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You have 30 seconds: Can you name five of 

the most common investment factors?

Times up! Don’t worry if you couldn’t name them, 

we have everything you need to get up to speed 

in this month’s featured white paper. We will 

provide an introductory overview of factor 

investing, conduct a deep dive analysis on all 

things factors, and ask the question: Can Factors 

be Timed?. 

Historically, we conclude that factors can be timed 

over the long-run using a systematic approach, 

and we highlight a strategy that has significantly 

outperformed the market over the time period 

that we backtested, both from a risk and return 

perspective. We also reveal a compelling discovery 

after analyzing data dating back to 1991; hint: 

during down years this equity factor index 

outperformed the S&P 500 100% of the time.
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Factor investing (also known to some as style factor investing) is used to gain exposure to desired 

“themes” or styles of investment securities. Factor investing has been in existence for nearly a 

century, but this approach has recently gained significant popularity. BlackRock estimates the 

factor industry to be worth roughly $1.9 Trillion as of 12/31/2017 and projects the industry to grow 

to $3.4 Trillion by 20221. To understand this approach, we find it helpful to review the factor 

investing process. First, each factor is defined by certain characteristics. For example, the Value 

factor could be defined as securities with low price-to-book ratios. Next, common characteristics 

are observed among different securities. The securities are then grouped together according to 

shared characteristics. Finally, depending on the characteristics that those securities share, they 

will then be classified into their appropriate factor. 

Factors are fluid, so a security could exhibit the Value factor today; however, a year from now this 

may not be the case. Given the ability for securities to move in and out of factors, exposure to 

factors are typically captured via ETFs that aggregate individual investments and group them into 

one easily accessible trading instrument. Some of the most common factors include value, quality, 

volatility, size, growth and momentum.  Thoughtful factor investing can generate notable benefits 

such as process transparency, customization, and low expenses. That said, the potential for excess 

returns is accompanied by active risk. Figure 1 outlines several ETFs and illustrates which style 

attributes are overweighted and underweighted within each respective construction.

INTRODUCTION TO FACTOR INVESTING

1"What Is Factor Investing?” BlackRock, www.blackrock.com/us/individual/investment-ideas/what-is-factor-investing.

2 "The Factor Box: BlackRock Web Tools.” The Factor Box | BlackRock Web Tools, BlackRock, Inc., 2019, www.blackrock.com/tools/factor-box.

Figure 1: Factor Construction Illustration2

Factor ETFs ETF Name Attibutes Overweighted Attributes Underweighted
SPLV Invesco S&P 500 Low Volatility Dividend Yield, Low Volatility Quality
QUAL iShares Edge MSCI USA Quality Factor Quality, Low Volatility Low Size, Momentum
MTUM iShares Edge MSCI USA Momentum Factor Momentum, Quality Value, Low Size
VLUE iShares Edge MSCI USA Value Factor Value, Dividend Yield Low Size, Momentum
IJR iShares Core S&P Small-Cap Low Size, Momentum Low Volatility
JKD iShares Morningstar Large-Cap Dividend Yield, Low Volatility Low Size, Momentum
DGRO iShares Core Dividend Growth Dividend Yield, Low Volatility Low Size
Source: BlackRock, Wealthshield
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In order to determine if factors can be timed, they must be tested for reliability and consistency. 

We observed index data across several factor indexes dating back to 1999 to determine if there 

is a reliable relationship between performance and different market environments – deeming 

Quality, Low Volatility and Value as risk-off indexes and Growth and Momentum as risk-on 

indexes. We define risk-on as an asset that should perform well during an accelerating market 

and risk-off as an asset that should perform better during declining markets. Our results indicate 

that there is consistency between S&P 500 total return and outperformance at different risk 

levels.  For periods of positive returns, a risk-on factor index outperformed 60% of the time. 

However, as returns increased, the percentage of occurrences also increased. 

WHEN DO CERTAIN FACTORS WORK?

