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What is momentum and why does momentum investing tend to work?

Momentum investing is a strategy that involves buying (or increasing exposure to) assets that have 

performed well in the recent past and selling (or decreasing exposure to) assets that have performed 

poorly. It is based on the idea that assets that have exhibited strong performance in the recent past are 

likely to continue performing well in the future. There are several reasons why momentum investing might 

be considered:

1. Behavioural biases: momentum investing exploits common behavioural biases that investors exhibit, 

such as herding behaviour and overreaction to recent news and events. Investors tend to chase after 

recent winners and sell recent losers, which can create self-fulfilling prophecies and drive further price 

momentum.

2. Information diffusion: information about a stock or asset's recent performance tends to spread 

relatively quickly through the market. As more investors become aware of a stock's strong performance, 

they may rush to buy it, driving up its price further. Conversely, when poor performance becomes 

widely known, selling pressure can intensify, leading to further declines.

3. Trend persistence: in some cases, trends in asset prices can persist for an extended period. This 

can be due to various factors, including fundamental factors like improving company financials or 

macroeconomic conditions that favour a particular industry. When trends persist, momentum investors 

can ride the wave and benefit from the continued price movement in the same direction.

4. Market inefficiencies: markets are not always perfectly efficient, and anomalies can persist for 

various reasons. Momentum investing takes advantage of these inefficiencies, particularly in the short 

to medium term, when prices may not fully reflect all available information.

It's important to note that momentum investing also comes with risk. Momentum can reverse suddenly, 

leading to significant losses if an investor is not prepared. Moreover, this strategy may not perform well 

during periods of market turbulence or when market sentiment shifts rapidly.

At WisdomTree, we have developed example strategies that seek to participate in the upside exposure 

while significantly controlling for drawdowns. Our strategies focus on significantly reducing the volatility 

while aiming to enhance the performance over long Bitcoin exposure.

WisdomTree ‘Pure Alpha’ Bitcoin Illustrative Strategy
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The WisdomTree ‘Pure Alpha’ Bitcoin Illustrative Strategy deploys a three-step process to generate 

exposures to Bitcoin on a monthly basis as stated below:

5. Calculate equal weighted of 1-month and 3-month returns on a daily rolling basis to form a daily signal.

6. Scale signal from step 1 on the daily history over the last two years. This helps determine the strength 

of the signal relative to its own history.

7. The signal from step 2 is then further scaled linearly to yield final exposures to Bitcoin between 0.5 

and 1.5.

The signals above are reset on a monthly basis at the end of each month. Here, exposure equal to 1 

indicates 100% of the capital invested in Bitcoin. Below are the monthly exposures over time along with 

the results for the backtested period from July 2014 to June 2023.

Source: Includes Backtested Data. The WisdomTree ‘Pure Alpha’ Bitcoin Illustrative Strategy. From Jul 2014 

to Jun 2023. Source: WisdomTree, Bloomberg (BTC daily levels), Ticker: XBTUSD. Historical performance 

is not an indication of future performance, and any investment may go down in value.

Source: Includes Backtested Data. The WisdomTree ‘Pure Alpha’ Bitcoin Illustrative Strategy. From Jul 2014 

to Jun 2023. Source: WisdomTree, Bloomberg (BTC daily levels), Ticker: XBTUSD. Historical performance 

is not an indication of future performance, and any investment may go down in value.

During the back tested period of July 2014 to June 2023, the WisdomTree ‘Pure Alpha’ Bitcoin Illustrative 

strategy had annualised performance of 42.83% compared to 34.41% by Bitcoin with an annualised 

volatility of 55.6% which was 10% less than the volatility of Bitcoin resulting in a higher Sharpe ratio. The 
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outperformance was achieved with lower than 100% exposure on average and with lower max drawdown 

for the period.

Source: Includes Backtested Data. The WisdomTree ‘Pure Alpha’ Bitcoin Illustrative Strategy. From Jul 2014 

to Jun 2023. Source: WisdomTree, Bloomberg (BTC daily levels), Ticker: XBTUSD. Historical performance 

is not an indication of future performance, and any investment may go down in value.

Source: Includes Backtested Data. The WisdomTree ‘Pure Alpha’ Bitcoin Illustrative Strategy. From Jul 2014 

to Jun 2023. Source: WisdomTree, Bloomberg (BTC daily levels), Ticker: XBTUSD. Historical performance 

is not an indication of future performance, and any investment may go down in value.

