
Journal of Financial Econom
ic Policy

Momentum strategies in times of Economic Policy 
Uncertainty

Journal: Journal of Financial Economic Policy

Manuscript ID JFEP-10-2019-0198

Manuscript Type: Full Length Paper 

JEL Classifications:
Asset Pricing, Behavioral Economics, Econometric and Statistical 
Methods, Financial Markets and the Macroeconomy, Investment 
Decisions, Political Economy

 

Journal of Financial Economic Policy



Journal of Financial Econom
ic Policy

Momentum strategies in times of Economic Policy Uncertainty

Abstract

Purpose - This paper evaluates the influence of Economic Policy Uncertainty (EPU) on the 

momentum effect, analysing its influence depending on the economic cycle and in different 

quantiles.

Design/methodology/approach - To determine the influence of EPU in the momentum effect 

taking into account the economic cycle and the level of the quantile, Linear Regression and 

Quantile Regression have been applied for the period from January 2, 1985 to April 30, 2019 

for the United States stock market.

Findings - It is shown that an increased feeling of insecurity associated with EPU reduces the 

momentum effect, especially in times of recession. Distinguishing by quantiles, an asymmetry 

in the impact of EPU in the momentum effect is discovered, finding that EPU reduces 

(increases) the profits of momentum strategies in the lowest (highest) quantiles. In the highest 

quantiles, an investor can obtain higher extraordinary returns with this strategy. For example, in 

the highest quantile, a one-point increase in the EPU levels would have increased the daily 

profitability by 12.7 basis points. These findings have important implications for investors and 

policy makers.

Originality/value - This is the first paper that evaluates the influence of EPU on the momentum 

effect by conducting an analysis based on the economic cycle and different quantiles, 

demonstrating how these factors are relevant in the influence of this uncertainty in the 

momentum anomaly.

Keywords Economic Policy Uncertainty, Momentum, Economic Cycle, Quantile Regression, 

Behavioural Finance. 

JEL Classification G41, E44, C31.

Paper type Research paper

Introduction 

Economic Policy Uncertainty (EPU) has aroused great interest in literature since the global 

financial crisis of 2008, which highlighted the importance of the uncertainty generated 

regarding tax, expenditure and monetary policies for economic recovery. Thus, for example, the 
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Federal Open Market Committee (2009) and the International Monetary Fund (2012, 2013) 

suggested that these uncertainties contributed to the strong economic decline during the global 

financial crisis of 2008, as well as its slow subsequent recovery (Baker et al., 2016).

 Uncertainty about the future has shown real implications for the behaviour of economic 

agents (Brogaard and Detzel, 2015). Since Keynes (1936) proposed that uncertainty could be a 

key element in the economy, several economists have focused on the investigation of the impact 

of this situation (Friedman, 1968; Bernanke, 1983). Along these lines, information uncertainty 

has proven to be a determining factor in the inefficiency of the equilibrium theory in financial 

markets, with the momentum effect identified by Jegadeesh and Titman (1993), being 

considered the most robust and best known anomaly in the financial literature (Gu et al., 2019). 

Although the importance of the EPU study is reflected in the number of works that have 

related this uncertainty to various economic and financial fundamentals (Bernanke, 1983; Baker 

et al., 2016; Bhagat et al., 2016), few studies have related this uncertainty with the momentum 

effect.

The aim of this research is to respond to the gap found in the literature. Although 

studies such as those by Gu et al. (2019) have investigated the possible influence of EPU on the 

profits generated by momentum strategies, the role of the economic cycle and the use of 

different quantiles in this relationship have not been assessed. This study is the first work that in 

addition to determining whether or not there is an influence of EPU on the momentum effect, 

analyses this influence based on the economic cycle and different quantiles.

To study the impact of EPU on the momentum effect, the effect of US EPU has been 

studied, measured by the news-based index on the news by Baker et al. (2016), on the 

momentum effect recorded in six value-weight portfolios formed by the size and profits of the 

last 2 to 12 months, using NYSE, AMEX and NASDAQ stocks. 

By applying Linear Regression and Quantile Regression Models to a sample of daily 

data that covers from January 2, 1985 to April 30, 2019, it is found that the feeling of insecurity 

generated by EPU has a negative impact on the momentum effect, especially significant in times 

of recession. By analysing the influence of EPU on the momentum effect in different quantiles, 
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an asymmetry in the impact of EPU on this anomaly is discovered. It is found that EPU reduces 

the profitability of momentum strategies in the lowest quantiles, while increasing the profits of 

these strategies in the highest quantiles. Thus, when the profits generated by this anomaly are 

higher, investors can obtain higher extraordinary returns with these types of strategies, 

increasing their daily profitability by 12.7 basis points for each point of increase in EPU.

These findings, in addition to demonstrating the influence of feelings on investment 

decision making, are useful both to investors and to economic policy makers.

From this point, the work is structured as follows:

In the second section, the theoretical framework that involves the research is addressed. 

