-
looking valuations have cheapened and its 
relative strength remains attractive. 
Dispersion levels have improved slightly, 
however remain unsupportive. In addition, 
Quality tends to perform best in periods of 
moderating growth, and the slowdown 
regime continues to favor this factor.

SIZE
Smaller, high-growth 
companies have 
tended to outperform 
their larger 
counterparts

We remain moderately underweight Size for 
another consecutive quarter. Its relative 
strength has weakened over the quarter, 
despite some improvement in September. 
The slowdown regime remains unsupportive 
of Size, which tends to perform best in 
periods of accelerating growth.

MOMENTUM
Stocks with strong 
recent performance 
have tended to 
maintain higher 
returns

Our outlook for Momentum has markedly 
deteriorated from a moderate overweight 
last quarter to a firm underweight position. 
Its relative strength has weakened sharply, 
particularly in September, driving our down-
weight. While valuations have marginally 
improved, they remain relatively expensive. 
The slowdown regime continues to appear 
neutral for the factor. 

VALUE
Inexpensive stocks 
relative to 
fundamentals such as 
price-to-earnings have 
tended to outperform

We have increased our position in Value and 
move from a moderate underweight to 
neutral position. Its relative strength has 
grown more attractive, while both cash-flow-
based and forward-looking valuations have 
modestly deteriorated. Value tends to 
perform best in periods of accelerating 
growth, and the slowdown regime continues 
to favor more defensive factors, reinforcing 
our neutral stance.

MINIMUM 
VOLATILITY
Stable stocks can 
potentially outperform 
more volatile stocks on 
a risk-adjusted basis

Our outlook for Min Vol has decidedly 
improved from neutral to firmly overweight. 
Our up-weight was driven by improvement in 
its relative strength, which appears quite 
attractive relative to other factors. Valuations 
remain unattractive, particularly cash-flow-
based measures, however they have 
cheapened since last quarter.

ICRMH1019U-983288-3/6



Value, the comeback king?

It is well-known that the Value factor has been in a 

protracted drawdown since the end of 2017. Its 

underperformance alone is not surprising given the 

economic environment as companies with large amounts of 

fixed capital tend to perform the worst in periods of slowing 

growth. What is surprising is the magnitude of the 

drawdown: based on long-term Fama-French data, the 

current Value drawdown is the fourth largest in 92 years. We 

find three main reasons for Value’s extensive 

underperformance through 2019. First, expensive stocks 

have wildly outperformed cheap stocks. Companies that 

have appeared expensive have tended to be in disruptive 

technologies, smashing their earnings estimates quarter to 

quarter. Second, growth stocks tend to have higher future 

cash flows than value stocks (which tend to derive most of 

their value from current, near-dated cash flows) and the low 

interest rate environment has boded particularly well for 

those growth stocks when discounting cash flows. Third, 

easing monetary policy around the globe has extended the 

regime in which Value does poorly – it has kept rates low 

and prolonged the late-cycle environment. 

We saw a dramatic reversal in Value in September on the 

back of sharply rallying interest rates, as seen in the 

Keeping track chart. Is Value finally making a comeback? 

We see September’s rotation away from high-glamour 

momentum stocks and into Value as a classic unwinding of 

a crowded trade, where investors have been long 

Momentum and short Value for months. In terms of the 

economic environment and structural landscape, nothing 

has changed, in our view. 
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Source: BlackRock. As of 30 September 2019. Value is represented by the MSCI USA 
Enhanced Value Index. Value returns are in excess of the MSCI USA.

Keeping track

Excess returns for Value and 2-Yr US Treasury Yields 

Factor spotlight: Value and global economic regimes
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Slow it down

BlackRock Growth GPS for US, G7, and Europe

Source: BlackRock Investment Institute, as of 30 September 2019. The GPS shows where 
12-month consensus GDP forecast may stand in three months’ time. Forward-looking 
estimates may not come to pass.

Navigating economic regimes

Our economic regime indicator is an important insight 

driving our forward-looking factor views. It relies on 

BlackRock Investment Institute’s Growth GPS, which 

combines new sources of information – including internet 

searches and text mining of corporate calls – as well as 

traditional economic data to provide a read on growth 

outlooks. We use the Growth GPS data to classify the 

economic cycle into four phases: expansion, slowdown, 

contraction and recovery. As illustrated in the Slow it down 

chart, we’ve seen a deceleration in growth across regions 

since 2018, driven by slower business spending and weaker 

corporate confidence. Whereas the absolute levels of 

growth remain solid across the US and G7, representing low 

probabilities of recession, growth appears more challenged 

in Europe and our regime indicator has shifted from 

slowdown into contraction in our European model.

While the state of economic growth is a key predictor of 

factor returns, how we combine insights into one cohesive 

view is also as important. Our factor tilting model also takes 

into account the volatilities and correlations of the factors 

themselves in formulating our final relative positioning. For 

example, while Momentum is neutral in slowdown, 

increased correlations with Minimum Volatility has 

contributed to our down-weight in Momentum this quarter, 

given we are also overweight Min Vol.
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We remain in an unfavorable environment for Value, one of 

slowing growth and “lower for longer” interest rates as 

central banks have committed to supporting global growth 

amidst increased geopolitical uncertainties. At the same 

time, our outlook for Value has improved and now stands at 

a neutral position as relative valuations (the value of Value) 

appear quite cheap. We have also down-weighted 

Momentum on sharply deteriorating relative strength, 

continued richness and staleness.
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Predictors of factor outlook insights
In BlackRock’s 30+ years of experience in active management and research in factor investing, we have observed some key 

predictors that may contribute to the forward-looking performance of individual factors. Some of the key predictors we track 

include valuations, relative strength, dispersion, and economic regime.
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Valuations

Valuations matter. All else equal, one prefers 

something with a low price relative to fundamental 

value. However, there are also other predictors; just 

because something is cheap doesn’t mean it doesn’t get 

cheaper. This highlights the importance of multiple 

indicators in a short-term outlook for factors.