WisdomTree ‘Balanced Alpha’ Bitcoin Illustrative Strategy

The WisdomTree ‘Balanced Alpha’ Bitcoin Illustrative Strategy generates monthly exposures to Bitcoin 

by deploying ‘confirmation approach’ on 1-month and 3-month Bitcoin returns wherein we maximise the 

exposure if both the signals are positive, reduce exposure to half if the signals point in opposite directions, 

and do not take any exposure if both the signals are negative.

https://www.wisdomtree.com/gb/insights/blog/enhancing-bitcoin-returns-using-momentum



WISDOMTREE BLOG

This approach translates to full 100% exposure to Bitcoin if both 1-month and 3-month returns are positive, 

50% exposure if one of them is positive, and 0% if none of them are positive.

The signals are reset on a monthly basis at the end of each month. Below are the signal exposures, over 

time, along with the results for the backtested period from July 2014 to June 2023.
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Source: Includes Backtested Data. The WisdomTree ‘Balanced Alpha’ Bitcoin Illustrative Strategy. From 

Jul 2014 to Jun 2023. Source: WisdomTree, Bloomberg (BTC daily levels), Ticker: XBTUSD. Historical 

performance is not an indication of future performance, and any investment may go down in value.

The WisdomTree ‘Balanced Alpha’ Bitcoin Illustrative Strategy exhibited returns while reducing volatility 

by almost 25% of the Bitcoin volatility leading to a Sharpe ratio of 1.04 compared to 0.84 from Bitcoin, 

while the max drawdown of the strategy stood at -64% compared to -83.4% on Bitcoin. Note, the average 

exposure to Bitcoin over the period was just under 60%, indicating that the strategy was able to participate 

in upside exposure while significantly reducing exposure during drawdowns. The 6-month rolling volatility 

also remained considerably lower than Bitcoin throughout this period.

Source: Includes Backtested Data. The WisdomTree ‘Balanced Alpha’ Bitcoin Illustrative Strategy. From 

Jul 2014 to Jun 2023. Source: WisdomTree, Bloomberg (BTC daily levels), Ticker: XBTUSD. Historical 

performance is not an indication of future performance, and any investment may go down in value.

Conclusion

We believe that thoughtful implementation of momentum signals in crypto investing can greatly enhance 

the risk adjusted returns, while reducing drawdowns and volatility. We were able to achieve better 

performance with less than 100% exposure on average in both the illustrative strategies, indicating higher 

participation on the upside and reduced exposure during drawdowns.

WisdomTree has a number of cryptocurrency exchange-traded products (ETPs), including WisdomTree 
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Physical Bitcoin which allows investors to gain exposure to Bitcoin and benefit from not having to remember 

or safeguard ‘private keys’ with wallets or browser extensions. ETPs offer a familiar transparent structure, 

trade like exchange-traded funds (ETFs), and plug in easily to investors’ portfolio management, trading, 

reporting and risk management systems. Moreover, ETPs offer institutional grade cybersecurity and 

safeguarding of digital assets through trusted custodians. ETPs also offer best execution price by getting 

quotes from several market makers and picking the most competitive among them. They also do not suffer 

from futures’ potential roll yields or investment trusts’ discount to net asset value (NAV).

WisdomTree has more than 15 years of expertise in creating and managing ETPs across asset classes. 

As an established asset manager, WisdomTree uses regulated custodians that safeguard assets in 

segregated wallets offline and does not allow asset lending.

WisdomTree Crypto ETPs are offered at a competitive total expense ratio (TER) and staking yield is 

transparent wherein the percent allocated to the ETP is openly shared with investors. WisdomTree also 

takes care of any ‘forking’ activity and distributed potential cash proceeds as planned. Key product 

information about WisdomTree Crypto ETPs can be found below.

Key Product Information: Single ETP Exposure - Bitcoin and Ethereum

Related blogs

+ Grayscale wins the Securities and Exchange Commission (“SEC”) case – a spot bitcoin ETF just got a 

bit closer

+ Clarity improves around crypto asset securities in the US

+ A flurry of spot US Bitcoin ETF filings
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Important Risks Related to this Article

Marketing communications issued in the European Economic Area (“EEA”): This document has been 

issued and approved by WisdomTree Ireland Limited, which is authorised and regulated by the Central 

Bank of Ireland. 

Marketing communications issued in jurisdictions outside of the EEA: This document has been issued and 

approved by WisdomTree UK Limited, which is authorised and regulated by the United Kingdom Financial 

Conduct Authority. 

