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Introduction
When it comes to trend following, everyone loves to talk about crowded trades. However, this
concept is more challenging than it may appear. First, it is hard to determine which trades
are actually crowded. Secondly, sometimes the crowded trade is actually the most profitable,
in part because trend-following strategies seek to follow strong trends; by definition, a trend
is a crowd. Given the plethora of trends in 2020 1, we review some definitions of crowdedness
and examine which crowded trades worked and which did not for trend followers in 2020.

Measuring Crowdedness
We define crowded trades as those trades in which many investors or strategies are holding
the same thing for similar reasons. For example, in the summer of 2020 gold was labeled a
crowded trade. Anecdotally, the euro versus the U.S. dollar was also labeled a crowded trade
during that same summer. Prices for both the euro and gold kept going up, and investors
continued to buy them. Those trades were profitable as prices increased, but historically we
have seen that the challenge often happens not on the way up, but on the way down. It can
be difficult for investors when a crowded trade unwinds. Baltas (2018) discusses how different
types of trading strategies have either stabilizing or de-stabilizing effects on these trades. For
an investor, the puzzle is that sometimes crowded trades are good and sometimes crowded
trades are bad. To make it even more complicated the timing can matter as well.
Over the last few years, academics and practitioners have been discussing methods for
measuring the potential “crowdedness” of trades using some of the classic tricks. In one of
the first papers to discuss the topic, Lou and Polk (2014) define co-momentum as abnormal
return correlation among stocks commonly utilized in momentum strategies. In a review of
crowding in alternative risk premia strategies, Baltas (2018) defines a joint measure of asset
excess co-momentum he terms a co-metric. This measure looks at signed average pairwise
correlations between residual returns of assets relative to an asset class benchmark. In simple
terms, he is trying to determine crowded positions. Assets with high co-momentum are
“crowded markets” and assets with lower co-momentum are “less crowded markets.”

Measuring Co-Momentum in 2020 Trends
To analyze the impact of “crowded markets” on trend following in 2020, we utilize the
definition of the co-metric from Baltas (2018) 2. We consider a simple representative trendfollowing strategy. We then compare the performance of a strategy that is tilted to crowded
markets minus one that does not take crowdedness into account. This creates a simple “comomentum trend factor,” which indicates whether trends were more profitable in crowded
markets or less crowded markets. Figure 1 plots the performance of the co-momentum factor
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For this purpose, the four asset class benchmarks we use are the MSCI World Index, the JPM
Government Bond Index, the U.S. Dollar Index, and the GSCI Index.
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in 2020. We note that, in relative terms, crowded trends in aggregate fared better in Q1 and
worse in Q4. To better examine what may be driving this difference in returns, we drill down
by asset class in Figure 2, which plots the performance of the co-momentum factor by asset
class.

Co-Momentum Factor in 2020
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Figure 1. The Co-Momentum Trend Factor in 2020. This factor is the difference between a representative
trend-following system that is tilted to crowded trends (as measured by the Baltas 2018 co-metric) and
the same trend-following system without a tilt to crowded trend markets. The four asset class
benchmarks are the MSCI World Index, the JPM Government Bond Index, the U.S. Dollar Index, and
the GSCI Index. Past performance is not necessarily indicative of future results. Source: Bloomberg,
AlphaSimplex.

