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Key highlights b

The macro

Alternative data points to a continued slow pace of normalization in services inflation that could
keep interest rates higher for longer. After focusing largely on growth and thematic opportunities
through the outset of 2024, consecutive upside inflation surprises and rising geopolitical tensions
may force equities to take emerging risks more seriously.

The macro in the micro

The persistence of themes like Al has contributed both to high equity index concentration and
strong performance of the momentum factor—raising questions over the potential for a reversal.
While the magnitude and duration of the recent rally poses risks, our analysis suggests that the
positive exposure of momentum to current macroeconomic trends and the breadth of stocks
driving momentum returns are keeping those risks relatively contained barring a major macro shift
or deterioration in earnings.

The micro

Equity investors can seek to diversify market cap concentration by taking advantage of broadening
performance themes—for example identifying Al beneficiaries outside of the technology sector.
Today’s expanded opportunity set comes with much higher dispersion in company results than in
recent decades, making effective stock selection crucial for generating alpha.
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The macro: More than a
“bumpy” inflation path?

While stalling inflation progress this year caused bond
markets to significantly recalibrate policy expectations,
equities largely continued to climb as solid earnings and Al
excitement overshadowed renewed concerns. But that has
shifted in recent weeks with a third consecutive monthly
upside inflation surprise and rising geopolitical risks
beginning to dominate the equity market narrative.

Alternative inflation data helps us track the evolution of
price pressures ahead of official releases. Services inflation
has remained the most stubborn, driven in part by
continued strength in labor markets. The charts in Figure 1
use data from online job postings for a real-time view of
labor market trends. The first chart shows that labor
demand represented by the growth of online job postings
remains above pre-COVID levels. This has contributed to
ongoing labor market tightness despite supply-side
dynamics like increased labor participation and
immigration helping to restore better balance. This
persistent tightness is reflected in the second chart through
the wage growth of job postings, which remains above
levels consistent with 2% inflation.

Figure 1: Job postings data shows persistent labor

market tightness despite continuing to moderate
Growth of online job postings vs. 2019
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Source: BlackRock Systematic, with data from Indeed and Burning Glass Technologies, as

of April 2024. Dashed line in wage inflation data is projected for 2024 Q1 based on QTD
realized data.

Taken together with measures of shelter inflation lagging
the recovery that has taken place in real-time rental data, a
return to 2% inflation appears to be further out of reach
than many had hoped at the beginning of the year. And with
growth remaining robust and our estimated recession
probability continuing to fall (Figure 2), demand-side
inflationary pressures are likely to keep interest rates higher
for longer as the Fed looks for evidence of restrictiveness.
This could force equities to mirror the evolution of policy
expectations that has played out in bond markets. At the
same time, heightened conflict in the Middle East adds a
layer of uncertainty that could continue to challenge risk
assets should it persist.

Figure 2: Recession risk has continued to decline
over the last year
Implied probability of recession over next 12 months
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The macro in the micro:
breaking down equity
momentum

Equity market performance this year has been largely driven
by a continuation of persistent market themes including Al.
This played out both in strong returns to the momentum
factor (stocks continuing to move in the same direction)
and high equity index concentration as part of that
momentum has come through the continued
outperformance of mega cap technology stocks. The
persistence of these performance dynamics and level of
market concentration has raised concerns over whether
recent trends will reverse—especially given the headwinds
discussed in the previous section.

To help understand and manage these risks, the framework
in Figure 3 explains the composition of momentum
exposure through the lens of macro factors. At a high level,
we find that momentum is currently exposed to strong
economic growth (longs in credit, equity, dividends) and
interest rates remaining higher for longer (short bonds, long
US dollar, long oil). This suggests that the risk of a
momentum reversal should remain lower in the absence of
a significant macro shift or escalation of Middle East
conflict leading to continued risk-off sentiment.

Figure 3: Equity momentum is exposed to strong
economic growth and higher-for-longer rates
Momentum portfolio betas to macro factors - expressed as
% volatility exposure for standardization across the range
of factors
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Source: BlackRock Systematic, as of April 2024. The universe of assets was selected
based on their ability to explain macro asset variance. Long/short exposures are based on
a proprietary risk model and intended to generate the highest correlation to momentum.
Momentumis represented as the MSCI USA Momentum index. Macro factors are
represented as follows: Bonds (US 10Y Treasury), Credit (50/50 between US Investment
Grade and US HY Credit Spread), US Dollar (DXY Index), Dividend Futures (equal weight
basket of dividend futures among S&P 500, EuroStoxx 50, FTSE 100, Nikkei 225),
Emerging Markets (MSCI EM - MSCI World), Equities (MSCI World), Small Cap Equities
(Russell 2000 Index - S&P 500 Index), Copper (LME Copper), Oil (WTI), Steepener (US
2-10Y Treasury Spread), VIX (CBOE VIX Index). Index performance is for illustrative
purposes only. Index performance does not reflect any management fees, transaction
costs or expenses. Indexes are unmanaged and one cannot invest directly in an index.
Past performance does not guarantee future results.

Figure 4 shows our momentum unwind indicator which
tracks a range of risk measures associated with momentum
drawdowns that we’re closely monitoring. Our latest
observations reflect relatively muted risks based on the
breadth in momentum constituents, normal levels of order
imbalance, low tail risk, and reasonable stability (measured
by momentum turnover as an indicator of crowdedness).