Figure 2: Total Return Across Factor Indexes vs. 
S&P 500 Total Returns and Outperformance 
Scenarios

For example, during periods when the 

S&P 500 total return was greater than 

15%, 75% of those years saw a risk-on 

index outperform. Interestingly, for 

periods of negative return by the S&P 

500, a risk-off factor index outperformed 

100% of the time. 

In our opinion, having a reliable risk-off 

investment vehicle is essential for a 

factor rotating investment strategy since 

we believe a risk-off posture warrants 

trustworthy performance.  Figure 2 

illustrates the total annual returns across 

different factors and the S&P 500 as well 

as outperformance scenarios.

For Adviser Use Only. Not for Distribution. Past 
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Date S&P 500 Quality Low Volatility Value Growth Momentum

1999 21.0% 26.0% -7.8% 7.3% 33.8% 40.3%
2000 -9.1% -6.9% 25.0% 7.0% -22.4% -9.6%
2001 -11.9% -10.7% 4.4% -5.6% -19.6% -17.6%
2002 -22.1% -21.6% -7.2% -15.5% -28.0% -12.6%
2003 28.7% 23.1% 22.8% 30.0% 31.0% 25.6%
2004 10.9% 8.1% 17.7% 16.5% 6.9% 16.4%
2005 4.9% 4.8% 2.2% 7.1% 5.2% 18.8%
2006 15.8% 12.2% 19.7% 22.2% 9.5% 10.4%
2007 5.5% 9.5% 0.6% -0.2% 11.4% 17.4%
2008 -37.0% -31.7% -21.4% -36.8% -38.4% -41.1%
2009 26.5% 23.9% 19.2% 19.7% 37.0% 17.1%
2010 15.1% 13.4% 13.4% 15.5% 17.6% 17.8%
2011 2.1% 6.7% 14.8% 0.4% 2.2% 5.5%
2012 16.0% 12.0% 10.3% 17.5% 15.2% 14.3%
2013 32.4% 33.5% 23.6% 32.5% 34.2% 34.0%
2014 13.7% 10.1% 17.5% 13.5% 12.4% 14.2%
2015 1.4% 4.0% 4.3% -3.8% 5.1% 8.7%
2016 12.0% 8.7% 10.4% 17.3% 7.4% 4.6%
2017 21.8% 21.7% 17.4% 13.7% 29.6% 37.2%
2018 -4.4% -6.2% 0.3% -8.3% -2.1% -2.0%

        Source: WealthShield, Morningstar (1999 - 2018)

Outperformance Scenarios % of Occurrence

Risk-On Selection and S&P Returns are Positive 60%
Risk-On Selection and S&P Returns over 10% 64%
Risk-On Selection and S&P Returns over 15% 75%
Risk-Off Selection and S&P Returns are Negative 100%
Source: WealthShield, Morningstar (1999 - 2018)
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Given our belief that different risk profiles are essential for building a tactical risk management 

strategy, we focus specifically on the Low Volatility factor (risk-off) and the combined impact of 

Momentum and Growth factors (risk-on) as these respective indexes offer different risk profiles. 

We ran the same analysis as above for our focused factors’ relative total returns dating back to 

1991, which yielded even more reliable results. During years of positive return in the S&P 500, a 

risk-on selection outperformed 70% of the time. Interestingly, during years of negative return, 

Low Volatility (the risk-off index) outperformed Growth, Momentum, and the S&P 500 100% of the 

time. This analysis (see Figure 3 below) leads us to conclude that Low Volatility has historically 

been a highly reliable defensive equity factor.

Figure 3: Relative Performance Per Factor (Versus 
S&P 500 Total Return)

Digging further into the performance 

relationship, we analyzed correlations 

between factors during different market 

environments, again measured by total 

return. Long-term return correlations were 

high between Low Volatility, Momentum, 

and Growth factors, which does not come 

as a surprise given the fact that all of 

these factors are constructed with equity 

Year S&P 500 Total Return Bucket Momo Growth SPLV SPY Outperformer Observation % of Occurrence
1991 Positive 5.55% 10.80% -8.76% 0.00% Growth Growth/Momentum Outperform in Positive Year 70%
1992 Positive -3.78% -2.63% 1.72% 0.00% SPLV Low Volatility Outperform in Negative Years 100%
1993 Positive 3.31% -7.21% 0.84% 0.00% Momo
1994 Positive -2.26% 1.30% -3.92% 0.00% Growth Source: WealthShield

