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Abstract 

This paper has the research aim of finding whether Momentum strategy works in 
Portuguese stock market. In this work, 20 stocks in Portuguese stock market during a 
10-year-period ( from 1st Jan 2011 to 31st March 2021) are analyzed in order to prove 
if momentum strategy can be used for investment decisions. Momentum strategy is a 
strategy which can generate significant positive return over holding periods by buying 
securities when they are rising and sell them when they are falling. The data was 
collected from the Euro next Lisbon and Yahoo Finance, based on the decision that buy 
well-performed stock in the past 2 months and compare the return in the forth month. 
Until now, there have been very limited data and research on momentum in Portuguese 
stock market. The result of this work may be a contribution to the investors of the 
Portuguese market or even the world. 
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1. Introduction 

According to the Efficient Market Hypothesis, the stock prices are random walks and their 
returns are unpredictable. However, there were some results showing that an abnormal return 
could be produced by applying certain strategy. Jegadeesh and Titman (1993) [1] discovered 
that long past winner stocks and short past loser stocks could generate a significant abnormal 
return. Jegadeesh and Titman presented that this return could be explained by an overreaction/ 
undereaction for the information, such as De Bondt and Thaler (1985) [2] suggested, or could 
be explained by a systematic risk of contrarian portfolio (ball and Korthari) [3]. 

Admittedly, the profitability of momentum strategy is still debatable in the area of Finance. 
Peter Pereira (2009) [4] proved the  feasibility of momentum strategy by analyzing the 
Portuguese data by 2008. In this paper, we are going to analyze whether momentum strategy 
is practicable in the Portuguese stock Market by  the data from 2011 to 2020. 

Due to the asymmetric information in the financial market, many investors can not fully get to 
know the financial performance, potential growth and possible Opportunities of certain 
company so that they have to undertake more risks to gain profit when investing. In this 
research, We will use current data to study whether the strategy can be applied when investors 
try to make investment decisions and how possible it can produce a positive return for them 
with a relatively lower risk. 

In the past, research Related to Momentum strategy has been done by plenty of researchers 
while there is little research on the Portuguese stock market and Most data from those research 
are out of date. In this research, we will collect data from the Portuguese stock market from 
2011 to 2020 and analyze whether Time-series Momentum strategy can be used as a tool for 
investors to make any investment. 
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Until now, there have been very limited data and research on momentum in Portuguese stock 
market, especially research with the latest data. In this paper, The data from 20 stocks (37% of 
the total) will be collected in the Euro-next Lisbon stock exchange website and Yahoo 
Finance,and results will be analyzed based on the collected data. 

2. Time-series momentum 

The momentum strategy could be divided into two main strategies: time series and cross-
sectional. Winner and loser portfolios can be categorized through different methods. 

Time series compare the absolute returns of a stock in the past few months  in order to identity 
the winners and losers. stocks with a greater positive return are classified in the winner 
portfolio, and otherwise, in the loser portfolio. Cross-sectional momentum strategy compares 
the top/ bottom x% with the highest/ lowest relative returns in a stock market to determine 
who win and lose. Both of these momentum strategies long winners and short losers. In this 
paper, we are only going to focus on the profitability of time series momentum.  

Ron Bird, Xiaojun Gao and Danny Yeung (2006) [5] compared portfolios of time series 
momentum and cross sectional momentum in 24 major equity Market, represented that even 
both strategies generated abnormal return, but a superior performance was showed by time/ 
series momentum. 

3. Portfolio construction 

Jegadeesh and Titamn (1999) used a portfolio constructed based on the graph below: 

 

Table 1. Periods in Momentum Strategy 

 
 

In that research, they chose a random period from each period, collecting data in succession. 

3.1. Formation period 

Formation period is a period that bases on an observation of stock ś performances and 
subsequently identifying the winners and the losers, which serve as indicators for the 
investment decision in the subsequent period (sell losers and buy winners). 

