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With these insights, how are institutions around the world using factors?
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Is it a global change? Yes…
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So, what factor strategies are most common?
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The challenge: Factor cyclicality



What are the most common, investable factors?
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Factors can help manage risk and return objectives



The cyclical nature of risk factors

Recovery Expansion Slowdown Contraction

For illustrative purposes only.
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Typical Behavior of Global Business Cycle
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Value

Size

Quality stocks are more 

defensive in nature and have 

tended to perform best at the 

peak of an economic cycle or 

at the beginning of an 

economic slowdown

Value stocks are pro-cyclical 

and have historically 

performed more strongly 

coming off the bottom of an 

economic cycle



Deep dive into economic regime

Due to different economic rationales that drive factor performance, individual factors have tended 
to do well at different times
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Source: BlackRock. Slowdown is Low Recession Probability, Growth Decelerating; Contraction is High Recession Probability, Growth Decelerating; Recovery is High Recession 
Probability, Growth Accelerating; Expansion is Low Recession Probability, Growth Accelerating. Quality corresponds to the MSCI USA Sector Neutral Quality Index, Momentum 
corresponds to MSCI USA Momentum Index, Size corresponds to the MSCI USA Risk Weighted Index, and Broad Index corresponds to the MSCI USA Index.

� Contraction 2007 - 2009: Quality outperformed the broad index, on average, by 0.3% each month as investors looked to financially healthy 

companies for more stable returns during the economic downturn.

� Recovery in 2009: Size outperformed the broad index, on average, by 0.3% each month when the economy accelerated and smaller, high-growth 

companies pushed ahead their larger counterparts.

� Expansion 2010 – 2016: Momentum outperformed the broad index, on average, by 0.2% each month as a low probability of recession means 

more stable trends.
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The cyclical nature of factors

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Ann. Excess Ret. 

'01-'15

Momentum Value

10.56 3.30

Value Size Multifactor Momentum Min Vol Value Size

13.73 8.56 10.36 13.59 10.88 4.32 3.13

Size Multifactor Value Multifactor Min Vol Quality Value Min Vol Multifactor

11.69 8.28 9.17 9.94 11.48 5.49 10.56 3.17 3.11

Min Vol Min Vol Value Size Value Value Quality Value Size Multifactor Multifactor Size Momentum Momentum

4.21 7.40 4.01 7.14 7.45 4.38 5.89 11.66 3.60 5.34 4.79 2.61 7.98 2.18

Multifactor Value Multifactor Momentum Size Size Momentum Size Size Multifactor Size Momentum Multifactor Min Vol Min Vol

3.25 6.84 2.44 6.14 1.96 2.07 11.78 3.14 4.17 2.86 4.31 2.19 1.44 4.33 1.75

Quality Quality Size Min Vol Min Vol Multifactor Quality Value Multifactor Momentum Momentum Value Quality Momentum Quality Quality

1.71 1.48 0.70 3.80 0.90 1.28 4.04 0.19 2.64 2.76 4.10 0.65 1.69 1.32 3.29 0.71

Momentum Momentum Quality Quality Min Vol Multifactor Multifactor Quality Min Vol Value Multifactor Size Quality Multifactor

-5.18 -2.94 -2.04 -0.30 -0.36 -0.54 -2.21 -2.20 -0.75 -4.65 -0.39 -1.07 -2.63 -0.88

