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WHERE IN THE
WORLD?
Building resilience in DM and EM
October 2021
• Equity UCITS ETFs have experienced record inflows and risk-on positioning throughout 2021.

Asset allocation narratives and recent flow trends suggest investors are looking to remain risk-on
while mitigating downside risk, where possible.

• In this paper, we analyse two ways investors have been implementing this rotation in broad equity
portfolios: moving from small and mid cap exposures into large caps, and boosting exposure to
quality and minimum volatility factors in DM and EM.

Size rotation

Small, mid, and equal-weight ETFs recorded large
inflows at the start of 2021, as investors looked to gain
exposure to the global activity restart. More recently,
this rotation has started to reverse, with UCITS ETF
flows highlighting a shift from mid and small cap
exposures into large caps. As Figure 1 shows, large caps
tend to offer higher exposure to the quality and
minimum volatility factors compared to their small cap
peers, and could therefore help to bolster portfolio
resilience.

Boosting exposure to quality and
minimum volatility

Regional equity indices that exhibit a high quality factor
score could be well-positioned to profit from structural
growth trends, and have historically tended to benefit in
a mid-cycle environment when economic growth and
activity begins to flatline or decline. These indices have
a higher allocation to companies with strong balance
sheets, higher profitability and low debt, which can help
them to outperform during market turbulence.
Past performance is not a reliable indicator of current
or future results.

DM

Factor exposure

Selectivity is key

A recent MSCI report highlights that historically 60% of
the factor contribution of performance in emerging
market (EM) equities comes from country allocations,
highlighting the importance of selectivity in EM . 1
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Figure 2: EM case study – tilting with EM ETFs
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Higher tilts towards US, UK, or Australian equities can
increase a portfolio’s weighting to quality and low
volatility factors. This is largely a result of higher
allocations to the technology, healthcare, and consumer
staples sectors.
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Figure 1: Size rotation – quality and min vol
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Characteristics are subject to change.

References to specific investments are for illustrative purposes only and are not intended and should not be
1
interpreted as recommendations to purchase or sell such investments.
1. Source: MSCI Research, based on MSCI Barra EMM1 Model (Emerging Markets). Period: May 2001 to September
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Size

Rotation

• Small caps – which tend to have higher exposure to the value factor than their large cap peers (see Figure 4)
– were in focus in late-2020 and early-2021, as investors looked to access the global economic restart and tap
into the ‘value trade’. Flows surged with the tailwind of the cyclical-driven reopening, and in line with rising
inflation expectations.

• However, analysis of ETF flows shows that investors have recently been rotating out of mid and small cap
exposures into large caps. Broad benchmarks like the S&P 500 and MSCI World offer greater exposure to the
quality and minimum volatility factors than small caps.

Flows ($M)

Figure 3: Flows into Small, Mid, & Large Cap UCITS ETPs
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Source: Bloomberg, BlackRock, and Markit, 31 August 2021.
Figure 4: Absolute factor exposures of large vs. small caps
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Source: BlackRock, Factset and MSCI as of 30/09/2021. For illustrative purposes only. Factor exposures measured in
standard deviation; BlackRock World Risk Model is used. Characteristics are subject to change. References to specific
investments are for illustrative purposes only and are not intended and should not be interpreted as recommendations to
purchase or sell such investments.
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DM

Building resilience in portfolios

Investing in specific countries has long been seen as an attractive way to express market views. High-quality
country indices can profit from structural growth trends and tend to benefit in a mid-cycle environment – when
economic growth and activity begins to flatline or decline. Country indices with a tilt to the low volatility factor could
prove more resilient than others in the case of a market downturn or spike in volatility.

Quality

The NASDAQ 100 index has a relative strong defensive tilt, given its quality characteristics, such as
high return on equity, profit margins, and free cash flow yield. The index’s high allocation to the IT
sector (49%) contributes towards this defensive profile. The FTSE UK Dividend index offers exposure
to companies paying relatively high dividends, which tend to be large and well-established companies
with relatively predictable and consistent profits.

Low
Volatility

The Dow Jones Industrial Average index exhibits a low volatility profile due to its high allocation to
the IT and healthcare sectors. Healthcare companies tend to have high levels of cash and the sector
has a low beta to global growth historically. MSCI Australia is a defensive candidate in portfolios that
could help to bolster resilience, thanks to a strong tilt towards the low volatility factor.

