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A novel approach to 
factor-based investing
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Factor-based investing is one of the most commonly used strategies by professional investors today. 
Factors are variables that can help maximize investment returns over time through a systematic 
exploitation of available data for a particular asset. 

For example, when evaluating stocks within a portfolio an asset manager may consider each stock’s 
size, value, or growth characteristics and then give them a score based on this evaluation. Each of these 
represents a type of factor that can provide valuable information for the portfolio manager with regards 
to the stock’s relative performance.  

Factor investing has been around for almost 50 years, but has become more popular as investors have 
challenged assumptions about the efficiency of markets. Factor-based strategies are designed to 
identify persistent sources of outperformance and potential excess return from certain explanatory 
variables. Factors have often been called “anomalies” in academic papers, because they should not 
exist according to the efficient market hypothesis (EMH)1, which assumes all market participants act 
in a rational way. 

A factor-based approach is quantitative and based on observable data—such as prices, volatility, and 
financial information—rather than on subjective opinions or speculation. This type of strategy allows 
investors to potentially outperform market-cap weighted benchmarks. 

Many academics and practitioners believe that the most informative factor is momentum, which 
quantifies an asset’s recent price trajectory. To better understand how momentum has worked for 
traditional assets, and how it might work for crypto assets, it is useful to consider the history of its 
application.

¹   The efficient market hypothesis (EMH) suggests that an asset’s price reflects all of the available information about that asset and that changes in its 
price are due to changes in what is known about that asset.
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Momentum has proven to be one of the strongest and most robust sources of returns since modern 
markets were established, having been empirically verified for over 200 years across all major asset 
classes, according to research conducted by Christopher Geczy and Mikhail Samonov.2

More recently, momentum strategies have outperformed comparable market cap-weighted equity 
benchmarks. Since 2000, the MSCI World Momentum Index has outperformed the MSCI World Index.3

Eugene Fama, a Nobel-prize economist famous for the efficient market hypothesis, has called 
momentum the “premier anomaly” because of its predictive capabilities.4 But there are many different 
applications of momentum to a portfolio. In a long-only approach, a momentum strategy tilts a 
portfolio towards the best recent performers by buying securities that are rising and selling them when 
quantitative analysis suggests they have peaked. The goal is to exploit the market action and volatility 
by finding buying opportunities in short-term uptrends and then sell when the securities start to lose 
momentum. 

Intuitively, the idea is that investors can make more money by “buying high and selling higher” than by 
simply buying underpriced stocks and waiting for the market to re-evaluate them. In traditional markets, 
this type of momentum investing is very established and has been well-developed and tested over time.

While there are centuries of evidence that momentum works in stock markets, can these strategies be 
applied to an emerging asset class like crypto?

2   From Nasdaq DW, quoting Geczy, C., & Samonov, M. (2015, May). Two Centuries of Multi-Asset Momentum (Equities, Bonds, Currencies, Commodities, 
Sectors and Stocks). 
3   Source: Bloomberg
4  Fama, Eugene F., and Kenneth R. French. “Dissecting Anomalies.” The Journal of Finance 63, no. 4 (2008): 1653–78.

Momentum: a “premier anomaly” for over two centuries
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Between 2000 and 2022, momentum strategies outperformed comparable market cap-weighted equity benchmarks.

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2607730
https://fnce.wharton.upenn.edu/profile/geczy/
https://papers.ssrn.com/sol3/cf_dev/AbsByAuth.cfm?per_id=2089274
https://www.nasdaq.com/docs/Momentum-Investing_Myth-vs-Reality.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2607730
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2607730
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There has been very little empirical research on factor investing in the crypto market. However, we 
believe the development of the crypto ecosystem and its improving tradability, liquidity, and data 
availability is making momentum an obvious factor to explore for crypto. 

A key reason that makes momentum relevant to crypto is the inherent human behaviors and biases 
that have been part of crypto since its inception. For example, there is a lot of investor herding in 
crypto markets and large daily price movements are very often followed by more outperformance or 
underperformance as herding and fear-of-missing-out (FOMO) behaviors take hold.5 A recent academic 
article found that crypto’s unique features, including its 24-hour availability and the strong influence of 
sentiment and social influence, make it particularly vulnerable to these types of behaviors.

