
 
 
 
 

Heriot-Watt University 
Research Gateway 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 

 

The quality of governance and momentum profits: International
evidence

Citation for published version:
Sherif, M & Chen, J 2019, 'The quality of governance and momentum profits: International evidence', The
British Accounting Review, vol. 51, no. 5, 100835. https://doi.org/10.1016/j.bar.2019.05.001

Digital Object Identifier (DOI):
10.1016/j.bar.2019.05.001

Link:
Link to publication record in Heriot-Watt Research Portal

Document Version:
Peer reviewed version

Published In:
The British Accounting Review

Publisher Rights Statement:
© 2019 Elsevier B.V.

General rights
Copyright for the publications made accessible via Heriot-Watt Research Portal is retained by the author(s) and /
or other copyright owners and it is a condition of accessing these publications that users recognise and abide by
the legal requirements associated with these rights.

Take down policy
Heriot-Watt University has made every reasonable effort to ensure that the content in Heriot-Watt Research
Portal complies with UK legislation. If you believe that the public display of this file breaches copyright please
contact open.access@hw.ac.uk providing details, and we will remove access to the work immediately and
investigate your claim.

Download date: 23. May. 2023

https://doi.org/10.1016/j.bar.2019.05.001
https://doi.org/10.1016/j.bar.2019.05.001
https://researchportal.hw.ac.uk/en/publications/39ad6bd9-15a1-43f3-8e82-6caf7a4f784a


Accepted Manuscript

The quality of governance and momentum profits: International evidence

Mohamed Sherif, Jiaqi Chen

PII: S0890-8389(19)30048-4

DOI: https://doi.org/10.1016/j.bar.2019.05.001

Reference: YBARE 835

To appear in: The British Accounting Review

Received Date: 28 December 2017

Revised Date: 27 April 2019

Accepted Date: 6 May 2019

Please cite this article as: Sherif, M., Chen, J., The quality of governance and momentum profits:
International evidence, The British Accounting Review (2019), doi: https://doi.org/10.1016/
j.bar.2019.05.001.

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to
our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and all
legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.bar.2019.05.001
https://doi.org/10.1016/j.bar.2019.05.001
https://doi.org/10.1016/j.bar.2019.05.001


M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

The Quality of Governance and Momentum Profits:

International Evidence

Abstract

This paper examines the presence of momentum (sell past losers and
buy past winners) and proposes accountability, level of corruption, and
governance effectiveness as a novel explanation for return continuation
phenomena in an international setting. In essence, we test the possibil-
ity of beating the international stock markets and producing abnormal
profits from momentum investing. We found that both accountability
and level of corruption are significantly correlated with government
effectiveness. Countries and institutional environments with better
scores on the accountability and control of corruption indices maintain
better levels of governance effectiveness. In addition, through an anal-
ysis of the international momentum strategies, the paper shows that
the quality of governance as captured by accountability, government
effectiveness, and control of corruption, significantly affect the interna-
tional momentum profits. Overall, the findings explain the presence of
momentum and add a fresh dimension to the literature that the qual-
ity of governance influences the stability of financial markets, which
is of significant importance in understanding pricing effects and stock
market anomalies. Our findings are robust, having been subjected to
a range of robustness checks.

Keywords: Governance; Accountability; Momentum Profits;
Cross-country Investigation.
JEL Classification: G11; G14; G15; G34
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1. Introduction

Achieving effective investor protection as a pervasive and influential
driver of economic performance has become one of the most important sub-
jects of interest for academics from a variety of accounting and economic
areas. Over the years, they have investigated avenues to ascertain the rel-
evance of quality of governance and accountability outputs to the decision
procedures and processes related to such protection of different end users
of that output (Adsera et al., 2003; Thomas, 2010; Zurawicki and Habib,
2010).

One such mechanism consists of exploring and analysing the concurrent
validity of the influence of accounting and quality of governance data on
the operations of financial markets, in particular, the behaviour of stock
prices. Overall, this argument is associated with illuminating a possible
speculation and inference from what is known as efficient market hypothesis
(EMH hereafter) to accountability and quality of governance (Power et al.,
1991; Wang, 2008; Asness et al., 2013; Daniel and Moskowitz, 2016; Cornell
et al., 2017).1

The emergence of economic globalization has led to country-level gov-
ernance becoming one of the most significant policy issues in the realm of
accounting and finance. In addition, the occurrence of the global financial
crisis has also strengthened the belief that quality of governance plays a
key role in influencing the international financial system (Arampatzi et al.,
2019). It is widely believed that poor and unsatisfactory governance quality
hinders financial development and economic growth. In other words, good
institutions and quality of governance are considered prerequisites for the
development of sustainable financial markets and systems. According to
Kaufmann et al. (2009, p. 5), governance is defined as “...the traditions and
institutions by which authority in a country is exercised. This includes a
process by which governments are selected, monitored, and replaced; the
capacity of the government to effectively formulate and implement sound
policies; and the respect of citizens and the state for the institutions that
govern economic and social interactions among them”.

Prior research, however, has mainly focused on studying the causal re-
lationship between abnormal return and the quality of governance at a firm
level. Collectively, existing research finds that the quality of firm level gover-

1Here, EMH implies and states that all information should be incorporated in the
markets. The EMH conception emerged in the 1960s and continued to dominate the
accounting and economic studies through 1970s, indicating that any divergence in stock
markets has been identified as an ‘anomaly’.
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nance has considerable and profound impacts on corporate policies and the
operation of financial markets and systems through its influence on the avail-
ability of external financing, corporate valuations, cost of capital, investment
quality, and stock market performance (Daouk et al., 2006; Hail and Leuz,
2006; Hooper et al., 2009; Chiou et al., 2010; Giannetti and Koskinen, 2010;
Yartey, 2010; Low et al., 2011). Yet, despite similar findings in this research,
in contrast, studies that have examined the relationship between equity re-
turns and governance have reached mixed conclusions. For example, Hooper
et al. (2009) claim that governance strength increases the demand on equity
and thus maximizes return on investment in stocks through a reduction in
agency and transaction costs.

Nevertheless, we argue that an important and essential interplay ex-
ists between governance mechanism at both a firm level and a country-level
governance framework. An assessment of corporate governance is a com-
monly applied starting point for regulators to gain deep insights regarding
the impact of country-level governance quality on investor protection and
stock market risk, since both the governance mechanisms and indicators in-
teract with each other and neither is able to perform or function properly
on its own (Rachisan et al., 2017; Martins et al., 2017). Despite extensive
research on the impact of corporate governance mechanisms on investor pro-
tection, only rarely have studies addressed the impact of governance on the
strength of investor protection in a country-level context. With so much
attention focused on the investors’ irrational behaviours in explaining the
price momentum anomaly, a focus which was further amplified following the
financial crisis in 2008 (Kirkpatrick, 2009; Chen and Sherif, 2016), the ac-
counting controls and institutional environment related to abnormal return
continuation effect are of vital importance. It is therefore not surprising
there is such a myriad of opinions, discussions, news reports, and underly-
ing sentiments regarding the puzzling rumours and anomalies that drive the
stock market price in the long run and encourage insiders to liquidate their
stocks before the stock price crashes in the markets (McCrie, 2015).

One of the global anomalies in country-level stock markets is the propen-
sity of equity with relatively poor (good) past averaged performance to
under-perform (outperform) in the near future (Asness et al., 2013; Zaremba,
2018). In light of the above note, international stock markets should pay
more attention to the link between information flows and corporate and
country-level governance. This indeed stops investors and decision makers
from beating the markets and making above average returns and profits
or anomalies. Furthermore, many previous studies in accounting have pre-
sumed that the stock price adjustment process to information is inconse-

2
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quential (Abraham and Cox, 2007).
To date, the above average return continuation patterns that present

challenges to the EMH have triggered extensive debate in the accounting
and finance literature (Daniel and Moskowitz, 2016; Cornell et al., 2017;
Zaremba, 2018). The debate initially focused on profiting from the histor-
ical output and information. For example, Jegadeesh and Titman (1993)
(JT) ranked stocks based on past recent returns, and found that investors
can make significant earnings from selling (buying) past loser (past winner)
stocks. The robustness of this above average return has been confirmed
in various global country-level stock markets (e.g., Jegadeesh and Titman,
2001; Griffin et al., 2003; Antoniou et al., 2013; Foltice and Langer, 2015).
Similarly, Moskowitz and Grinblatt (1999) and Hameed and Mian (2015)
found evidence supporting the momentum effect as being dominated by his-
torical industry abnormal returns. The debates then quickly shifted to the
broader topic that even after taking current information into consideration,
return continuation persists. In this vein, George and Hwang (2004)(GH
henceforth) ranked existing stocks using the ratio of current stock price di-
vided by a reference point or the highest stock price in the preceding 52
weeks, and found evidence supporting higher return continuation profits
(e.g., Liu et al., 2011; Bhootra and Hur, 2013; Chen and Yang, 2015).2

Nevertheless, although much attention has been given to constructing mo-
mentum portfolios, researchers have not yet reached a consensus regarding a
universal momentum strategy for different reasons such as momentum phe-
nomenon variation among countries or momentum payoffs largely depend-
ing on the selected ranking and holding horizons (Chen and Sherif, 2016;
Zaremba, 2018). In this study, we implement two momentum measures in
an international market context with various horizons to examine the return
continuation effect phenomena.

