dual momentum investing

dual momentum investing is an innovative investment strategy that combines
relative momentum and absolute momentum to enhance portfolio performance and
manage risk. This approach involves evaluating the momentum of various asset
classes and selecting those with the strongest performance trends while
avoiding assets exhibiting negative momentum. Dual momentum investing has
gained popularity among investors seeking systematic methods to outperform
traditional buy-and-hold strategies. Understanding the principles behind this
strategy, its advantages, implementation techniques, and potential risks 1is
essential for those considering it for their portfolios. This article
provides a comprehensive overview of dual momentum investing, covering its
definition, historical background, key components, benefits, implementation
steps, and associated challenges. The following sections will explore these
aspects in detail to offer a thorough understanding of this dynamic
investment approach.
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Understanding Dual Momentum Investing

Dual momentum investing is a strategy that applies two types of momentum:
relative momentum and absolute momentum, to guide investment decisions.
Relative momentum compares the performance of assets against each other over
a specified period, identifying which assets have the strongest upward
trends. Absolute momentum evaluates whether an asset’s performance 1is
positive or negative over time, serving as a risk control mechanism to avoid
investing in declining markets. By combining these two momentum measures,
investors aim to capitalize on upward trends while avoiding prolonged
downturns.

Historical Background

The concept of momentum investing has long been studied in financial markets,
with research showing that assets exhibiting strong past performance tend to
continue outperforming in the short to medium term. Dual momentum investing
was popularized by Gary Antonacci, who formalized the approach in his book
and research papers. By integrating relative and absolute momentum, Antonacci
demonstrated that dual momentum strategies could deliver superior risk-
adjusted returns compared to traditional asset allocation methods.

Core Principles

The core principles of dual momentum investing revolve around trend following



and risk management through momentum signals. The strategy systematically
shifts capital into assets with strong positive trends and away from weak or
negatively trending assets. This disciplined approach seeks to exploit market
inefficiencies and behavioral biases that cause asset prices to trend
persistently in one direction.

Key Components of Dual Momentum Strategy

Dual momentum investing relies on two primary components: relative momentum
and absolute momentum. Each plays a distinct role in selecting assets and
managing portfolio allocations.

Relative Momentum

Relative momentum measures the performance of assets relative to each other,
often using total returns over a defined lookback period such as 3, 6, or 12
months. Investors rank potential investments based on these returns and
allocate capital to the top-performing assets. This component captures the
strength of trending assets and helps identify outperformers across different
asset classes or sectors.

Absolute Momentum

Absolute momentum, also referred to as trend or time-series momentum,
evaluates whether an asset’s return over the lookback period is positive or
negative compared to a zero threshold or risk-free rate. Assets with negative
absolute momentum signals are excluded or replaced with safer alternatives,
such as bonds or cash equivalents. This aspect of the strategy helps reduce
exposure during bear markets or severe corrections.

Asset Selection and Universe

The effectiveness of dual momentum investing depends on the chosen asset
universe. Common choices include equities, fixed income, commodities, and
cash proxies. Investors frequently use broad market ETFs or indexes to
represent each asset class, ensuring diversification and ease of
implementation. The selection process involves ranking these assets by
relative momentum and filtering them through absolute momentum criteria.

Advantages of Dual Momentum Investing

Adopting a dual momentum investing strategy offers several key benefits that
appeal to both individual and institutional investors aiming for improved
portfolio outcomes.

Enhanced Risk-Adjusted Returns

By systematically identifying and investing in assets with strong momentum
while avoiding those with negative trends, dual momentum investing has the
potential to generate higher returns with lower volatility. Research shows
that this approach often outperforms traditional buy-and-hold strategies over
long time horizons.



Risk Management and Downside Protection

Absolute momentum acts as a protective layer by steering investments away
from declining markets, reducing drawdowns during bear phases. This risk
management feature helps preserve capital and smooth portfolio performance
across market cycles.

Systematic and Disciplined Approach

Dual momentum investing relies on quantitative rules and objective criteria,
minimizing emotional decision-making and behavioral biases. This systematic
methodology promotes consistency, discipline, and transparency in portfolio
management.

Flexibility and Adaptability

The strategy can be applied across various asset classes, timeframes, and
risk tolerances, making it adaptable to different investor goals and market
conditions. Its modular design allows customization and integration with
other investment approaches.

Implementing Dual Momentum Investing

Implementing dual momentum investing requires careful planning, data
analysis, and execution to ensure alignment with investment objectives and
constraints.

