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Factor Investing 



Breaking down Alpha 



Momentum Investing: Buy Past Winners 

Chart Source: Alpha Architect 



Investing in Momentum 



Momentum Strategy – Academic Evidence 
 

 

 Profitability of momentum strategy: 

 Yes in the U.S. 

 Jegadeesh and Titman (1993, 2001) 

 Yes for most of the European countries 

Rouwenhorst (1998) 

 Yes for a number of countries around the world. 

Griffin, Ji, and Martin (2003) 

 Yes for India 

Chui, Titman, and Wei (2003)  
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Overconfidence/Self-attribution bias 
and Momentum 

 Daniel, Hirshleifer, and Subrahmanyam 
(1998) 

 

Overconfidence Self-attribution  
bias 

Momentum 

Investors overweight 
their private signals.  

Overweight public signals 
that confirm their private 
signals and underweight 
those that do not. 

Therefore, public signals 
tend to reinforce previous 
private signals and this 
leads to the momentum 
effect. 



Popular Momentum Strategies 

 Stocks Ranked by Sharpe – Lookback period of 252 days 

 

 Stocks Ranked by 12 Month – 1 Month Returns 

 

 Stocks Ranked by 52 Week High   



Buying the Winners, Historical Evidence 

Source: Dorsey Wright 



10 Year Momentum Excess Returns 
Two Centuries of Evidence 



International Evidence 



Momentum Works Everywhere 



Buying the Winners, Historical Evidence 



Average Annual Return (United States) 



Momentum is Mean Reverting 

Source: www.factorinvestor.com 



Trend Following / CTA 



2 Years of Momentum Investing 

 Started investing personal funds into Momentum in May 
2017 

 

 Current Allocation: 80% of Equity Allocation 

 

 Strategy: Modified Sharpe run once a month. Buy the 
top 30 Ranks. Sell whose Ranks have fallen below 40. 



Concentration or Diversification? 



Risk (Drawdown from Peak) 



Monthly Returns {Back-Test}  



Monthly Performance  



Actual Performance  
(Equity Curve) 



Running CAGR Returns 



Drawdown from Peak 



Statistics 

 Correlation with Nifty Alpha 50: 82% 

 Median Daily Change: 0.10% 

 Churn Ratio: 292% 

 

 Median Market Cap of Companies in Portfolio: 26,000 Cr. 

 Average Holding Period: 124 Days. 

 Transaction Cost / Year: 0.75% to 1% 

 

 Win Loss Ratio: 39%  

 Average Winner : 24.50%.  

 Average Loser: 10% 

 

 Best Returns: IB Ventures (300% on Invested Capital) 

 Worst Returns: Vakrangee (-57% on Invested Capital) 



Recommended Reads 

 Website: 

 https://alphaarchitect.com/ 

 https://www.aqr.com/ 

 

 Books: 
 Your Complete Guide to Factor-Based Investing: The Way Smart 

Money Invests Today 

 Quantitative Momentum: A Practitioner′s Guide to Building a 
Momentum–Based Stock Selection System 

 Dual Momentum Investing: An Innovative Strategy for Higher 
Returns with Lower Risk 



 Connect: 

 Email: Prash454.ta@gmail.com 

 Twitter: @Prashanth_Krish 