Although the momentum effect is today one of the most investigated
financial market anomalies, it is puzzling to explain. Theories that have
attempted to provide explanations for the momentum phenomena can be
predominantly grouped into behavioral modelling or theories as risk-based
modelling. While the former explains the momentum effect as a result of
self-attribution bias and gradual information diffusion (Barberis et al., 1998;
Hong and Stein, 1999; Baker and Stein, 2004; Stambaugh et al., 2012; An-
toniou et al., 2013; Wang and Xu, 2015; Chen and Vincent, 2016), the
latter has used risk factors to explain the momentum effect (Fama and
French, 1996; Avramov and Chordia, 2006; Liu and Zhang, 2008). Indeed,

2All mentioned return continuation patterns are referred to as momentum effects.
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mixed evidence for the explanation of the momentum effect has been found
(Perezquiros and Timmermann, 2000; Brunnermeier and Sannikov, 2012;
Hutchinson and O’Brien, 2015). Following a new lead in the literature, this
paper proposes that accountability and quality of governance can be used
as an explanatory factor for both momentum and above average stock re-
turns. The accountability, level of corruption, and governance effectiveness
are indeed shown to describe the institutional environment that govern and
control stock markets; and thus the quality of governance is an essential
consideration to explain the stock momentum effect. It is crucial to argue
that the improved governance can foster development success (Kaufmann
et al., 2000). For example, Hooper et al. (2009) found that the quality of
governance potentially has the explanatory power of return continuation.
Subsequently, it is essential to establish healthy accounting controls to sus-
tain an efficient financial system. Hence, our study examines the presence
of momentum (sell past losers and buy past winners) and proposes account-
ability, corruption, and quality of governance as a new explanation of return
continuation effects in an international setting.

This study contributes to the existing literature and is important for a
number of reasons. First, the study adds to the limited number of studies
that have examined the impact of governance on stock return continuations.
Our study provides novel evidence on the role of quality of governance (ac-
countability, level of corruption, and governance effectiveness) in explaining
the momentum phenomena and stock market abnormal performance. While
the accounting control is the manner by which processes are configured to
manage risk at a firm level, there is an increasing focus on accounting control
and big data at a country level (Martins et al., 2017). Hence, the prepara-
tion of accounting activities and control are considered means of achieving
accountability in society and have increasingly been used to conceal and
promote anti-social practices and increase the quality of governance across
countries (Armstrong, 1987; Uddin, 2009; Otusanya et al., 2012). We pro-
pose that the accounting control indicator is a key element in detecting fraud
and insider misbehaviour within enterprises, which in turn leads to price
momentum anomalies in the financial markets. Second, in contrast to prior
studies that have examined the impact of governance performance solely
in a firm-level context, this study examines the relationship between global
governance indicators and momentum payoffs in a country-level context.
The study proposes that the differences in abnormal returns or momentum
effect across counties could be explained by the variations in the quality of
institutional environment. Such evidence adds a new insight to the body
of literature that the quality of governance is another key factor explain-
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ing momentum abnormal returns. Third, in terms of momentum literature,
this study suggests the impact of JT and GH strategies can be isolated and
distinguished in constructing momentum portfolios. We posit that, due to
the incorporation of current information, GH portfolio returns are signifi-
cantly compromised when compared to JT portfolio returns. Subsequently,
we hypothesise that stocks that are ranked by past returns outperform those
ranked by the level of their ‘52 week’ highest price and hence momentum
profits are better explained by the quality of governance measures. Finally,
this study contributes to the existing literature by investigating the predic-
tive ability of JT and GH ratios at a comprehensive cross-sectional frame-
work. This enables us to control for the size and specific characteristics of
international countries. Our study provides evidence that JT and GH mo-
mentum exist independently, and that JT momentum slightly outperforms
GH strategy. Hence, we contribute to existing momentum related literature
that, with the incorporation of current information and higher quality of
governance, price continuation effects tend to crash. While most of research
has focused mainly on the firm sustainability characteristics as a driver of
momentum profits, our study addresses their role in shaping the anticipated
benefits of using different dimensions of governance and stock market per-
formance in a broader international context. By doing so, we add to our
understanding of the institutional environments that govern a country and
their direct influence on the firm performance. This study contributes to the
existing literature by investigating the persistence and sustainability of re-
turn continuations in the short and intermediate terms for both JT and GH
strategies. We offer novel evidence on momentum profits using 16 JT and
4 GH investment windows over a period that covers both sufficient market
liquidity and the financial crisis and recovering period.

The remainder of this paper is structured and further organized as
follows. Section 2 presents a detailed literature review. Then the research
methodology and data are discussed in Section 3. Section 4 shows our
empirical results. Section 5 then concludes, considering the significance of
our key findings and outlining a number of avenues for future research.

2. Literature Review

In what follows, we first review the research examining the correlation
between governance environment and equity market performance. Then
we explain why we feel that more country-level studies on governance are
needed, particularly in country-level settings and context. Finally, we review

5
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studies that explore and explain the role of quality of governance (account-
ability, level of corruption, and governance effectiveness) in reducing stock
market anomalies, with more emphasis on the momentum effect.

2.1. Literature on Accountability, Governance Environment
and Stock Market Performance

The issue of how the quality of institutional governance strengthens
investor protection and improve stock market performance has been the
basis of intense debate. Underpinning such debate is the question of the
relevance of quality of governance (accountability, level of corruption, and
governance effectiveness) to its country-level valuation. In recent years,
the focus of the literature has moved, and been shifted from corporate-level
governance to country-level governance (Ball et al., 2000; Boţa-Avram, 2013;
Zaremba, 2018).

Undoubtedly, country-level governance is currently a key policy argu-
ment in a number of countries and financial markets. For example, Milyo
(2012) indicates that financial markets respond to quality of governance
measures. Jorion and Goetzmann (1999) and Bechtel (2009) claim signifi-
cant association between systemic investment risk and stable political envi-
ronment, leading to improving overall stock market performance. Another
strand of research (e.g., Frey and Waldenström, 2004; Bailey et al., 2005;
Chiu and Tang, 2005; Aktas and Oncu, 2006) finds supportive evidence for
the impact of political stability on the performance of stock markets. In
contrast, Low et al. (2011) report an opposite relationship between account-
ability and other governance indicators and stock returns.

In the context of emerging European economies, Munteanu and Brezeanu
(2014) argued that the control of corruption and government effectiveness
have a significant positive impact on bank performance. Hooper et al. (2009)
find a significant and positive relationship between quality of governance and
stock market developments and performance. In addition, Hail and Leuz
(2006) find a significant relationship between an institution’s cost of capital
and a strong legal environment, and Albuquerue and Wang (2008) concur
that poor investor protection has an insignificant impact on trading volume
and investments. The same pattern of results holds in the context of non-
European emerging markets (Harvey, 1995; Giannetti and Koskinen, 2010).

In general, previous literature has tended to focus on the quality of
governance and financial market stability separately whilst neglecting the
causal relationship between the two variables. This research here is thus
motivated to explain price momentum effect from the aspect of the role
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of accounting control with an effective governance in relieving abnormal
returns, which is, to the best of our knowledge, one of the few sources of
documentation that can explain market anomaly at the country level of
governance. We therefore propose our first hypothesis:

Hypothesis 1: Price momentum tends to crash with a better country-
level quality of governance.

2.2. Literature on Momentum Effect Explanations and Country-
level Governance environments

One further key argument that has recently been given much attention
is related to the momentum effect and its explanations. The pioneering
work of momentum research was first considered by Jegadeesh and Titman
(1993). The basic assumption of momentum strategies is that when in-
vestors are involved in investment activities over the previous six months,
they construct a set of portfolios relying on the past 6-month profits of these
previous six months. Jegadeesh and Titman (1993) claimed that if such a
form of portfolios and investments exist, shareholders can earn above av-
erage returns of 12.01%, which exceeds the average market index return in
the American stock market. Following the seminal work of Jegadeesh and
Titman (1993), several studies have investigated the momentum application
pattern in an international setting (Moskowitz and Grinblatt, 1999; Chan
et al., 2000; Hameed and Kusnadi, 2002; Siganos and Chelleysteeley, 2006;
Verardo, 2009; Hung and Banerjee, 2014; Foltice and Langer, 2015; Hei-
dari, 2015; Hameed and Mian, 2015; Gong, 2017). For example, George
and Hwang (2004) proposed a ‘52-week’ momentum strategy using a ratio
composed of the current stock price and the highest stock price in the stock
market as a reference point in the preceding ‘52 weeks’. The strategy advo-
cated by George and Hwang (2004) outperformed two of the key momentum
strategies of JT and MG. The GH strategy soon gained popularity, both for
its ease of application and for its applicable results (Liu et al., 2011; Chen
and Yang, 2015; Low et al., 2016). Yet, although the GH momentum strat-
egy has received much attention, due to a lack of theoretical support, it
cannot be concluded with certainty that the stock price following the ‘52-
week’ high strategy is a powerful predictor for stock market returns and
performance.