The third section explains the data used for the study. The fourth section provides the 

methodology used. The results obtained are presented and explained in the fifth section. And 

finally, the sixth section shows the conclusions obtained from the study.

Theoretical Framework

The equilibrium theory in financial markets suggests that competition between rational investors 

will lead to asset prices matching their fundamental value. However, continuous anomalies 

detected in financial markets are promoting the emergence of new theories framed within the 

area known as Behavioural Finance.

  Among the existing anomalies, the momentum effect identified by Jegadeesh and 

Titman (1993) represents one of the most important challenges for the equilibrium theory in 

financial markets. Jegadeesh and Titman (1993) demonstrate that those stocks with high returns 

in the last 3 to 12 months (winners) have abnormally higher returns over the following 3 to 12 

months than those stocks that had low returns in that period (losers). This finding motivated the 

generation of commercial strategies focused on buying winning stocks and selling losing stocks 

to obtain significant positive returns in the coming months.

Based on the contribution by Jegadeesh and Titman (1993), various studies have tried to 

explain this anomaly based on the theories that defend the efficiency of markets and on 

behavioural theories.
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From the perspective of an efficient market, where returns are fully explained by the 

profitability-risk binomial, various studies have correlated the state of the economy, especially 

the economic cycle, with the momentum effect. Chordia and Shivakumar (2002) show how the 

profits of momentum strategies can be explained by various delayed macroeconomic variables, 

finding that the profits of momentum strategies disappear once stock returns are adjusted by 

their expectancy based on these macroeconomic variables. Garcia-Feijoo et al. (2018) find a 

relationship between the momentum effect and the financing environment, specifically, they 

show that recent past winners perform better than recent past losers only when funding is 

restricted. Other explanations of the momentum effect have revolved around market volatility 

(Wang and Xu, 2015), the illiquidity of the market (Avramov et al., 2015) and the dispersion of 

returns (Stivers y Sun, 2010).

     Focusing attention on the behavioural side, a broad literature on psychology defends 

that people's current feeling affects their judgment about future events (Antoniou et al., 2013), 

showing evidence that people with positive feelings have positive judgments about the future, 

while people with negative feelings show negative judgments (Bower, 1981, 1991; Wright and 

Bower, 1992). Antoniou et al. (2013) argue that “news observers” have a more negative reaction 

when they receive information that contradicts their feeling due to cognitive dissonance 

(Festinger, 1957). In this way, these authors consider that bad news regarding losing stocks will 

spread slowly when the feeling is optimistic, as well as good news regarding winning stocks 

when the feeling is pessimistic, giving rise to the momentum effect. In turn, an insufficient 

reaction to information is a broadly defended explanation of the momentum effect. It is argued 

that, as a general rule, investors do not react significantly to new information and take time to 

update their previous beliefs (Cheema and Nartea, 2014), which causes a delay in the 

incorporation of information to prices, resulting in the momentum effect (Chan et al., 1996; 

Barberis et al., 1998; Daniel et al., 1998). The exaggerated reaction has also been studied as a 

possible explanation for this phenomenon, for example, De Bondt and Thaler (1985) state that 

the average profitability observed in longer horizons is consistent with the hypothesis of 

excessive reaction to new information, which when corrected, generates a reversal of long-term 
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stock prices. Along the same lines, Daniel et al. (1998) show in their two-phase model how 

investors overreact to private information and insufficiently to public information. In their first 

phase of overreaction they defend that on average, new public information causes an increase in 

investor confidence, triggering an exaggerated reaction to private information, which causes the 

momentum effect. However, in the second phase of correction, the momentum effect is 

attributed to  a lack of reaction to public information. Following this line, Hirshleifer (2001) and 

Daniel et al. (2002) determine that psychological biases increase with information uncertainty, 

leading to greater price inefficiencies.

Information uncertainty has proven to be a determining factor in the inefficiency of the 

equilibrium theory in financial markets. In situations of uncertainty, investors tend to take 

mental shortcuts that allow them to obtain judgments regarding different assets (Dow, 2010). 

Along these lines, several papers have documented that the uncertainty regarding social, 

political or economic conditions influences the feeling of investors considerably (Knight, 1921; 

Price y Tewksbury, 1997; Shiller, 2005). 

Since the 2008 financial crisis, EPU has received special attention by being materialized 

in many works that have related this uncertainty to several economic and financial fundamentals 

such as business investment (Julio and Yook, 2012; Baker et al., 2016; Wang et al., 2014), 

economic growth (Bachman et al., 2013; Bhagat et al., 2016), exchange rate expectations 

(Beckmann and Czudaj, 2016) and stock markets (Ozoguz, 2009; Pastor and Veronesi , 2012; 

Adjei and Adjei, 2017), among other issues.