More anecdotally, it is very common for people to hear about specific crypto assets from their friends or 
media coverage—which most often focuses on assets with positive price action—which feeds into the 
cycle of FOMO and herd behavior. This in turn impacts the price of these assets. 

Other behavioral biases common in crypto include groupthink, availability bias, and confirmation bias. 
Because behavioral biases are rooted in human behaviors, they are more likely to persist (i.e., patterns 
of human behavior are not going to change any time soon). These are the behaviors that a momentum 
strategy can help exploit.

One of the best explanations of why momentum exists is that it is a behavioral bias where investors 
systematically underreact to positive news. This underreaction causes the market to price the news in 
slowly, leading to a trend of outperformance for the security. In a largely retail-driven crypto market, 
this underreaction is very likely as it will take more time for them to price all the new information in, 
compared to a more institutional-driven market. 

But momentum strategies in crypto must also take into account the volatile nature of these assets, 
and volatility will persist and be a fixture of the crypto markets as the industry develops. This is why 
effective crypto momentum strategies should also incorporate risk controls.  

5  https://akjournals.com/view/journals/2006/10/2/article-p201.xml

Crypto: a new frontier for momentum investing 

https://akjournals.com/view/journals/2006/10/2/article-p201.xml
https://akjournals.com/view/journals/2006/10/2/article-p201.xml
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The Vinter Hashdex Risk Parity Momentum Index 
was created to build a smart beta benchmark 
for crypto momentum investing. The index, 
developed by crypto-native provider Vinter, was 
designed with traditional momentum factor 
indices in mind, such as the well-recognized 
MSCI Momentum Index, and then adapted to 
meet the unique characteristics of the crypto 
universe.  

The index combines the momentum factor with 
an equal-risk weighting approach, designed to 
provide exposure to the momentum factor, while 
limiting the risk. The asset universe includes all 
crypto assets that are eligible to be listed on the 
SIX, BX Swiss, and Xetra exchanges. Additional 
filters are set by Vinter to ensure ample liquidity 
and tradability. On its review date, each eligible 
asset must have a market cap of at least US$1 
billion, global trading volume above 20 million, 
and a price history of at least 90 days.

A risk-based approach to crypto momentum investing

A
S

 O
F 

O
C

TO
B

ER
 3

1,
 2

02
2

17.94%

12.28%

SOL 4.75%

BTC 9.82%

ETH 6.27 %

AVAX 4.41%

ADA 4.36%

MATIC 12.21%

UNI 6.31%

DOT 5.73%

TRX

XRP

BNB 10.63%

 
The asset universe includes all crypto assets that meet Vinter’s eligibility criteria, including having a 
market cap above US$1 billion as displayed on CoinMarketCap’s top 100 ranking, daily trading volumes 
above US$20 million, and a price history of at least 90 days. The asset universe also excludes any 
assets that do not meet SIX, BX Swiss, and Xetra eligibility criteria. 

The Vinter Hashdex Risk Parity Momentum Index selects the 12 largest crypto assets by market 
capitalization in the asset universe. The weights are proportional to the multiplication of the momentum 
score and the risk-parity weights. The momentum score is created as follows:

1: Obtain the 30-day 
and 60-day returns 
for all assets;

5: Apply a cap and a 
floor to the values;

2: Calculate the 
risk-adjusted return 
based on volatility 
data; 

6: Convert the 
capped and floored 
Z-score to a positive 
Z-score;

3: Convert the
30-day and the
60-day risk-adjusted 
returns to Z-scores;

7: Make the 
momentum score 
proportional to this 
positive Z-score, a 
number between 0 
and 1.

4: Average the two 
Z-scores

ATOM 5.29%

https://coinmarketcap.com/coins/
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Asset selection and index construction rules ensure a well-diversified basket. The ability to overweight 
smaller crypto assets, while controlling for risk, separates this index from market cap-weighted indices. 
Risk-parity weights are set such that the risk contribution from each asset is equal, using 90 days of 
data. Once the equal risk contribution weights are set, the momentum score is used to tilt them.
 
The index is rebalanced monthly on the last business day of the month. We believe this rebalancing 
window is an appropriate balance between finding value in the momentum factor’s signal and keeping 
the cost of trading to a minimum. Rebalancing weights are proportional to the momentum score and 
the risk-parity weights. 
 