Our study, therefore, adheres to and follows this trend by implement-
ing both strategies (JT and GH) to explain the abnormal and above average
returns and the global momentum anomaly puzzle (Fama and MacBeth,
1973). Furthermore, the anchoring impact can be implemented to explain

7



M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

momentum or above average stock return. It is well documented that share-
holders set a reference point known as an ‘anchor’. Shareholders tend to
change this point when they review novel information (Tversky and Kahne-
man, 1974). Here, ‘hopelessly irrational’ shareholders come to be featured
as ‘flawed’ rationalists (Gigerenzer, 2010).

Inspired by such a psychological effect, the new ‘52 week high’ momen-
tum emerged and has been adopted by several national and international
investors (George and Hwang, 2004; Grinblatt and Han, 2005). In this vein,
Grinblatt and Han (2005) find that the ‘52-week’ anchor (highest stock price
in the market) outperforms the purchasing-based price of agents. Subse-
quently, the anchoring explanation of momentum emerges to play a key
role. It enhances the profit of investors that is specifically dependent on
the information obtained from the international stock markets, leading to a
significant increase in stock prices. However, there is only scant empirical
evidence to suggest which strategy reveals greater price momentum effect,
and that which does exist is contradictory and presents a mixture of find-
ings. To help fill such a gap in literature, this paper studies both strategies
within a global context and performs a Fama-Macbeth regression to dis-
tinguish between the two momentum approaches. We argue that with the
infusion of current price information, the market is less opaque and becomes
more efficient. Our second hypothesis is informed by this argument and is
as follows:

Hypothesis 2: Price momentum is more likely to crash by following GH
approach.

Accordingly, there has been a growing debate regarding the significance
of risk models and different mechanisms, and also regarding explanations and
strategies that impact and reduce the above average stock returns. One such
dimension is to use the factor of accountability, level of corruption, and gov-
ernance as distinctive factors that could potentially control and govern the
global momentum effect. To this end, one particular strand of research has
recently focused on the governance of performance. For example, Quibria
(2006) found evidence supporting the impact of positive governance on eco-
nomic developments. Similarly, Kaufmann et al. (2000) and Quibria (2006)
have claimed that governance effectiveness fosters economic development
and the success of the stock market. To help fill the existing research gap
and to expand the current literature, this paper implements a comprehen-
sive and new momentum approach; and also investigates the relationship
between accountability, level of corruption, governance effectiveness, and
momentum anomaly, all within a global context.

8



M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

3. Data and Methodology

3.1. Data Collection

Different countries have unique regulations when starting, operating
and closing a business. It is natural to assume that such differences will have
an impact on performance (Gaganis et al., 2019). In this study, we look at
American, Japanese and European businesses that followed the global tide of
foreign direct investment and outsourcing, as these are of vital importance in
studying free capital market anomalies. Our cross-country sample contains
the US, Canada, the UK, Germany, France, and Japan.

Our study focuses on the relationship between institutional governance
factors and abnormal momentum stock returns. To do this, it is necessary
that the quality of governance indicators from a factor model should be
considered. Consequently, we collected institutional governance data from
research presented on the World Bank website. The World Bank research
endeavours to develop governance measures and indicators by providing the
ranking of countries using their quality of governance from the accumulated
available data (Kaufmann et al., 2008; Hamilton and Hammer, 2018). It
draws on and implements 340 variables from more than 30 different sources
such as surveys on non-government organizations, firms and enterprises,
families, public institutions, and also key sources of business information.
Such worldwide governance indicators from a factor model are argued to be
more informative than other individual sources, as demonstrated by Kauf-
mann et al. (2010). A detailed description of the governance indicators and
other variables are reported in Table 1. Furthermore, using the validity
and reliability, the World Bank findings state that the aggregate survey-
based governance are the most valid measures of the magnitude of over-
all governance estimates in many countries (Hamilton and Hammer, 2018).
Furthermore, according to Persson and Tabellini (2003), the use of survey-
based instruments for cross-sectional purposes has been shown to be robust,
and such instruments have been extensively used in the empirical literature
due to their ability to achieve the aggregation of information from different
sources with a differing coverage of countries.

Nevertheless, the compilation of governance proxies relied exclusively
on perceptions-based measures, since relevant objective data is difficult to
obtain. Hence, the use of such objective, although perhaps only pseudo-
objective indicators to data compilation suffers from its inapplicability and
an inconsistency across markets and countries (Golden and Picci, 2005).
Similarly, Kaufmann et al. (2009) indicated that the main issue, or generic
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problem, associated with most perceptions-based governance questions is
that they are open to interpretation and can be relatively vague. For ex-
ample, quality of governance is quantified by an absence of violence and
political stability (G2), and has the minimum governance score in both de-
veloped and emerging markets, implying a lack of trust in the quality of data
associated with this indicator. The other two proxies are rule of law (G5)
and regulatory quality (G4). While the former measures the enforceability
of contracts and proprietary rights, the latter measures the occurrence of
market-unfriendly policies. These two indicators report, in broad terms, the
respect of citizens and other related issues, which has a negative impact on
their reliability. Hence, the practical consequence of this is that the esti-
mates of governance are subject to nontrivial margins of error (Kaufmann
et al., 2011). Consequently, in our study, we adopted three indicators to
proxy the quality of governance; namely: voice and accountability, control
of corruption, and governance effectiveness. The strengths of these indica-
tors are; (i) they can be traced to both theory and practice; (ii) they are
designed for quantitative and comparative approaches of institutions in var-
ious countries and; (iii) they have construct validity in that the indicators
and measures do in fact measure what they claim to measure (Thomas,
2010).

To examine the relationship between the selected quality of governance
indicators and momentum effects, we obtain the available stock returns data
from the different countries over the period 2001 to 2016. In line with the
approaches of existing literature (Mattei, 2018; Chen and Sherif, 2016), the
portfolio formation process for the momentum returns of each country is
‘held back’ one year in the form of anchoring data (from 2016 to 2015) to
validate the momentum strategies models. In terms of the purposes for
which this data is analysed, the study focuses on the explanatory power of
the quality of governance for price momentum. In the pricing literature,
any pricing anomaly is often observed around liquidity events (Chen and
Sherif, 2016). Figure 1 shows the time series liquidity innovation starting
from 1990s. We observe significant market events around 2002, 2004, and
2007. The year 2002 was a year that witnessed the market recovering from
the dot.com crisis, the year 2004 was a year with significant flow of cash
to the market, and the year 2007 was when the worldwide financial crisis
happened, from which the world did not recover until 2015 (Claessens and
Kose, 2013; Ramey, 2019). In terms of their coverage of time, the World
Bank governance indicators provide data for the period from 1996 to 2017.
Subsequently, and in order to match the time frame in the first (momentum
profit) sample, we perform our analysis and estimate models using data

10
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samples over the period 2002 to 2015. Thus, our sampling period covers
all liquidity events, which both minimizes sampling error and also captures
the causal relationship between the quality of governance and price mo-
mentum anomaly. To avoid survivorship bias, our empirical analysis covers
both current listed and dead stocks.3 We obtained stock-related data from
DataStream databases. To construct the momentum portfolios, we collected
data on stock prices, market values, trading volume, the number of shares
outstanding, market-to-book value, and gross return indices at both daily
and monthly frequencies.

INSERT Figure 1 here

3.2. Quality of Governance Indicators and Panel Regressions

In this section, we explore the underlying factors that drive momentum
returns in different countries. Despite the significant strands of literature
that report either behavioural or risk based-explanations, there is little con-
sensus regarding explanations of the return continuation effect. Therefore,
this paper adds contributions to the previous studies by exploring the re-
lationship between the quality of governance and momentum continuation
effects. The proposed relationship provides significant insights to the mo-
mentum literature that country-level governance, as a macro factor, restrains
the stability of the stock market. Despite this, much research has tended to
ignore the impact of governance factors on understanding the momentum
phenomena. This paper, therefore, helps fills this gap in the momentum
literature. To examine the association between institutional environment
and momentum, we perform the following panel regression:

MOM i,t = α+ β1V Ai,t + β2GEi,t + β3CCi,t + ei,t (1)

where MOM i,t is the monthly momentum return of country i at month t;
V Ai,t represents the monthly voice and accountability; GEi,t is the monthly
governance effectiveness; and CCi,t refers to the monthly control of corrup-
tion of country i at month t. We further filter the data to obtain more
accurate results.

Firstly, the WGI data retrieved from the World Bank are denoted by
their percentile rank, ranging from number 0 to 100. According to the

3The dead stocks contain those of sample firms that are de-listed at some point of time
during our sample period.
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ranking profile, a higher percentile value represents a better performance,
whereas a lower percentile value denotes a less promising performance for
any particular set of variables. For example, if a country’s percentile rank
of governance effectiveness is 10, it means that the governance effectiveness
of that particular country is not effective in its governance control attempts.
This is due to the fact that the World Bank adopts a percentile system to
measure and describe each variable(s), which are featured by a normal distri-
bution pattern. Accordingly, this paper has converted the obtained raw data
from percentile to a set of z-scores; in other words, standard normal scores
using an ‘inverse normal’ function.4 Furthermore, since all obtained gover-
nance indicators are available from the World Bank on an annual basis, our
analysis applied an interpolation methodology that converts variables into a
monthly frequency for the purpose of estimation.5 There are a number of dif-
ferent interpolation methods. In this paper, however, we typically adopted
the spline interpolation, whereby lower degree polynomials are adopted for
each of the intervals. Such an interpolation method selects the polynomial
pieces in order to fit them smoothly. We choose spline interpolation due to
its flexibility and accuracy, as well as for its ability to provide a smoother
line compared to the traditional linear interpolation method.

