
Equity investors started 2018 torn between a fear of missing out and anxiety about 

the sustainability of the rapid market advance. This was on full display in the first six 

weeks. A record $103 billion flowed into global equity funds in January, according to 

data from EPFR. Momentum was decidedly on, and the factor of the same name did 

not disappoint. Then came a February pause. Is it one that refreshes? We explore.   

Highlights 
• The early February market swoon dented momentum strategies (those focused 

on stocks trending higher). Yet history reveals this factor is rewarded in times of 

economic growth — and that support remains firmly in place, we believe.

• Investors may be chasing momentum without recognizing it. The implied exposure 

to momentum via broad market exchange traded funds (ETFs) dwarfs direct flows 

into momentum-named products. This may be bolstering the factor’s performance. 

• Momentum’s moment is not over, in our view. Near-term air pockets are possible. Yet 

we believe a solid global growth outlook and strong earnings momentum, particularly 

in the U.S. and emerging Asia, offer good reasons to look through near-term volatility.

Stars still aligned
Momentum was the best-performing equity style factor across both developed markets 

(DM) and emerging markets (EM) last year. See the A momentous year chart. Helping 

it along: the synchronized global expansion, low macro and equity volatility, stellar 

earnings growth and few market-rattling geopolitical crises. Can momentum deliver 

in 2018? The outlook for DMs is contingent on the U.S., which makes up 80% of the 

MSCI World Momentum Index. We recently upgraded our view on U.S. stocks to 

overweight. In EM, China is the largest representative in the momentum index at 37%.
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Past performance is not a reliable indicator of current or future results. It is not possible to invest directly in 

an index. Sources: BlackRock Investment Institute, with data from MSCI and Thomson Reuters, February 2018. 

Notes: The green line shows the relative performance of the MSCI Emerging Markets Momentum Index versus the 

MSCI Emerging Markets Index; the blue line shows the relative performance of the MSCI World Momentum Index 

versus the MSCI World Index. Both momentum indexes were launched on Dec. 11, 2013. Earlier data are back-

tested. See Important notes at back. Data are rebased to 100 at Jan. 1, 2008, on left and at Dec. 30, 2016, at right. 

A momentous year
Relative performance of DM and EM momentum stocks, 2008-2018
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The macro behind momentum
Equity style factors behave differently depending on both 

the phase of the economic cycle and its volatility. Momentum 

has historically performed best during expansions, as we 

detail in Focusing on factors. Last year was no exception: 

Global growth of 3.7% was up from 3.2% in 2016, according 

to the IMF, and momentum outpaced broad market indexes 

in DMs and EMs, as shown on the previous page. This year 

may offer a déjà vu that bodes well for momentum strategies. 

We expect the global economic expansion to continue through 

2018, and see upside to consensus forecasts amid tax cuts 

and robust government spending in the U.S. See Investing 

after the U.S. tax overhaul. The stimulus may hasten (and 

shorten) the U.S. economic cycle, but we estimate it can 

power on amid broad global growth — even if domestic 

overheating pressures pick up in the near term.

The volatility of the macro environment also matters. At its 

worst, momentum has seen drawdowns in excess of 20% 

during periods of high macro volatility, as shown in the 

As macro goes … chart. Our analysis of this data finds 

momentum has outperformed broad indexes in low macro 

vol regimes and lagged slightly in high macro vol regimes. 

Our economic regime model indicates we are in a low macro 

vol regime — and one we believe has staying power. See 

Learning to live with low vol. The early-February volatility spike 

came on the heels of an unusually placid 2017. We do not 

expect a return to the ultra-calm conditions, nor do we believe 

this episode represents a shift out of the low-vol regime. A 

derailment would require things like a systemic crisis, big 

uncertainty about the growth outlook or a geopolitical event 

that spoils risk appetite. Momentum historically has suffered 

only in economic reversals, we find. Rather than trying to time 

shifts, we advocate factor diversification, such as pairing 

momentum with exposures to value and quality, for example.

