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A review of our stock selection research and findings  

• Which stock selection factors we have studied and why

 – Earnings estimate revisions

 – Price momentum and mean-reversion

 – Valuation (absolute and relative)

• Summary results of individual factors and combinations of factors

• The importance of a multi-factor approach to stock selection

Example of how we implement these factors in our multi-factor stock selection tool, MAER.

• MAER is the tool which implements our major research results and presents them in a useful 
format for busy investors and analysts.

• We summarize the MAER stock ranking model along with some backtest results.

• We show examples of strong and weak stocks based on current indicator readings.
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Some of Our Views on Stock Selection
• Financial markets, especially the stock market, are complex systems and it is very difficult to 

navigate them using any single piece of information.

• Professional investors very rarely rely on any single “best” indicator alone, regardless of  
their investment style — a multi-factor approach is crucial. 

• Choosing your time horizon and investment universe first helps guide choices of information 
to use.

• A disciplined, quantitatively-driven approach can go a long way to avoiding harmful  
biases and emotions in investing, but must be done carefully and with the knowledge  
that there are limits to what the data can do. 
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Stock Selection Drivers
Our research focus for stock selection has been:

Universe: global equities that meet minimum requirements for investability

Time Horizon: typical range from one to six months, sometimes shorter

Key drivers, in order of importance in our work: 

 — Earnings estimate revisions: a measure of “fundamental momentum” that works well  
on one- to six-month horizons.

 — Price momentum and mean reversion: intermediate-term trend/momentum along  
with short-term price reversal tendencies.

 — Valuation: both absolute and relative valuation, used as longer-term measures of  
mean-reversion and risk control.

While these drivers have been found useful individually, in our view a multi-factor approach  
that incorporates all of them should be more robust and reliable.
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Why These Factors?
Our focus on estimate revisions, price trends and valuation is based on a combination  
of factors.

 — Effectiveness: 
  Extensive academic and practitioner research, including ours, supports the case that  

these factors can take advantage of behavioral anomalies to produce alpha.

 — Time Horizon: 
  Estimate revisions and price momentum are known to be most effective on intermediate-term 

horizons (three to six months). Valuation is often used for similar or longer-term horizons, 
price mean-reversion is effective on shorter horizons.

 — Global Availability and Timeliness: 
  Earnings estimates and prices are available globally, with little or no reporting lag or historical 

revisions/restatements.
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Earnings Estimate Revisions
One of the factors we have studied and used for a long time is earnings estimate revisions.

The underlying concept is that changes (revisions) in analysts’ forecasts for a company’s profits are a 
predictor of future relative returns. 

Estimate revisions impact stock prices.

Investors respond to estimate revisions, but tend 
to underreact to the news embedded in analyst 
forecast revisions. This allows price trends in 
response to revisions to form.

KEY ASSUMPTIONS SUPPORTING RESEARCH

Equity analysts often have incentives or biases 
that cause them to:

1. Change their earnings forecasts incrementally

2. Move in herds

Estimate revisions tend to move in trends.
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Earnings Estimate Revisions
Two key revisions metrics:

1.  Revisions Breadth = “How Many”

  The net proportion of analysts covering a stock that have raised estimates versus lowered 
them in the last X days (we normally use X = 100 days). This is “how many estimates are 
going up or down”.

2.  Revisions Magnitude = “How Much”

  The percent change in the consensus (mean) earnings estimate over the last X days  
(we normally use 1 month). This is “how much have estimates gone up or down.”

  To account for widely varying volatilities across stocks and control risk, we scale the percent 
changes in the context of each stock’s trailing 5-year range to produce a percentile score  
(0 - 100).
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Revisions Persistence
A key reason for focusing on the direction of estimate revisions (which way the majority of analysts 
are moving their estimates) is that it is much more persistent and thus predictable than returns.

A few results from our studies:

• The direction of revisions breadth persists from one month to the next about 83% of the time 
historically.

• Revisions breadth trends tend to last an average of about 5.5 months, some last much longer.

BOTTOM LINE: Simply knowing the current direction of revisions provides some predictability  
for the future direction of revisions over the next several months. 
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Why Are Revisions Persistent?

FUNDAMENTAL BUSINESS TRENDS ANALYST BEHAVIORAL BIASES/INCENTIVES

•  Trends in a business’ underlying sales and 
profits can persist over multiple quarters or 
years. 

•  Longer-term forecasting is very difficult 
and thus a focus on near-term (i.e., next 
quarter/year) results often dominates, 
leading to “surprises” when longer-term 
trends develop.

•  Analysts have significant incentives and 
biases related to earnings forecasting:

•  Access to company management is 
important to analysts.

•  Incentive not to deviate too far from the 
consensus.
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Revisions and Returns
•  Stocks with strong revisions tend to have higher returns and lower volatility than stocks 

with weak revisions. 