Ultimately, this methodology ensures that crypto investors seeking exposure to the momentum factor 
have a reliable, dynamic, and institutional-quality benchmark. 
 
The ability to apply traditional factors like momentum to crypto assets is a clear sign the industry is 
rapidly developing and becoming an increasingly investable asset class. At Hashdex, we believe that 
innovation in crypto investing will help drive adoption and propel the crypto ecosystem toward its full 
potential. As the development of the crypto economy matures, we continue to focus on providing access 
to these markets through simple, secure, and regulated products. 

For more on the investment case for crypto or other educational resources, please visit the Hashdex 
Research Center. 

https://hashdex.com/en-US/research-center
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These materials are not an offer of or an invitation by or on behalf of Hashdex AG (the “Issuer”) or any other person to subscribe for or to purchase 

any products of the Issuer. These materials are for background purposes only and do not purport to be full or complete. No reliance may be placed 

for any purpose on the information contained in these materials or its accuracy or completeness. The information in these materials is subject to 

change.Products of the Issuer do not qualify as units of a collective investment scheme according to the relevant provisions of the Swiss Federal 

Act on Collective Investment Schemes (CISA), as amended, and are not licensed thereunder. Therefore, neither the Products nor the Company are 

governed by the CISA nor supervised or approved by the Swiss Financial Market Supervisory Authority FINMA (FINMA). Accordingly, Investors do 

not have the benefit of the specific investor protection provided under the CISA. No offers, sales, resales or deliveries of any products or distribution 

of any offering material relating to any products may be made in or from any jurisdiction except in circumstances which will result in compliance with 

any applicable laws and regulations and which will not impose any obligation on the Issuer.

These materials neither constitute nor form part of (i) an offer, invitation or recommendation to buy, sell or to subscribe for products of the Company 

nor (ii) a prospectus within the meaning of applicable Swiss law (i.e. article 1156 in conjunction with article 652a of the Swiss Code of Obligations 

or articles 27 et seq. of the SIX Exchange Regulation Listing Rules in conjunction with articles 15 et seq. of SIX Additional Rules for the Listing of 

Exchange Traded Products) or the applicable laws of any state where the products are to be offered, sold, resold or delivered. Investors should 

make their decision to buy or exercise subscription rights solely based on the official base prospectus, as completed by final terms in respect of 

the relevant products, which is expected to be published in connection with the offering of any products of the Issuer. The distribution of these 

materials may be restricted by law in certain other jurisdictions and persons into whose possession any document or other information referred 

to herein comes, should inform themselves about and observe any such restrictions. Any failure to comply with these restrictions may constitute 

a violation of the securities laws of any such jurisdiction.These materials may include statements that are, or may be deemed to be, “forward-

looking statements”. These forward-looking statements may be identified by the use of forward-looking terminology, including the terms “believes”, 

“estimates”, “plans”, “projects”, “anticipates”, “expects”, “intends”, “may”, “will” or “should” or, in each case, their negative or other variations or 

comparable terminology, or by discussions of strategy, plans, objectives, goals, future events or intentions. forward-looking statements may and 

often do differ materially from actual results. Any forward-looking statements reflect the Company’s current view with respect to future events and 

are subject to risks relating to future events and other risks, uncertainties and assumptions relating to the Issuer’s business, results of operations, 

financial position, liquidity, prospects, growth or strategies. forward-looking statements speak only as of the date they are made. Without prejudice 

to any requirements under applicable laws and regulations, the Issuer and each of the participating authorized participants expressly disclaims any 

obligation or undertaking to disseminate any updates or revisions to any forward-looking statements contained in these materials to reflect any 

change in expectations thereof or any change in events, conditions or circumstances on which any such forward-looking statement is based, whether 

as a result of new information, future developments or otherwise.