Quality Quality Min Vol Momentum Min Vol Quality Momentum Min Vol Size

-5.33 -2.55 -1.72 -3.75 -8.79 -1.25 -1.04 -7.28 -0.88

Min Vol Momentum Value Momentum Value Size Value

-9.13 -4.57 -4.96 -9.50 -2.75 -1.09 -7.69

Size Quality

-5.08 -3.36

Min Vol

-4.95

MSCI USA Index Return
-12.03 -22.71 29.11 10.71 5.72 15.32 6.03 -37.14 27.14 15.45 1.99 16.13 32.61 13.36 1.32 5.04
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Factors – Excess Returns over MSCI USA
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Source: MSCI as of 12/31/2015. MSCI index methodology resources available at www.msci.com.  MSCI USA Momentum Index denoted as Momentum; MSCI USA Risk Weighted Index denoted as Size;  MSCI 
USA Enhanced Value Index denoted as Value; MSCI Sector Neutral Quality Index denoted as Quality; MSCI Minimum Volatility Index denoted as Min Vol. MSCI USA DMF Index denoted as Multifactor. Index 
returns are for illustrative purposes. Index performance returns do not reflect management fees, transactions costs or expenses. Indexes are unmanaged and one cannot invest directly in an index. Data for time 
periods prior to the index inception date is hypothetical and is provided for informational purposes only to indicate historical performance had the index been available over the relevant time period. The 
information above includes back-tested data. For additional information, see “Index Disclosures” slides located in the Appendix.  It is not possible to directly invest in an unmanaged index. 
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Factors – Excess Returns over MSCI USA
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Source: MSCI as of 12/31/2015. MSCI index methodology resources available at www.msci.com.  MSCI USA Momentum Index denoted as Momentum; MSCI USA Risk Weighted Index denoted as Size;  MSCI 
USA Enhanced Value Index denoted as Value; MSCI Sector Neutral Quality Index denoted as Quality; MSCI Minimum Volatility Index denoted as Min Vol. MSCI USA DMF Index denoted as Multifactor. Index 
returns are for illustrative purposes. Index performance returns do not reflect management fees, transactions costs or expenses. Indexes are unmanaged and one cannot invest directly in an index. Data for time 
periods prior to the index inception date is hypothetical and is provided for informational purposes only to indicate historical performance had the index been available over the relevant time period. The 
information above includes back-tested data. For additional information, see “Index Disclosures” slides located in the Appendix.  It is not possible to directly invest in an unmanaged index. 



P
o

s
it

iv
e

E
x

c
e

s
s

N
e

g
a

ti
v
e

E
x

c
e

s
s

The cyclical nature of factors

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Ann. Excess Ret. 

'01-'15

Momentum Value

10.56 3.30

Value Size Multifactor Momentum Min Vol Value Size

13.73 8.56 10.36 13.59 10.88 4.32 3.13

Size Multifactor Value Multifactor Min Vol Quality Value Min Vol Multifactor

11.69 8.28 9.17 9.94 11.48 5.49 10.56 3.17 3.11

Min Vol Min Vol Value Size Value Value Quality Value Size Multifactor Multifactor Size Momentum Momentum

4.21 7.40 4.01 7.14 7.45 4.38 5.89 11.66 3.60 5.34 4.79 2.61 7.98 2.18

Multifactor Value Multifactor Momentum Size Size Momentum Size Size Multifactor Size Momentum Multifactor Min Vol Min Vol

3.25 6.84 2.44 6.14 1.96 2.07 11.78 3.14 4.17 2.86 4.31 2.19 1.44 4.33 1.75

Quality Quality Size Min Vol Min Vol Multifactor Quality Value Multifactor Momentum Momentum Value Quality Momentum Quality Quality

1.71 1.48 0.70 3.80 0.90 1.28 4.04 0.19 2.64 2.76 4.10 0.65 1.69 1.32 3.29 0.71

Momentum Momentum Quality Quality Min Vol Multifactor Multifactor Quality Min Vol Value Multifactor Size Quality Multifactor

-5.18 -2.94 -2.04 -0.30 -0.36 -0.54 -2.21 -2.20 -0.75 -4.65 -0.39 -1.07 -2.63 -0.88

Quality Quality Min Vol Momentum Min Vol Quality Momentum Min Vol Size

-5.33 -2.55 -1.72 -3.75 -8.79 -1.25 -1.04 -7.28 -0.88

Min Vol Momentum Value Momentum Value Size Value

-9.13 -4.57 -4.96 -9.50 -2.75 -1.09 -7.69

Size Quality

-5.08 -3.36

Min Vol

-4.95

MSCI USA Index Return
-12.03 -22.71 29.11 10.71 5.72 15.32 6.03 -37.14 27.14 15.45 1.99 16.13 32.61 13.36 1.32 5.04