 An issue that arises is whether EPU can have significant impacts on the momentum 

effect. Works such as Addoum and Kumar (2016) propose future research to examine the 

influence of the political climate on the profits generated by momentum strategies, suggesting 

that a significant portion of those profits could be associated with political interest. Along these 

lines, following Lou (2012) in his proposal of the mechanism based on the flow of funds to 

understand the momentum effect, and Starks and Sun (2016), who show that investors' learning 

about fund performance signals weakens when EPU increases, Gu et al (2019) argue that the 

performance-chasing mutual fund flows can lead to winning stocks exceeding losing stocks 
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only in the state of low EPU, leading to significant profits from the momentum effect. Under 

this assumption, these authors found that EPU predicts the profits of the momentum effect 

negatively. The aim of this paper is to take another step and investigate not only if EPU 

influences or does not influence the momentum effect and in what sense, but it also seeks to 

evaluate its effect depending on the economic cycle and in different quantiles.

 Assuming that the lack of changes in current economic policies, the disagreement in 

these changes, or even the moderate speed of making policies can influence investors by 

producing a feeling of insecurity due to the effect of those policies in the economy, EPU should 

have tangible effects on the behaviour of economic agents (Bernanke, 1983) as it influences 

future expectations. Derived from this, EPU should reduce investor confidence in their future 

profit expectations, reducing the purchase of winning stocks.

By taking into account the economic cycle, several authors defend a greater influence of 

EPU in times of recession (Pastor and Veronesi, 2012; Baker et al., 2016; Adjei and Adjei, 

2017). Based on the previous assumption, we consider the economic cycle an important factor 

in the influence of EPU on investor confidence levels. During economic contractions, economic 

policy makers are more pressured to stimulate the economy, and investors are more sensitive to 

their doubts (Adjei and Adjei, 2017), so the impact of EPU on the momentum effect should be 

greater in times of recession.

Following works like those by Mensi et al. (2014), Guo et al. (2018) and Balcilar et al. 

(2019), it is interesting not only to know the influence of EPU on the momentum effect in its 

conditional mean, but also in the different quantiles of its distribution. Studies framed within the 

area of behavioural finance, associate the investor´s feeling with the existence of anomalies in 

stock markets. In this line, Antoniou et al. (2013) argue that the momentum effect is stronger 

when the investor's feeling is high, associating that result with the slow spread of news during 

periods of high sentiment. Based on what was found by Antoniou et al. (2013), it would be 

expected that when the sentiment is high for investors not to react significantly to news related 

to EPU, causing an increase in the momentum effect.
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Based on the above, this work contributes to the existing literature by studying in depth 

the impact of EPU on the momentum effect. Thus, not only will it try to determine whether or 

not there is such an impact, but, in addition, this relationship will be analysed according to the 

economic cycle and different quantiles.

Data

To analyse the influence of EPU on the momentum effect, a sample of daily data was collected 

for the period from January 2, 1985 to April 30, 2019.

As a measure of EPU, the daily US EPU index based on news from Baker et al. (2016) 

was chosen, which is available on the “Economic Policy Uncertainty” web platform  

(http://www.policyuncertainty.com). This index is constructed based on the number of 

newspaper articles in the United States that contain at least the following combination of terms: 

“economy” or “economic”; “uncertain” or “uncertainty”; and “legislation”, “deficit”, 

“regulation”, “Congress”, “Federal Reserve”, or “White House”. 

For the momentum effect, the momentum measure of Fama and French (2008) was 

taken, which is available on the Kenneth R. French - Data Library web platform 

(https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html). This measure uses 

the NYSE, AMEX and NASDAQ stocks and is based on six value-weight portfolios formed by 

the size and profits in the last 2 to 12 months. The portfolios, which are formed daily, are the 

intersections of 2 portfolios formed by size (market value) and 3 portfolios formed by the profits 

in the last 2 to 12 months. Thus, these authors construct the momentum effect measure as the 

average performance of the two highest past performance portfolios minus the average 

performance of the two lowest past performance portfolios as shown:

(1)𝑀𝑜𝑚 = 1 2(𝑆𝑚𝑎𝑙𝑙 𝐻𝑖𝑔ℎ + 𝐵𝑖𝑔 𝐻𝑖𝑔ℎ) ― 1 2(𝑆𝑚𝑎𝑙𝑙 𝐿𝑜𝑤 + 𝐵𝑖𝑔 𝐿𝑜𝑤)

Where Mom represents the momentum effect, Small High the profitability of the small sized 

portfolio with a high past performance, Big High the profitability of the big sized portfolio with 

a low past performance, Small Low the profitability of the small sized portfolio with a low past 
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performance and Big Low the profitability of the big sized portfolio with a low past 

performance.

Due to the influence shown of the three-factor model of Fama and French (1992) on 

stock returns, the three factors of this model have been taken as control variables, following 

Chema et al. (2014), Zhang et al. (2006), Chen et al. (2019), Gu et al. (2019), among others. The 

three factors used are: value weighted market return (MKT), the difference between the 

performance of high and low value stocks (HML) and the difference between the performance 

of small and big sized stocks (SMB).

