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Momentum Investing: Purpose and Rationale

Momentum 
factor in 
Portfolio 

Construction

Helps get rid of behavioural biases of 
Investors by riding winners till the time 
they remain outperformers

Relatively Outperforms benchmark in 
different market environments

Aims to protect portfolio from large 
drawdowns by exiting underperforming 
stocks

Relative 

Outperformance

Get rid of Biases

Limits 

Drawdowns

What is Momentum Investing?
• Momentum investing is different from the conventional style where one prefers to buy low and sell higher. As 

the word suggests, Momentum means going with the market flow. 
• This  method of investing is anchored on a basic tenet of Technical Analysis that price trends have a tendency to 

perpetuate over longer periods and investors can benefit from them by staying in sync with market by 
overcoming personal biases

• In other words, investing in the past winners (outperforming stocks) and getting rid of underperformers is a key 
premise of Momentum investing which leads to an outperformance of a portfolio against benchmark over a 
longer time frame

• In Indian context our Back tested Momentum smart beta portfolio: Largecaps & Midcaps has outperformed 
Nifty200 index over 2014-2020 period at 19% CAGR returns (Top100 basket) against benchmark returns of 14%
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Momentum Smart Beta Portfolio: Largecaps & Midcaps  

Methodology

Stock Universe

ICICIdirect has developed an in house model pertaining to
stock selection approach with an aim to outperform
Nifty200 index, which represents 86% of free float market
capital on NSE. It is a combination of 100 large caps and
100 liquid midcaps

Stocks Screeners

ICICIdirect Research adopted a methodical approach by
ranking Nifty200 constituents based on statistical model
that carries past 12-month Relative momentum score.
ICICIdirect proprietary screeners are applied to evaluate
top 100 ranking stocks having higher relative strength.
Applied screeners has helped to exclude the stocks
having corporate governance issue, low volume or any
other negative trait

Stock Weightage process

Individual stock weightages are capped at 15% and for
sector at 35% of portfolio

From Top20 ranked stocks, minimum 50% of the stocks
are selected on the basis of strong relative strength
ranking, while remaining stocks are selected from
rankings 21 to 100 where there is sustainable
improvement in momentum

Back testing performance

Back testing for CY14-CY20 indicates that portfolio works
well across market environments

Returns of Top100 ranked stocks over 7 years:

CAGR Rolling

Portfolio 19% 15%

Nifty200 14% 12%

Momentum Smart Beta 
Portfolio: Largecaps & Midcaps
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Momentum Smart Beta Portfolio: Largecaps & Midcaps 

Stock screening process

Stock selection
From Top100 bucket 
ICICIdirect Research 
recommends 15-20 
stocks in portfolio

Screeners
Top 100 ranked stocks 

are considered for 
portfolio inclusion. 

Stocks selected in 70:30 
ratio from 

Outperformer and 
Improvement in 

Momentum categories

Ranking
ICICIdirect proprietary 

model including 
Relative momentum 
scores are applied to 

arrive at final rankings 
foe each stock

Eligibility
A) Nifty 200 

constituents with 
minimum 12 month 

price history. B) 
Corporate Governance 

check

• Technical analysis is at the core of building our Momentum strategy with key focus on capturing larger 
directional uptrends in quality stocks to outperform Nifty200 benchmark

• We have deployed rigorous screening process to arrive at our high conviction investment ideas.
• ICICIdirect proprietary model carries out stock ranking based on a)time tested Trend identification 

parameters b) momentum indicators c) price structure behaviour and Relative Strength score
• ICICIdirect proprietary model helps us in removing personal bias in stock selection process. A detailed step-by 

step process is explained below: 

Stock Screening process
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Momentum Smart Beta Portfolio: Largecaps & Midcaps

Rebalancing and weightages

• Stock constituents would be reviewed and rebalanced in the model based on the suggested methodology, at 
the end of each quarter

• Stocks that go out of Nifty200 index are removed from Momentum Smart Beta Portfolio at the time of review

• ICICIdirect research recommend to apply equal weightages for all the stocks 
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Top 20 : 402,153

Nifty200 : 248,246

Top 100 : 345,093
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Strategies

Strategy Performance

Top 20 Top 100 Nifty200

Strategies 

Returns (in %)
Top 20 Top 100 Nifty200

CAGR 22 19 14

Rolling Returns 17 15 12
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Back testing and Return expectations

• ICICIdirect in house model have been back tested over 7 year period of 2014 to date, covering different market 
environments

• Our portfolio of Top 100 ranked stocks with quarterly rebalancing has outperformed Nifty200 index consistently on 
relative basis. However one should note that  past returns are only for indicative purpose.

• Nifty200 index gained CAGR 14% over seven year period while Momentum Smart Beta Portfolio (Top100 bucket) would 
have gained 19% CAGR in same period (Returns calculated are prior considering costs and tax implications)

Capital invested in 

March 2014: 100,000

Portfolio Value 

in June 2021
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Momentum Smart Beta Portfolio: Largecaps & Midcaps

Frequently asked questions

Q. What returns can I expect from Momentum Smart Beta Portfolio in down trending or sideways markets?
A. Momentum strategy also undergoes intermediate periods of  underperformance. However strategy is

expected to relatively outperform benchmark Nifty 200 Index across market cycles, supported by Back testing
data between 2014-2020

Q. How frequent portfolio is rebalanced? How will I come to know about the same?
A.  ICICIdirect research will recommend to review at end of each quarter. Same will be communicated to you. 

Q. What are the maximum drawdowns can strategy have?
A. Based on historical back testing of strategy between 2014 to 2020, maximum drawdown was in March 2020

23%, against Nifty200 index correcting 29% 

Q. If few stocks have generated significant returns from entry levels, when will profit be booked ?
A. Momentum investment approach is aimed at riding the momentum to capture maximum gains. In quarterly

review, we will consider taking profits in such stocks if our statistical model warrants the churn

Q. Do I have to invest in all the stocks recommended by the research or can I partially deviate? 
A. ICICIdirect Research recommends investment in portfolio in recommended weightage to optimize the return,

however, investor have full discretion to execute partially or not to replicate weightage or stocks in his/her 
portfolio
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Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,

ICICI Securities Limited,

1st Floor, Akruti Trade Centre,

Road No 7, MIDC

Andheri (East)

Mumbai – 400 093

research@icicidirect.com
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Disclaimer

ANALYST CERTIFICATION

I/We, Pankaj Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our

views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s)

or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in

the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial

products. ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with

Insurance Regulatory Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research

Analyst SEBI Registration Number – INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank

which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance,

venture capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might

have investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities

generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the

analysts cover

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as

opposed to focusing on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view

the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The

views and opinions expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is

strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person

or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis,

ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities

from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable

regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.



IC
IC

I 
S

e
c
u
r
it

ie
s
 –

R
e
t
a
il
 E

q
u
it

y
 R

e
s
e
a
r
c
h

M
O

M
E
N

T
U

M
 P

IC
K

1010

Disclaimer

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or

completeness guaranteed. This report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of

offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this

report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal,

accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions

expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment objectives, financial positions

and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate

the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts

no liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors

are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from those set

forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject

company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the

date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or

other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates

or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research

report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report

as of the last day of the month preceding the publication of the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies

including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other

jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any

registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of

investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.