12

Factors – Excess Returns over MSCI USA
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Source: MSCI as of 12/31/2015. MSCI index methodology resources available at www.msci.com.  MSCI USA Momentum Index denoted as Momentum; MSCI USA Risk Weighted Index denoted as Size;  MSCI 
USA Enhanced Value Index denoted as Value; MSCI Sector Neutral Quality Index denoted as Quality; MSCI Minimum Volatility Index denoted as Min Vol. MSCI USA DMF Index denoted as Multifactor. Index 
returns are for illustrative purposes. Index performance returns do not reflect management fees, transactions costs or expenses. Indexes are unmanaged and one cannot invest directly in an index. Data for time 
periods prior to the index inception date is hypothetical and is provided for informational purposes only to indicate historical performance had the index been available over the relevant time period. The 
information above includes back-tested data. For additional information, see “Index Disclosures” slides located in the Appendix.  It is not possible to directly invest in an unmanaged index. 
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Blending factors; a different way to diversify

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
Ann. Excess Ret. 
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Factors – Excess Returns over MSCI USA
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Source: MSCI as of 12/31/2015. MSCI index methodology resources available at www.msci.com.  MSCI USA Momentum Index denoted as Momentum; MSCI USA Risk Weighted Index denoted as Size;  MSCI 
USA Enhanced Value Index denoted as Value; MSCI Sector Neutral Quality Index denoted as Quality; MSCI Minimum Volatility Index denoted as Min Vol. MSCI USA DMF Index denoted as Multifactor. Index 
returns are for illustrative purposes. Index performance returns do not reflect management fees, transactions costs or expenses. Indexes are unmanaged and one cannot invest directly in an index. Data for time 
periods prior to the index inception date is hypothetical and is provided for informational purposes only to indicate historical performance had the index been available over the relevant time period. The 
information above includes back-tested data. For additional information, see “Index Disclosures” slides located in the Appendix.  It is not possible to directly invest in an unmanaged index. 



Multifactor has been more consistent, more diversified

Source: MSCI. Based on back-tested index data from Jan 2000 – Apr 2016, relative to the MSCI USA Index. Data for time periods prior to the index inception date is hypothetical and is 
provided for informational purposes only to indicate historical performance had the index been available over the relevant time period. Value corresponds to the MSCI USA Enhanced 
Value Index, Quality corresponds to the MSCI USA Sector Neutral Quality Index, Momentum corresponds to MSCI USA Momentum Index, Size corresponds to the MSCI USA Risk 
Weighted Index, and Multifactor corresponds to the MSCI USA Diversified Multiple Factor Index.  Index returns are for illustrative purposes only.  Indexes are unmanaged and one 
cannot invest directly in an index.  Past performance does not guarantee future results.  For more information, see appendix.

Multifactor Value Momentum Size Quality

Total Periods 197 197 197 197 197

% Periods outperform MSCI USA Index 77% 63% 64% 76% 54%

Max Drawdown -8.9% -13.1% -23.7% -19.9% -9.4%

Max Drawdown Duration (months) 5 20 54 11 8
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An important philosophy of factors due diligence:

Focus on rewarded factors that endure as a result of a risk premium, structural 
impediment or behavioral anomaly

� Pursue excess returns over traditional benchmarks, or seek to achieve specific outcomes

Economic
Rationale

Based on strong economic 
intuition and academic evidence*

Diversification

Low correlation 
with other factors

Value
Creation

Empirical evidence 
of positive returns*

Efficient
Implementation

Captured and implemented in 
transparent, repeatable manner

* Bender, Jennifer, Briand, Remy, Melas, Dimitris, and Raman Aylur Subramanian (2013), “Foundations of Factor Investing”, MSCI Research Insight



Important Notes

FOR FINANCIAL PROFESSIONAL USE ONLY - NOT FOR PUBLIC DISTRIBUTION.

This information should not be relied upon as investment advice, research, or a recommendation by BlackRock regarding (i) the Funds, (ii) the use or suitability of the model portfolios or 

(iii) any security in particular. Only an investor and their financial advisor know enough about their circumstances to make an investment decision.

Carefully consider the Funds within the model portfolios’ investment objectives, risk factors, charges and expenses before investing. This 

and other information can be found in the Funds’ prospectuses, and, if available, the summary prospectuses which may be obtained by 

visiting www.blackrock.com or www.iShares.com. Read the prospectus carefully before investing. 