•  Higher revisions forecast significantly stronger risk-adjusted future returns.

•  The combination of breadth and magnitude rankings shows even more favorable results.

REVISIONS INDICATORS ONLY: Global Stock Universe, 2003–Present

Revisions Breadth
Ann. 1-mth 
Return (%)

Ann. 1-mth
Volatility (%)

Return/Risk
Ratio

Top Decile 14.7 17.6 0.84
Bottom Decile 9.0 21.3 0.42

Revisions Magnitude
Top Decile 12.7 16.7 0.75
Bottom Decile 9.2 20.0 0.46

Breadth + Magnitude
Top Decile 14.8 16.9 0.88
Bottom Decile 8.8 21.0 0.42

Note: All results shown above are hypothetical and do not represent any actual trading. Mill Street Research 
does not manage money. The results shown do not include important considerations such as transactions costs 
or taxes, and may not have been achievable in practice. See important disclosures at the end of this document.
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Risk-Adjusted Price Momentum

A lot of research supports intermediate-term momentum: returns over the prior 6-12 months can be 
used to forecast returns over the next 3-6 months. 

However, momentum performance can be volatile. 

Why?  Often due to the “beta” effect: i.e., momentum will overweight high beta stocks at market peaks (and 
vice versa).

To address this, instead of traditional price momentum, we use what we call “Alpha Momentum”. 

We use regression to estimate the “alpha” or stock-specific return after accounting for a stock’s market 
beta, size (small/large-cap) and style (value/growth) tendencies. 

Removing the “beta bets” from a momentum strategy helps returns and reduces risks.
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Alpha Momentum with Mean-Reversion
We combine intermediate-term price momentum from Alpha Momentum with short-term price  
mean-reversion to counter the risks of buying stocks which have just recently surged (i.e., overbought).

The combination shows wider top-bottom return spreads and a more stable linear relationship with 
returns than either of the components.

NOTE: All results shown above are hypothetical and do not represent any actual trading. Mill Street Research 
does not manage money. The results shown do not include important considerations such as transactions costs 
or taxes, and may not have been achievable in practice. See important disclosures at the end of this document.
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Valuation: Relative and Absolute
Problem: Momentum-oriented strategies are frequently biased toward “expensive” stocks.

Solution: Incorporate valuation metrics alongside revisions and momentum

Two valuation metrics help balance potential momentum/growth bias: 

Absolute forward earnings yield (higher is better): 
• Consensus mean EPS expected over the next 12 months as a percentage of current stock price

Relative forward earnings yield (higher is better):
• Forward earnings yield minus the earnings yield of the market, scaled to the stock’s trailing 

 5-year range

Result: Valuation metrics help to avoid the most expensive (i.e., risky) holdings in the context  
of a momentum-oriented strategy and improves risk-adjusted results.



© 2020 Mill Street Research LLC  |  info@millstreetresearch.com   14

Valuation Results
Quantitative value factors have struggled in recent years, but our data shows there is still “value in value”.

Combining two versions of valuation helps avoid big sector biases.

NOTE: All results shown above are hypothetical and do not represent any actual trading. Mill Street Research 
does not manage money. The results shown do not include important considerations such as transactions costs 
or taxes, and may not have been achievable in practice. See important disclosures at the end of this document.
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Summary of Indicator Research
We have reviewed six stock selection factors from three categories: earnings revisions, price 
momentum and valuation.

Each indicator can be shown to “work” on its own

The results are stronger and more consistent when the indicators are combined.

We have confidence in our analysis because it is based on:

• A broad global universe of stocks (over 5000 stocks in recent years) meeting minimum  
investability criteria

• A substantial time period (17 years)

• Results that are generally consistent across regions, sectors and time periods
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What Do These Indicators Look Like?
As an example of how these stock selection tools could be used in practice, we can look at charts of a few stocks 
using Mill Street’s MAER tool. MAER is the Monitor of Analysts’ Earnings Revisions, Mill Street’s proprietary stock 
selection tool. It is made up of two key components:

NOTE: The list above is for demonstration purposes only 
and is not a recommendation to buy or sell any security.

MAER ChartsA Multi-Factor Ranking Model



© 2020 Mill Street Research LLC  |  info@millstreetresearch.com   17

MAER Charts
MAER charts incorporate a significant amount of 
current and historical information into a single picture 
and provide useful context for the indicators and 
rankings.  

• The main section of the chart depicts the trends 
in analyst estimate revisions for each stock over 
the last five years, showing both the direction and 
magnitude of the monthly revisions activity. These 
indicators are overlaid on relative returns.

• In addition to the revisions indicators, it plots 
our measure of risk-adjusted six-month price 
momentum (Alpha Momentum) and relative 
valuation based on forward P/E.

