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Figure 1. Weekly chart of M2US000$ vs S&P 500  

If you like a pure long-only, fully invested momentum strategy for US equities, there 

is an ETF for that – the iShares MSCI USA Momentum Factor ETF (MTUM).  

It is a young ETF that started trading in the summer of 2013, but if you check in the 

DES field on your Bloomberg terminal you can see the underlying index, M2US000$. 

This index goes back to 1988 and that is great news because we can compare its 

total return against the S&P 500’s total return (see Figure 1). 

https://www.linkedin.com/profile/view?id=53543328&authType=name&authToken=UJ6n&trk=pulse-det-athr_prof-art_hdr


Both time series have been normalized to 100 starting in January 1988. You get still 

a 50% drawdown in the 2008-2009 period, but it has beaten the S&P 500 by 2.33 

times since 1988. 

We can see that momentum outperformance vs a buy & hold of the S&P 500 has its 

own cycles: there are times when momentum outperforms the market substantially 

and other times when this just does not happen. 

The ratio between these two time series offers, therefore, an excellent insight about 

if it is more appropriate to be a momentum (buy breakouts) or a mean-reversion 

(fade breakdowns in this case) investor. 

We can see the concept of a "momentum crash" in the two bear markets of 2000-

2003 and 2007-2009. Momentum strongly outperforms then it badly underperforms 

on the way down and also, crucially, in the first leg of the new bull market (the so 

called junk rally). 

Studying this ratio offers invaluable insight, in my opinion, on the kind of market 

"mentality" we are working with and we can better tailor our market analysis with this 

simple tool. 

Can we do better than buy & hold MTUM and avoid those nasty "momentum 

crashes" and keep, at the same time, the strong outperformance of momentum? 

To answer this question, we apply a 10-month simple moving average on the S&P 

500 total return from January 1988. We go long only when the S&P 500 is above the 

average and flat (with no interest earned when cash) when below. 

We invest $100,000 using 0.5% commissions/slippage (no taxes considered). 



 

Figure 2.  

The results are in the top right corner of Figure 2. Although it’s a small sample with 

just 15 trades, we can still see the way trend following works: protecting capital 

during bear markets and deploying it in the next bull market. Trend following has 

always to be judged on a complete market cycle because during bull markets alone, 

trend following inevitably lags due to its nature. 

 

The S&P 500 total return in buy & hold form increases our initial capital by 16 times 

with two 50% drawdowns, whereas the 10-month simple moving average model 

grows our capital 10 times with a 20% drawdown. However, we do not consider 

interest earned when out of the market and this could improve the final result, 

something to be kept in mind. 

Now, let's repeat this very simple exercise on the MTUM underlying index, with the 

same conditions ($100,000 with no cash earned when flat, 0.5% commissions). 



 

Figure 3.  

As can be seen in Figure 3, we have multiplied our $100,000 starting capital 19.2 

times whilst the drawdown stays the same at around 20%. 

We can translate this simple strategy into the real world on the MTUM ETF, once a 

month... in a basket of other strategies, of course. 

Momentum and trend following must be used together in my experience to the 

benefit of both capital protection in a bear market and maximizing "beta" when long. 

If trading is like shooting, consider momentum (ranking) like aiming at your best 

target and trend following like pulling the trigger. This is my working "philosophy". 

 

  



iShares MSCI USA Momentum Factor ETF (MTUM) 

 

The iShares MSCI USA Momentum Factor ETF seeks to track the performance of an 

index that measures the performance of U.S. large- and mid-capitalization stocks 

exhibiting relatively higher momentum characteristics, before fees and expenses. 

Why MTUM? 

1. Exposure to large- and mid-cap U.S. stocks exhibiting relatively higher price 

momentum  

2. Index-based access to a specific factor which has historically driven a significant 

part of companies' risk and return  

3. Use to help manage exposure and risk within a stock allocation 

 

Expense ratio: 0.15% 

Source: iShares.com 

http://www.ishares.com/us/products/251614/ishares-msci-usa-momentum-factor-etf 
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