Step 1: Define Investment Universe

Select a diversified set of assets representing different market sectors and
asset classes. Common selections include U.S. stocks, international equities,
government bonds, and cash equivalents. The chosen assets should have
reliable historical performance data and adequate liquidity.

Step 2: Determine Lookback Periods

Choose appropriate lookback periods for calculating relative and absolute
momentum. Typical intervals range from 3 to 12 months, with 12 months being a
popular choice to capture medium-term trends. The selected periods impact
sensitivity to market fluctuations and turnover rates.

Step 3: Calculate Momentum Metrics

Compute total returns for each asset over the lookback period to assess
relative momentum. Simultaneously, evaluate absolute momentum by verifying
whether each asset’s return is positive or negative over the same timeframe.

Step 4: Rank and Filter Assets

Rank assets based on relative momentum scores. Exclude any asset with
negative absolute momentum from consideration. Allocate capital to the top-
ranked assets that meet the absolute momentum criterion.



Step 5: Rebalance Portfolio

Implement periodic rebalancing, typically monthly or quarterly, to update
momentum calculations and adjust holdings accordingly. Regular rebalancing
ensures the portfolio remains aligned with prevailing market trends and
momentum signals.

Step 6: Monitor and Adjust

Continuously monitor performance and market conditions to evaluate the
effectiveness of the strategy. Adjust parameters such as lookback periods,
asset universe, or risk thresholds as necessary to optimize outcomes.

Risks and Limitations

Despite its advantages, dual momentum investing carries certain risks and
limitations that investors should be aware of before adoption.

Market Regime Sensitivity

The strategy may underperform during sideways or choppy markets where
momentum signals become less reliable. In such environments, frequent
whipsaws can increase transaction costs and reduce returns.

Turnover and Transaction Costs

Regular rebalancing and asset switching can lead to higher turnover,
incurring trading fees and potential tax liabilities. These costs may erode
net returns, especially for smaller portfolios or less liquid assets.

Data Dependency and Lookback Bias

Momentum calculations depend heavily on historical price data. Selecting
inappropriate lookback periods or data sets can introduce bias and reduce the
strategy’s effectiveness. Rigorous backtesting and validation are essential
to mitigate this risk.

Limited Exposure to Value and Other Factors

Dual momentum strategies focus primarily on price trends and do not
explicitly consider fundamental factors such as value or quality. This narrow
focus may result in missed opportunities during certain market environments
favoring other investment styles.

Practical Examples and Performance

Numerous studies and real-world applications illustrate the performance
benefits of dual momentum investing across different markets.

Equity—-Bond Rotation

A common implementation involves rotating investments between equities and
bonds based on momentum signals. When equities exhibit strong positive
momentum relative to bonds, the portfolio allocates heavily to stocks.



Conversely, if equities show negative absolute momentum, the strategy shifts
toward bonds to preserve capital.

Global Asset Class Momentum

Another example includes selecting top-performing international equity
markets or sectors based on relative momentum, combined with absolute
momentum filters to avoid declining regions. This global diversification
enhances return potential while managing downside risk.

Historical Performance Insights

Backtested results demonstrate that dual momentum investing can deliver
superior compound annual growth rates and reduced maximum drawdowns compared
to traditional passive benchmarks. However, actual performance depends on
implementation specifics and market conditions.

Key Considerations for Investors

1. Maintain discipline with predefined rules to avoid emotional deviations.

2. Account for transaction costs and tax implications in performance
assessments.

3. Regularly review and update the asset universe and parameters as markets
evolve.

4. Combine with other investment factors or strategies to enhance
diversification.

Frequently Asked Questions

What is dual momentum investing?

Dual momentum investing is an investment strategy that combines both absolute
momentum and relative momentum to select assets that are trending strongly,
aiming to improve returns and reduce risk.

How does absolute momentum work in dual momentum
investing?
Absolute momentum measures the performance of an asset against its own past

returns, typically by checking if the asset's recent return is positive or
above a certain threshold, indicating a positive trend.

What role does relative momentum play in dual
momentum investing?

Relative momentum compares the performance of multiple assets against each
other to identify which assets have the strongest recent performance, guiding



the selection of the best-performing investments.

What are the key benefits of dual momentum investing?

Dual momentum investing can improve portfolio returns, reduce drawdowns
during market downturns, and provide a systematic approach to asset
allocation based on momentum signals.