Co-Momentum Factor by Asset Class in 2020
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Figure 2. The Co-Momentum Trend Factor in 2020 by asset class. This factor is the difference between
a representative trend-following system that is tilted to crowded trends (as measured by the Baltas
2018 co-metric) and the same trend-following system without a tilt to crowded trend markets. The four
asset class benchmarks are the MSCI World Index, the JPM Government Bond Index, the U.S. Dollar
Index, and the GSCI Index. Past performance is not necessarily indicative of future results. Source:
Bloomberg, AlphaSimplex.
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From Figure 2, equity markets and commodity markets seemed to be the most impacted by
crowding in trends in 2020. Intuitively, this makes sense. Despite big moves in Q1, the bond
market remained relatively range-bound over the year. Currencies moved back and forth
throughout the year based on changing themes, which contributed to noise relative to the
U.S. dollar. In equity markets, by contrast, crowded trends seemed to be a safe haven in Q1
as investors moved together in reaction to the COVID-19 crisis. In Q4, on the other hand,
crowded trends seemed to underperform. Commodities experienced the opposite pattern.
Crowded trends underperformed in Q1 and outperformed in Q4, with commodity trends
providing gains in both quarters.
To examine this further, the next figures and tables plot the co-momentum factors for equities
and commodities. Figure 3 and Table 1 plot the performance of the equity co-momentum
factor in each quarter and list the corresponding equity markets ranked by their average comomentum scores for each quarter. For simplicity, we label equity markets by their
geographical region. From Table 1, we see that European markets were more crowded in Q1
than U.S. markets as we entered the COVID-19 crisis. In the latter half of the year, U.S.
markets had more crowded trends, which were less successful than Emerging Market and
International Developed Market trends.

Co-Momentum Factor: Equities
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Figure 3. The Co-Momentum Trend Factor in 2020 for equity markets. Past performance is not
necessarily indicative of future results. Source: Bloomberg, AlphaSimplex.
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Co-Momentum Scores: Equities by Market
More Co-Momentum

Q1

Q2

Q4

FTSE MIB (Italy)

CAC 40 (France)

S&P 500 (U.S.)

S&P MidCap 400 (U.S.)

DAX (Germany)

FTSE MIB (Italy)

S&P TSX 60 (Canada)

Russell 2000 (U.S.)

DJ EURO STOXX 50
(Europe)

DAX (Germany)

IBEX 35 (Spain)

S&P 500 (U.S.)

IBEX 35 (Spain)

DJ EURO STOXX 50
(Europe)

DJIA (U.S.)

DJIA (U.S.)

Nikkei 225 (Japan)

IBEX 35 (Spain)

S&P MidCap 400 (U.S.)

CAC 40 (France)

OMXS 30 (Sweden)

Hang Seng China
Enterprises

CAC 40 (France)

IBEX 35 (Spain)

TOPIX (Japan)

Hang Seng (Hong Kong)

MSCI Singapore
(Singapore)

FTSE MIB (Italy)

CAC 40 (France)

AEX (The Netherlands)

Russell 2000 (U.S.)

DJ EURO STOXX 50
(Europe)

MSCI EAFE

Nikkei 225 (Japan)

NASDAQ 100 (U.S.)

S&P TSX 60 (Canada)

AEX (The Netherlands)

TOPIX (Japan)

SPI 200 (Australia)

FTSE 100 (U.K.)

MSCI EAFE

Hang Seng (Hong Kong)

Hang Seng (Hong Kong)

FTSE JSE Top 40 (South
Africa)

FTSE 100 (U.K.)

MSCI Singapore
(Singapore)

Hang Seng (Hong Kong)

Russell 2000 (U.S.)

Hang Seng China
Enterprises

MSCI EAFE

SPI 200 (Australia)

OMXS 30 (Sweden)

MSCI Emerging Markets

Hang Seng China
Enterprises

FTSE 100 (U.K.)

MSCI Singapore
(Singapore)

China A50 (China)

DAX (Germany)

MSCI Emerging Markets

MSCI Emerging Markets

OMXS 30 (Sweden)

SPI 200 (Australia)

MSCI Singapore
(Singapore)

FTSE 100 (U.K.)

FTSE MIB (Italy)

MSCI Emerging Markets

S&P TSX 60 (Canada)

China A50 (China)

MSCI EAFE

OMXS 30 (Sweden)

MSCI Taiwan (Taiwan)

MSCI Taiwan (Taiwan)

DJ EURO STOXX 50
(Europe)

AEX (The Netherlands)

China A50 (China)

NASDAQ 100 (U.S.)

DAX (Germany)

FTSE JSE Top 40 (South
Africa)

Russell 2000 (U.S.)

S&P 500 (U.S.)

FTSE JSE Top 40 (South
Africa)

NASDAQ 100 (U.S.)

NASDAQ 100 (U.S.)

