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Where is Momentum?

A coherent framework to map out the distinct sources of momentum and reversal

Most people believe that for stock returns, the past can — _ _
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groups of which that stock is a member: its sector,

industry, style factors, and even a statistically-derived set  Based on monthly data from Jan 1995 through Dec 2020. Dependent
. , L variable is the cross-sectional ranks of stock total returns in the following
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. . . Calm and volatile market segmented by VIX level. For more details, please
works d|fferent|y in calm versus volatile markets. Our goal refer to the paper cited below. Source: State Street Global Markets.

is to create the cleanest possible attribution.

Statistical Peer Group *.

Exhibit 1 summarizes the key results, using t-statistics to capture the sign and strength of each component. It turns
out that many distinct sources of industry and factor momentum coexist. Moreover, they collectively explain away a
large portion of stock-level 12-month momentum, which in the absence of other variables would appear to be a
dominant force. In contrast, 1-month reversals remain highly significant for individual stocks, and for sectors too.
Digging deeper, we can see that industry and sector momentum tend to crash in volatile markets, whereas factor
momentum signals do not. We can’t say exactly why, but perhaps the ever-evolving composition of factors insulates
them from the excesses that cause sector sell-offs.

In our full paper, we extend the decomposition further. For example, we find that the largest share of the pro-
momentum effect comes from stocks that went down going down more; gains are less reliable. We also find that in
the past decade, pro-momentum has generally weakened, while at the same time reversals have strengthened. With
consistent assumptions and careful calibration, we disentangle momentum effects to pinpoint where the most
durable relationships lie.

For more on this topic, see our 2021 working paper on SSRN:

“Mapping out Momentum” by Yimou Li and David Turkington.
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State Street Associates

Our goal is to bridge the worlds of financial theory and practice with innovative investment research for asset managers
and owners. We focus on two fundamental drivers of performance to help State Street’s clients exceed their performance
goals and manage risk:

INFORMATION ADVANTAGE: Our extensive indicator suites provide investors with powerful and practical market
intelligence.

RESEARCH ADVANTAGE: We partner with renowned academics to develop impactful new ideas for portfolio
construction, risk management, and investment strategies.

Learn more about our research, publications, interactive tools and indicators at globalmarkets.statestreet.com/insights.
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and regulated by the Federal Reserve Board. State Street Bank and Trust Company is registered with the Commodity Futures Trading Commission as a Swap Dealer
and is a member of the National Futures Association. Please note that certain foreign exchange business, including spot and certain forward transactions, are not
regulated.
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nature. It is not intended to suggest or recommend any transaction, investment, or investment strategy, does not constitute investment research, nor does it purport
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This communication is not intended for retail clients, nor for distribution to, and may not be relied upon by, any person or entity in any jurisdiction or country where
such distribution or use would be contrary to applicable law or regulation. This communication and the information herein does not constitute investment, legal, or
tax advice and is not a solicitation to buy or sell securities or any financial instrument nor is it intended to constitute a binding contractual arrangement or
commitment by State Street of any kind. The information provided does not take into account any particular investment objectives, strategies, investment horizon or
tax status. This communication or any portion hereof may not be reprinted, sold or redistributed without the prior written consent of State Street Global Markets.
The views expressed herein are the views of State Street Global Markets as of the date specified and are subject to change, without notice, based on market and
other conditions. The information provided herein has been obtained from sources believed to be reliable at the time of publication, nonetheless, we make no
representations or assurances that the information is complete or accurate, and you should not place any reliance on said information. State Street Global Markets
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State Street Global Markets may from time to time, as principal or agent, for its own account or for those of its clients, have positions in and/or actively trade in
financial instruments or other products identical to or economically related to those discussed in this communication. State Street Global Markets may have a
commercial relationship with issuers of financial instruments or other products discussed in this communication.

This document may contain statements deemed to be forward-looking statements. These statements are based on assumptions, analyses and expectations of State
Street Global Markets in light of its experience and perception of historical trends, current conditions, expected future developments and other factors it believes
appropriate under the circumstances. All information is subject to change without notice. Clients should be aware of the risks trading foreign exchange, equities,
fixed income or derivative instruments or in investments in non-liquid or emerging markets. Derivatives generally involve leverage and are therefore more volatile
than their underlying cash investments. Past performance is no guarantee of future results.

The products and services outlined in this document are generally offered in the United States and Latin America by State Street Bank and Trust Company. This
communication is made available in Japan by State Street Bank and Trust Company, Tokyo Branch, which is regulated by the Financial Services Agency of Japan
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International GmbH, authorised by Deutsche Bundesbank and the German Federal Financial Supervisory Authority and, in respect of State Street Bank International
GmbH, London Branch, subject to limited regulation by the Financial Conduct Authority and Prudential Regulation Authority. Details about the extent of regulation
by the Financial Conduct Authority and Prudential Regulation Authority are available upon request. Brazil: The products in this marketing material have not been
and will not be registered with the Comissao de Valores Mobiliérios - the Brazilian Securities and Exchange Commission ("CVM"), and any offer of such products is
not directed to the general public within the Federative Republic of Brazil ("Brazil"). The information contained in this marketing material is not provided for the
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are generally offered in Canada by State Street Bank and Trust Company. This communication is made available in Hong Kong by State Street Bank and Trust
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