
 

Momentum: No Small Matter 
Momentum in its simplest form suggests that recent winners will continue to do well, while recent 
losers will continue to underperform.  

Momentum has been long recognised as a strategy that outperforms in various global markets1. 
The bulk of these findings have, however, been based on large cap stocks, and within this segment 
momentum has shown diminishing returns in recent years. 

Small cap segments of the market can, and often do, behave differently than their larger cap 
counterparts. Blue Orbit’s research process focuses specifically on small caps and small cap data 
sets, to ensure that our findings are designed to work in these unique market segments. 

In this paper, we take a closer look at momentum in the global small cap universe, to see if and 
where this strategy can add outperformance2.   

Momentum: does it work in global small caps? 

To test momentum’s effectiveness, we have taken our universe of global small cap stocks and 
grouped them by 12-month historical momentum, to see what the excess returns would be for 
each group over a 20 year period. This analysis has been performed on a long-only basis – in our 
analysis we are interested in what is achievable within the constraints of a long only strategy.   

Looking at the small caps universe as a whole over a 20 year period, there is clear evidence of 
momentum at work.  Higher momentum stocks (represented in figure one by deciles 1-6) 
outperformed lower momentum stocks (deciles 7-10); the excess annual returns are significant. 

Figure one: Global small caps – momentum performance 

 

Source: Factset, MSCI. 
Data covers the period 31/05/2000 -30/04/2020, with monthly rebalancing.  
Note: we have used 10 groups (deciles) for the Benchmark universe, due to the large number of stocks. For smaller 
sample sizes with fewer stocks, we have only used 5 groups (quintiles). 
 

 
1 Jegadeesh and Titman (1993) 
2 References in this paper to the global small cap universe or the Benchmark refer to the MSCI World ex Australia (Small 
Cap) Index. 
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Importantly, the benefits of avoiding the worst performing stocks are large – those stocks that have 
done poorly continue to do very poorly when compared to the broader universe.   

This evidence of the momentum effect in small caps fits with our observations of small caps as a 
less efficient market universe, where the conditions are more accommodating of a strategy like 
momentum to outperform.  

Country specific momentum in small caps 

While the high level results are encouraging, for a global strategy we not only focus on what works 
overall but dig deeper to see whether these results hold up within different countries and regions. 
Again, it is important to run this research within the small cap segment, rather than accepting 
previous conclusions from data run in the large cap universe, as our findings may be different. 

In figure two, we have mapped the returns of different momentum groups within several countries 
and regions within small caps. We can see that the momentum effect continues within regions, 
however the size and profile of performance does differ.  

Figure two: Regional breakdown of momentum returns 

 

Source: Factset, MSCI. 
Excess returns are shown relative to each country/region’s individual benchmark. 

Within US small caps, the momentum effect does exist, but is much smaller than within other 
regions. Europe and the UK both show large positive returns for high momentum groups and very 
large negative returns for low momentum groups. Within these regions, you ignore momentum at 
your peril! 
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Japan- the exception that proves the rule? 

Another interesting finding here is around the performance of momentum in Japan. It has been a 
truth academically acknowledged that momentum does not work in Japan3.  However in small 
caps we do see evidence of a momentum effect.     

Figure three illustrates a deeper look at momentum within Japan. We have examined two different 
lengths of momentum history (12 months and 3 months) and also two different rebalancing 
frequencies for the strategy (1 month and 3 months).   

Figure three: Japan and momentum 

 

Source: Factset, MSCI. 

In the highest momentum group of stocks in Japan, you can obtain positive returns through a 
momentum strategy- but will need a shorter rebalancing frequency. 

However for stocks with moderately good momentum, outperformance is consistent and strong 
even with a longer rebalancing frequency. In all cases, avoiding poor momentum names will add 
value.  

Conclusion 

Our findings highlight the importance of conducting research specifically for small caps, rather 
than taking conclusions from the large cap universe and applying them. 

There are country specific nuances to how and where momentum works globally. However, we do 
find compelling evidence of momentum effects across the major global regions in small caps. In 
particular, avoiding poor momentum stocks is a strategy that works well across all regions. 

Having a strong understanding of the differences in momentum across different countries, is a 
critical first step before looking to implement a momentum strategy in any portfolio. At Blue Orbit, 
we believe in conducting continuous, targeted research specifically for the small cap stock 
universe.  

 
3 See: Asness, Moskowitz and Pedersen (2010), Fama and French (2010), and Griffin, Ji and Martin (2003). 
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Disclaimer 

This report has been prepared by Blue Orbit Asset Management Pty Ltd (“Blue Orbit”), to provide you with general 
information only. In preparing this report, we did not take into account the investment objectives, financial situation or 
particular needs of any particular person. It is not intended to take the place of professional advice and you should not 
take action on specific issues in reliance on this information. Neither Blue Orbit, Equity Trustees nor any of its related 
parties, their employees or directors, provide any warranty of accuracy or reliability in relation to such information or 
accepts any liability to any person who relies on it. Past performance should not be taken as an indicator of future 
performance. You should obtain a copy of the Product Disclosure Statement before making a decision about whether to 
invest in this product. 

This report has been prepared for use by wholesale clients only (within the meaning of the Corporations Act 2001 (Cth) 
and no other persons. Information presented in this document is general information only and is not intended to 
constitute personal advice or recommendations.  

While every effort has been made to ensure accuracy at the time of compilation, Blue Orbit makes no warranties or 
representations as to the accuracy, completeness or reliability of this information, nor that it is free from error. You 
should read the information memorandum or other offer document for the Fund and consider whether an investment is 
appropriate for you. Alpha Signal returns are simulated returns, and do not represent actual returns that an investor 
received. Neither Blue Orbit AM nor any other party guarantees any income or capital return from an investment and 
past performance is not an indication of future returns.  Any forward looking statements in this report are based upon 
Blue Orbit’s current views and assumptions and involve known and unknown risks and uncertainties, many of which are 
beyond Blue Orbit’s control and could cause actual results, performance or events to differ materially from those 
expressed or implied.  These forward-looking statements are not guarantees or representations of future performance 
and should not be relied upon as such. Blue Orbit undertakes no obligation to update any forward-looking statements 
to reflect events or circumstances after the date of this report. For more information please visit www.blueorbitam.com   

Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or disseminated in 
any form and may not be used as a basis for or a component of any financial instruments or products or indices. None 
of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from 
making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not be 
taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is 
provided on an "as is" basis and the user of this information assumes the entire risk of any use made of this information. 
MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI 
information (collectively, the "MSCI Parties') expressly disclaims all warranties (including, without limitation, any 
warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a 
particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI 
Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, 
lost profits) or any other damages. (www.msci.com). 
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