Which asset classes are commonly used in dual
momentum strategies?

Common asset classes include equities, bonds, commodities, and sometimes cash
or money market instruments, allowing the strategy to rotate among these
based on momentum indicators.

How often should a dual momentum portfolio be
rebalanced?

Rebalancing frequency varies, but many dual momentum strategies rebalance
monthly or quarterly to capture momentum trends while minimizing transaction
costs.

Can dual momentum investing reduce portfolio risk?

Yes, by switching into assets with positive momentum and avoiding those with
negative trends, dual momentum investing can help reduce exposure during
market downturns and lower overall portfolio risk.

Is dual momentum investing suitable for all
investors?

While dual momentum can be effective, it may not suit all investors due to
its reliance on systematic trading and potential for whipsaws; investors
should consider their risk tolerance and investment horizon.

How does dual momentum investing compare to
traditional buy—-and-hold strategies?

Dual momentum investing aims to outperform buy-and-hold by dynamically
adjusting exposure based on momentum signals, potentially achieving higher
returns and lower drawdowns, but it requires more active management.

Additional Resources

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

This book by Gary Antonacci introduces the concept of dual momentum
investing, combining relative and absolute momentum to optimize portfolio
performance. It explains the theory behind momentum investing and provides
practical guidance on implementing the strategy. Readers gain insights into
risk management and how dual momentum can improve returns compared to
traditional buy-and-hold approaches.



2. Momentum Masters: A Roundtable Interview with Super Traders

While not exclusively about dual momentum, this book features interviews with
leading momentum investors who share their strategies and insights. It offers
valuable perspectives on momentum investing techniques, including variations
that relate to dual momentum principles. The book is a great resource for
understanding the mindset and methods behind successful momentum trading.

3. Quantitative Momentum: A Practitioner's Guide to Building a Momentum-Based
Stock Selection System

Written by Wesley R. Gray and Jack R. Vogel, this book dives deep into the
quantitative aspects of momentum investing. It covers how to systematically
select stocks based on momentum signals and discusses performance metrics,
risk factors, and portfolio construction. The strategies outlined here
complement the dual momentum framework by focusing on stock-level momentum.

4. Asset Allocation: Balancing Financial Risk

Roger C. Gibson’s classic discusses broad investment strategies, including
momentum-based approaches to asset allocation. Although not solely focused on
dual momentum, the book provides foundational knowledge on balancing risk and
return, which is essential to understanding and applying dual momentum
investing. It helps readers appreciate the role of momentum within a
diversified portfolio.

5. The Little Book of Sideways Markets: How to Make Money in Markets that Go
Nowhere

Written by Vitaliy N. Katsenelson, this book explains how momentum
strategies, including dual momentum, can help investors navigate challenging
market environments. It emphasizes the importance of flexibility and tactical
asset allocation to avoid prolonged market stagnation. The practical advice
aligns with the principles behind dual momentum investing.

6. Trade Like a Stock Market Wizard: How to Achieve Super Performance in
Stocks in Any Market

Mark Minervini shares momentum-based trading strategies that emphasize timing
and risk control. While focused more on individual stock trading, the
principles discussed complement dual momentum investing by highlighting the
importance of trend following and momentum signals. The book provides
actionable techniques for enhancing portfolio returns.

7. Global Asset Allocation: A Survey of the World's Top Asset Allocation
Strategies

Meb Faber reviews a variety of asset allocation strategies, including
momentum and dual momentum approaches. The book compares historical
performance and risk profiles, helping readers understand how dual momentum
fits into a broader investment landscape. It’s a valuable resource for
investors seeking to diversify and improve portfolio efficiency.

8. Stocks on the Move: Beating the Market with Hedge Fund Momentum Strategies
By Andreas F. Clenow, this book explores momentum strategies used by
professional hedge funds, including concepts relevant to dual momentum
investing. It offers a quantitative approach to momentum trading with
detailed backtests and risk management techniques. Readers will find
practical guidance for implementing momentum-based investment systems.

9. Adaptive Asset Allocation: Dynamic Global Portfolios to Profit in Good
Times - and Bad

Adam Butler, Michael Philbrick, and Rodrigo Gordillo present a dynamic
approach to asset allocation that incorporates momentum signals. The book
outlines methods to adjust portfolios based on changing market conditions,



resonating with dual momentum principles. It provides a comprehensive
framework for improving portfolio resilience and performance through tactical
shifts.
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