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The evolution of markets and technology over the last decade has driven a dramatic increase in both the 
volume of data and the speed at which it becomes available. For systematic, or quantitative strategies, this 
has resulted in a proliferation of both the number and complexity of factors used in the investment process. 
While a great deal of attention is given to these individual factors, the weight assigned to each factor is 
often overlooked. This paper examines common factor weighting techniques used by systematic managers 
and explains how the Quantitative Equity team at PGIM employs a more individualized weighting process to 
extract additional alpha from our factors.

BROAD STROKES COME UP SHORT
Many managers use multi-factor models, but their choice of 
weighting methods for those factors can vary significantly. 
The simplest approach is equal weighting, which assumes 
all factors perform similarly across sectors and regions 
globally. Although straightforward, this method often yields 
suboptimal results. Another approach involves weighting 
factors based on performance within groups, such as 
regions or sectors. This approach is more tailored than 
equal weighting, but assumes a level of homogeneity that 
often doesn't exist. For example, a sector-based model may 
emphasize growth factors across the Information Technology 
sector, while prioritizing value factors in Consumer Staples 
due to its structural biases. While this approach may capture 
broad trends, it ignores the fact that each sector contains a 
wide range of companies at different stages in their life cycles, 
despite their shared sector classification (Exhibit 1).

Exhibit 1: Sector Composition by Growth Stage
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Exhibit 2: Factor Weighting by Growth Phase

A TARGETED APPROACH TO UNCOVERING 
OPPORTUNITIES
An alternative to applying broad factor weightings across 
sectors utilizes a more targeted approach, recognizing 
the significant variation among individual companies, 
even within the same sector. At PGIM, we employ a 
contextual model, which offers greater depth in uncovering 
opportunities that might otherwise be overlooked. Maggie 
Stumpp, former CIO of PGIM’s Quantitative Solutions 
business, authored a seminal paper in the Financial Analysts 
Journal entitled “Behavioral Bias, Valuation, and Active 
Management,” which described this concept1. Our model 
takes a bottom-up approach, looking at a number of 
factors to determine where a company falls in its life cycle. 
By understanding an individual company’s future growth 
prospects, the model can quickly adapt to changes in 
outlook. This adaptability allows the model to assign more 
weight on measures of growth for early-stage, rapidly growing 
companies, while shifting the focus to value factors for more 
established, mature companies (Exhibit 2).

Consider Tesla and General Motors, for example.  
While both are classified as US auto manufacturers from 
a sector perspective, they differ drastically when viewed 
through a growth lens. Intuitively, a mature, legacy 
automaker with modest revenue growth such as like General 
Motors should not be evaluated using the same criteria as 
Tesla, a rapidly expanding, industry disruptor. The contextual 
model addresses this disparity by putting more emphasis 
on growth factors such as target price and earnings estimate 
revisions when evaluating Tesla.

LETTING THE MARKET LEAD
The contextual model extends beyond growth trajectories, 
incorporating the collective wisdom of the markets to 
identify instances where relative momentum exists within 
growth companies. Static, broad momentum-based 
approaches can fail to capture fast-moving trends at the 
individual stock level, leaving opportunities for alpha 
on the table. In contrast, our contextual model’s ability 
to dynamically capture near-term price action enhances 
its capacity to respond to short-lived patterns, while 
complementing longer-term signals.

IMPACT OF DIFFERENTIATION
One misconception about the contextual model is that it 
attempts to time growth versus value exposure, which isn’t 
accurate. At a macro level, timing the outperformance of 
growth versus value is extremely difficult and fraught with 
binary outcomes. Our factor weighting model specifically 
focuses on emphasizing growth factors for earlier-stage 
companies, and value factors for those in more cyclical, 
defensive, or later stages. By focusing on individual 
companies rather than broad market trends, the model 
removes any timing dependency within the investment 
horizon. Our Quant Equity team has employed this factor 
weighting methodology for many years, and the results  
have been impressive. 

When comparing the baseline factor weighting approach 
to the individual factor weighting approach, or contextual 
model, applied to the ACWI Index, the results demonstrated 
a more than 30% improvement in the efficacy of our  
alpha model, as measured by the Information Ratio in 
simulated portfolios.