3.2. Holding period 

During formation period, winners and losers are classified based on an observation of stock ś 
performances and the margin profit is generated by the difference between the initial price and 
the ending price of the period. Ron Bird, Xiaojun Gao and Danny Yeung (2006) [5] indicates that 
the Application of rules have to be in harmony. It is difficult to identify which type of weight 
(period) distribution is the most profitable momentum strategy, therefore, in this paper we will 
consider the following method as our model: 

 

Table 2. Periods in this work 

 
 

3.3. Influence of different weighting period 

Ron Bird, Xiaojun Gao and Danny Yeung (2005) [5] indicates that there is no a guaranteed 
successful weighting method. In our analyzes, we discovered that different stocks with different 
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characteristics may fit different weighting methods. For example, stock Benfica (SLBEN) Has 
Usually shown a steady growth Until March, Therefore, if the formation period and the holding 
period are both before/ after its peak, the portofolio ś performance might be more successful. 
However, this weighting method does not apply to every stocks. In other words, it is necessary 
To analyze each stock from case to case in order to find the regularity and allocate the most 
profitable weight distribution. 

4. Methodology 

4.1. Data collection instrument 

To collect the data on the stock price of companies, Yahoo Finance and Euronext were used as 
the data resources.  

4.1.1. Sample 

In this research, 20 companies out of nearly 60 companies in the Portuguese stock market were 
chosen. The data basically contains the most representative stocks in all Portuguese stock 
markets and they are from different fields including Medical, Financial, Real Estate, Sports, Food 
and so on. In addition, the history and size of these companies are also different.  

4.1.2. Data collection procedure 

In Time-series analysis, Researchers set a fixed time interval and record the data at each specific 
time in order to reduce the errors caused by time. 

In this research, time interval was set to 1 month so that Some tiny errors caused by frequent 
fluctuations in the stock market can be decreased. The statistics of an analyzed company’s stock 
price (10years, form Jan 2011 to Dec 2020) are separated into several groups, each group 
includes a set of data for a four-month period. In total, 600 groups of data were collected. The 
first two months are seen as the Formation period, the third month as the Gap and the forth 
month as the Holding period of the Time-series Momentum strategy. 

4.1.3. Planned data analysis 

In each group, change of the stock price will be calculated by the equation in the first three 
months as following: (stock price in the end of month2-stock price in the beginning of month1)/ 
stock price at the end of month 2. 

The equation is used to calculate the changes in stock prices in the forth month: (stock price at 
the end of month4-stock price in the beginning of month4)/ stock price at the end of month 4. 

Then comparing the figures, it will be clearly seen that the stock prices show an upward or a 
downward trend. If the Momentum strategy works, investors can invest during the Formation 
period and gain a profit at the end of the Holding period. Thus, if the changes of the stock price 
keeps going up or down in a group, it means that investors can generate a positive profit by 
Momentum strategy. 

4.2. Data Analysis 

 

Table 3. Data on the amount of stocks which shows Momentum works 
Total(Group) 600 100% 

Groups that Momentum works 326 54.33% 

Groups that Momentum doesn’t work 243 40.50% 

Groups that return is 0 31 5.17% 

 

After collecting all 600 groups of data which contain stock price of 20 stocks every month, the 
data was analyzed by comparing changes of stock price in each group aimed to see how many 
sets of data suggest that the Momentum strategy works. The data after the outbreak of Cov-19 
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were also included to see if the strategy can still be useful during this current economic 
recession. There were no specific data which should be excluded due to some special economic 
events in Portuguese stock market. 

