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Nonlinear Momentum Trading Strategies:

Theory and Applications to China Futures Market
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Abstract Momentum has been a central topic of financial research and practice in recent
years. However neither theoretical nor applied researches are sufficient in China. This paper sys—
tematically establishes a momentum model for China futures market analyzes several hidden-factor
effects and proposes new trading strategies. We investigate the existence of momentum by emplo—
ying 2012 China futures market data and study the existence of momentum effect. It is shown that
nonlinear trading strategies can significantly enhance average return through exploring the parameter
space compared to traditional approaches and the proposed model can further increase the return
and Sharp Ratio. The improvements are verified in both long and short holding periods. Moreover
the paper confirms that most industries follow momentum effect while a few of them exhibit momen—
tum reversals.
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