The raw data are deliberately structured and reorganized as panel data,
followed by a number of relative regression estimations. It is worth noting
that, for the panel regression, it is essential the error term is considered
with various different assumptions. While the fixed effect model assumes
that the error item moves in a non-stochastical manner with i and t, in the
random effect specification, the error item moves stochastically with i and
t. Subsequently, this paper performs a Durbin–Wu–Hausman test to assess
the model in question corresponding to the adjusted panel data set. Table
1, below, summarizes the descriptions and definitions of different variables
adopted and used in our analysis.

INSERT Table 1 here

4The z-scores: normally distributed, zero mean and standard deviation of one.
5Interpolation methodology is a technique to obtain original data points within a dis-

crete set of data.
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3.3. Portfolio Formation and Fama-MacBeth Regressions

We construct two momentum strategies common to those constructed
in the literature, namely the JT and the GH momentum. The former mea-
sures the past return information so as to select potential outperforming
portfolios. According to the JT context, we rank stocks in each individual
market at the end of each month using the equally-weighted gross returns
in descending orders for the past 3, 6, 9, and 12 months portfolios. We
perform a 30% filtering rule: the top 30% decile stocks are grouped into the
winner portfolio. The bottom 30% decile stocks are classified and grouped
into the loser portfolio. At the end of each month, we dynamically simulate
investors for both long winner and short loser portfolios. We continue with
the approach for another 3, 6, 9, and 12 months. The latter strattegy (GH)
measures the current price information so as to select potential outperform-
ing portfolios. For the GH context, we rank stocks in descending orders
using the ratio of current price and past 52-week highest price as a reference
point. The ratio is then identified as:

GHi,t = Pi,t−1/Highi,t−1 (2)

where GHi,t refers to the GH ratio of equity i and time t; Pi,t−1 is stock price
i at time (month) t − 1; and finally Highi,t−1 is the highest price of i over
the past 52 weeks (George and Hwang, 2004). This ratio is obtained directly
from Thompson DataStream. Further, the GH winner portfolio contains the
top 30% GH ratio decile stocks and the GH loser portfolio has the bottom
30% GH ratio decile stocks. We continue for another 3, 6, 9, and 12 months
until we set the GH momentum returns known as the adjusted monthly
returns. In summary, we construct a ‘four by four’ matrix of ranking (J
months) and time (K months) estimation for the JT momentum strategy;
and a ‘one by four’ vector of estimations to identify GH momentum in our
sample.

Following George and Hwang (2004), we implement the Fama and Mac-
Beth (1973) estimation for each equity market as:

Ri,t = α+ β1jtRi,t−1 + β2jtSizei,t−1 + β3jtGHHi,t−j + β4jtGHLi,t−j

+ β5jtJTHi,t−j + β6jtJTLi,t−j + ei,t
(3)

where Ri,t is monthly stock returns i; Ri,t−1 is lagged monthly stock returns
i at month t − 1. Sizei,t−1 is the lagged stock i market capitalization at
t − 1; GHHi,t−j (GHLi,t−j) are dummy variables, which take value ’1’ if
stock i is sorted as GH winner (loser) portfolio in month t− j (j = 2, . . . , 7),
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and 0 otherwise. We follow the same identifications for the JT momentum
strategy.

4. Empirical Findings

4.1. Summary Statistics for Accountability, Level of Corrup-
tion and Governance Effectiveness

Our empirical analysis begins with the descriptive statistics. In this
paper we focus mainly on three indicators of quality of governance, these
are accountability, control of corruption, and governance effectiveness. Our
initial task is to inspect the relationships among the three World Bank Gov-
ernance variables explored in this paper to determine if there are positive
relationships between accountability, level of corruption, and governance
effectiveness. Table 2 provides a descriptive and correlation matrix that
suggests significant and strong correlation among these variables. This pro-
vides quantitative evidence that the level of corruption is strongly correlated
with governance effectiveness; and that accountability is also correlated with
governance effectiveness, albeit with a lower correlation. These findings im-
ply that government effectiveness is enhanced when corruption is controlled,
and when societies have accountability and voice channels. The findings are
not surprising, but provide quantitative evidence that the measures perform
as might be anticipated and give us some confidence to go on to examine
these variables in more detail. If we take a mean of the rankings for all
three measures it suggests the following: Canada is placed first, Germany
and the UK second, followed by the US and Japan. The US is in the middle
of the rankings, placed in fourth position. These results reveal that the dif-
ferences among each country and for each of the three governance variables
are statistically significant at the 1% level of significance.

INSERT Table 2 here

4.2. Quality of Governance and Momentum Returns

Table 3 documents the coefficient results from the investigation of the
relationship between the quality of governance and the performance of mo-
mentum portfolios (for both the JT and GH strategies) at country levels. As
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indicated in the above section, this study was conducted on a panel data set-
ting. Hence, we perform a Hausman test in order to decide between fixed and
random effects, where the null hypothesis indicates that the preferred model
is the random effect model.6 As for the JT momentum approach, we found
the quality of governance negatively correlated with momentum returns in
most countries. Prior empirical research documents the evidence support-
ing the view that variation in the investor sentiment that is associated with
stock mispricing allows momentum to persist. Here, Abreu and Brunner-
meier (2002) argue that the impact of behavioural aspects such as investor
sentiment on prices are resistant to arbitrage in the short term. In another
study, Edmonds et al. (2018) report only an insignificant relationship be-
tween the abnormal price reaction and unforeseen earnings. Similarly, Chen
et al. (2018) report their momentum return cannot be attributed to certain
characteristics that have been considered to explain momentum in the past.
In the main, previous empirical findings are largely dominated by firm-level
analysis. In contrast, our analysis adds to the literature by examining the
relationship between governance factors and price momentum using macro
and country-level analysis rather than firm level analysis. A potential ex-
planation for this result is that the quality of governance can reduce risks
among equity markets. Countries characterized by efficient institutional en-
vironments and governance are reported to have lower abnormal returns on
their financial markets (Ward and Dorussen, 2015). These countries’ mar-
kets are also documented to have lower levels of risk. At the same time, the
governance indicators with regard to the GH momentum measure also yield
a similar outcome.

The results also suggest that efficient markets are characterized by bet-
ter returns and lower levels of risk. In theory, this risk and return phe-
nomenon never persists in equilibrium, and risk averse investors never invest
in none mean-variance efficient markets. For portfolio diversification, how-
ever, risk averse investors hold disequilibrium portfolios. Other quality of
governance indicators such as VA and GE are reported to be negative and
statistically significant, suggesting that the return continuation effect is less
strong in countries with a stronger institutional environment. This finding
is in line with Jiang et al. (2018), who found a positive relationship between
the institutional environment and future performance.

In summary, the quality of governance clearly influences the interna-
tional momentum profits, which proves our Hypothesis 1. This finding
explains the return continuation effect resulting from the macroeconomic

6The results of the Hausman tests are available upon request.
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context, and adds to the momentum literature by demonstrating that the
quality of governance influences the stability of financial markets, which is
of significant importance in understanding the stock pricing effects.

INSERT Table 3 here

4.3. Global Return Continuation Effect

Table 4 reports the descriptive statistics of our sample countries’ JT mo-
mentum returns with various ranking and holding horizons. We report all
significantly positive momentum returns around the global market. Our re-
sults show that by adopting a momentum strategy, investors can profit from
either buying winning portfolios or selling losing portfolios. Hence, investors
double their returns by lengthening the winner portfolio and shortening the
loser portfolio simultaneously. Of all six sample countries in all estimation
windows, Canada is reported to have the highest momentum mean return
with this (12, 3) strategy, yielding an R = 8.16% monthly, but also has
a relatively high standard deviation and volatility (S = 0.047). The large
kurtosis of the loser portfolio (with k = 19.094) in Canada indicates outliers
in the loser portfolio. Returns are therefore winsorized at a 1% level to
eliminate impacts from extreme outliers.7

With a four by four estimation matrix, the JT momentum abnormal re-
turn is reported to persist in short-term and intermediate horizons across all
sample countries. The returns decrease monotonically with the increase of
ranking and holding periods, except when ranking stocks based on the past
three months’ returns. This exception might be because the ranking period
is too short to alleviate the bid-ask bounce, as suggested by Jegadeesh and
Titman (1993). Furthermore, the results suggest that the highest momen-
tum return comes with the strategy of a three by three (3, 3) window, and
the returns are subject to high volatility respectively. In summary, follow-
ing the JT momentum approach, a selection of shorter terms of ranking and
holding horizons (with J and K less than six months) is more profitable
across countries.

INSERT Table 4 here

7We also conduct portfolio analysis on winner and loser portfolios separately. The
findings are available for readers upon request.
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Table 5 presents the descriptive results of the six countries’ GH mo-
mentum returns with a ranking process based on the past twelve months’
performance and holding horizons equal to 3, 6, 9, and 12 months. With
regards to this approach, the abnormal momentum return is significantly
reduced compared to the JT measure, even though monthly returns are still
reported to be significantly positive. The reduction of abnormal returns
might be because current information has already been incorporated when
constructing the portfolios. It is worth noting that most GH abnormal re-
turns are associated with winning portfolios across the sample countries and
are negatively skewed. Importantly, Canada has the highest mean abnormal
returns (it yields R = 2.07% monthly returns with the 12 by 3 strategy).
This result is consistent with the 52-week high momentum literature (George
and Hwang, 2004; Hao et al., 2018).

