
In this report, we take the viewpoint of equity portfolio managers, irrespective of 
their investment style or universe (e.g. value, growth, quality, size, sector, region, 
etc.), who want to identify potential stock “swaps” within their portfolio. 

That is, we look for ideas for replacing stocks that are poorly ranked on our 
MAER stock selection model (and are likely a drag on returns) with higher-ranked 
stocks that are otherwise similar and may offer higher return potential. The goal 
is to not go outside the investable universe and to maintain the general risk 
profile of the portfolio via sector/industry weightings or other characteristics.

The idea is to have an objective, process-driven approach to identifying 
potential problematic holdings or value traps in a portfolio, and countering 

“portfolio inertia”. We can then identify stocks that score significantly better 
on MAER and have similar characteristics to possibly replace the low-ranked 
holdings, given that higher-ranked stocks have historically outperformed low-
ranked stocks for up to 12 months (see page 6 for relevant studies). These are 
meant as representative example screens, and will change in each report. We 
encourage clients to reach out to discuss and get customized screens for your 
own portfolio.

The ideas presented here are based on quantitative analysis and clients should 
always do further research before trading.

THE SWAP SHOP

Ideas for swapping low-ranked stocks for 
similar high-ranked stocks
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Below is a list of industry-neutral “swap ideas” within the S&P 500 index constituents. 

We calculate the differentials in MAER rankings (using our global MAER universe for all rankings for consistency) among 
stocks within each GICS industry and flag the widest differentials for industries with at least five constituents. This allows 
managers to find possible replacements for low-ranked stocks in their portfolio with a high-ranked stock that will not 
disturb industry/sector allocations.

The low-ranked stocks (in red on the left side of the table) will typically be in the bottom quintile or decile of the ranks while 
the potential replacement within the same industry (in green on the right) will typically be in the top quintile or decile. A 
separate attachment includes all the MAER charts for highlighted swap ideas. Additional screens and ideas are available 
on request.

S&P 500 Industry Swap Ideas

Source: Mill Street Research, Factset, Bloomberg
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The leadership in the US market has clearly been in the large-cap Growth space, primarily Big Tech/AI. So for Growth-
oriented investors, or investors with broader benchmarks who want to tilt toward Growth, we screen the Russell 1000 
Growth index constituents for industry-neutral swap ideas.

We calculate the differentials in MAER rankings (using our global MAER universe for all rankings for consistency) among 
stocks within each GICS industry and flag the widest differentials for industries with at least five constituents. This allows 
managers to find possible replacements for low-ranked stocks in their portfolio with a high-ranked stock that will not 
disturb industry/sector allocations.

The low-ranked stocks (in red on the left side of the table) will typically be in the bottom quintile or decile of the ranks while 
the potential replacement within the same industry (in green on the right) will typically be in the top quintile or decile. A 
separate attachment includes all the MAER charts for highlighted swap ideas. Additional screens and ideas are available 
on request.

US Russell 1000 Growth Industry Swap Ideas

Source: Mill Street Research, Factset, Bloomberg



4

As a contrast to the screen on the previous page, here we offer ideas for investors who are looking for ideas outside the 
large-cap Growth space that is dominating the US market. So we screen the Russell 3000 universe for SMID-Cap Value 
ideas that offer potentially appealing alternatives for the smaller and less expensive side of the market. We screen here 
for stocks with market cap between $1B and $20B which have a current forward P/E between 5 and 20. That is, we seek 
stocks with below-market multiples that have positive earnings and are not extreme cyclicals with low single-digit P/Es. 
This yields about 750 stocks in the universe for this screen.

Among those stocks, we calculate the differentials in MAER rankings (using our global MAER universe for all rankings 
for consistency) among stocks within each GICS industry and flag the widest differentials for industries with at least five 
constituents. This allows managers to find possible replacements for low-ranked stocks in their portfolio with a high-
ranked stock that will not disturb industry/sector allocations. 

The low-ranked stocks (in red on the left side of the table) will typically be in the bottom quintile or decile of the ranks while 
the potential replacement within the same industry (in green on the right) will typically be in the top quintile or decile. A 
separate attachment includes all the MAER charts for highlighted swap ideas. Additional screens and ideas are available 
on request.

US SMID-Cap Value Swap Ideas

Source: Mill Street Research, Factset, Bloomberg
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Below is a list of industry-neutral “swap ideas” among the constituents of our 800+ stock European MAER universe, with 
a minimum market cap of USD$1 billion.

We calculate the differentials in MAER rankings (using our global MAER universe for all rankings for consistency) among 
stocks within each GICS industry and flag the widest differentials for industries with at least five constituents. This allows 
managers to find possible replacements for low-ranked stocks in their portfolio with a high-ranked stock that will not 
disturb industry/sector allocations.

The low-ranked stocks (in red on the left side of the table) will typically be in the bottom quintile or decile of the ranks while 
the potential replacement within the same industry (in green on the right) will typically be in the top quintile or decile. A 
separate attachment includes all the MAER charts for highlighted swap ideas. Additional screens and ideas are available 
on request.