Figure 5: DM indices with tilts towards the quality factor
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Source: BlackRock, Factset and MSCI as of 30/09/2021. For illustrative purposes only. Factor exposures measured
in standard deviation; BlackRock World Risk Model is used. Characteristics are subject to change. References to
specific investments are for illustrative purposes only and are not intended and should not be interpreted as
recommendations to purchase or sell such investments.
Figure 6: DM indices with tilts towards the minimum volatility factor
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Source: BlackRock, Factset and MSCI as of 30/09/2021. For illustrative purposes only. Factor exposures measured
in standard deviation; BlackRock World Risk Model is used. Characteristics are subject to change. References to
specific investments are for illustrative purposes only and are not intended and should not be interpreted as
recommendations to purchase or sell such investments.
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EM

Building resilience in portfolios

A recent MSCI report highlights that historically, 60% of the factor contribution of performance in EM equities has
come from regional allocations, highlighting the importance of selectivity in EM.1 Indices with a strong tilt to the
quality and low volatility factors could prove more resilient than others in the case of a market downturn or spike in
volatility.

Quality

Investors may wish to keep a defensive stance in EM and consider participating in equity markets with
a resilient bias, including quality and lower volatility regions such as Taiwan, which has maintained a
robust price trend YTD.

Low
Volatility

Taiwan presents a low volatility profile and shows favourable relative strength compared to other EM
regions. Minimum volatility indices, such as MSCI EM Min Vol, can provide similar exposure to the
parent benchmark but with a greater tilt towards companies with resilient characteristics, which could
prove beneficial during periods of market turbulence.

Past performance is not a reliable indicator of current or future results.

The importance of cyclicality
Other emerging markets such as Brazil and India can offer a strong tilt towards the quality and min vol factors
compared to the broad EM benchmark, yet their cyclical tilts may mean they are less well suited for building
portfolio resilience.
Figure 7: EM indices with tilts towards the quality and low volatility factors
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Source: BlackRock, Factset and MSCI as of 30/09/2021. For illustrative purposes only. Factor exposures measured
in standard deviation; BlackRock World Risk Model is used. Characteristics are subject to change. References to
specific investments are for illustrative purposes only and are not intended and should not be interpreted as
recommendations to purchase or sell such investments.
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DM

Factor lens

The global activity restart has largely played out, and economic conditions are now more akin to a mid-cycle period,
when the business cycle is maturing and many of the early-cycle investment opportunities have been recognised
and exploited. Higher quality and less volatile areas may be well-positioned to benefit and provide resilience during
such periods.
We see countries such as Switzerland and Australia as defensive DM candidates that can provide resilience in
portfolios, alongside selectivity within the US and UK to uncover higher-quality areas.
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Sources: BlackRock, MSCI and Factset as of 30/09/2021. Analysis is run on a rolling 10-year period using the
BlackRock World Risk Model. For Valuation, the +/- is determined by whether the latest value of the respective risk
factor in the risk model is above or below the 10-year average. For Momentum, Quality, and Low Volatility the +/- is
determined by how the latest value of the respective risk factor in the risk model compares to that of the MSCI
World Index. Values above (below) 0.10 are denoted as + (-).

EM

Factor lens

We also advocate quality in EM, through equity markets with a high tech tilt like Taiwan and South Korea, which also
have a low-vol bias. This is within an overall neutral stance on EM, where there is a higher level of scarring from the
Covid-19 shock vs. DM. As we progress through the Covid-19 pandemic, quality offers ballast in equities and the
high tech tilt offers exposure to the underlying structural trends which have been accelerated during the pandemic.
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Sources: BlackRock, MSCI and Factset as of 30/09/2021. Analysis is run on a rolling 10-year period using the
BlackRock World Risk Model. For Valuation, the +/- is determined by whether the latest value of the respective risk
factor in the risk model is above or below the 10-year average. For Momentum, Quality and Low Volatility the +/- is
determined by how the latest value of the respective risk factor in the risk model compares to that of the MSCI
World Index. Values above (below) 0.10 are denoted as + (-).