The results in Table 5 imply that the longer the holding period, the less
abnormal returns are achieved, except for the UK and the US markets. For
other countries, a shorter holding period (K=3) is reported to yield the most
significant higher abnormal returns. For the UK and US markets, however,
the highest monthly momentum returns come from the K=6 strategy.

INSERT Table 5 here

In summary, both of the two approaches yield significant positive payoffs
during the sample period across the six countries. Although both suggest
it is in the shorter ranking and holding horizons that, the higher abnormal
returns can be achieved, the JT momentum approach significantly outper-
forms the GH momentum strategy. We interpret such results as being due
to the fact that the GH approach incorporates pricing information more
than the JT measure. Additionally, we found that the six months interval
is the smoothest and the most stable estimation window. This finding is
consistent with findings in the studies of Jegadeesh and Titman (2001) and
Paul and Gareth (2018).

Next, we report the time variation of momentum returns during our
sample period. Figure 2 presents the time series momentum returns among
all six countries. We document the ‘twelve by six’ GH approach in the
plotting diagram. Our time series momentum returns clearly capture the
financial shocks such as the 2001 dot-com bubble bursts and the global
financial crisis from 2007 to 2009. We also capture significant momentum
crashes in all six sample countries with sudden liquidity shocks, findings
which are in line with Chen and Sherif (2016).
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INSERT Figure 2 here

4.4. Robustness Checks: Return continuation with Fama-MacBeth
Estimates and Transaction Costs

To control for heterogeneity and cross-sectional dependence in perfor-
mance across strategies and countries, we employ an econometric technique
introduced by Fama and MacBeth. This technique enhances the quality
of our results and corrects inconsistencies associated with OLS regression
(Fama and MacBeth, 1973). Table 6 presents the estimation results of the
Fama-MacBeth approach. Column 3 reports negative coefficients, indicat-
ing that although there are some exceptions, stock markets tend to have one
month return reversal effects. In addition, all sample countries present neg-
ative coefficients on the size variable. The variables of particular salience are
presented in column seven and the last column. They report the coefficient
differences between the momentum winner and loser dummies when other
variables have been controlled. We found that only the US and UK markets
report significant positive JT momentum returns. Interestingly, the US and
UK have a significant momentum effect, which is clearly prominent.

INSERT Table 6 here

Equipped with the above analysis and findings, we can say that, signifi-
cantly, there is a debate on the performance of different types of momentum
strategies across countries. For example, the JT return is proved to be preva-
lent in the US and UK stock markets, yet the same pattern does not hold
for the rest of the sample countries. Moreover, the GH and JT momentum
patterns are both present across all countries, with JT momentum slightly
outperforming the GH strategy. This supports our Hypothesis 2, and is
in line with the ‘quality of governance’ significant levels as shown in Table
3. Additionally, it implies a significant explanatory power of the quality of
governance indicators on the return continuation effect, in particular when
using the JT momentum over the GH strategy.

Implementing a momentum strategy requires fairly frequent trading by
investors. Transaction costs, therefore, become a key factor in assessing the
profitability of momentum strategies (Hanna and Ready, 2005; Tajaddini
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et al., 2015). Thus, as a robustness test, we further investigate and test
whether momentum approaches remain profitable after taking out transac-
tion costs. Following Solnik and McLeavey (2013), we use an estimate of
the 2% per switch in the calculation of the transaction costs from buying
and selling strategies. A switch is referred to as a round-trip transaction
cost of buying and selling stocks within one holding horizon. The switch
in this study contains brokerage cost, taxes, and the loss of bid-ask spread.
Therefore, monthly transaction costs are simulated and identified as:

c = (1/m) ∗ 2% (4)

where c is the transaction cost, m presents the switch, which refers to 3, 6,
9 and 12.

Table 7 reports the JT and GH momentum returns after discounting
the transaction costs. Results shown in Table 7 indicate that the JT momen-
tum significantly persists for all estimation windows among the six sample
countries. In contrast, the GH momentum returns are partially wiped out in
the UK, Germany, and the US when the holding periods are short (K=3).
The GH returns remained persistent and strong in other holding horizons
(K=6, 9, and 12). Our robustness results document that profits are not
persistent in short terms and that returns clearly decrease in the long run.
The six-month estimation window is reported to be the most stable invest-
ment pattern or cycle for both strategies and the results are robust. Our
findings suggest that when current public information is incorporated, the
momentum payoffs decreased and were partially wiped out. This is consis-
tent with the theoretical framework of the EMH. However, since the GH
method still provides significant positive and robust monthly profits in in-
termediate terms, we conclude that the markets are not fully efficient.

INSERT Table 7 here

5. Conclusion

This paper examined the presence of momentum (sell past losers and
buy past winners) and proposed accountability, level of corruption, and gov-
ernance effectiveness as new explanations and sources of return continuation
effects in an international setting. To examine the relationship between ac-
countability, level of corruption, governance effectiveness and momentum
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effects (above average stock returns), we adopted two key (JT) and recent
(GH) momentum strategies and constructed four portfolios over a sample
period of past 3, 6, 9, and 12 months. We performed a 30% filtering rule: the
top 30% decile stocks were classified and grouped into the winner portfolios
and the bottom 30% decile stocks were classified and grouped into the loser
portfolios.

We found that both accountability and level of corruption are signifi-
cantly correlated with government effectiveness. Countries and institutional
environments with better scores on the accountability and control of cor-
ruption indices maintain better levels of governance effectiveness. More
transparent countries are likely to be more efficient and effective at produc-
ing and delivering public and institutional services. Although strong and
statistically significant correlations are not sufficient evidence of a causal
relationship, they do make causal assertions seem more convincing. In this
case, our correlations suggest that better accountability and control of cor-
ruption leads to better governance effectiveness. Government effectiveness is
more strongly correlated with control of corruption than with accountabil-
ity. This finding remains valid within all six international stock markets.
With regard to the relationship between governance performance and mo-
mentum strategies, we documented that abnormal returns are significantly
positive when using both momentum strategies across different time periods
and countries. For quality of governance, despite various interpretations for
the signs of governance indicators, the quality of governance was found to
consistently affect the international momentum profits.

Overall, our findings explain the presence of momentum in an inter-
national context and add to the momentum literature by showing that the
quality of governance influences the stability of financial markets. This ad-
dition is of significant importance in understanding the pricing effects and
stock market anomalies. We also found that both the JT and GH momen-
tum strategies yield significant positive payoffs using a country level analysis,
and that the JT momentum approach significantly outperforms the GH mo-
mentum strategy. We interpret this result as showing that the GH approach
incorporates pricing information more than the JT measure. Our findings
are robust, having been subjected to a range of robustness checks.

There are a number of implications for research and practice from this
study. Firstly, the study offers insights and provides important solutions to
empower and enhance the strengthening of international investor protection.
Due to the importance of the quality of governance in leading the perfor-
mance of stock markets, our results imply that quality of governance has a
significant impact on transaction costs, which in turn impacts on investors’
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and stock shareholders’ wealth. Secondly, our findings offer insights to those
policy makers who regularly adopt governance regulations to minimise pos-
sible future conflicts of interest. Our analysis in this study highlights the
significance of governance measures and dimensions and thus implies that
governance reform merits urgent policy attention in those countries with
weak governance structures. On the basis of this analysis and these re-
sults, we outline some strategic implications in forming better policies and
strategies for financial markets and institutions, as well as for financial con-
sultants.

The major limitation of this paper is that the country level analysis
is dependent on the integrity of the proxy for the quality of governance
(QoG), which is obtained from perception-based measures. Hence, omit-
ted variables associated with the diversification dimension of indicators may
significantly impact perceptions of the quality of governance QoG and sub-
sequently reflect negatively on the value of the substantive link between the
momentum profits strategies and governance indicators. Another limitation
is that agency theory assumes that the degree of agency conflict and costs is a
function of managerial ownership, which has not been explored in the cross-
country analysis. Our study therefore has attempted to mitigate against
this setback both by using the most valid and reliable indicators of QoG
and also by employing an endogeneity-based methodology that addresses
the bias and omitted information in the perception-based measures.

Our study highlights a number of avenues for future research. For
example, different and individual types of governance indicators could be
used to further investigate and compare the causal relationships between the
quality of governance and momentum profits across countries and regions.
Furthermore, similar investigation and comparisons could be researched by
conducting more precise governance factors and potential micro effects of
ownership structure on abnormal returns, which are indeed considered as a
promising area for future investigations. In addition, adding and consider-
ing more variables such as the managerial and accounting reforms associ-
ated with accountability and corruption could merit more research through
considering the interactions between governance variables and multivariate
regression analyses. Nevertheless, it is noted here that one common obstacle
in such kinds of studies is a lack of sufficient data. However, to tackle this
problem, research could incorporate statistical bootstrap methods, and it is
recommended that such methods are incorporated in future studies.
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Boţa-Avram, C., 2013. Empirical analysis of effects of country-level gover-
nance to strength of investor protection. Procedia-Social and Behavioral
Sciences 99, 1063–1072.

