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MAER: A multi-factor approach to stock selection
One of the key concepts underlying the Mill Street Research stock selection model, MAER (from its
original name, the Monitor of Analysts Earnings Revisions), is a multi-factor approach. That is, we find
better results when multiple return drivers align than for any single factor by itself. This is also true
of our asset allocation models as the same principles apply.
We are, of course, not alone in this view as many other firms employ a multi-factor approach as well.
Conceptually, this stands to reason under the simple assumption that there is likely to be more than one
“real” factor affecting returns, i.e., an actual behavioral anomaly that can produce risk-adjusted excess
returns over time. If one assumes that there is more than one legitimate factor (however many there
might be), then using any single factor alone (even if it is assumed to be the strongest single factor)
will almost by definition run the risk of being diluted or outweighed by failing to account for the
other factors.
On the following page, we describe some of the benefits we find in using a multi-factor approach and the
factors we use in the MAER Ranking Model.
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The benefits of combining multiple factors
Perhaps the most obvious example of the multi-factor approach for stock selection is the use of momentum and value
factors together, which we do in the MAER model. Stocks with strong momentum (a good thing on average for intermediateterm returns), whether earnings momentum or price momentum, will often have higher valuations (a bad thing on average).
Conversely, statistically cheap stocks (low price relative to fundamentals) will often score poorly on momentum-related
metrics.
Assuming both momentum and value factors are legitimate drivers of returns (even if they might each work best under
different conditions, and abstracting from the exact implementations), using either one by itself almost guarantees that
the other factor will offset some of the potential outperformance (buying expensive stocks in the momentum portfolio,
or value stocks with poor momentum). This is why many quant models use a multi-factor approach and aim to incorporate
weakly- or negatively-correlated inputs such as momentum and value (though factor correlations are not always stable, as
recent history reminds us).
The same principle applies even within a broad factor category like momentum. The MAER model, for instance, uses
earnings estimate revisions trends (earnings momentum) as the primary driver but also uses a proprietary risk-adjusted
price momentum input as well. Combining earnings and price momentum yields better results than either individually,
as it helps find stocks whose price action is in fact supported by fundamental trends (and thus more likely to persist), and
conversely avoids stocks whose price action does not align with the trend in analyst forecasts.
Our price momentum factor, which we call Alpha Momentum, also removes much of the beta and style influence from the
price momentum calculation and thus adjusts for the beta bias often found in standard price momentum strategies.
Since exposure to beta itself is not a persistent source of excess returns (indeed low beta/low volatility is a well-known
factor strategy), reducing its impact on our momentum calculation also improves risk-adjusted returns for the model
by correcting for the unintended bets on beta (which can be positive or negative depending on the market environment)
that standard momentum strategies typically carry, i.e., the impact of infrequent but harmful “momentum crashes” that
afflict momentum strategies is sharply reduced. And the MAER model also includes both absolute and relative valuation
metrics in order to avoid the most expensive stocks
and identify those for which favorable fundamental Building Blocks of Mill Street’s MAER Stock Ranking Model
trends may not be fully priced in.
Thus one of the most important principles we use in
our model construction is to keep in mind not only
which factor(s) to use for our intermediate-term (3-6
month) forecasting horizon, but also which we might
be missing that could impact the model’s efficacy.
While the debate about which factors are the “true”
drivers of returns may never be settled, our research,
along with that of others, suggests estimate revisions,
price momentum and valuation are useful for stock
selection on an intermediate-term (3-6 month) time
horizon and are best used together to avoid diluting
the efficacy of the individual factors. More details
about our work are available on request.
The size of each block reflects the relative importance in the model.

2

Important Disclosures and Certifications
The research provided in this report is based on strategic analysis provided by Mill Street Research LLC (“Mill Street”), an
investment adviser registered with the Massachusetts Securities Division. Strategic analysis is based on fundamental,
macroeconomic and quantitative data to provide investment analysis with respect to the securities markets. The
report is not intended to provide personal investment advice. This report does not constitute an offer or solicitation to
buy or sell any securities discussed herein in any jurisdiction where such offer or solicitation would be prohibited. The
securities mentioned in this report may not be suitable for all types of investors. This report does not take into account
the investment objectives, financial situation or specific needs of any particular client of Mill Street. Recipients should
consider this report as only a single factor in making an investment decision and should not rely solely on investment
recommendations contained herein, if any, as a substitution for the exercise of independent judgment of the merits and
risks of investments. Mill Street has no actual, implied or apparent authority to act on behalf of any issuer mentioned in
the report. Before making an investment decision with respect to any security recommended in this report, the recipient
should consider whether such recommendation is appropriate given the recipient’s particular investment needs,
objectives and financial circumstances. We recommend that investors independently evaluate particular investments and
strategies, and encourage investors to seek the advice of a financial advisor. Mill Street will not treat non-client recipients
as its clients solely by virtue of their receiving this report. Past performance is not a guarantee of future results, and no
representation or warranty, express or implied, is made regarding future performance of any security mentioned in this
report. The price of the securities mentioned in this report and the income they produce may fluctuate and/or be adversely
affected by exchange rates, and investors may realize losses on investments in such securities, including the loss of
investment principal. Mill Street accepts no liability for any loss arising from the use of information contained in this report.
All information, opinions and statistical data contained in this report were obtained or derived from public sources
believed to be reliable, but Mill Street does not represent that any such information, opinion or statistical data is accurate
or complete (with the exception of information contained in the Important Disclosures and Certifications section of this
report), and they should not be relied upon as such. All estimates, opinions and recommendations expressed herein
constitute judgments as of the date of this report and are subject to change without notice. Nothing in this report
constitutes legal, accounting or tax advice. Since the levels and bases of taxation can change, any reference in this
report to the impact of taxation should not be construed as offering tax advice on the tax consequences of investments.
As with any investment having potential tax implications, clients should consult with their own independent tax adviser.
This report may provide addresses of, or contain hyperlinks to, Internet web sites. Mill Street has not reviewed the linked
Internet web site of any third party and takes no responsibility for the contents thereof. Each such address or hyperlink
is provided solely for the recipient’s convenience and information, and the content of linked third party web sites is not
in any way incorporated into this document. Recipients who choose to access such third-party web sites or follow such
hyperlinks do so at their own risk. The market indices mentioned in this report are unmanaged, hypothetical portfolios
of securities that are often used as a benchmark in evaluating the relative performance of a particular investment, as
constructed by the index providers. Index return figures do not reflect any fees, expenses or taxes. An index should only
be compared with a mandate that has a similar investment objective. An index is not available for direct investment,
and does not reflect any of the costs associated with buying and selling individual securities or management fees. This
report or any portion hereof may not be reprinted, sold, or redistributed without the prior written consent of Mill Street.
Copyright © Mill Street Research LLC 2019
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