Dispersion

Dispersion measures the opportunity set that factor 

strategies have in the current market. When all stocks 

behave similarly, there is little potential benefit to be 

gained by deviating from market-cap weights. In 

contrast, when there is a high degree of dispersion 

across individual stocks, any over- or under-weights 

relative to the market portfolio have the potential to drive 

meaningful performance differences.

Relative Strength

Relative Strength predicts that factors themselves 

have their own trends in performance. Similar to 

momentum effects in individual stocks, relative strength 

assumes that factors with strong recent performance 

tend to outperform factors with weak recent 

performance. We also measure the concentration of a 

momentum run to monitor the potential for a 

momentum crash. Note that relative strength tends to 

work in the opposite way to valuation because factors 

that are trending tend to become more expensive.

Economic Regime

Where we are in the business cycle helps to inform 

our assessment of which factors we should favor. 

We estimate our position in the global business cycle 

using dozens of leading and coincident macro 

indicators. We also track aggregate risk-on and risk-off 

measures and are cautious in risky periods: when 

correlations tend to increase and the benefits of 

diversification decrease, and short and long-term risk 

measures spike.

Metrics and economic insights driving factor outlook
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Carefully consider the funds’ investment objectives, risk factors, and charges and expenses before 
investing. This and other information can be found in the funds’ prospectuses or, if available, the 
summary prospectuses which may be obtained by visiting iShares.com or blackrock.com. Read the 
prospectus carefully before investing.

Investing involves risk, including possible loss of principal.

There can be no assurance that performance will be enhanced or risk will be reduced for funds that seek to provide exposure 
to certain quantitative investment characteristics (“factors”). Exposure to such investment factors may detract from 
performance in some market environments, perhaps for extended periods. In such circumstances, a fund may seek to 
maintain exposure to the targeted investment factors and not adjust to target different factors, which could result in losses. 
The iShares Minimum Volatility ETFs may experience more than minimum volatility as there is no guarantee that the 
underlying index’s strategy of seeking to lower volatility will be successful.

Diversification and asset allocation may not protect against market risk or loss of principal.

This material represents an assessment of the market environment as of the date indicated; is subject to change; and is not 
intended to be a forecast of future events or a guarantee of future results. This information should not be relied upon by the 
reader as research or investment advice regarding the funds or any issuer or security in particular.

The strategies discussed are strictly for illustrative and educational purposes and are not a recommendation, offer or 
solicitation to buy or sell any securities or to adopt any investment strategy. There is no guarantee that any strategies 
discussed will be effective. The information presented does not take into consideration commissions, tax implications, or 
other transactions costs, which may significantly affect the economic consequences of a given strategy or investment 
decision. This material does not constitute any specific legal, tax or accounting advice. Please consult with qualified 
professionals for this type of advice. This material may contain “forward-looking” information that is not purely historical in 
nature. Such information may include, among other things, projections and forecasts. There is no guarantee that any of 
these views will come to pass. Reliance upon this information is at the sole discretion of the reader.

The iShares Funds are not sponsored, endorsed, issued, sold or promoted by MSCI Inc., nor does this company make any 
representation regarding the advisability of investing in the Funds.

This information should not be relied upon as research, investment advice, or a recommendation regarding any products, 
strategies, or any security in particular. This material is strictly for illustrative, educational, or informational purposesand is 
subject to change.

FOR USE WITH INSTITUTIONAL AND PROFESSIONAL INVESTORS ONLY. PROPRIETARY AND CONFIDENTIAL.

In Latin America and Iberia, for institutional investors and financial intermediaries only (not for public 
distribution). This material is for educational purposes only and does not constitute investment advice or an offer or 
solicitation to sell or a solicitation of an offer to buy any shares of any fund or security and it is your responsibility to inform 
yourself of, and to observe, all applicable laws and regulations of your relevant jurisdiction. If any funds are mentioned or
inferred in this material, such funds have not been registered with the securities regulators of Brazil, Chile, Colombia, 
Mexico, Panama, Peru, Portugal, Spain Uruguay or any other securities regulator in any Latin American or Iberian country 
and thus, may not be publicly offered in any such countries. The securities regulators of any country within Latin America or
Iberia have not confirmed the accuracy of any information contained herein. No information discussed herein can be 
provided to the general public in Latin America or Iberia. The contents of this material are strictly confidential and must not 
be passed to any third party.

©2019 BlackRock, Inc. All Rights Reserved. BLACKROCK and iSHARES are registered trademarks of BlackRock, Inc. or its 
subsidiaries in the United States and elsewhere. All other trademarks are those of their respective owners.

Prepared by BlackRock Investments, LLC, member FINRA.

Want to learn more about factor investing?

blackrock.com/factors

Not FDIC Insured • May Lose Value • No Bank Guarantee
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