5
MKTGM1121E/S-1936523-5/12

FOR PROFESSIONAL CLIENTS / QUALIFIED CLIENTS / QUALIFIED INVESTORS ONLY

DM & EM

A comprehensive range of country indices
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Source: BlackRock, as at end September 2021. Reference to individual investments mentioned in this
communication is for illustrative purposes only and should not be construed as investment advice or investment
recommendation.
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Risk Warnings
Capital at risk. The value of investments and the income from them can fall as well as rise and
are not guaranteed. Investors may not get back the amount originally invested.
Past performance is not a reliable indicator of current or future results and should not be the
sole factor of consideration when selecting a product or strategy.
Changes in the rates of exchange between currencies may cause the value of investments to
diminish or increase. Fluctuation may be particularly marked in the case of a higher volatility
fund and the value of an investment may fall suddenly and substantially. Levels and basis of
taxation may change from time to time.
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Regulatory Information
This material is for distribution to Professional Clients (as defined by the Financial Conduct
Authority or MiFID Rules) only and should not be relied upon by any other persons.
In the UK and Non-European Economic Area (EEA) countries: this is Issued by BlackRock
Advisors (UK) Limited, which is authorised and regulated by the Financial Conduct Authority.
Registered office: 12 Throgmorton Avenue, London, EC2N 2DL, Tel: +44 (0)20 7743 3000.
Registered in England and Wales No. 00796793. For your protection, calls are usually recorded.
Please refer to the Financial Conduct Authority website for a list of authorised activities
conducted by BlackRock.
In the European Economic Area (EEA): this is Issued by BlackRock (Netherlands) B.V. is
authorised and regulated by the Netherlands Authority for the Financial Markets. Registered
office Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 – 549 5200, Tel: 31-20-549-5200. Trade
Register No. 17068311 For your protection telephone calls are usually recorded.
In Israel: this is Issued by BlackRock Investment Management (UK) Limited, authorised and
regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue,
London, EC2N 2DL. Tel: + 44 (0)20 7743 3000. Registered in England and Wales No. 02020394.
For your protection telephone calls are usually recorded. Please refer to the Financial Conduct
Authority website for a list of authorised activities conducted by BlackRock.

For investors in Switzerland
For Qualified Investors only. This document is marketing material.
Until 31 December 2021, this document shall be exclusively made available to, and directed
at, qualified investors as defined in the Swiss Collective Investment Schemes Act of 23 June
2006 (“CISA”), as amended.
From 1 January 2022, this document shall be exclusively made available to, and directed at,
qualified investors as defined in Article 10 (3) of the CISA of 23 June 2006, as amended, at
the exclusion of qualified investors with an opting-out pursuant to Art. 5 (1) of the Swiss
Federal Act on Financial Services ("FinSA").
For information on art. 8 / 9 Financial Services Act (FinSA) and on your client segmentation
under art. 4 FinSA, please see the following website: www.blackrock.com/finsa.
For investors in Israel
BlackRock Investment Management (UK) Limited is not licensed under Israel's Regulation of
Investment Advice, Investment Marketing and Portfolio Management Law, 5755-1995 (the
“Advice Law”), nor does it carry insurance thereunder.
Any research in this document has been procured and may have been acted on by BlackRock for
its own purpose. The results of such research are being made available only incidentally. The
views expressed do not constitute investment or any other advice and are subject to change.
They do not necessarily reflect the views of any company in the BlackRock Group or any part
thereof and no assurances are made as to their accuracy.
This document is for information purposes only and does not constitute an offer or invitation to
anyone to invest in any BlackRock funds and has not been prepared in connection with any such
offer.
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In Latin America
The information contained herein is for informational purposes only and is not intended
to be relied upon as a forecast, research, or investment advice, and is not a
recommendation, offer or solicitation to buy or sell any securities or to adopt any
investment strategy. An assessment should be made as to whether the information is
appropriate for you having regard to your objectives, financial situation and needs.
Reliance upon information in this material is at the sole discretion of the reader.
Investment implies risk, including the possible loss of principal.
In Latin America, for institutional investors and financial intermediaries only (not for
public distribution). This material is for educational purposes only and does not
constitute investment advice or an offer or solicitation to sell or a solicitation of an offer
to buy any shares of any fund or security and it is your responsibility to inform yourself of,
and to observe, all applicable laws and regulations of your relevant jurisdiction. If any
funds are mentioned or inferred in this material, such funds may not been registered with
the securities regulators of Argentina, Brazil, Chile, Colombia, Mexico, Panama, Peru,
Uruguay or any other securities regulator in any Latin American country and thus, may
not be publicly offered in any such countries. The securities regulators of any country
within Latin America have not confirmed the accuracy of any information contained
herein. No information discussed herein can be provided to the general public in Latin
America. The contents of this material are strictly confidential and must not be passed to
any third party.
For investors in Argentina