1995 Positive 4.96% -0.40% 0.59% 0.00% Momo
1996 Positive 7.06% 0.16% -5.46% 0.00% Momo
1997 Positive 3.73% -2.87% -2.96% 0.00% Momo
1998 Positive 20.40% 10.13% -20.51% 0.00% Momo
1999 Positive 19.26% 12.12% -28.80% 0.00% Momo
2000 Negative -0.54% -13.32% 34.14% 0.00% SPLV
2001 Negative -5.73% -8.54% 16.26% 0.00% SPLV
2002 Negative 9.47% -5.78% 14.94% 0.00% SPLV
2003 Positive -3.05% 1.06% -5.93% 0.00% Growth
2004 Positive 5.51% -4.58% 6.80% 0.00% SPLV
2005 Positive 13.88% 0.35% -2.71% 0.00% Momo
2006 Positive -5.40% -6.72% 3.90% 0.00% SPLV
2007 Positive 11.86% 6.32% -4.91% 0.00% Momo
2008 Negative -4.12% -1.44% 15.59% 0.00% SPLV
2009 Positive -9.35% 10.74% -7.24% 0.00% Growth
2010 Positive 2.70% 1.65% -1.70% 0.00% Momo
2011 Positive 3.36% 0.53% 12.67% 0.00% SPLV
2012 Positive -1.70% -0.75% -5.70% 0.00% SPY
2013 Positive 1.64% 1.10% -8.80% 0.00% Momo
2014 Positive 0.56% -0.64% 3.80% 0.00% SPLV
2015 Positive 7.32% 4.28% 2.95% 0.00% Momo
2016 Positive -7.32% -4.88% -1.59% 0.00% SPY
2017 Positive 15.41% 8.38% -4.42% 0.00% Momo
2018 Negative 2.37% 2.87% 4.65% 0.00% SPLV
Source: WealthShield, Morningstar securities. However, as S&P 500 total returns decline, so do correlations. In fact, when market returns 

have been less than zero, correlations between our risk-off and risk-on factors fell significantly. We 

observed correlations between our risk-off factor (Low Volatility) and each of our risk-on factors 

(Momentum and Growth) separately to illustrate the correlation deterioration. The Low Volatility and 

Momentum correlation fell to 0.39 and the Low Volatility and Growth correlation fell to 0.34 (see 

Figure 4).

For Adviser Use Only. Not for Distribution. Past 
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Year S&P 500 Total Return Bucket Momo Growth Low Vol Outperformer
1991 Positive 5.55% 10.80% -8.76% Growth
1992 Positive -3.78% -2.63% 1.72% Low Vol
1993 Positive 3.31% -7.21% 0.84% Momo
1994 Positive -2.26% 1.30% -3.92% Growth
1995 Positive 4.96% -0.40% 0.59% Momo
1996 Positive 7.06% 0.16% -5.46% Momo
1997 Positive 3.73% -2.87% -2.96% Momo
1998 Positive 20.40% 10.13% -20.51% Momo
1999 Positive 19.26% 12.12% -28.80% Momo
2000 Negative -0.54% -13.32% 34.14% Low Vol
2001 Negative -5.73% -8.54% 16.26% Low Vol
2002 Negative 9.47% -5.78% 14.94% Low Vol
2003 Positive -3.05% 1.06% -5.93% Growth
2004 Positive 5.51% -4.58% 6.80% Low Vol
2005 Positive 13.88% 0.35% -2.71% Momo
2006 Positive -5.40% -6.72% 3.90% Low Vol
2007 Positive 11.86% 6.32% -4.91% Momo
2008 Negative -4.12% -1.44% 15.59% Low Vol
2009 Positive -9.35% 10.74% -7.24% Growth
2010 Positive 2.70% 1.65% -1.70% Momo
2011 Positive 3.36% 0.53% 12.67% Low Vol
2012 Positive -1.70% -0.75% -5.70% Growth
2013 Positive 1.64% 1.10% -8.80% Momo
2014 Positive 0.56% -0.64% 3.80% Low Vol
2015 Positive 7.32% 4.28% 2.95% Momo
2016 Positive -7.32% -4.88% -1.59% Low Vol
2017 Positive 15.41% 8.38% -4.42% Momo
2018 Negative 2.37% 2.87% 4.65% Low Vol
Source: WealthShield, Morningstar
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So why is this correlation decline important? We believe the observed correlation breakdown 