1 Scott, J., Stumpp, M., & Xu, P. (July/Aug 1999) “Behavioral Bias, Valuation, and Active Management.” Financial Analysts Journal.
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BRINGING IT ALL TOGETHER
Systematic managers must continually evolve their models to identify new factors that can help uncover hidden alpha. 
Equally important is the focus on how those factors are weighted, beyond just the factors themselves. PGIM’s Quant 
Equity team continues to evolve and innovate our factors, while recognizing the critical role of our contextual model. 
By assigning weight to factors that are the most explanatory for each individual company, we aim to deliver deeper 
insights and new sources of alpha.
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DISCLOSURES 
This material is intended for Professional Investors only. All investments involve risk, including the possible loss of capital. Past performance is not a guarantee or a reliable 
indicator of future results. 
PGIM Quantitative Solutions LLC (PGIM Quantitative Solutions or PGIM Quant) is an SEC-registered investment adviser and a wholly-owned subsidiary of PGIM, Inc. (PGIM) the principal 
asset management business of Prudential Financial, Inc. (PFI) of the United States of America. Registration with the SEC does not imply a certain level of skill or training. PFI of the United 
States is not affiliated in any manner with Prudential plc, which is headquartered in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the 
United Kingdom. 
The comments, opinions and estimates contained herein are based on and/or derived from publicly available information from sources that PGIM Quantitative Solutions believes to be 
reliable. We do not guarantee the accuracy of such sources of information and have no obligation to provide updates or changes to these materials. This material is for informational 
purposes and sets forth our views as of the date of this presentation. The underlying assumptions and our views are subject to change. 
These materials are neither intended as investment advice nor an offer or solicitation with respect to the purchase or sale of any security or financial instrument. These materials are not 
intended to be an offer with respect to the provision of investment management services. The opinions expressed herein do not take into account individual client circumstances, objectives, 
or needs and are therefore not intended to serve as investment recommendations. No determination has been made regarding the suitability of particular strategies to particular clients or 
prospects. The financial indices referenced herein is provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding such indices has been 
obtained from sources believed to be reliable but has not been independently verified. 
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory trends as of the original date of this 
document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or contemplated in such forward-looking statements. As a result, you 
should not rely on such forward-looking statements in making any decisions. No representation or warranty is made as to future performance or such forward-looking statements. 
In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is authorised and 
regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area (“EEA”), information may be issued by 
PGIM Investments (Ireland) Limited, PGIM Netherlands B.V. or PGIM Limited depending on the jurisdiction. PGIM Investments (Ireland) Limited, with registered office: 2nd Floor, 5 Earlsfort 
Terrace, Dublin 2, Ireland. PGIM Investments (Ireland) Limited is authorised and regulated by the Central Bank of Ireland (Reference No. C470709) and operates on the basis of a European 
passport. PGIM Netherlands B.V., with registered office at Eduard van Beinumstraat 6, 1077CZ, Amsterdam, The Netherlands, is authorised by the Autoriteit Financiële Markten (“AFM”) in 
the Netherlands (Registration number 15003620) and operates on the basis of a European passport. In certain EEA countries, information is, where permitted, presented by PGIM Limited in 
reliance on provisions, exemptions or licenses available to PGIM Limited under temporary permission arrangements following the exit of the United Kingdom from the European Union. 
In Australia, this document is provided to prospective investors and, by receiving it, each prospective investor is deemed to represent and warrant that it is a “Wholesale Client” (as those 
terms are defined in Australian Corporations Act 2001 (Cth) (Act)). PGIM Quantitative Solutions LLC is exempt from the requirement to hold an Australian financial services license under 
the Act (as a result of the operation of Class Order Exemption 03/1100) in respect of the financial services it provides to Wholesale Clients in Australia and is regulated by the SEC which 
differ from Australian laws.
In Switzerland, information is issued by PGIM Limited, through its Representative Office in Zurich with registered office: Limmatquai 4, 8001 Zürich, Switzerland. PGIM Limited, 
Representative Office in Zurich is authorised and regulated by the Swiss Financial Market Supervisory Authority FINMA and these materials are issued to persons who are professional or 
institutional clients within the meaning of Art.4 para 3 and 4 FinSA in Switzerland.
In Canada, PGIM Quantitative Solutions LLC relies upon the “International Advisor Exemption” pursuant to National Instrument 31-103 in certain provinces of Canada. 
In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (“PGIM Singapore”), a regulated entity with the Monetary Authority of Singapore under a Capital Markets Services 
License to conduct fund management and an exempt financial adviser. This material is issued by PGIM Singapore for the general information of “institutional investors” pursuant to Section 
304 of the Securities and Futures Act 2001 of Singapore (the “SFA”) and “accredited investors” and other relevant persons in accordance with the conditions specified in Section 305 of the 
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In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors as defined in 
Section 1 of Part 1 of Schedule 1 of the Securities and Futures Ordinance (Cap.571).
In Japan, the investment management capabilities and services described in the attached materials are offered by PGIM Japan Co., Ltd (PGIMJ), a Japanese registered investment adviser 
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