The participating authorized participants would be acting exclusively for the Issuer and no-one else in connection with a potential offering. They 

will not regard any other person as their respective clients in relation to such offering and will not be responsible to anyone other than the Issuer 

for providing the protections afforded to their respective clients, nor for providing advice in relation to the offering, if any, the contents of these 

materials or any transaction, arrangement or other matter referred to herein. None of the participating authorized participants or any of their 

respective directors, officers, employees, advisers or agents accepts any responsibility or liability whatsoever for or makes any representation or 

warranty, express or implied, as to the truth, accuracy or completeness of the information in these materials (or whether any information has been 

omitted from them) or any other information relating to the Issuer or associated companies or the Issuer’s products, whether written, oral or in a 

visual or electronic form, and howsoever transmitted or made available or for any loss howsoever arising from any use of these materials or their 

contents or otherwise arising in connection therewith.

IMPORTANT: NOT FOR DISTRIBUTION TO ANY U.S. PERSON OR TO ANY PERSON OR ADDRESS IN THE UNITED STATES AND IN CERTAIN OTHER 

JURISDICTIONS.

This document and the information contained herein are not for distribution in or into (directly or indirectly) the United States, Canada, Australia 

or Japan or any other jurisdiction in which the distribution or release would be unlawful. This document does not constitute an offer of securities for 

sale in or into the United States, Canada, Australia or Japan. The securities of the Issuer to which these materials relate have not been and will not 

be registered under the United States Securities Act of 1933, as amended (the “Securities Act”), and may not be offered or sold in the United States 

absent registration or an applicable exemption from, or in a transaction not subject to, the registration requirements of the Securities Act. There will 

not be a public offering of securities in the United States. 

This document constitutes advertisement within the meaning of the Swiss Financial Services Act (the “FinSA”) and not a prospectus. In accordance 

with article 109 of the Swiss Financial Services Ordinance, the Base Prospectus dated 13 April 2022, as supplemented from time to time and the 

Final Terms for any product issued have been prepared in compliance with articles 652a and 1156 of the Swiss Code of Obligations and the Listing 

Rules of the SIX Swiss Exchange in their version in force as of January 1, 2020. Consequently, the Prospectus has not been and will not be reviewed or 

approved by a Swiss review body pursuant to article 51 of the FinSA, and does not comply with the disclosure requirements applicable to a prospectus 

approved by such a review body under the FinSA.
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In any EEA Member State (other than Austria, Belgium, Czech Republic, Denmark, Finland, France, Germany, Ireland, Italy, Liechtenstein, 

Luxembourg, Malta, the Netherlands, Norway, Poland, Portugal, Spain and Sweden) that has implemented the Prospectus Regulation (EU) 

2017/1129 (together with any applicable implementing measures in any Member State, the “Prospectus Regulation”) this communication is only 

addressed to and is only directed at qualified investors in that Member State within the meaning of the Prospectus Regulation. Exclusively for 

potential investors in Austria, Belgium, Czech Republic, Denmark, Finland, France, Germany, Ireland, Italy, Liechtenstein, Luxembourg, Malta, the 

Netherlands, Norway, Poland, Portugal, Spain and Sweden the 2022 Base Prospectus (EU) is available on the Issuer’s website under www.hashdex.

com/en-EU/document-center. Final terms and key information documents relating to specific securities will be made available on the same website. 

The approval of the 2022 Base Prospectus (EU) should not be understood as an endorsement by the reviewing authority, or any authority, of the 

securities offered or admitted to trading on a regulated market. Eligible potential investors should read the 2022 Base Prospectus (EU) dated 12 

August 2022, the relevant final terms and the key information document before making an investment decision in order to fully understand the 

potential risks and rewards associated with the decision to invest in the securities. You are about to purchase a product that is not simple and may 

be difficult to understand.

For UK purposes, this document is only being distributed to and is only directed at: (i) investment professionals falling within Article 19(5) of the 

Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”); or (ii) high net worth entities, and other persons to whom 

it may lawfully be communicated, falling within Article 49(2) of the Order (all such persons together being referred to as “relevant persons”); or 

(iv) persons who fall within Article 43(2) of the Order, including existing members and creditors of the Issuer or (v) any other persons to whom this 

document can be lawfully distributed in circumstances where section 21(1) of the FSMA does not apply. The securities are only available to, and any 

invitation, offer or agreement to subscribe, purchase or otherwise acquire such securities will be engaged in only with, relevant persons. Any person 

who is not a relevant person should not act or rely on this document or any of its contents. 