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as “WisdomTree” (as 

applicable). Our Conflicts of Interest Policy and Inventory are available on request. 

For professional clients only. Past performance is not a reliable indicator of future performance. Any 

historical performance included in this document may be based on back testing. Back testing is the process 

of evaluating an investment strategy by applying it to historical data to simulate what the performance of 

such strategy would have been. Back tested performance is purely hypothetical and is provided in this 

document solely for informational purposes. Back tested data does not represent actual performance and 

should not be interpreted as an indication of actual or future performance. The value of any investment 

may be affected by exchange rate movements. Any decision to invest should be based on the information 

contained in the appropriate prospectus and after seeking independent investment, tax and legal advice. 

These products may not be available in your market or suitable for you. The content of this document does 

not constitute investment advice nor an offer for sale nor a solicitation of an offer to buy any product or 

make any investment. 

An investment in exchange-traded products (“ETPs”) is dependent on the performance of the underlying 

index, less costs, but it is not expected to match that performance precisely. ETPs involve numerous risks 

including among others, general market risks relating to the relevant underlying index, credit risks on 

the provider of index swaps utilised in the ETP, exchange rate risks, interest rate risks, inflationary risks, 

liquidity risks and legal and regulatory risks. 

The information contained in this document is not, and under no circumstances is to be construed as, an 

advertisement or any other step in furtherance of a public offering of shares in the United States or any 

province or territory thereof, where none of the issuers or their products are authorised or registered for 

distribution and where no prospectus of any of the issuers has been filed with any securities commission 

or regulatory authority. No document or information in this document should be taken, transmitted or 

distributed (directly or indirectly) into the United States. None of the issuers, nor any securities issued 

by them, have been or will be registered under the United States Securities Act of 1933 or the Investment 

Company Act of 1940 or qualified under any applicable state securities statutes. 

This document may contain independent market commentary prepared by WisdomTree based on publicly 

available information. Although WisdomTree endeavours to ensure the accuracy of the content in this 

document, WisdomTree does not warrant or guarantee its accuracy or correctness. Any third party data 

providers used to source the information in this document make no warranties or representation of any 
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kind relating to such data. Where WisdomTree has expressed its own opinions related to product or market 

activity, these views may change. Neither WisdomTree, nor any affiliate, nor any of their respective officers, 

directors, partners, or employees accepts any liability whatsoever for any direct or consequential loss 

arising from any use of this document or its contents. 

This document may contain forward looking statements including statements regarding our belief or 

current expectations with regards to the performance of certain assets classes and/or sectors. Forward 

looking statements are subject to certain risks, uncertainties and assumptions. There can be no assurance 

that such statements will be accurate and actual results could differ materially from those anticipated 

in such statements. WisdomTree strongly recommends that you do not place undue reliance on these 

forward-looking statements. 

WisdomTree Issuer X Limited 

The products discussed in this document are issued by WisdomTree Issuer X Limited (the “Issuer”). 

Investors should read the prospectus of the Issuer before investing and should refer to the section of the 

prospectus entitled “Risk Factors” for further details of risks associated with an investment in the securities 

offered by the Issuer. 

Securities issued by the Issuer are direct, limited recourse obligations of the Issuer alone and are not 

obligations of or guaranteed by any of Swissquote Bank Ltd (“Swissquote”), Coinbase Custody Trust 

Company LLC (“Coinbase”), any of their affiliates or anyone else or any of their affiliates. Each of 

Swissquote and Coinbase disclaims all and any liability whether arising in tort, contract or otherwise which 

it might have in respect of this document or its contents otherwise arising in connection herewith. 

The product discussed in this document is an unregulated ETP, approved to trade on the SIX Swiss 

Exchange in Switzerland, Euronext Paris, Euronext Amsterdam and the Deutsche Börse Xetra in Germany. 

Cryptocurrencies are a high-risk investment and may not be suitable for all types of investor. Prospective 

investors should be aware that the price of the underlying asset(s) by which the securities are secured can 

demonstrate higher volatility than other asset classes and consequently the value of the securities may be 

extremely volatile. You must ensure that the nature, complexity and risks associated with cryptocurrencies 

are suitable for your objectives in light of your circumstances and financial position. 

For Investors in Switzerland: 

This document constitutes an advertisement of the financial product(s) mentioned herein. In Switzerland, 

this communication is only targeted at Qualified Investors. The prospectus and the key investor information 

documents (KID) are available from WisdomTree’s website: https://www.wisdomtree.eu/en-ch/resource-li-

brary/prospectus-and-regulatory-reports
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