• The header data shows current values for key 
variables for the company.
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MAER Ranking

INDICATOR           WEIGHTING
•  Revisions breadth        30% 
•  Revisions magnitude        20%
  Revisions inputs total      50%
 
•  Alpha Momentum         20% 
•  Prior month return         10%
  Price inputs total       30% 

•  Relative forward earnings yield vs. history     10% 
•  Absolute earnings yield        10% 
  Valuation inputs total      20%

The MAER Ranking Model uses six inputs to objectively rank stocks in any universe and help identify stocks with the 
most, or least, favorable combination of earnings revisions, price action and valuation. The indicators and their weights 
have been fixed since the model was developed in 2013. They were chosen to reflect the relative importance of each 
input for a 3-6 month forecasting horizon and manage risk and turnover.
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MAER Ranking
The MAER ranking model has been backtested back to 2003 and shows solid results in our testing for fixed 
holding periods (with 6 calendar day reporting lag): higher returns and lower volatility for high-ranked stocks vs. 
low-ranked stocks.  Ranks can be effective out to six-month holding periods. 

All returns shown are hypothetical percentage total returns in local currency for equal-weighted portfolios based on monthly rebalancing using the MAER ranking process. 
“Bench” = benchmark returns based on equal-weighted total return for full indicated MAER universe as of each monthly rebalancing. Data for May 2003 - Dec 2019.

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. 
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Examples of Strong MAER Charts
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Examples of Strong MAER Charts CONTINUED
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Examples of Weak MAER charts
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Example Screen from S&P 500 Stocks

NOTE: The list above is for demonstration purposes only 
and is not a recommendation to buy or sell any security.

Source: Mill Street Research, Factset
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How Do Clients Use Tools Like MAER?
While there are many ways clients can use quantitative stock selection tools and incorporate them into their 
investment process, we find three primary ways that clients use them:

1. An initial stock screen
  Clients looking for new stock ideas to potentially research often screen the list of highly-ranked stocks to find 

names that stand out on the quantitative metrics.  Knowing that highly-ranked stocks have historically tended to 
outperform on average helps narrow the focus onto favorable indicator profiles and make research more efficient.

2. Check against current holdings
  Clients also like to review their current or proposed holdings against the objective message from the multi-factor 

analysis. Holdings that have weak profiles can be scrutinized more closely (or sold), and strong profiles can 
corroborate other fundamental or technical analysis inputs.

3. Quantitative model input
  Process-oriented clients use quantitative rankings directly as an input to their own process as a way to combine 

alpha sources.
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About the Firm
• Mill Street Research is an independent research provider owned and operated by 

Sam Burns, CFA.  

• Sam has over 20 years of experience as a market strategist, providing analysis and 
commentary to institutional investors globally.

• Prior to founding Mill Street Research in 2016, Sam Burns, CFA worked as a senior 
strategist at leading firms including Oppenheimer & Co., Brown Brothers Harriman, 
State Street Global Markets, and Ned Davis Research.  

• Mill Street Research provides a suite of consistently updated research reports  and 
data for institutional investors covering asset allocation, country allocation, sector 
and industry selection, and a robust quantitative stock selection process.  

• We also provide customized work and special research projects for clients globally. 
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Important Disclosures & 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.
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Important Disclosures & Certifications CONTINUED

The returns shown in this report are hypothetical and backtested and do not represent actual trading but were achieved by the retroactive application 
of a model. The hypothetical returns shown may not reflect that material market or economic facts may have affected Mill Street’s use of the back-
tested model. During the periods shown in the report, Mill Street was not managing any money in accordance with the investment strategy depicted. 
These hypothetical returns are unaudited and have not been verified by any unaffiliated third party. The hypothetical performance is presented 
gross of all brokerage and transaction costs unless otherwise specified. Such hypothetical performance also does not reflect management fees, 
performance allocation, legal, administration, audit and tax fees and other expenses an investor might incur.

Hypothetical performance results have many inherent limitations, some of which are described herein. No representation is being made that investors 
will or are likely to achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical performance 
results and the actual results subsequently achieved by any particular trading program. One of the limitations of hypothetical performance results 
is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no hypothetical 
trading record can completely account for the impact of financial risk in actual trading. For example, the ability to withstand losses or adhere to a 
particular trading program in spite of trading losses are material points which can also adversely affect actual trading results. There are numerous 
other factors related to the markets in general or to the implementation of any specific trading program which cannot be fully accounted for in the 
preparation of hypothetical performance results and all of which can adversely affect actual trading results.

Past performance is no guarantee of future results. All investments involve risk, including the loss of principal. The value of investments can go 
down as well as up. This report does not constitute an offering to sell, or a solicitation of an offer to buy any security.

Mill Street Research is not affiliated with Interactive Brokers LLC, or any other FINRA broker-dealer.
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