Brunnermeier, M., Sannikov, Y., 2012. A macroeconomic model with a fi-
nancial sector. National Bank of Belgium Working Paper (236).

Chan, K., Hameed, A., Tong, W., 2000. Profitability of momentum strage-
gies in the international equity markets. Journal of Financial and Quan-
titative Analysis 35 (02), 153–172.

Chen, A.-S., Yang, W., 2015. Echo effects and the returns from 52-week high
strategies. Finance Research Letters 1 (16), 38–46.

23



M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

Chen, J., Sherif, M., 2016. Illiquidity premium and expected stock returns
in the UK: A new approach. Physica A: Statistical Mechanics and its
Applications 458, 52–66.

Chen, L.-W., Yu, H.-Y., Wang, W.-K., 2018. Evolution of historical prices
in momentum investing. Journal of Financial Markets 37, 120 – 135.

Chen, Y., Vincent, K., 2016. The role of momentum, sentiment, and eco-
nomic fundamentals in forecasting bear stock market. Journal of Forecast-
ing 35 (6), 477–572.

Chiou, Y.-C., Lan, L. W., Yen, B. T., 2010. A joint measurement of ef-
ficiency and effectiveness for non-storable commodities: Integrated data
envelopment analysis approaches. European Journal of Operational Re-
search 201 (2), 477–489.

Chiu, Chien-Liang, C. C.-D., Tang, W.-W., 2005. Political elections and
foreign investor trading in South Korea’s financial markets. Applied Eco-
nomics Letters 12 (11), 673–677.

Claessens, S., Kose, M. M. A., 2013. Financial crises explanations, types,
and implications. No. 13-28. International Monetary Fund.

Cornell, B., Hsu, J., Nanigian, D., 2017. Does past performance matter
in investment manager selection? The Journal of Portfolio Management
43 (4), 33–43.

Daniel, K., Moskowitz, T., 2016. Momentum crashes. Journal of Financial
Economics 122 (2), 221–247.

Daouk, H., Lee, C. M., Ng, D., 2006. Capital market governance: How do
security laws affect market performance? Journal of Corporate Finance
12 (3), 560–593.

Edmonds, C. T., Edmonds, J. E., Fu, R., Jenkins, D. S., 2018. Price mo-
mentum and the premium for meeting or beating analysts’ forecasts of
earnings. Advances in Accounting 42, 34 – 47.

Fama, E., French, K., 1996. Multifactor explanations of asset pricing anoma-
lies. The Journal of Finance 51 (1), 55–84.

Fama, E., MacBeth, J., 1973. Risk, return, and equilibrium: Empirical tests.
The Journal of Political Economy 81 (3), 607–636.

24



M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

Foltice, B., Langer, T., 2015. Profitable momentum trading strategies for
individual investors. Financial Markets and Portfolio Management 29 (2),
85–113.

Frey, B. S., Waldenström, D., 2004. Markets work in war: World War II
reflected in the Zurich and Stockholm bond markets. Financial History
Review 11 (1), 51–67.

Gaganis, C., Pasiouras, F., Voulgari, F., 2019. Culture, business environ-
ment and smes’ profitability: Evidence from european countries. Eco-
nomic Modelling 78, 275–292.

George, T., Hwang, C.-Y., 2004. The 52-week high and momentum investing.
The Journal of Finance 59 (5), 2145–2176.

Giannetti, M., Koskinen, Y., 2010. Investor protection, equity returns, and
financial globalization. Journal of Financial and Quantitative Analysis
45 (1), 135–168.

Gigerenzer, G., 2010. Moral satisficing: Rethinking moral behavior as
bounded rationality. Topics in Cognitive Science 2 (3), 528–554.

Golden, M. A., Picci, L., 2005. Proposal for a new measure of corruption,
illustrated with italian data. Economics & Politics 17 (1), 37–75.

Gong, Y., 2017. Does the momentum strategy work at the industry level?
evidence from the Chinese stock market. Emerging Markets Finance and
Trade 53 (5), 1072–1092.

Griffin, J., Ji, X., Martin, J. S., 2003. Momentum investing and business
cycle risk: Evidence from pole to pole. The Journal of Finance 58 (6),
2515–2547.

Grinblatt, M., Han, B., 2005. Prospect theory, mental accounting, and mo-
mentum. Journal of Financial Economics 78 (2), 311–339.

Hail, L., Leuz, C., 2006. International differences in the cost of equity cap-
ital: Do legal institutions and securities regulation matter? Journal of
Accounting Research 44 (3), 485–531.

Hameed, A., Kusnadi, Y., 2002. Momentum strategies: Evidence from Pa-
cific Basin stock markets. Journal of Financial Research 25 (3), 383–397.

Hameed, A., Mian, M., 2015. Industries and stock return reversals. Journal
of Financial and Quantitative Analysis 50 (1-2), 89–117.

25



M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

Hamilton, A., Hammer, C., 2018. Can we measure the power of the grabbing
hand? a comparative analysis of different indicators of corruption. World
Bank, Policy Research Working Paper 8299.

Hanna, D., Ready, M., 2005. Profitable predictability in the cross section of
stock returns. Journal of Financial Economics 78 (3), 463–505.

Hao, Y., Chou, R. K., Ko, K.-C., Yang, N.-T., 2018. The 52-week high,
momentum, and investor sentiment. International Review of Financial
Analysis 57, 167 – 183.

Harvey, C. R., 1995. Predictable risk and returns in emerging markets. The
Review of Financial Studies 8 (3), 773–816.

Heidari, M., 2015. Momentum crash management. Available at SSRN
2647453.

Hong, H., Stein, J., 1999. A unified theory of underreaction, momentum
trading, and overreaction in asset markets. The Journal of Finance 54 (6),
2143–2184.

Hooper, V., Sim, A. B., Uppal, A., 2009. Governance and stock market
performance. Economic Systems 33 (2), 93–116.

Hung, C., Banerjee, A., 2014. How do momentum strategies ‘score’ against
individual investors in Taiwan, Hong Kong and Korea? Emerging Markets
Review 21, 67–81.

Hutchinson, M., O’Brien, J., 2015. Trend following and macroeconomic risk.
Available at SSRN 2550718.

Jegadeesh, N., Titman, S., 1993. Returns to buying winners and selling
losers: Implications for stock market efficiency. The Journal of Finance
48 (1), 65–91.

Jegadeesh, N., Titman, S., 2001. Profitability of momentum strategies: An
evaluation of alternative explanations. The Journal of Finance 56 (2),
699–720.

Jiang, H., Habib, A., Wang, S., 2018. Real earnings management, institu-
tional environment, and future operating performance: An international
study. The International Journal of Accounting 53 (1), 33 – 53.

Jorion, P., Goetzmann, W. N., 1999. Global stock markets in the twentieth
century. The Journal of Finance 54 (3), 953–980.

26



M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

Kaufmann, D., Kraay, A., Mastruzzi, M., 2008. Governance matters VII: ag-
gregate and individual governance indicators 1996-2007. The World Bank.

Kaufmann, D., Kraay, A., Mastruzzi, M., 2009. Governance matters VIII:
Aggregate and individual governance indicators 1996-2008. The World
Bank.

Kaufmann, D., Kraay, A., Mastruzzi, M., 2010. The worldwide governance
indicators: Methodology and analytical issues. World Bank Economic Re-
view 18, 253–287.

Kaufmann, D., Kraay, A., Mastruzzi, M., 2011. The worldwide governance
indicators: methodology and analytical issues. Hague Journal on the Rule
of Law 3 (2), 220–246.

Kaufmann, D., Kraay, A., Zoido-Lobatón, P., 2000. Governance matters.
Finance Development 37 (2), 10–13.

Kirkpatrick, G., 2009. The corporate governance lessons from the financial
crisis. OECD Journal: Financial Market Trends 2009 (1), 61–87.

Liu, L., Zhang, L., 2008. Momentum profits, factor pricing, and macroeco-
nomic risk. Review of Financial Studies 21 (6), 2417–2448.

Liu, M., Liu, Q., Ma, T., 2011. The 52-week high momentum strategy in
international stock markets. Journal of International Money and Finance
30 (1), 180–204.

Low, R., Yew, K., Tan, E., 2016. The role of analysts’ forecasts in the
momentum effect. Available at SSRN 2739825.

Low, S.-W., Kew, S.-R., Tee, L.-T., 2011. International evidence on the
link between quality of governance and stock market performance. Global
Economic Review 40 (3), 361–384.

Martins, H. C., Schiehll, E., Terra, P. R. S., 2017. Country-level gover-
nance quality, ownership concentration, and debt maturity: A compara-
tive study of Brazil and Chile. Corporate Governance: An International
Review 25 (4), 236–254.

Mattei, M., 2018. Enhanced portfolio performance using a momentum ap-
proach to annual rebalancing. International Journal of Financial Studies
6 (1), 15.

27



M
ANUSCRIP

T

 

ACCEPTE
D

ACCEPTED MANUSCRIPT

McCrie, R., 2015. Security operations management. Butterworth-
Heinemann.