European Industry Swap Ideas

Source: Mill Street Research, Factset, Bloomberg
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Below are summary statistics from our historical studies of the MAER multi-factor ranking model applied to our global 
stock universe of institutionally investable stocks.

While there are many other studies and results available on request, the key point is that highly-ranked MAER stocks have 
tended to outperform low-ranked MAER stocks by very significant margins in the 22 years of data we have. And low-
ranked stocks tend to be more volatile (riskier) than high-ranked stocks on average. Notably, the results since early 2013 
are “out of sample” as that is when the MAER ranking model was first launched.

The important additional point is that while we publish reports like this monthly, we find that the performance differentials 
persist for up to 12 months. And the correlation between decile ranks and future returns (the information coefficient) 
remains strongly statistically significant for periods of one to 12 months. So longer-term oriented investors can take 
advantage of the MAER rankings to adjust portfolios without necessarily feeling obligated to make monthly adjustments.

MAER historical performance studies

Source: Mill Street Research, Factset, Bloomberg

Information coeffiicent is the correlation 
between the MAER decile ranking each 
month and the corresponding ranking of 
future decile portfolio returns.

T-statistics greater than 1.96 (2.58) are 
considered statistically significant at the 
traditional 5% (1%) significance level. The 
t-stats shown include the Newey West 
adjustment for autocorrelation.

All returns shown are hypothetical percentage total returns in local currency for equal-weighted portfolios based on monthly rebalancing using the 
MAER ranking process.

Backtest results do not reflect any actual trading, and actual results could vary significantly from backtest results. Past performance is no 
guarantee of future results. No transactions costs or other expenses included in the above figures. 



7

The primary drivers of MAER are breadth of analyst revisions and the 
magnitude of changes to the mean NTM estimate.  Current readings can 
be viewed in the context of the last five years of historical readings.  

The red line is a cumulative Revisions Breadth series based on the monthly 
net number of analysts’ upward earnings revisions minus downward 
revisions over the prior 100 calendar days – a rising line indicates more 
positive than negative revisions over the last quarter (scale not shown).

The blue bars represent the magnitude of the monthly percent change in 
the consensus NTM earnings estimate (left scale).

The heavy black line represents the stock’s relative total return versus its 
benchmark (S&P 500 or S&P 1000 in the U.S., the MSCI ACWI ex US Index 
for non-US stocks), indexed to 100 at the beginning of the chart (right 
scale).

The green line in the middle section plots our proprietary measure of price 
momentum, which is the stock’s cumulative risk-adjusted return (or alpha) 
over the last six months, adjusted for market sensitivity (beta) as well as 
size and style (large/small-cap, value/growth).

The purple line in the bottom section plots the stock’s relative valuation, 
based on its forward (NTM) P/E relative to its cap-weighted MAER universe 
aggregate.

Below the chart is the stock’s GICS sector and industry classification.

Header information:
First row: Ticker (+ country code for non-US stocks) / Company Name / S&P Major Index classification (US companies only) / Month-end stock price (in 
primary exchange currency) / MAER breadth rating / Monthly revision magnitude percentile  
Second row: Month of fiscal year end / Current FY1 & FY2 consensus estimate and monthly % change / Current P/E based on FY1 and FY2 estimates  
Third row:  Number of estimates in the consensus / Current Revisions Breadth (net % of analysts raising estimates) / Consensus next-12-month estimated 
dividend yield / Current market cap / Next expected earnings report date (mth.day)

The ratings in the top right corner of the chart can be used to quickly identify promising stocks for further research. 
The first number, the breadth rating (in red), is based on the direction of the Revisions Breadth series in the chart. It is focused on helping identify nascent 
turns in analyst sentiment as well as established trends, and reflects the number of months the series has been rising or falling, up to three.  Thus it ranges 
from -3 (established negative trend of 3 months or more) to +3 (established positive trend), with readings of -2/-1/+1/+2 helping identify the first month or 
two of a reversal in analyst sentiment.  The second number (in blue brackets) shows the percentile ranking of the most recent monthly percent change in 
the NTM estimate relative to the stock’s own five-year history. So, for example, a percentile of 80 would indicate that this month’s change in the consensus 
NTM estimate is higher than 80% of the readings over the last five years.   
Favorable patterns would include a positive breadth rating and a high magnitude percentile, along with positive or improving alpha momentum and supportive 
relative valuations (unfavorable patterns would show the reverse conditions). 

What is MAER?
The Monitor of Analysts’ Earnings Revisions (MAER) is Mill Street’s proprietary cornerstone graphical and quantitative stock 
selection tool. Clients can use MAER to analyze trends in revisions to consensus earnings estimates, alongside price and 
fundamental information. It is a resource to help institutional investors incorporate an objective, transparent quantitative overlay 
into their stock selection process.  It also includes a six-factor ranking model driven by the inputs shown on the MAER charts.
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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. Employees of Mill Street may have positions in securities mentioned in this report, disclosures are available 
on request. 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.
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