This paper has taken the economic cycle into account to evaluate the behaviour of the 

momentum effect when faced with EPU. In this sense, a distinction is made between periods of 

recession and expansion by determining the resulting economic periods following the National 

Bareau of Economic Research  (http://www.nber.org/).

The descriptive statistics of the variables used in the study can be found in Table I. 

Panel A shows the mean, standard deviation and the coefficient of variation of the variables 

studied in the entire sample and by economic cycle, as well as the result of the difference of 

means t-test. It is observed how although there are no significant differences, on average, the 

means of Mom, MKT and HML, are higher during periods of expansion. However, EPU and 

SMB are higher during periods of recession than of expansion, with the difference being 

significant in EPU with a confidence higher than 99%. Regarding the dispersion of the 

variables, it is found that Mom, MKT and HML have a greater dispersion during periods of 

recession, compared to EPU and SMB than they do during periods of expansion.

The distribution measures are shown in Panel B: Median, asymmetry and excess 

kurtosis. The asymmetry and kurtosis coefficients reveal that the variables are biased, especially 

EPU, and have a leptokurtic distribution. These data show that the distributions of these 

variables are not normal, so they provide a good motivation to apply a quantile-based approach 

to adapt to extreme values.

[Table I near here]
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Table II shows the bivariate correlations of the variables under study. It is observed how 

Mom is inversely correlated with EPU, MKT and HML, and SMB, being the significance level 

greater than 1% in all cases. The negative correlation between Mom and HML confirms the 

result obtained by Asness et al. (2013), that demonstrate that value and the momentum effect are 

negatively correlated. Regarding EPU, it is found that it is correlated, apart from with Mom, 

positively with MKT and HML, and negatively with SMB, being only the last correlation 

significant with a 1% significance.

[Table II near here]

Methodology

The methodology proposed in this work to evaluate the influence of EPU on the momentum 

effect has been: Linear Regression with Ordinary Least Squares to study the influence of EPU 

on the conditional expectation of the momentum effect, and Quantile Regression to study the 

influence of EPU on the different quantiles of the momentum effect.

To evaluate the influence of the entire EPU sample on the momentum effect, the 

following linear regression models have been proposed:

(2)𝑀𝑜𝑚𝑡 = 𝛼 + 𝛽𝐸𝑃𝑈𝑡 + 𝜀𝑡

(3)𝑀𝑜𝑚𝑡 = 𝛼 + 𝛽1𝐸𝑃𝑈𝑡 + 𝛽2𝑀𝐾𝑇𝑡 + 𝛽3𝑆𝑀𝐵𝑡 + 𝛽4𝐻𝑀𝐿𝑡 + 𝜀𝑡

Where  represents the momentum effect in period t,  EPU in period t,  value-𝑀𝑜𝑚𝑡 𝐸𝑃𝑈𝑡 𝑀𝐾𝑇𝑡

weighted market performance in period t,  the difference between the performance of 𝑆𝑀𝐵𝑡

small and big sized stocks in period t,   the difference between the performance of high 𝐻𝑀𝐿𝑡

and low value stocks in period t,  and  the model error in period t.𝜀𝑡

 What has been extracted from the descriptive analysis shows how the variables studied 

are not normal, which suggests that it is suitable to apply a quantile-based approach, so the 

application of Quantile Regression was considered. The Quantile Regression was used to model 

the dependence of financial variables and to examine the structure and degree of dependence by 
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various authors (Baur, 2013; Mensi et al., 2014; Balcilar et al., 2019). One of the advantages of 

this method is that its estimates are more robust in the presence of extreme values in response 

measurements than those of Linear Regression with Least Squares (Koenker, 2005). The 

proposed Quantile Regression models were the following:

(4)𝑀𝑜𝑚𝑡 = 𝛼𝜏 + 𝛽𝜏𝐸𝑃𝑈𝑡 + 𝜀𝑡,𝜏

(5)𝑀𝑜𝑚𝑡 = 𝛼𝜏 + 𝛽1,𝜏𝐸𝑃𝑈𝑡 + 𝛽2,𝜏𝑀𝐾𝑇𝑡 + 𝛽3,𝜏𝑆𝑀𝐵𝑡 + 𝛽4,𝜏𝐻𝑀𝐿𝑡 + 𝜀𝑡,𝜏

Being  the quantile whose value will be between 0 and 1. In the study, the quantiles 0.1, 0.2, 𝜏

0.3, 0.4, 0.5, 0.6, 0.7, 0.8 and 0.9 will be taken.

Results

This section presents the results obtained when studying the influence of EPU on the 

momentum effect depending on the economic cycle by applying Linear Regression and Quantile 

Regression.

Table III shows the results obtained by applying the two proposed models of Linear Regression 

throughout the sample. It can be seen how by analysing the relationship of EPU and the 

momentum effect independently, this uncertainty negatively influences the momentum effect 

with a significance level of less than 1%. In addition, by controlling the factors of the 3-factor 

model of Fama and French, it is found that EPU continues to have a negative influence on the 

momentum effect, with all the independent variables being significant in the model except for 

SMB. This result demonstrates that the insecurity associated with an increase in EPU affects 

investors in their investment decision making and reduces the momentum effect. Likewise, this 

result is in agreement with the findings obtained by Gu et al. (2019).