Investing involves risk, including possible loss of principal. Asset allocation and diversification may not protect against market risk, loss of 

principal or volatility of returns. 

Fixed income risks include interest-rate and credit risk. Typically, when interest rates rise, there is a corresponding decline in bond values. Credit risk refers to the possibility that the 

bond issuer will not be able to make principal and interest payments. Non-investment-grade debt securities (high-yield/junk bonds) may be subject to greater market fluctuations, risk of 

default or loss of income and principal than higher-rated securities. There may be less information on the financial condition of municipal issuers than for public corporations. The 

market for municipal bonds may be less liquid than for taxable bonds. Some investors may be subject to federal or state income taxes or the Alternative Minimum Tax (AMT). Capital 

gains distributions, if any, are taxable.  An investment in the Fund is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other government agency and its 

return and yield will fluctuate with market conditions. 

International investing involves risks, including risks related to foreign currency, limited liquidity, less government regulation and the possibility of substantial volatility due to adverse 

political, economic or other developments. These risks often are heightened for investments in emerging/developing markets and in concentrations of single countries.

The model portfolios, allocations and data are subject to change. Data shown is for informational purposes only, does not represent an actual account, and is not the result of any actual trading. Actual 

investment outcomes may vary. The financial professional assumes full responsibility in determining the suitability and fitness of each fund, other security, account or model chosen by the financial 

professional. 

The Funds within the model portfolios are distributed by BlackRock Investments, LLC (together with its affiliates, “BlackRock”).

The iShares Funds are not sponsored, endorsed, issued, sold or promoted by Cohen & Steers Capital Management, Inc., European Public Real Estate Association (“EPRA® ”), FTSE International 

Limited (“FTSE”), India Index Services and Products Limited, JPMorgan Chase & Co., MSCI Inc., Markit Indices Limited, Morningstar, Inc., The NASDAQ OMX Group, Inc., National Association of Real 

Estate Investment Trusts (“NAREIT”), New York Stock Exchange, Inc., Russell Investment Group or S&P Dow Jones Indices LLC, nor are they sponsored, endorsed or issued by Barclays Capital Inc. 

None of these companies make any representation regarding the advisability of investing in the Funds. BlackRock is not affiliated with the companies listed above. 



Fixed income risks include interest-rate and credit risk. Typically, when interest rates rise, there is a corresponding decline in bond values. 
Credit risk refers to the possibility that the bond issuer will not be able to make principal and interest payments. Non-investment-grade debt 
securities (high-yield/junk bonds) may be subject to greater market fluctuations, risk of default or loss of income and principal than higher-rated 
securities.. An investment in the Fund(s) is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other government 
agency. Securities with floating or variable interest rates may decline in value if their coupon rates do not keep pace with comparable market 
interest rates.

International investing involves risks, including risks related to foreign currency, limited liquidity, less government regulation and the possibility 
of substantial volatility due to adverse political, economic or other developments. These risks often are heightened for investments in emerging/ 
developing markets or in concentrations of single countries. Funds that concentrate investments in a single sector will be more susceptible to 
factors affecting that sector and more volatile than funds that invest in many different sectors. Small-capitalization companies may be less 
stable and more susceptible to adverse developments, and their securities may be more volatile and less liquid than larger capitalization 
companies.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.

The BlackRock mutual funds are actively managed and their characteristics will vary.

"The iShares Funds are not sponsored, endorsed, issued, sold or promoted by Cohen & Steers Capital Management, Inc.,, FTSE International 
Limited (“FTSE”), JPMorgan Chase & Co., MSCI Inc., Markit Indices Limited, Morningstar, Inc., The NASDAQ OMX Group, Inc., New York 
Stock Exchange, Inc., Russell Investment Group or S&P Dow Jones Indices LLC. None of these companies make any representation regarding 
the advisability of investing in the Funds.  BlackRock is not affiliated with the companies listed above. 

©2015 BlackRock. All rights reserved. iSHARES and BLACKROCK are registered trademarks of BlackRock.  All other marks are the property 
of their respective owners. 
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Not FDIC Insured  •  No Bank Guarantee  •  May Lose Value

Important Information