Thirty one groups out of 600 can not be used to determine whether the strategy works because 
the return was 0. Therefore, it can not provide any useful information. However, these groups 
were not excluded in order to ensure the authenticity of the Whole sets of data. In total, there 
are 326 groups of data in which the the changes of the stock price keep going up or down during 
the four-month period. These groups suggest that the Momentum strategy is effective in the 
Portuguese stock market, which accounts for 54.33%. Two hundred and thirty-four groups of 
data are not supportive of the strategy, which constitute 40.5% of the whole. Groups that 
support the Time-series Momentum strategy Exceed groups that do not support it by 13.83 
percent. The conclusion can be drawn that Time-series Momentum strategy is relatively more 
likely to be useful for making investment decisions. 

Stock named IMPRESA, SGPS was analyzed in detail. After grouping the data of the stock price 
into 3 groups a year, there are 30 groups of data during the 10-year period. Among this period, 
18 groups out of 30 can prove the Momentum strategy can be useful when it comes to making 
investment decisions. It is apparent that in year 2011, 2013, and 2016, every group of stock 
price is in support of the Momentum strategy. In year 2011, all return rates in the three groups 
are negative, which means the return kept decreasing during the whole year. In year 2013, the 
return rates in the first group is negative and the rates become positive in the following two 
groups. In the year of 2016, return rates keep being negative for the whole three groups.  

 

Table 4. Stock price data on stock IMPRESA,SGPS 

 

 
 

4.3. Possible causes 

The existence of Momentum strategy proves an anomaly of market efficiency. There are two 
main perspectives that try to explain it: a systematic risk of contrarian portfolio (like ball and 
Korthari) [3] and behavioral finance. We believe that momentum strategy can be explained by 
investors óverreaction/undereaction and the bandwagon effect. Long-run overreaction and  
short-run underreaction to a piece of market information may contribute to a steady growth/ 
decline. For example, when one piece of positive information of  certain stock appear in the 
market, investors d́elayed reaction to this stock may lead to a continuous increase, while 
investors  ́ delayed overreaction to a certain negative information may lead to a continuous 
decrease. In our research, we found that our research found that when the government 
announced that it would increase support for the development of green energy at the beginning 



Volume 2 Issue 8, 2021 

DOI: 10.6981/FEM.202108_2(8).0050 

351 

Frontiers in Economics and Management 

ISSN: 2692-7608 

of 2020, the stock prices has shown a stable growth of EDP RENOVAVEIS (EDPR) by 2021. Apart 
from that, Bandwagon effect would also be a possible explanation. Bandwagon effect is a 
phenomenon whereby primarily investors make a certain investment decision because other 
people do so. When a stock price is increasing(decreasing), or when other investors sell (buy) 
a certain stock, others may do the same, correspondingly, the stock price also shows a steady 
upward or downward trend.  

5. Conclusion 

According to the data we collected and analyzed, it is trustworthy to say that investors can 
probably use this strategy to help them make investment decisions and generate a positive 
return with a relatively lower risk in the Portuguese stock market. The outcomes suggest that 
Time-series Momentum strategy is not always effective, while it can only be used as a helpful 
tool. However, investors can still take it into consideration when making decisions or using this 
strategy to test the decisions that have been made. If investors want to make some investment 
decisions with more positive returns, they need to consider a variety of factors based on the 
financial circumstance. Time-series Momentum strategy can only assist them to do this. Proper 
usage of this financial strategy can trigger a positive effect on decision making. In this research, 
there are still some limitations in this study, which can be further improved in future studies. 
First, the statistics collected may not be fully reliable because some important events in the 
financial market or the country can trigger some abnormal fluctuations in the stock price. In 
this situation, some abnormal fluctuations should not be included or some data may give rise 
to a wrong result, since they may lead to some wrong results. Second, to prove the Time-series 
Momentum strategy can be used as a useful tool in real Portuguese stock market, six hundred 
groups of data might not be enough. Third, the time interval was set to 1 month so that We 
divided the stock price data in 10 years into 600 groups. Different time interval (3 days, one 
week, 15 days and other choices) may lead to a different outcome. Fourth, there are not enough 
companies in the stock market of Portugal so that it is impossible to cover enough industries, 
which may lead to a lower reliability of data. 
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