[Table III near here]

Distinguishing by economic cycle, Table IV shows the results obtained by applying the 

two proposed models of Linear Regression. When separating the sample by periods of recession 

and expansion, it is found that EPU only has a significant negative influence on the momentum 
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effect during periods of recession, which is maintained in the two models proposed, with a 

significance level of less than 5%. At the same time, when considering , it is observed how 𝑅2

during periods of recession the uncertainty generated by economic policy makers together with 

the three factors of the Fama and French model achieve to explain about 60% of the momentum 

effect. This finding shows how, in general terms, EPU only reduces the momentum effect in 

times of recession. In this line, no work has been found to date that has evaluated this aspect. 

This result demonstrates how EPU has a greater influence on confidence levels in times of 

recession (Pastor and Veronesi, 2012; Baker et al., 2016; Adjei y Adjei, 2017). 

[Table IV near here]

Table V shows the results obtained by analysing the individual influence of EPU on the 

momentum effect by applying Quantile Regression. Taking the entire sample, an asymmetry of 

the influence of EPU on the momentum effect is observed. It is found that EPU has a significant 

negative influence in the lowest quantiles (0.1, 0.2 and 0.3). However, in the highest quantiles 

(0.8 and 0.9), there is a significant positive influence. Based on these results, when this market 

anomaly generates higher returns, EPU has a positive impact and increases its profits, 

specifically, it is observed that in quantile 0.9, the investor can increase daily profitability by 

12.7 basis points for each point of EPU increase. This finding can be associated with the 

investor's sentiment in the line of Antoniou et al. (2013), so when the investor's feeling is 

greater, investors do not react significantly to new pieces of news related to EPU, causing an 

increase in the momentum effect.

  Considering the influence of EPU on the momentum effect in different quantiles 

distinguishing by economic cycle, it is observed that during periods of recession, in all 

quantiles, the influence of EPU on the momentum effect is higher. The significant negative 

impact of EPU on the profits of momentum strategies remains in the lowest quantiles (0.1, 0.2, 

0.3, 0.4), throughout the sample and is extended to quantile 0.5 in times of recession. However, 

in this context, no significant positive influence is found in the highest quantiles. Focusing on 

periods of expansion, the significant negative influence in the lowest quantiles still exists, 

although only in quantiles 0.1, 0.2 and 0.3, but, unlike during periods of recession, in this 
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context, a significant positive influence is found in the highest quantile (0.9). These results show 

that during periods of expansion, optimism is more reflected in financial markets than 

pessimism according to Chung et al. (2012).

[Table V near here]

 Table VI shows the influence of EPU on the momentum effect with Quantile 

Regression controlling the factors of the three-factor model of Fama and French. As in Table V, 

it is observed that in the lowest quantiles of the momentum effect, EPU has a negative impact 

on this anomaly, and a positive impact on the highest quantiles. When controlling the Fama and 

French factors, the significant negative impact of EPU on the profits of momentum strategies 

during periods of recession remains up to 0.8. In turn, the significant positive impact of EPU on 

the profits generated by momentum strategies is extended, increasing this anomaly in quantiles 

0.7, 0.8 and 0.9 during periods of expansion. These results are robust with the results obtained 

without controlling these factors, finding that the influence of EPU on the momentum effect is 

asymmetric and stronger in times of recession.

[Table VI near here]

Conclusions

The momentum effect identified by Jegadeesh and Titman (1993) has represented one of the 

most important challenges for the equilibrium theory in financial markets, finding in various 

studies that information uncertainty could be a relevant factor in generating this anomaly 

(Daniel et al., 1998, 2002; Hirshleifer, 2001). 

This paper contributes to the current literature by studying further the impact of EPU on 

the momentum effect in the United States. This is the first investigation that in addition to 

determining whether or not there is an influence of EPU on the momentum effect and in what 

sense, analyses this influence based on the economic cycle and different quantiles. It has been 

assumed that the uncertainty generated by economic policy makers can influence investors by 

generating a feeling of insecurity and affect their future expectations, reducing their confidence 

and reducing the momentum effect.
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By applying linear regressions on a sample that goes from January 2, 1985 until 

December 30, 2019, it is found that EPU negatively influences the momentum effect in the 

entire sample. This demonstrates that uncertainty regarding economic policies influences 

investors' future expectations, reducing their confidence in future earnings, and thus reducing 

the momentum effect. When differentiating by economic cycle, it was found that EPU, in 

general terms, only has a significant negative influence on the profits generated by momentum 

strategies during periods of recession. Therefore, EPU further reduces investor confidence in 

their expectations in times of recession, and therefore causes a more significant reduction in the 

momentum effect in these periods.