S&P MidCap 400 (U.S.)

MSCI Taiwan (Taiwan)

China A50 (China)

S&P MidCap 400 (U.S.)

SPI 200 (Australia)

AEX (The Netherlands)

MSCI Taiwan (Taiwan)

S&P 500 (U.S.)

S&P TSX 60 (Canada)

Nikkei 225 (Japan)

TOPIX (Japan)

DJIA (U.S.)

DJIA (U.S.)

TOPIX (Japan)

Nikkei 225 (Japan)

FTSE JSE Top 40 (South
Africa)
Hang Seng China
Enterprises

Less Co-Momentum

Q3

Legend:

U.S.

Emerging Markets

International Developed

Table 1. The Co-Momentum Trend Scores in 2020 for equity markets, ranked by their average comomentum scores for each quarter. Past performance is not necessarily indicative of future results.
Source: Bloomberg, AlphaSimplex.
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Figure 4 and Table 2 plot the performance of the commodity co-momentum factor in each
quarter and list the corresponding commodity markets ranked by their average co-momentum
scores for each quarter. For simplicity, we label commodity markets by their sub-class
groupings. From Table 2, we see that in commodity markets, agricultural commodities
remained somewhat crowded in 2020, with the soy complex leading the pack in the second
half of the year. Energies remained less crowded, so tilting away from energy markets seemed
to be a detractor in Q1 but may have been positive later in the year.

Co-Momentum Factor: Commodities
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Figure 4. The Co-Momentum Trend Factor in 2020 for commodity markets. Past performance is not
necessarily indicative of future results. Source: Bloomberg, AlphaSimplex.
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Co-Momentum Scores: Commodities by Market

Less Co-Momentum

More Co-Momentum

Q1

Q2

Q3

Q4

Cotton

Soybeans

Lean Hogs

Corn

Copper (LME)

Sugar

Soybeans

Soybeans

Copper (CMX)

Zinc

Soymeal

Soymeal

Nickel

Copper (CMX)

Soyoil

Soyoil

Cocoa

Cocoa

Natural Gas

Natural Gas

Platinum

Soymeal

Nickel

Gasoline

Soyoil

Lean Hogs

Gold

Palladium

Soybeans

Platinum

Aluminum

Platinum

Live Cattle

Copper (LME)

Wheat

Nickel

Wheat

Gold

Palladium

Brent Crude Oil

Gasoline

Nickel

Live Cattle

Crude Oil

Aluminum

Soyoil

Cotton

Aluminum

Coffee

Silver

Platinum

Lean Hogs

Natural Gas

Aluminum

Coffee

Live Cattle

Palladium

Live Cattle

Cocoa

Gold

Sugar

Wheat

Sugar

Coffee

Zinc

Gas Oil

Silver

Silver

Gas Oil

Cotton

Gasoline

Copper (CMX)

Corn

Natural Gas

Brent Crude Oil

Cocoa

Heating Oil

Palladium

Zinc

Sugar

Brent Crude Oil

Coffee

Copper (LME)

Heating Oil

Lean Hogs

Corn

Copper (CMX)

Gas Oil

Soymeal

Heating Oil

Heating Oil

Wheat

Gold

Gasoline

Crude Oil

Cotton

Crude Oil

Brent Crude Oil

Gas Oil

Copper (LME)

Silver

Crude Oil

Corn

Zinc

Legend:

Agricultural and Livestock

Base Metals

Precious Metals

Energies

Table 2. The Co-Momentum Trend Scores in 2020 for commodity markets, ranked by their average comomentum scores for each quarter. Past performance is not necessarily indicative of future results.
Source: Bloomberg, AlphaSimplex.
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Summary
To follow the trend is to be part of the crowd. When trend-following markets move together
there is both opportunity for gain and opportunity for pain. A closer look at which markets
were crowded in 2020 demonstrates that the crowded trends in equities in Q1 were actually
not the most painful. Later in the year, crowded trends in commodities worked while crowded
trends in equities and bonds were negative. The bottom line is that it is hard to disentangle a
good crowd from a good trend or a bad crowd from a bad trend.
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