It is not possible to invest directly in an index. Exposure to an asset class represented by an index is available through investable instruments based 

on that index. The Issuer makes no assurance that investment products based on the index will accurately track index performance or provide 

positive investment returns. The Issuer is not an investment advisor and makes no representation regarding the advisability of investing in any 

such investment product or other investment vehicle. A decision to invest in any such investment product or other investment vehicle should not be 

made in reliance on any of the statements set forth on this website. Prospective investors are advised to make an investment in any such product or 

other vehicle only after carefully considering the risks associated with investing in such products, as detailed in an offering memorandum or similar 

document that is prepared by or on behalf of the issuer of the investment product or other investment vehicle. The Issuer is not a tax advisor. A tax 

advisor should be consulted to evaluate the impact and consequences of making any particular investment decision. Inclusion of any assets within 

an index is not a recommendation by the Issuer to buy, sell, or hold such security, nor is it considered to be investment advice. These materials have 

been prepared solely for informational purposes based upon information generally available to the public and from sources believed to be reliable. 

No content contained in these materials(including index data, ratings, credit-related analyses and data, research, valuations, model, software or 

other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-engineered, reproduced or distributed in any form 

or by any means, or stored in a database or retrieval system, without the prior written permission of the Issuer. The Content shall not be used for any 

unlawful or unauthorized purposes. The Issuer does not guarantee the accuracy, completeness, timeliness or availability of the Content. The Issuer 

is not responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the content. The Content is provided 

on an “as is” basis The Issuer disclaims any and all express or implied warranties, including, but not limited to, any warranties of merchantability or 

fitness for a particular purpose or use, freedom from bugs, software errors or defects, that the content’s functioning will be uninterrupted or that the 

content will operate with any software or hardware configuration. In no event shall the Issuer be liable to any party for any direct, indirect, incidental, 

exemplary, compensatory, punitive, special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost 

income or lost profits and opportunity costs) in connection with any use of the Content even if advised of the possibility of such damages. Investments 

into crypto currencies and/or digital assets are subject to material and high risk including the risk of total loss. The calculated prices may not be 

achieved by investors as the calculated price is based on prices from different trading platforms. Furthermore, an investment into crypto currencies 

and/or digital assets may become illiquid depending on the trading platform or investment product used for the specific investment. Investors should 

carefully review all risk factors disclosed by the relevant trading platform or in the product documents of relevant investment products.

Charts and graphs are provided for illustrative purposes. Past performance is not an indication or guarantee of future results. The charts and graphs 

may reflect hypothetical historical performance. All information presented prior to the launch date is back-tested (simulated past performance). 

Back-tested performance is not actual performance, but is hypothetical. The back-test calculations are based on the same methodology that was in 

effect when the index(es) was officially launched. It is not possible to invest directly in any index. Prospective application of the methodology used 

to construct the index(es) as well as revisions to economic data may not result in performance commensurate with the back-test returns shown. The 

back-test period does not necessarily correspond to the entire available history of the index(es). Another limitation of using back-tested information 

is that the back-tested calculation is generally prepared with the benefit of hindsight. Back-tested data and/or information reflects the application 

of the index methodology and selection of index constituents in hindsight. No hypothetical record can completely account for the impact of financial 

risk in actual trading. For example, there are numerous factors related to the equities, fixed income, or commodities markets in general which cannot 

be, and have not been accounted for in the preparation of the index information set forth, all of which can affect actual performance. The index 

returns shown do not represent the results of actual trading of investable assets. 

Nasdaq®, Nasdaq Crypto Index (NCI) and Nasdaq Crypto Index Europe™ (NCIE™), are registered trademarks of Nasdaq, Inc. (which with its 

affiliates is referred to as the “Corporations”) and are licensed for use by Hashdex. Any products issued by Hashdex have not been passed on 

by the Corporations as to their legality or suitability. Such product(s) is (are) not issued, endorsed, sold, or promoted by the Corporations. THE 

CORPORATIONS MAKE NO WARRANTIES AND BEAR NO LIABILITY WITH RESPECT TO THE PRODUCT(S).

http://www.hashdex.com/en-EU/document-center
http://www.hashdex.com/en-EU/document-center
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#InVolWeTrust

hashdex.com

Hashdex Team