As macro goes …
Momentum drawdowns, 1991-2018

Earnings growth goes global
Global earnings growth expectations, 2000-2018

Sources: BlackRock Investment Institute, with data from IBES and Thomson Reuters, 

February 2018. Notes: The line represents the median annual change in the 12-month 

forward earnings estimates across sectors as defined by the Global Industry 

Classification Standard in the MSCI ACWI universe, excluding energy and materials. 

An ample earnings thrust 
The rosy top-down picture is complemented by a solid 

earnings backdrop that may lend support to equities and 

further outperformance of momentum. Every region collectively 

posted double-digit earnings growth in 2017 for the first time 

since 2005 — excluding the post-global financial crisis pop in 

2010. See the Earnings growth goes global chart. The trend is 

poised to accelerate in 2018, with forward earnings estimates 

rising at the fastest pace since 2003 (excluding 2010 again). 

Looking at MSCI indexes, we find: U.S. earnings growth of 

11% in 2017 was the strongest since 2011. The outlook for 

2018? More than 19%, with tax cuts providing a boost and 

lifting earnings growth prospects by 7%. Earnings growth was 

26% in EM Asia last year, with an outlook for 13% in 2018. 

Markets have followed. U.S. equities soared 15% and EM Asia 

30% in the past 12 months, a period that includes the early 

February stock swoon. Solid earnings prospects for 2018 could 

bode well for momentum here. Europe and Japan saw strong 

earnings growth in the past 12 months, but are just perking up 

from years of weakness. Expectations for the coming year are 

in the double digits for both regions, but currency strength has 

us taking a more cautious view of these estimates.

The upbeat earnings story extends beyond geography to  

sectors. Earnings leader technology has been a large driver of 

momentum returns, yet other cyclical sectors in DM have also 

played a major role. Consumer discretionary, financials and 

industrials accounted for 49% of the return of the MSCI World 

Momentum Index over the last four quarters, we find. Tech 

accounted for 32%. Sectors with the strongest earnings drive 

have been the largest contributors to momentum performance. 

Momentum valuations do not appear excessive, relatively 

speaking. The MSCI All Country World Index (ACWI) is near its 

all-time high valuation on data back to 2003 while the ACWI 

Momentum Index is in the 89th percentile, based on forward 

price to earnings.
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Sources: BlackRock Investment Institute, with data from MSCI and Thomson 

Reuters, February 2018. Notes: The chart depicts reversals of the MSCI ACWI 

Momentum Index relative to the MSCI ACWI, expressed as a ratio. The MSCI ACWI 

was launched Jan. 1, 2001, and the Momentum Index on Feb. 15, 2013. Data prior to 

these dates are back-tested. See Important notes at back. The orange line shows the 

percent loss from previous peak, the drawdown. The blue bars show periods of high 

macro volatility. For details on the methodology, see Learning to live with low vol.
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Count me in
Investor flows are a powerful, if sometimes stealthy, force 

behind momentum’s momentum. Direct flows into momentum 

funds are only one source of exposure to the factor. The 

implied exposure to momentum via broad market ETFs dwarfs 

the direct flows into momentum-specific products. Why? 

Momentum is implicit in many other ETFs — investors may be 

chasing it without even knowing. Our BlackRock factor finder

shows momentum exposure in the S&P 500 Index was 27% 

as of December. It was 66% in the MSCI EM Index. This 

illustrates how an investor may well be exposed to the factor 

without making a conscious allocation. 

The Growing with the flows chart shows rolling one-year 

investment flows into the U.S. momentum factor relative to 

year-on-year excess returns for the factor. The two show a 

correlation of 79%, by our math. Flows also appear to have 

led factor returns over this period. We find a statistically 

significant relationship between flows into momentum (in 

both named and unnamed products) and the factor’s current 

and lagged excess returns. 

Monetary policy stimulus in the post-crisis years has not 

added much to momentum’s drive, we find. We looked at 

asset purchases by key central banks and at the Chicago 

Fed’s Adjusted National Financial Conditions Index to 

approximate the degree of financial market support. A review 

of momentum performance during times of both ultra-loose 

and more "normal" monetary policy globally shows the factor 

has found a way to outperform. The upshot: Momentum may 

perform well even as central banks gradually unwind their 

policy support in response to strong growth — as it’s the 

macro backdrop that tends to have greater sway. See page 2.