between the selected risk-on and risk-off factors is imperative for a factor-investing strategy to 

be robust and effective. If all securities within a strategy have constant strong correlations, you 

cannot expect them to perform differently from one another. Uncorrelated investment options 

are especially needed during down markets, otherwise there is a lack of diversification between 

options for investment selection. 

To recap, we’ve found reliability of performance 

across various market environments and notable 

correlation breakdowns during different market 

environments. This information is helpful; however, 

we need to know when we should invest in our risk-

on and risk-off factors. If left up to an investor’s sole 

discretion, there is a strong probability that they 

would let emotion creep into their decision making 

and not reallocate to the

Figure 4: Correlation Analysis 

SIMPLE STRATEGY, STRONG RESULTS

“We believe the observed 

correlation breakdown between 

the selected risk-on and risk-off 

factors is imperative for a 

factor-investing strategy to be 

robust and effective”

appropriate factors at the opportune times. We are firm believers in systematic, rules-based 

strategies that remove the psychological and emotional biases from the investment process (see 

our whitepaper “Active vs. Passive: The Great Debate” for more). As such, we need to identify a 

reliable indicator that can objectively tell us when we should invest in a certain factor.

For Adviser Use Only. Not for Distribution. Past 
performance is no guarantee of future returns. 
Please see attached disclosures. 

S&P 500 Total Return Scenarios Low Volatility:Momentum Correlation Low Volatility:Growth Correlation

<0% 0.39 0.34
0-10% 0.58 0.53
>10% 0.89 0.84
Since 2000 0.98 0.95
Source: WealthShield, Morningstar (2000 - 2018)
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We believe there are several systematic methods that can be used to time factors over the long run. 

For the purposes of this paper, we outline a simple strategy that proved effective over the time 

period we backtested. That said, past performance does not guarantee future returns. The strategy 

we outline observes total return momentum across various factor indexes. We believe total return 

momentum provides a good indicator for future performance because it actively gauges market 

sentiment and exploits herd following, as well as other behavioral biases such as anchoring, 

conservatism and confirmation bias. 

The factor indexes used were Low Volatility vs. a blended Growth 

and Momentum position. Note these indexes can currently be 

invested via ETFs. Low Volatility represents a risk-off investment, 

while Momentum/Growth represents a diversified risk-on

Figure 5: Investment 
Selection Process 
(Hypothetical Example)

Figure 6: Strategy Backtest; 
Source: WealthShield, Morningstar 

Figure 5 illustrates the investment selection 

mechanics. Historical performance of the 

strategy from 1/1/1991 – 8/31/2019 is shown 

in Figure 6. This strategy delivered a 13.7% 

compounded annual growth rate (CAGR) 

from January-1991 to August-2019 with a 

Maximum Drawdown of 37.7%. This 

compares favorably to the S&P 500 (CAGR of 

10.3% and Maximum Drawdown of 51%) and 

a simple static-blended portfolio of Low 

Volatility/Momentum/Growth (CAGR of 

11.4% and Maximum Drawdown of 42.1%)

investment. The security with the strongest 6-month total return per period is selected and invested 

in for one month. The process is then repeated, rebalancing at the end of each month. 