In Argentina, only for use with Qualified Investors under the definition as set by the
Comisión Nacional de Valores (CNV).
For investors in Brazil
In Brazil, this private offer does not constitute a public offer, and is not registered with the
Brazilian Securities and Exchange Commission, for use only with professional investors
as such term is defined by the Comissão de Valores Mobiliários.
For investors in Colombia
In Colombia, the sale of each fund discussed herein, if any, is addressed to less than one
hundred specifically identified investors, and such fund may not be promoted or
marketed in Colombia or to Colombian residents unless such promotion and marketing is
made in compliance with Decree 2555 of 2010 and other applicable rules and
regulations related to the promotion of foreign financial and/or securities related
products or services in Colombia.
For investors in Chile
In Chile, the sale of each fund not registered with the CMF is subject to General Rule No.
336 issued by the SVS (now the CMF). The subject matter of this sale may include
securities not registered with the CMF; therefore, such securities are not subject to the
supervision of the CMF. Since the securities are not registered in Chile, there is no
obligation of the issuer to make publicly available information about the securities in
Chile. The securities shall not be subject to public offering in Chile unless registered with
the relevant registry of the CMF.
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For investors in Peru
In Peru, this private offer does not constitute a public offer, and is not registered with the
Securities Market Public Registry of the Peruvian Securities Market Commission, for use
only with institutional investors as such term is defined by the Superintendencia de
Banca, Seguros y AFP.
For investors in Uruguay
In Uruguay, the Securities are not and will not be registered with the Central Bank of
Uruguay. The Securities are not and will not be offered publicly in or from Uruguay and
are not and will not be traded on any Uruguayan stock exchange. This offer has not been
and will not be announced to the public and offering materials will not be made available
to the general public except in circumstances which do not constitute a public offering of
securities in Uruguay, in compliance with the requirements of the Uruguayan Securities
Market Law (Law Nº 18.627 and Decree 322/011).
For investors in Mexico
IN MEXICO, FOR INSTITUTIONAL AND QUALIFIED INVESTORS USE ONLY.
INVESTING INVOLVES RISK, INCLUDING POSSIBLE LOSS OF PRINCIPAL. THIS
MATERIAL IS PROVIDED FOR EDUCATIONAL AND INFORMATIONAL PURPOSES
ONLY AND DOES NOT CONSTITUTE AN OFFER OR SOLICITATION TO SELL OR A
SOLICITATION OF AN OFFER TO BUY ANY SHARES OF ANY FUND OR SECURITY.
This information does not consider the investment objectives, risk tolerance or the
financial circumstances of any specific investor. This information does not replace the
obligation of financial advisor to apply his/her best judgment in making investment
decisions or investment recommendations. It is your responsibility to inform yourself of,
and to observe, all applicable laws and regulations of Mexico. If any funds, securities or
investment strategies are mentioned or inferred in this material, such funds, securities or
strategies have not been registered with the Mexican National Banking and Securities
Commission (Comisión Nacional Bancaria y de Valores, the “CNBV”) and thus, may not be
publicly offered in Mexico. The CNBV has not confirmed the accuracy of any information
contained herein. The provision of investment management and investment advisory
services (“Investment Services”) is a regulated activity in Mexico, subject to strict rules,
and performed under the supervision of the CNBV. These materials are shared for
information purposes only, do not constitute investment advice, and are being shared in
the understanding that the addressee is an Institutional or Qualified investor as defined
under Mexican Securities (Ley del Mercado de Valores). Each potential investor shall
make its own investment decision based on their own analysis of the available
information. Please note that by receiving these materials, it shall be construed as a
representation by the receiver that it is an Institutional or Qualified investor as defined
under Mexican law. BlackRock México Operadora, S.A. de C.V., Sociedad Operadora de
Fondos de Inversión (“BlackRock México Operadora”) is a Mexican subsidiary of
BlackRock, Inc., authorized by the CNBV as a Mutual Fund Manager (Operadora de
Fondos), and as such, authorized to manage Mexican mutual funds, ETFs and provide
Investment Advisory Services. For more information on the Investment Services offered
by BlackRock Mexico, please review our Investment Services Guide available in
www.blackrock.com/mx. This material represents an assessment at a specific time and its