Growing with the flows
U.S. momentum flows and performance, 2015-2018

Past performance is not a reliable indicator of current or future results. It is 

not possible to invest directly in an index. Sources: BlackRock, with data from 

MSCI and Thomson Reuters, February 2018. Notes: The green line measures 

annual flows into the U.S. momentum factor as constructed by the BlackRock ETF 

and Index Investment (EII) team based on an analysis of U.S.-listed ETFs. The 

blue line shows the yearly excess return of the MSCI USA Momentum Index over 

the MSCI USA Index.

More than just tech
Momentum’s quarterly sector attribution, 2015-2017

Past performance is not a reliable indicator of current or future results. It is not 

possible to invest directly in an index. Sources: BlackRock, with data from MSCI, 

February 2018. Notes: The bars represent the quarterly contribution to performance by 

sector to the MSCI World Index. The “other” category includes consumer staples, 

energy, health care, materials, telecom, real estate and utilities.

Risks and reversals
Investors have been spared of major momentum reversals over 

the past four quarters, but drawdowns are normal and frequent. 

We note four MSCI ACWI Momentum reversals resulting in 4% 

underperformance versus the MSCI ACWI since the start of 

2016. How did momentum fare in the recent market turbulence? 

The early February market decline for now looks similar to 

other selloffs, such as August 2015. The broad market and 

momentum experienced similar drawdowns in both cases, 

leaving momentum’s relative underperformance muted. 

Selloffs driven by sentiment or positioning (versus fundamental 

weakness) are not sustainable, we believe, and could be 

buying opportunities. 

Before the swoon, the S&P 500 and the VIX volatility gauge 

were both on the rise in nearly half of 2018 trading sessions. 

The two normally move inversely, such that heightened volatility 

coincides with an equity drawdown. If the co-movements 

resume, could it be a signal of speculative exuberance? 

Possibly, yet our analysis finds the ACWI Momentum Index 

has historically outperformed over three-, six- and 12-month 

horizons after such periods. The breadth of the performance 

contribution across sectors also gives us conviction that 

momentum’s drive can last. See the More than just tech chart.

Our conclusion: We see potential for momentum to outperform 

over the next three to six months absent a deterioration in the 

economic growth outlook, a significant deceleration in earnings 

momentum, or a geopolitical crisis that brings into question the 

bright economic outlook or spoils risk appetite. We particularly 

like momentum stocks in the U.S. and EM Asia, where the 

earnings outlook provides strong support. Our confidence in 

momentum does not diminish the merits of diversification, and 

we would apply that long-held investing tenet to factor 

exposures as well.
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Important notes: Back-tested data are calculations of how an index might have performed prior to the index’s inception. There are frequently material differences between 

back-tested performance and actual results. Past performance — whether actual or back-tested — is no indication or guarantee of future performance. 

Source: MSCI. MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. 

The MSCI data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed or produced 

by MSCI.

The MSCI Momentum Indexes aim to reflect the performance of an Equity Momentum strategy. High Momentum companies are characterized in the literature as companies 

with high price performance in the recent history, up to 12 months. The MSCI Momentum Indexes are constructed by selecting a set number of securities from the relevant 

Parent Index (any country or regional MSCI Index) with the highest Momentum Scores. To arrive at the scores: The Momentum value for each security is calculated by 

combining recent 12-month and 6-month local price performance of the security. The computed Momentum value is adjusted with corresponding volatility to arrive at Risk-

adjusted Price Momentum (for the 6- and 12-month horizons). These are ultimately standardized to Momentum Z-Scores. A fixed number of securities with the highest 

positive Momentum Z-Scores are predetermined for every MSCI Momentum Index at initial construction. The indexes are rebalanced on a semi-annual basis, usually the last 

business day of May and November. The indexes also undergo ad-hoc rebalancing subject to meeting certain trigger criteria. For a given rebalancing effective date, all the 

securities eligible for inclusion in the MSCI Momentum Indexes are weighted by the product of their market capitalization weight in the Parent Index and the computed 

Momentum Score. For more information, see MSCI Momentum Indexes Methodology.
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