For Adviser Use Only. Not for Distribution. Returns presented are hypothetical and included 
for illustrative purposes only to demonstrate investment selection process. The backtest
simulation and associated performance figures provided are hypothetical and is no guarantee 
of future returns. Performance figures are presented gross of advisory fees, brokerage or 
other commissions and any other expenses that a client would have paid or actually paid. 
Please see attached disclosures
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Momentum/Growth Performance Low Vol Performance

Blended Performance Rotator Performance

Period Low Volatility 6-month Compounded Total Return Momentum/Growth 6-month Compounded Total Return Return Ratio Investment Selected

1 2% 3% 1.5x Momentum/Growth
2 5% 6% 1.2x Momentum/Growth
3 5% 4% 0.8x Low Volatility
4 4% 1% 0.3x Low Volatility

A B C = B/A

Investment selected 
realizes the next 

period returns. For 
example, Period 3 
selection receives 

Period 4's 
hypothetical 1-month 

If the ratio is above 1.0x, 
then Momentum/Growth 

sleeve will be selected. If the 
ratio is below 1.0x, Low 

Volatility will be selected
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As we have previously stated, we believe that there are several factor investment methodologies 

that can be used to generate investment success over the long run. Ultimately, in our opinion, 

the strategy works due to five key characteristics. First, we believe the investable universe is 

reliable as the observed factors perform largely as designed during certain performance 

environments. Second, in our opinion the investable universe offers uncorrelated returns during 

times of market uncertainty. Third, the factors in the investable universe allow the portfolio to be 

positioned in a risk-on or risk-off manner. Fourth, an indicator with historical success is used to 

decide when and what to invest in. Lastly, the strategy follows a systematic approach. An 

indicator is used that triggers an investment decision and a consistent rebalance frequency is 

used to decide when to make the decision. 

In our opinion, the most effective benefit of the systematic approach is the elimination of 

emotion from the investment management process. The resulting effect of the strategy is the 

potential for lower drawdown (better risk management) and enhanced returns. 

THE KEYS TO AN EFFECTIVE FACTOR STRATEGY

Lower drawdown often propels 

return enhancement and helps 

prevent an investor from 

making emotional decisions 

regarding their portfolio during 

market turmoil. Greater 

discipline results in dedication 

to the investment plan and an 

increased likelihood of 

achieving investment goals.
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The backtest simulation and associated performance figures provided are hypothetical. Performance figures do not include 

the deduction of advisory fees, brokerage or other commissions and any other expenses that a client would have paid or 

actually paid. Performance would be reduced by such expenses. For example, a 0.50% annual fee deducted quarterly 

(.125%) from an account with a ten year annualized growth rate of 5% will produce a net result of 4.4%. The results do not 

represent the results of actual trading using client assets but were achieved by means of the retroactive application of a 

model that was designed with the benefit of hindsight. The results do not reflect the impact that any material market or 

economic factors might have had on the adviser’s use of the back-tested model if the model had been used during the 

period to actually manage client assets. The results portrayed reflect the reinvestment of dividends and other earnings. 

Returns should not be considered indicative of the skill of the adviser.

Past performance is no guarantee of future returns. This is WealthShield’s current assessment of the market and may be 

changed without notice. The visuals shown are for illustrative purposes only and do not guarantee success or certain level 

of performance. This material contains projections, forecasts, estimates, beliefs and similar information (“forward looking 

information”). Forward looking information is subject to inherent uncertainties and qualifications and is based on numerous 

assumptions, in each case whether or not identified herein. It is provided for informational purposes only and should not be 

considered a recommendation to buy or sell securities or a guarantee of future results.

This information may be taken, in part, from external sources. We believe these external sources to be reliable, but no 

warranty is made as to accuracy. This material is not financial advice or an offer to sell any product. There is no guarantee of

the future performance of any WealthShield portfolio. The investment strategies discussed may not be suitable for all 

investors. Before investing, consider your investment objectives and WealthShield's charges and expenses. All investment 

strategies have the potential for profit or loss.

Benchmarks: The index / indices used by WealthShield have not been selected to represent an appropriate benchmark to 

compare an investor’s performance, but rather are disclosed for informational purposes. Detailed information regarding the 

indices is available upon request. The volatility of the indices may be materially different than that of the portfolio.

WealthShield is a registered investment adviser. Registration does not imply a certain level of skill or training. More 

information about WealthShield including its advisory services and fee schedule can be found in Form ADV Part 2 which is 

available upon request.
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