information should not be relied upon by the you as research or investment advice
regarding the funds, any security or investment strategy in particular. Reliance upon
information in this material is at your sole discretion. BlackRock México is not authorized
to receive deposits, carry out intermediation activities, or act as a broker dealer, or bank in
Mexico.
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For more information on BlackRock México, please visit: www.blackRock.com/mx.
BlackRock receives revenue in the form of advisory fees for our advisory services and
management fees for our mutual funds, exchange traded funds and collective
investment trusts. Any modification, change, distribution or inadequate use of
information of this document is not responsibility of BlackRock or any of its affiliates.
Pursuant to the Mexican Data Privacy Law (Ley Federal de Protección de Datos
Personales en Posesión de Particulares), to register your personal data you must confirm
that you have read and understood the Privacy Notice of BlackRock México Operadora.
For the full disclosure, please visit www.blackRock.com/mx and accept that your personal
information will be managed according with the terms and conditions set forth therein.
BlackRock® is a registered trademark of BlackRock, Inc. All other trademarks are the
property of their respective owners.
For investors in Central America
For investors in Central America, these securities have not been registered before the
Securities Superintendence of the Republic of Panama, nor did the offer, sale or their
trading procedures. The registration exemption has made according to numeral 3 of
Article 129 of the Consolidated Text containing of the Decree-Law No. 1 of July 8, 1999
(institutional investors). Consequently, the tax treatment set forth in Articles 334 to 336
of the Unified Text containing Decree-Law No. 1 of July 8, 1999, does not apply to them.
These securities are not under the supervision of the Securities Superintendence of the
Republic of Panama. The information contained herein does not describe any product
that is supervised or regulated by the National Banking and Insurance Commission
(CNBS) in Honduras. Therefore any investment described herein is done at the investor’s
own risk. This is an individual and private offer which is made in Costa Rica upon reliance
on an exemption from registration before the General Superintendence of Securities
(“SUGEVAL”), pursuant to articles 7 and 8 of the Regulations on the Public Offering of
Securities (“Reglamento sobre Oferta Pública de Valores”). This information is
confidential, and is not to be reproduced or distributed to third parties as this is NOT a
public offering of securities in Costa Rica. The product being offered is not intended for
the Costa Rican public or market and neither is registered or will be registered.
For investors in The Caribbean
For investors in the Caribbean, any funds mentioned or inferred in this material have not
been registered under the provisions of the Investment Funds Act of 2003 of the
Bahamas, nor have they been registered with the securities regulators of Bermuda,
Dominica, the Cayman Islands, the British Virgin Islands, Grenada, Trinidad & Tobago or
any jurisdiction in the Organisation of Eastern Caribbean States, and thus, may not be
publicly offered in any such jurisdiction. The shares of any fund mentioned herein may
only be marketed in Bermuda by or on behalf of the fund or fund manager only in
compliance with the provision of the Investment Business Act 2003 of Bermuda and the
Companies Act of 1981. Engaging in marketing, offering or selling any fund from within
the Cayman Islands to persons or entities in the Cayman Islands may be deemed carrying
on business in the Cayman Islands. As a non-Cayman Islands person, BlackRock may not
carry on or engage in any trade or business unless it properly registers and obtains a
license for such activities in accordance with the applicable Cayman Islands law.
.
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Restricted Investors
This document is not, and under no circumstances is to be construed as an
advertisement or any other step in furtherance of a public offering of shares in the United
States or Canada. This document is not aimed at persons who are resident in the United
States, Canada or any province or territory thereof, where the companies/securities are
not authorised or registered for distribution and where no prospectus has been filed
© 2021 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS,
iSHARES, BUILD ON BLACKROCK and SO WHAT DO I DO WITH MY MONEY and the
stylized i logo are trademarks of BlackRock, Inc. or its subsidiaries in the United
States and elsewhere. All other trademarks are those of their respective owners.
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