Milyo, J., 2012. Stock market reactions to political events: what can we learn
about the efficacy of political connection. Tech. rep., Working Paper.

Moskowitz, T., Grinblatt, M., 1999. Do industries explain momentum? The
Journal of Finance 54 (4), 1249–1290.

Munteanu, A., Brezeanu, P., 2014. Government effectiveness and value cre-
ation: the case of emerging European listed banks. Transylvanian Review
of Administrative Sciences 10 (42), 140–155.

Otusanya, O. J., Lauwo, S., Hayati, A., 2012. The culpability of account-
ing practice in promoting bribery and corruption in developing countries.
University of Lagos.

Paul, D., Gareth, H., 2018. Return dispersion and conditional momentum
returns: International evidence. Pacific-Basin Finance Journal 50, 263–
278.

Perezquiros, G., Timmermann, A., 2000. Firm size and cyclical variations
in stock returns. The Journal of Finance 55 (3), 1229–1262.

Persson, T., Tabellini, G., 2003. The economic effects of constitutions: What
do the data say. Cambridge, MA: MIT Press.

Power, D., Lonie, A., Lonie, R., 1991. Some UK evidence of stock market
overreaction. British Accounting Review 23, 27–59.

Quibria, M., 2006. Does governance matter? yes, no or maybe: Some evi-
dence from developing Asia. Kyklos 59 (1), 99–114.

Rachisan, P. R., Bota-Avram, C., Grosanu, A., 2017. Investor protection and
country-level governance: cross country empirical panel data evidence.
Economic Research-Ekonomska Istraživanja 30 (1), 806–817.
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Figure 1: Times series liquidity events
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Figure 2: Country-Level Momentum Effects Over Time
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Table 1: Definitions of Key Variables

Variable Definition

Momentum Strategies

JT Momentum returns generated by JT methods
JTH Dummy variable that takes value 1

if stock i belongs to JT winner portfolio and value 0 otherwise
JTL Dummy variable that takes value 1 if stock i belongs to JT loser portfolio and

value 0 otherwise
GH Momentum retruns generated by GH methods
GHH Dummy variable that takes value 1

if stock i belongs to GH winner portfolio and value 0 otherwise
GHL Dummy variable that takes value 1

if stock i belongs to GH loser portfolio and value 0 otherwise

Accountability, Corruption and Governance

VA
It measures the level of ability for country citizens to join in government selection,
the degree of media freedom, association freedom and expression freedom.

PSAV
It judges the considerations on the possibility of government status
to be unstable or even overthrown under illegal activities.

GE
It measures the quality of civil and public service, the process of policy establishment
and regulation, the level of civil independence under political pressure
and the reliability of government when there is a policy commitment.

RQ
It measures the government ability to establish complete policies,
which is the development foundation of private sector.

RL
It focuses on the level of agent endurance and confidence to the social rules, especially
the power of contract, courts and enforcing authorities with consideration of
the possibility to experience violence and crime.

CC It measures the level of public power to make individual profit
through the way of abusing one’s power and corruption.
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Table 2: Descriptive Statistics and Pearson Correlations

Mean SD Skewness Kurtosis Mean SD Skewness Kurtosis Mean SD Skewness Kurtosis

UK Canada France

VA 4.528 0.0117 0.3794 3.513 4.555 0.0157 -0.1913 4.411 4.501 0.0309 -0.6084 2.609
GE 4.532 0.0142 -0.484 2.729 4.563 0.0123 -0.5658 4.035 4.502 0.0186 -0.117 1.925
CC 4.531 0.0187 -0.5585 3.732 4.553 0.0120 -0.7375 3.191 4.499 0.0174 -1.713 6.657

Germ Japan US

VA 4.535 0.0082 -2.134 10.59 4.376 0.0346 -0.203 1.817 4.468 0.0325 0.6497 2.077
GE 4.519 0.0194 1.975 8.325 4.485 0.0184 -1.877 6.499 4.516 0.0075 0.3362 2.118
CC 4.536 0.0108 2.816 12.96 4.479 0.0367 -0.0699 1.556 4.502 0.0338 0.2248 3.258

Pearson Correlations

UK Canada France

VA GE CC JT VA GE CC JT VA GE CC JT

VA 1.000 - - - 1.000 - - - 1.000 - - -
GE 0.1927 1.000 - - 0.5219 1.000 - - 0.2239 1.000 - -
CC 0.1380 0.4033 1.000 - -0.4222 -0.0846 1.000 - 0.3962 -0.0277 1.000 -
JT -0.4339 0.2186 0.1011 1.000 0.3988 0.0911 0.2014 1.000 -0.3760 0.2371 0.3279 1.000

Germ Japan US

VA GE CC JT VA GE CC JT VA GE CC JT

VA 1.000 - - - 1.000 - - - 1.000 - - -
GE -0.6979 1.000 - - 0.2728 1.000 - - -0.0607 1.000 - -
CC -0.6236 0.6666 1.000 - 0.4897 0.6498 1.000 - 0.7129 0.4236 1.000 -
JT 0.1848 -0.820 -0.6143 1.000 -0.3760 0.2371 0.327 1.000 0.0237 -0.041 0.715 1.000

This table reports descriptive statistics & Pearson Correlations of the quality of governance
indicators generated from the World Bank and JT momentum strategy. All data are reported
in their percentile forms. JT is momentum strategy.
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Table 3: Regression Results

Panel A: JT Momentum Strategy

Accountability and Country-level Governance Environments

Country β0 βV A βGE βCC ADJ R2

UK 7.041*** -0.9592*** -0.6573*** 0.0774 0.252
Canada -9.987*** 1.541*** -0.6723*** 1.346*** 0.35
France 2.346*** -0.2561*** 0.0803 -0.3311*** 0.18

Germany -1.533 0.4125 -0.3267 0.2668 0.020
Japan 2.558*** -0.1052* -0.6248*** 0.1741** 0.16

US 4.664* -0.0219 -1.040* 0.04657 0.031

Panel B: GH Momentum Strategy

Accountability and Country-level Governance Environments

Country β0 βV A βGE βCC ADJR2

UK 2.635** -1.130*** 0.5012*** 0.0493 0.20
Canada -1.138 0.5491*** -0.3426 0.0476 0.04
France 2.87*** -0.1934** -0.0811 -0.3623*** 0.12

Germany -16.03*** 2.435*** 0.4741* 0.6296* 0.10
Japan 0.4812 -0.0427 -0.0985 0.0340 0.01

US -0.1050 -0.01471 -0.0829 0.1231 0.01

Note: this table presents the panel regression results. βV A is the voice and accountability; βGE is

the governance effectiveness; and βCC refers to the control of corruption of country i at month t.

*, **, and *** denote significance at the 10%, 5%, and 1% levels respectively.
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Table 4: Descriptive Statistics of Country-Level Momentum Effects

This table reports descriptive statistics of Country-Level momentum effects. ’W-L’ is sell past losers and buy

past winners; W is winner portfolios and L is loser portfolios.

Mean S.D. Skewness Kurtosis tstat Mean S.D. Skewness Kurtosis tstat

K=3 K=6

UK(W-L) 0.47% 0.038 0.869 7.792 1.565 0.86% 0.027 0.475 5.441 4.085
UK(W) 0.40% 0.022 -0.643 3.460 2.316 0.78% 0.017 -0.708 4.062 5.756
UK(L) -0.75% 0.051 1.317 7.560 -1.902 -0.41% 0.039 1.084 5.428 -1.357

CAN(W-L) 1.40% 0.036 0.695 8.548 5.025 1.61% 0.027 0.169 4.668 7.557
CAN(W) 1.03% 0.026 -0.981 8.689 5.123 1.36% 0.022 -1.365 9.150 8.089
CAN(L) -1.05% 0.049 2.008 14.393 -2.780 -0.60% 0.037 1.368 8.256 -2.094

FRAN(W-L) 0.84% 0.041 0.497 3.934 2.646 1.08% 0.029 0.668 4.248 4.780
FRAN(W) -0.01% 0.030 -1.440 5.951 -0.022 0.30% 0.023 -1.270 4.822 1.661
FRAN(L) -1.52% 0.060 1.137 5.467 -3.298 -1.12% 0.043 0.941 4.403 -3.326

GER(W-L) 0.51% 0.049 0.656 6.507 1.368 0.85% 0.032 1.014 8.848 3.357
GER(W) -0.03% 0.031 -1.533 7.066 -0.114 0.39% 0.024 -1.258 5.043 2.047
GER(L) -1.21% 0.068 1.390 6.491 -2.302 -0.80% 0.050 1.716 8.758 2.052

JAP(W-L) 0.00% 0.032 0.330 5.203 -0.011 0.25% 0.022 0.179 4.948 1.484
JAP(W) -0.33% 0.034 -0.290 3.441 -1.248 -0.05% 0.027 -0.118 3.626 -0.259
JAP(L) -1.00% 0.054 0.631 4.739 -2.387 -0.64% 0.040 0.554 3.912 -2.081

US(W-L) 0.45% 0.038 1.038 8.691 1.558 0.82% 0.028 1.313 8.050 3.721
US(W) 0.38% 0.026 -1.882 9.624 1.891 0.69% 0.020 -2.225 10.153 4.367
US(L) -0.75% 0.057 1.870 11.952 -1.717 -0.47% 0.044 1.931 10.074 -1.364