In turn, in this work we wanted to study further the influence of EPU on the momentum effect 

in different quantiles of its distribution. When applying Quantile Regression, an asymmetry in 

the influence of EPU on the momentum effect was found. By considering the entire sample, it is 

observed how EPU has a negative impact on the momentum effect in the lowest quantiles, but 

on the other hand, in the highest quantiles the influence is positive. When differentiating by 

economic cycle, it is found that the impact of EPU on the momentum effect is greater in times 

of recession, especially in the lowest quantiles. However, only in the entire sample and during 

periods of expansion is the positive influence in the highest quantiles significant. Thus, when 

the returns generated by this anomaly are higher, investors can obtain higher extraordinary 

returns with these types of strategies, increasing their daily profitability by 12.7 basis points for 

each point of increase in EPU.

       The findings of this research demonstrate the influence of the feeling of insecurity 

associated with EPU on the momentum effect, being in line with the research proposal of 

Addoum and Kumar (2016). In turn, these findings have significant implications, both for 

investors and for economic policy makers. The results obtained allow investors to increase their 

predictability capacity and make a better use of momentum strategies taking EPU into account. 

In addition, it is shown how the influence of EPU on the momentum effect is stronger in times 

of recession, suggesting that in this context, investors react to a lesser extent to new 

information, increasing price inefficiencies (Daniel et al., 1998, 2002; Hirshleifer, 2001; 
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Cheema and Nartea, 2014). Therefore, during periods of recession, economic policy makers 

should concentrate more efforts to take measures that facilitate the dissemination of information 

(eg. to reduce the restrictions associated with short sales, to increase the levels of business 

information).

This study is expected to motivate future research on how EPU influences the 

momentum effect and other anomalies associated with the inefficiency of the theory of 

equilibrium in financial markets.
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Table I. Descriptive statistics of the variables. Period 02/01/1985-30/04/2019.
PANEL A

Full Sample

N=8652

Recession

N=710

Expansion

N=7942
Variable

Mean
Std. 

Dev.
C.V. Mean

Std. 

Dev.
C.V. Mean

Std. 

Dev.
C.V.

T-test 

Difference 

of means (p 

value)

Mom 0.0265 0.7996 30.172 -0.0371 1.7551 47.327 0.0322 0.6490 20.163 0.296

EPU 96.374 66.190 0.6868 140.79 89.911 0.6386 92.403 62.121 0.6723 0.000***

MKT 0.0224 1.0922 48.801 -0.0508 1.9547 38.458 0.0289 0.9787 33.835 0.283

SMB -0.0003 0.5879 2231.1 0.0200 0.7837 39.186 -0.0021 0.5672 273.34 0.463

HML 0.0089 0.5668 63.445 -0.0123 1.1270 91.555 0.0108 0.4863 44.894 0.588

PANEL B

Full Sample

N=8652

Recession

N=710

Expansion

N=7942
Variable

Median Assym. 
Exc. 

Kurtosis
Median Assym. 

Exc. 

Kurtosis
Median Assym. 

Exc. 

Kurtosis

Mom 0.0600 -0.9315 12.755 0.1500 -0.5968 2.8189 0.0600 -0.6793 8.3793

EPU 79.645 2.0517 7.6300 119.60 2.1791 7.8904 77.150 1.8725 5.8362

MKT 0.0530 -0.6479 15.829 -0.0160 0.0894 4.7536 0.05800 -0.9845 17.844

SMB 0.0100 -0.9958 22.573 0.0600 -0.2174 3.6698 0.0100 -1.1659 26.989

HML 0.0000 0.4358 9.3601 -0.0400 0.4797 3.6601 0.0000 0.2699 4.7944

Note: *** Indicates significance level lower than 1%.
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Table II. Matrix of correlations of the variables. Period 02/01/1985-30/04/2019.
Variable MOM EPU MKT SMB HML

MOM 1
-0.0287

(0.008***)

-0.1567

(0.000***)

0.0576

(0.000***)

-0.3342

(0.000***)

EPU 1
0.0107

(0.322)

-0.0277

(0.010**)

0.0082

(0.448)

MKT 1
-0.0835

(0.000***)

-0.1214

(0.000***)

SMB 1
-0.1155

(0.000***)

HML 1

Note: *** Indicates significance level lower than 1%.
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Table III. Estimates of the influence of EPU on the momentum effect with Linear Regression 

with Ordinary Least Squares for the period 02/01/1985-30/04/2019. 
𝑀𝑜𝑚𝑡 = 𝛼 + 𝛽𝐸𝑃𝑈𝑡 + 𝜀𝑡 𝑀𝑜𝑚𝑡 = 𝛼 + 𝛽1𝐸𝑃𝑈𝑡 + 𝛽2𝑀𝐾𝑇𝑡 + 𝛽3𝑆𝑀𝐵𝑡 + 𝛽4𝐻𝑀𝐿𝑡 + 𝜀𝑡

Variable
Coefficient Std. Dev.  t Statistic Value p Coefficient Std. Dev. t Statistic Value p