Figure 4: Momentum indicator shows that reversal
risks remain relatively contained

Momentum unwind indicator: Z-score (positive values:
lower risk of unwind, negative values: higher risk of unwind)
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Source: BlackRock Systematic, as of April 2024. Concentration refers to the breadth of
exposures contributing to momentum returns, order imbalance is an indicator of potential
volatility based on the level of mismatch between buy and sell orders, stability is a measure
of crowdedness based on turnover of exposures over the past 6 months, and tail risk
measures the number of tail return events (defined as returns below 5th percentile) in
momentumwinners (top decile performers) versus momentum losers (bottom decile
performers) where a negative view would be driven by the winner portfolio beginning to
have more tail names.

Aside from a macro shift or unwind in the indicators above,
the length of momentum outperformance could be cause
for concern as it approaches that of historical periods. And
while the relative growth of mega cap tech stocks has
continued to reflect strong fundamentals, a deterioration in
the earnings growth of these market leaders would pose a
risk to equity beta (given their weight at the index level) and
momentum factor returns (given their central role in market
themes).
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The micro: the evolving
Al trade and opportunity
amid higher dispersion

For investors concerned about index concentration and the
dominance of a handful of companies in the Al trade,
looking under the hood we see opportunities to generate
alpha by complementing mega cap tech exposure with Al
beneficiaries outside of the technology sector as the theme
continues to broaden.

Figure 5 shows the number of Al-related keyword mentions
across companies outside of core tech industries, which has
grown roughly 250% since the end of 2022 and makes up
around one-third of total Al mentions. We find that
opportunities vary significantly by industry, with
commercial services demonstrating a sizable lead in
mentions, followed by financial, health, media, and retail
companies.

Figure 5: Looking outside of tech industries, Al
keyword mentions have been highest across
commercial services, financial, health, media, and

retail companies
Keyword mentions over the past year by industry, excluding
technology
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To inform our positioning around the broadening Al theme,
our own use of large language models (LLMs) helps us
analyze vast text sources for a granular view of individual
companies positively or negatively exposed. On the positive
side, the outputs point to companies with automated
ordering and warehouse management, those involved in
content creation, and virtual assistant providers to name a
few.

As investors look to take advantage of a broader opportunity
set amid increased uncertainty, Figure 6 illustrates the
importance of effective security selection. The first chart
shows how post-COVID reflation and positive nominal
growth has led to higher average earnings growth outside of
the largest tech companies after years of stagnation in most
regions. Equally important is the second chart, which shows
how this has coincided with significantly higher dispersion
in earnings. This makes stock selection crucial for
navigating equity markets today. And for long/short equity
investors, the ability to take advantage of relative
performance differences across a broadening opportunity
set creates an even richer environment for generating
alpha.

Figure 6: Accelerated earnings growth and earnings
dispersion outside of mega cap tech points to a
broadening and more divergent opportunity set
Average operating income — rebased 1/1/2004
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Source: BlackRock, with data from Worldscope, as of February 2024. Measures of
operating income are rebased at a value of 1 (starting 1/1/2004) for each group of
companies to highlight relative differences over time from a common starting point.
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Conclusion

Equity investors are facing a range of new risks across While we think strong earnings growth should allow
macro and micro dimensions. While recession risk remains performance dynamics to persist, investors can manage
low, macroeconomic uncertainty could be here to stay as concentration risk by taking advantage of broadening
inflation has pushed back on rate cut expectations and themes like Al to generate alpha. And importantly, high
geopolitical risks have increased. And as equities continued dispersion in earnings makes stock selection crucial in
climbing to new highs in the first quarter, strong identifying winners and losers across the opportunity set.

performance of the momentum factor and high index
concentration has sparked concerns over a potential
reversal.

Want to explore more?
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This material is prepared by BlackRock 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. The
opinions expressed are as of April 2024 and may change as subsequent conditions vary. The information and opinions
contained in this material are derived from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are
not necessarily all-inclusive and are not guaranteed as to accuracy. As such, no warranty of accuracy or reliability is given
and no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of
negligence) is accepted by BlackRock, its officers, employees or agents.

This material may contain “forward-looking” information that is not purely historical in nature. Such information may
include, among other things, projections and forecasts. There is no guarantee that any of these views will come to pass.
Reliance upon information in this material is at the sole discretion of the reader. This material is intended for information
purposes only and does not constitute investment advice or an offer or solicitation to purchase or sell in any securities,
BlackRock funds or any investment strategy nor shall any securities be offered or sold to any person in any jurisdictionin
which an offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction.

Stock and bond values fluctuate in price so the value of your investment can go down depending upon market conditions.
The two main risks related to fixed income investing are interest rate risk and credit risk. Typically, when interest rates rise,
there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond
will not be able to make principal and interest payments.

Index performance is shown for illustrative purposes only. Indexes are unmanaged and one cannot invest directly in an
index.

Investing involves risk, including possible loss of principal.

©2024 BlackRock. Inc. or its affiliates. All rights reserved. BLACKROCK is a trademark of BlackRock, Inc. or its affiliates. All

other trademarks are the property of their respective owners.

Prepared by BlackRock Investments, LLC, member FINRA.

BlackRock.

NM0424U-3532658-5/5


https://www.blackrock.com/us/individual/investment-ideas/systematic-investing
https://www.blackrock.com/us/individual/investment-ideas/systematic-investing

	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5