K=9 K=12

UK(W-L) 1.13% 0.023 0.897 4.806 6.288 0.91% 0.020 1.151 4.381 5.683
UK(W) 1.07% 0.015 -0.751 3.247 9.016 0.87% 0.013 -0.573 2.644 8.303
UK(L) -0.07% 0.033 1.211 4.823 -0.269 -0.21% 0.029 1.317 4.693 -0.910

CAN(W-L) 1.99% 0.025 0.690 6.312 10.1527 1.70% 0.021 0.392 5.034 10.257
CAN(W) 1.73% 0.020 -0.360 7.324 10.846 1.47% 0.017 -0.314 4.666 10.959
CAN(L) -0.28% 0.029 0.899 6.955 -1.217 -0.41% 0.025 0.704 6.137 -2.084

FRAN(W-L) 1.37% 0.023 0.571 3.313 7.474 1.16% 0.021 0.602 3.236 7.073
FRAN(W) 0.63% 0.019 -0.980 3.724 4.132 0.47% 0.017 -0.751 3.264 3.399
FRAN(L) -0.74% 0.035 0.624 3.017 -2.708 -0.86% 0.030 0.548 2.669 -3.639

GER(W-L) 1.17% 0.024 0.496 6.800 6.158 1.02% 0.020 0.602 5.305 6.285
GER(W) 0.73% 0.021 -1.106 3.890 4.379 0.58% 0.019 -0.851 3.104 3.832
GER(L) -0.45% 0.039 1.313 6.497 -1.436 -0.62% 0.033 1.214 5.181 -2.328

JAP(W-L) 0.53% 0.015 -0.077 4.210 4.392 0.28% 0.012 -0.620 4.467 2.895
JAP(W) 0.26% 0.022 0.065 3.365 1.447 0.04% 0.020 0.068 3.011 0.265
JAP(L) -0.28% 0.030 0.291 3.110 -1.164 -0.41% 0.025 0.055 2.592 -2.028

US(W-L) 1.10% 0.023 1.022 5.404 6.046 0.91% 0.020 0.845 4.439 5.760
US(W) 0.97% 0.017 -1.903 8.031 7.421 0.78% 0.014 -1.543 5.951 6.910
US(L) -0.14% 0.036 1.553 7.516 -0.497 -0.30% 0.030 1.193 5.402 -1.238
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Table 5: Performance Returns, JT Momentum Strategy vs GH Momentum Strategy

Panel A: Momentum Returns JT Approach

Country (3, 3) (3, 6) (3, 9) (3, 12) (6, 3) (6, 6) (6, 9) (6, 12)

UK 9.86%*** 5.11%*** 3.78%*** 3.01%*** 7.30%*** 6.83%*** 4.86%*** 3.90%***
Canada 13.82%*** 7.71%*** 5.75%*** 4.84%*** 10.54%*** 9.86%*** 7.24%*** 5.93%***
France 9.78%*** 5.04%*** 3.57%*** 2.91%*** 7.27%*** 6.78%*** 4.68%*** 3.70%***

Germany 10.06%*** 5.27%*** 3.55%*** 2.90%*** 7.46%*** 6.98%*** 4.78%*** 3.80%***
Japan 11.14%*** 5.67%*** 3.80%*** 3.00%*** 8.11%*** 7.58%*** 5.04%*** 3.84%***

US 11.52%*** 6.19%*** 4.47%*** 3.60%*** 8.61%*** 8.06%*** 5.68%*** 4.53%***

Country (9, 3) (9, 6) (9, 9) (9, 12) (12, 3) (12, 6) (12, 9) (12, 12)

UK 6.25%*** 5.77%*** 5.61%*** 4.43%*** 5.59%*** 5.23%*** 5.03%*** 4.86%***
Canada 9.06%*** 8.52%*** 8.21%*** 6.73%*** 8.16%*** 7.71%*** 7.45%*** 7.27%***
France 6.16%*** 5.72%*** 5.49%*** 4.32%*** 5.54%*** 5.13%*** 4.87%*** 4.75%***

Germany 6.26%*** 5.92%*** 5.56%*** 4.37%*** 5.71%*** 5.35%*** 4.98%*** 4.79%***
Japan 6.66%*** 6.31%*** 5.96%*** 4.49%*** 6.03%*** 5.56%*** 5.22%*** 5.04%***

US 7.34%*** 6.88%*** 6.52%*** 5.12%*** 6.62%*** 6.21%*** 5.88%*** 5.60%***

Panel B: Momentum Returns GH Approach

Country (12, 3) (12, 6) (12, 9) (12, 12)

UK 1.14%*** 1.19%*** 1.13%*** 1.08%***
Canada 2.07%*** 1.95%*** 1.99%*** 1.87%***
France 1.51%*** 1.41%*** 1.37%*** 1.32%***

Germany 1.18%*** 1.18%*** 1.17%*** 1.19%***
Japan 0.66%*** 0.58%*** 0.53%*** 0.45%***

US 1.12%*** 1.15%*** 1.10%*** 1.07%***
This table reports performance returns across different momentum strategy windows.
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Table 6: Fama-MacBeth Regression Results - Markets and Momentum Strategies

Market Intercept Rt−1 Size GHH GHL GHD JTH JTL JTD

UK 0.40*** -0.04*** -0.04*** 0.0014 0.001 0.0004 0.044*** 0.001 0.043***
Canada 0.40*** -0.06*** -0.06*** 0.0025 0.0044* -0.0019 -0.009 0.0023 -0.0113
France 0.52*** -0.03 -0.05*** 0.0016 -0.0041 0.0057 0.0039 -0.002 0.0061

Germany 0.53*** 0.01 -0.05*** -0.004 -0.01 0.006 0.006 0.005 0.001
Japan 0.76*** 0.01 -0.06*** 0.0004 0.0018 -0.0018 -0.0009 -0.003 0.0023

US 0.59*** -0.06*** -0.06*** 0.0012 0.0005 0.0007 0.0032*** 0.0001 0.0031***

Note: this table reports the coefficient estimates of the two-stage Fama-MacBeth regressions. Rt−1 is the return of stock i at

month t − 1. Size is the log value of market capitalization of stock i at month t − 1, GHH, (GHL) is the dummy variable

that takes value 1 if stock i belongs to GH winner (loser) portfolio in the formation month t− j (j = 2, . . . , 7), and 0 otherwise.

JTH and JTL are defined similarly for JT momentum strategy. *, **, and *** denote significance at the 10%, 5%, and 1%

levels respectively.
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Table 7: Performance Returns after Discounting Transaction Costs, JT Momentum Strategy vs GH Momentum Strategy

Panel A: JT Approach

Country (3, 3) (3, 6) (3, 9) (3, 12) (6, 3) (6, 6) (6, 9) (6, 12)

UK 9.19%*** 4.78%*** 3.56%*** 2.85%*** 6.63%*** 6.50%*** 4.64%*** 3.73%***
Canada 13.16%*** 7.38%*** 5.52%*** 4.68%*** 9.87%*** 9.53%*** 7.02%*** 5.76%***
France 9.11%*** 4.71%*** 3.35%*** 2.75%*** 6.60%*** 6.45%*** 4.46%*** 3.54%***

Germany 9.40%*** 4.94%*** 3.32%*** 2.73%*** 6.80%*** 6.64%*** 4.56%*** 3.63%***
Japan 10.47%*** 5.34%*** 3.57%*** 2.83%*** 7.44%*** 7.25%*** 4.82%*** 3.68%***

US 10.85%*** 5.86%*** 4.25%*** 3.43%*** 7.94%*** 7.72%*** 5.46%*** 4.36%***

Country (9, 3) (9, 6) (9, 9) (9, 12) (12, 3) (12, 6) (12, 9) (12, 12)

UK 5.59%*** 5.43%*** 5.38%*** 4.26%*** 4.92%*** 4.90%*** 4.81%*** 4.69%***
Canada 8.39%*** 8.19%*** 7.98%*** 6.56%*** 7.49%*** 7.37%*** 7.23%*** 7.11%***
France 5.49%*** 5.38%*** 5.27%*** 4.16%*** 4.87%*** 4.80%*** 4.65%*** 4.58%***

Germany 5.59%*** 5.58%*** 5.33%*** 4.20%*** 5.04%*** 5.02%*** 4.76%*** 4.62%***
Japan 5.99%*** 5.97%*** 5.74%*** 4.33%*** 5.37%*** 5.22%*** 5.00%*** 4.87%***

US 6.67%*** 6.55%*** 6.30%*** 4.95%*** 5.96%*** 5.87%*** 5.65%*** 5.43%***

Panel B: Momentum Returns GH Approach

Country (12, 3) (12, 6) (12, 9) (12, 12)

UK 0.47% 0.86%*** 0.91%*** 0.91%***
Canada 1.40%*** 1.61%*** 1.77%*** 1.70%***
France 0.84%*** 1.08%*** 1.15%*** 1.16%***

Germany 0.51% 0.85%*** 0.95%*** 1.02%***
Japan 0.00% 0.25% 0.31%** 0.28%***

US 0.45% 0.82%*** 0.88%*** 0.91%***
This table reports performance returns after discounting transaction costs across different mo-
mentum strategy windows.
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