Const 0.05993 0.01518 3.948 <0.0001*** 0.06188 0.01399 4.422 <0.0001***

EPU −0.00035 0.00013 −2.672 0.0076*** −0.00029 0.00012 −2.391 0.0168***

MKT −0.14647 0.00734 −19.95 <0.0001***

SMB −0.00163 0.01363 −0.1196 0.9048

HML −0.50568 0.01419 −35.63 <0.0001***

R2 0.00082 0.15174

R2aj. 0.00071 0.15135

Note: *** Indicates significance level lower than 1%. 
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Table IV. Estimates of the influence of EPU on the momentum effect with Linear Regression 

with Ordinary Least Squares during periods of recession and expansion for the period 

02/01/1985-30/04/2019. 
Recession Expansion

𝑀𝑜𝑚𝑡 = 𝛼 + 𝛽𝐸𝑃𝑈𝑡 + 𝜀𝑡 𝑀𝑜𝑚𝑡 = 𝛼 + 𝛽1𝐸𝑃𝑈𝑡 + 𝛽2𝑀𝐾𝑇𝑡 + 𝛽3𝑆𝑀𝐵𝑡 + 𝛽4𝐻𝑀𝐿𝑡 + 𝜀𝑡𝑀𝑜𝑚𝑡 = 𝛼 + 𝛽𝐸𝑃𝑈𝑡 + 𝜀𝑡 𝑀𝑜𝑚𝑡 = 𝛼 + 𝛽1𝐸𝑃𝑈𝑡 + 𝛽2𝑀𝐾𝑇𝑡 + 𝛽3𝑆𝑀𝐵𝑡 + 𝛽4𝐻𝑀𝐿𝑡 + 𝜀𝑡Variable

Coef. Value p Coef. Value p Coef. Value p Coef. Value p

Const 0.21752 0.0750* 0.17649 0.0238** 0.03399 0.0092*** 0.03463 0.0065***

EPU −0.00181 0.0135** −0.00172 0.0002*** −0.00002 0.8679 0.00000 0.9970

MKT −0.52022 <0.0001*** 0.02316 0.0025***

SMB −0.26666 <0.0001*** 0.05916 <0.0001***

HML −0.58007 <0.0001*** −0.27231 <0.0001***

R2

R2aj.

0.00858

0.00718

0.60152

0.59926

0.00000

-0.00012

0.05196

0.05148

Note: *** Indicates significance level lower than 1% ** and ** Indicates significance level lower than 5%. and * 
Indicates significance level lower than 10%. 
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Table V. Estimates of the influence of EPU on the momentum effect with Quantile Regression 

in the entire sample, during recession and expansion periods for the period 02/01/1985-

30/04/2019.
Full Sample Recession Expansion

𝜏 Variable
Coef. Value p Coef. Value p Coef. Value p

Const. -0.56820 <0.0001*** −0.73317 0.0002*** −0.62117 <0.0001***
0.1

EPU -0.00206 <0.0001*** −0.00913 <0.0001*** −0.00051 0.0378**

Const. -0.28273 <0.0001*** −0.55526 0.0005*** −0.31058 <0.0001***
0.2

EPU -0.00103 <0.0001*** −0.00380 <0.0001*** −0.00035 0.0409**

Const. -0.13624 <0.0001*** −0.15650 0.2035 −0.15183 <0.0001***
0.3

EPU -0.00052 0.00056*** −0.00319 <0.0001*** −0.00020 0.0729*

Const. -0.03371 0.01329** 0.11819 0.2986 −0.04378 <0.0001***
0.4

EPU -0.00020 0.16010 −0.00247 0.0003*** −0.00005 0.6106

Const. 0.06000 <0.0001*** 0.35719 0.0003*** 0.06000 <0.0001***
0.5

EPU 0.00000 1.00000 −0.00191 0.0013*** 0.00000 1.0000

Const. 0.17000 <0.0001*** 0.43240 <0.0001*** 0.16000 <0.0001***
0.6

EPU 0.00000 1.0000 −0.00051 0.3033 0.00000 1.0000

Const. 0.27910 <0.0001*** 0.72525 <0.0001*** 0.28000 <0.0001***
0.7

EPU 0.00016 0.13033 −0.00035 0.6702 0.00000 1.0000

Const. 0.42008 <0.0001*** 1.02822 <0.0001*** 0.42310 <0.0001***
0.8

EPU 0.00039 0.00650*** 0.00075 0.4620 0.00010 0.4644

Const. 0.65384 <0.0001*** 1.63127 <0.0001*** 0.66732 <0.0001***
0.9

EPU 0.00127 <0.0001*** 0.00133 0.1020 0.00037 0.0829*

Note: *** Indicates significance level lower than 1%, ** Indicates significance level lower than 5% and * Indicates 
significance level lower than 10%.
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Table VI. Estimates of the influence of EPU on the momentum effect (controlling the factors of 

the Fama and French model), with Quantile Regression in the entire sample, during periods of 

recession and expansion for the period 02/01/1985-30/04/2019.
Full Sample Recession Expansion

