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R O T H K O
M O N D R I A N  I N V E S T M E N T  PA R T N E R S  L I M I T E D

¥¥ Cheap dollars have inflated “factor quant” strategy returns with $1.51 trillion of inflows 

¥¥ Volatility has started to tick up as monetary normalisation starts

¥¥ Avoiding liquidity bottlenecks will be key as pressure is released from the system

¥¥ We believe crowded trades in factor strategies risk another “quant quake”

Exhibit 1: Factor Crowding in Global Equities (AUM of Factor ETFs)

Note: In this chart we show only the assets under management (AUM) of the largest  ETFs in “factor” strategies. ETFs are used to allow flow data to be easily calculated on a higher frequency basis.  
The total shift into factor strategies is much higher than represented in this chart, which shows the rapid growth of factor ETFs over this period. In additiona to this growth there would also be mutual funds, 
other comingled structures, derivatives and segregated accounts run by a multitude of semi-passive and quantitative strategy providers. 

“Factor Quant” Strategies – Living Beyond Their Means
Factor quant strategies have seen huge inflows (see Exhibit 
1) as memories of the “quant quake” have faded and as the 
tide of “cheap dollars” has hidden potential liquidity traps.  
Many investors have been happily surprised at the higher returns 
provided by “factors” over this period. Min Vol, Momentum, High 
Dividend and Quality have all outperformed in the US and other 
global equity markets since the 2008 financial crisis and the Fed’s 
QE. The problem is that the period of outperformance in these 
strategies tends to be led by large in-flows, while the periods of the 
worst performance tend to be led by the worst out-flows.

We do not think this is a coincidence. For example, overall, US and 
EAFE Low Vol equity ETFs experienced large inflows coupled with 
outperformance in the first nine months of 2016, followed swiftly 
by large outflows and significant underperformance.

Factor strategies are liquidity constrained with “market impact” 
far higher than similar trade sizes in the underlying assets classes. 
As monetary conditions reverse, it is probable than the beneficial 
inflows will temper or reverse. At best we expect factor returns to fall 
to much lower levels in future and at worst, result in sharp capital 
losses if externalities shock these crowded, dangerous trades.
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   1Rothko Investment Strategies, Factset, etf.com. We estimate that from ETF data alone.
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The Long Road to Normalisation
It would be complacent to believe benign conditions will remain. For one, long rates in the US continue to tick up as does volatility in 
global equity markets (see Exhibit 2). The Fed’s balance sheet has started the long journey to normalisation and with inflationary pressures 
building in the US and other markets, a 1994 scenario is a possible outcome. This could quite easily be the external shock that factor 
investors should fear.

Exhibit 2: US$ Monetary Conditions and Vol Starts the Long Journey to Normalisation 

Source: Rothko Investment Strategies.

Income Orientation and Intrinsic Value
We believe a low correlation with traditional factors is currently the best insulation from crowded factor trades. A high alpha 
and a high active share are important. Also, we believe income orientation will continue to be a key driver of defensiveness 
and that intrinsic value matters far more when there are fewer dollars in the world. Rothko matches all of these descriptions 
and we believe we are well positioned to continue to participate in up markets while defending capital in market declines.
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1FT: “The Ghosts of 1994” - www.ft.com/content/32cca748-8fe8-11e2-9239-00144feabdc0.
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Disclosure
Views expressed were current as of the date indicated, are subject to change, 
and may not reflect current views. 

Views should not be considered a recommendation to buy, hold or sell any 
security and should not be relied on as research or investment advice. 

The information was obtained from sources we believe to be reliable, but 
its accuracy is not guaranteed and it may be incomplete or condensed. All 
information is subject to change without notice.

This document may include forward-looking statements. All statements 
other than statements of historical facts are forward- looking statements 
(including words such as “believe,” “estimate,” “anticipate,” “may,” “will,” 
“should,” “expect”). Although we believe that the expectations reflected in 
such forward-looking statements are reasonable, we can give no assurance 
that such expectations will prove to be correct. Various factors could cause 
actual results or performance to differ materially from those reflected in 
such forward-looking statements. 

This document is an internal research paper. The material is for informational 
purposes only and is not an offer or solicitation with respect to any securities. 
Any offer of securities can only be made by written offering materials, which 
are available solely upon request, on an exclusively private basis and only to 
qualified financially sophisticated investors. 

Past performance is not a guarantee of future results. An investment 
involves the risk of loss. The investment return and value of investments will 
fluctuate. There can be no assurance that the investment objectives of the 
strategy will be achieved. 

This document is solely owned by and the intellectual property of Rothko 
Investment Strategies and Mondrian Investment Partners Limited. It may not 
be reproduced either in whole, or in part, without the written permission of 
Rothko Investment Strategies and Mondrian Investment Partners Limited. 

Rothko Investment Strategies is a trading name of Mondrian Investment 
Partners Limited. 

Mondrian Investment Partners Limited  
Fifth Floor, 10 Gresham Street, London EC2V 7JD, UK  
London +44 207 477 7000  
Philadelphia +1 215 825 4500  
www.mondrian.com 

Registered office as above. Registered number 2533342 England. 

For your security and for training purposes, telephone conversations 
may be recorded. Mondrian Investment Partners Limited is authorised 
and regulated by the Financial Conduct Authority. Mondrian Investment 
Partners is a trademark of Mondrian Investment Partners Limited.
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