

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Dynamic Factors and the Source of Momentum Profits

	
    
        
            
            







    
    










    
    
    
    











			
        

    
	

	
	
		
		
			43 Pages
		
		

		Posted: 19 May 2006
		
		
		
	

	
		
			
			




	See all articles by Tong YaoTong Yao
University of Iowa - Henry B. Tippie College of Business


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: August 2006

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		This paper uses the dynamic principal component method to estimate a dynamic factor model for stock returns and identify the source of momentum profits. We find that momentum is a systematic-return phenomenon - momentum profits are primarily due to stock return response to a small number of dynamic systematic factors, and the contribution by the idiosyncratic component of stock return is statistically insignificant.  We also find that the estimated dynamic factors can be partially related to observed economic factors. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: momentum, dynamic principal component

	
	

	
    

    
	

	
	
		JEL Classification: G12

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Yao,  Tong, Dynamic Factors and the Source of Momentum Profits (August 2006).  Available at SSRN: https://ssrn.com/abstract=903280 or http://dx.doi.org/10.2139/ssrn.903280 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Tong Yao (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				University of Iowa - Henry B. Tippie College of Business  ( email )

			

			
			
				
				
				
					Acquisitions
5020 Main Library
Iowa City, IA  52242-1000
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      727

			

		
		
		
			Abstract Views

			    2,477

		

		
		 
		
			Rank

			   65,339

		

		
	


	

	
		
			
				       37 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Behavioral & Experimental Finance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Behavioral & Experimental Finance eJournal

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,708

                                    

                                    
                                        PAPERS

                                           16,905

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        Victor Ricciardi at Ursinus College

                                    

                                
                            

                        

                    

                
	
                    Capital Markets: Asset Pricing & Valuation eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Capital Markets: Asset Pricing & Valuation eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,023

                                    

                                    
                                        PAPERS

                                           32,411

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Generalized Dynamic Factor Model: One-Sided Estimation and Forecasting

                        
                            By
                                
                                
                                    
                                    Mario Forni, 
                                    
                                
                                    
                                    Marc Hallin, ...
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Arbitrage, Factor Structure, and Mean-Variance Analysis on Large Asset Markets

                        
                            By
                                
                                
                                    
                                    Gary Chamberlain
                                     and 
                                
                                    
                                    Michael Rothschild
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Arbitrage and Mean-Variance Analysis on Large Asset Markets

                        
                            By
                                
                                
                                    
                                    Gary Chamberlain
                                     and 
                                
                                    
                                    Michael Rothschild
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Diffusion Indexes

                            
                                By
                                    
                                    
                                        
                                        James H. Stock
                                         and 
                                    
                                        
                                        Mark W. Watson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Policy in a Data-Rich Environment

                            
                                By
                                    
                                    
                                        
                                        Ben S. Bernanke
                                         and 
                                    
                                        
                                        Jean Boivin
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Eurocoin: A Real Time Coincident Indicator of the Euro Area Business Cycle

                            
                                By
                                    
                                    
                                        
                                        Filippo Altissimo, 
                                        
                                    
                                        
                                        Antonio Bassanetti, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Are More Data Always Better for Factor Analysis?

                            
                                By
                                    
                                    
                                        
                                        Jean Boivin
                                         and 
                                    
                                        
                                        Serena Ng
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Implications of Dynamic Factor Models for VAR Analysis

                            
                                By
                                    
                                    
                                        
                                        James H. Stock
                                         and 
                                    
                                        
                                        Mark W. Watson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Policy in Real Time

                            
                                By
                                    
                                    
                                        
                                        Domenico Giannone, 
                                        
                                    
                                        
                                        Lucrezia Reichlin, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Monetary Policy in Real Time

                            
                                By
                                    
                                    
                                        
                                        Domenico Giannone, 
                                        
                                    
                                        
                                        Lucrezia Reichlin, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l100 in   0.078 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