𝜏 Variable
Coef. Value p Coef. Value p Coef. Value p

Const −0.56661 <0.0001*** −0.96164 <0.0001*** −0.60081 <0.0001***

EPU −0.00170 <0.0001*** −0.00321 <0.0001*** −0.00043 0.0814*

MKT −0.12413 <0.0001*** −0.55161 <0.0001*** 0.02111 0.2036

SMB 0.03548 0.1968 −0.32312 <0.0001*** 0.08900 0.0012***

0.1

HML −0.53264 <0.0001*** −0.53809 <0.0001*** −0.34836 <0.0001***

Const −0.312855 <0.0001*** −0.36692 0.0003*** −0.32148 <0.0001***

EPU −0.00071 <0.0001*** −0.00333 <0.0001*** −0.00015 0.2982

MKT −0.09032 <0.0001*** −0.49674 <0.0001*** 0.05955 <0.0001***

SMB 0.00874 0.6063 −0.27682 <0.0001*** 0.06537 <0.0001***

0.2

HML −0.50507 <0.0001*** −0.65363 <0.0001*** −0.30773 <0.0001***

Const −0.14714 <0.0001*** −0.14044 0.1524 −0.14809 <0.0001***

EPU −0.00037 0.0013*** −0.00238 <0.0001*** −0.00017 0.1106

MKT −0.06207 <0.0001*** −0.48474 <0.0001*** 0.06760 <0.0001***

SMB −0.00677 0.6094 −0.35151 <0.0001*** 0.04839 <0.0001***

0.3

HML −0.44835 <0.0001*** −0.67616 <0.0001*** −0.28669 <0.0001***

Const −0.02149 0.0474** 0.09344 0.2364 −0.02919 0.0075***

EPU −0.00030 0.0011*** −0.00216 <0.0001*** −0.00020 0.0375**

MKT −0.05390 <0.0001*** −0.50492 <0.0001*** 0.07177 <0.0001***

SMB −0.01170 0.2678 −0.35232 <0.0001*** 0.04556 <0.0001***

0.4

HML −0.42049 <0.0001*** −0.67657 <0.0001*** −0.25541 <0.0001***

Const 0.07658 <0.0001*** 0.25833 <0.0001*** 0.06518 <0.0001***

EPU −0.00015 0.1223 −0.00197 <0.0001*** −0.00008 0.4120

MKT −0.05214 <0.0001*** −0.49772 <0.0001*** 0.07845 <0.0001***

SMB −0.01913 0.0862* −0.35544 <0.0001*** 0.04634 <0.0001***

0.5

HML −0.41696 <0.0001*** −0.66607 <0.0001*** −0.24145 <0.0001***

Const 0.17580 <0.0001*** 0.41765 <0.0001*** 0.15672 <0.0001***

EPU 0.00004 0.6760 −0.00175 <0.0001*** 0.00000 0.9686

MKT −0.06063 <0.0001*** −0.50900 <0.0001*** 0.06929 <0.0001***

SMB −0.02018 0.0466** −0.31702 <0.0001*** 0.04013 <0.0001***

0.6

HML −0.42820 <0.0001*** −0.66738 <0.0001*** −0.26416 <0.0001***

0.7 Const 0.27285 <0.0001*** 0.70713 <0.0001*** 0.25592 <0.0001***
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EPU 0.00024 0.0136** −0.00204 <0.0001*** 0.00017 0.0996*

MKT −0.07044 <0.0001*** −0.49470 <0.0001*** 0.06722 <0.0001***

SMB −0.02797 0.0111** −0.23332 <0.0001*** 0.02314 0.0367**

HML −0.43526 <0.0001*** −0.59537 <0.0001*** −0.26305 <0.0001***

Const 0.44184 <0.0001*** 0.84083 <0.0001*** 0.39866 <0.0001***

EPU 0.00034 0.0108** −0.00096 0.0540* 0.00023 0.0905*

MKT −0.08818 <0.0001*** −0.48178 <0.0001*** 0.05843 <0.0001***

SMB −0.00070 0.9635 −0.19608 0.0008*** 0.02851 0.0574*

0.8

HML −0.43260 <0.0001*** −0.55917 <0.0001*** −0.26254 <0.0001***

Const 0.68901 <0.0001*** 1.32183 <0.0001*** 0.64566 <0.0001***

EPU 0.00079 <0.0001*** −0.00077 0.4161 0.00036 0.0395**

MKT −0.14240 <0.0001*** −0.45295 <0.0001*** 0.00063 0.9574

SMB 0.01122 0.5665 −0.21246 0.0544* 0.03671 0.0610*

0.9

HML −0.46791 <0.0001*** −0.54997 <0.0001*** −0.30984 <0.0001***

Note: *** Indicates significance level lower than 1%, ** Indicates significance level lower than 5% and * Indicates 
significance level lower than 10%.
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