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The opinions of MOTR Capital Management & Research, Inc. expressed in this Research represent its good faith views and are provided for limited purposes, are not definitive 
investment advice, and should not be relied upon as such. Information and opinions provided by third parties have been obtained from sources believed to be reliable, but 
accuracy and completeness cannot be guaranteed. Distribution, dissemination, republication or other transfer of information contained in this Research, in whole or in part, is 
strictly prohibited without the express written consent of MOTR Capital Management & Research, Inc.

The information in this Research is provided strictly for informational purposes only. All information and content in this Research is furnished “As Is” and “As Available” without 
additional representation or warranty of any kind, express or implied, including but not limited to implied warranty of merchantability or fitness for a particular purpose.

MOTR Capital Management & Research, Inc., its employees and its representatives make no representation or warranty as to the completeness or accuracy of information 
provided on other sites that may have been mentioned in this Research, nor is it or are they liable for any direct or indirect technical or system issues or any consequences arising 
out of your access to or your use of the third-party technologies, sites, information or programs made available through this, or other, sites.
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❖ Most of our discussions, rightly so have been about what successful trend followers have done 
and how they did it, but there has been little to no discussion about why it works. And if we're 
being honest, do we really understand deeply why trend following and momentum work? 

❖ I have been a technical analyst my entire career, spanning many decades, and more importantly, 
many market cycles, including bubbles and crashes. As a trend following investor, I can report that 
I have managed to steer both research and portfolio clients through all of those cycles, unscathed 
in bear markets and prosperous in bull. 

❖ When pressed for answers as to why momentum and trend work, I would say something like 
"because it’s long what is winning and avoids or shorts what is not." To demonstrate this, I would 
usually show a long-term performance chart of the momentum factor, illustrating the efficacy of 
owning leaders and selling laggards. 

Introduction
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Winners Beat Losers Over Time…
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❖ By now most would be satisfied, but still, other might press on, asking "but why does that work?" Here, I 
might say something philosophical like "I do what the market tells me because it is the smartest investor 
in the world. That's why it is so hard to beat." If pressed further, I might say look, "The market knows 
everything I think I know, and everything I know I don't know, but most importantly, it knows everything I 
don't even know I don't know, which is 95% of what I need to know!"

❖ That would usually satisfy most curious minds, but deep down inside, I honestly still didn't understand 
why it worked! Of course, I continued using it exclusively because I believed in it, but I also used to believe 
in Santa Claus. 

❖ The desire to better understand my craft ultimately compelled me to leave Wellington after COVID began 
to settle down in late 2020. I took a year off to immerse myself in every study I could find about trend 
following and momentum investing. But they all said the same thing...it works, but outside of some loose 
behavioral explanations, none of the studies confidently explained why! 

Introduction (cont.)
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❖ Then, one day, while reading one of these academic studies, a friend called me from California and started 
filling my brain with terminology that I had never heard before, but as he spoke, my mind started racing...is 
this the answer???? Is this why trend following works????

❖My friend's name is Christian Galatti over at Phase IV research, and in that fateful conversation, he turned 
me on to the science of Complexity.

❖ Today, I want to explain a few things about the natural world through the lens of complexity. I'll be referring 
to things like forest eco systems, avalanches, ant colonies, and tectonic plate movements, why they 
happen, who thrives and who perishes in these systems, and most importantly, why this is so. While I do 
this though, I'd like you to be thinking about trend following and momentum investing and how they 
parallel these complex systems. If I do my job today, my hope is that you will see what I saw five years ago 
in the depths of COVID...the actual answer to WHY trend following works!

Introduction (cont.)
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Interconnectedness: Many independent agents interact in 
ways that influence one another.

Hidden Latticework: Agent interactions build invisible 
networks of tension over long periods of time that 
determine outcomes when triggered.

Regime-Dependence: The effect of any agent’s behavior 
depends on its environment and relationships.

Feedback Loops: Positive and negative feedback loops both 
define and shape system behavior over time (regime).

Resilience: System’s balance between exploitation and 
exploration determines its durability to shocks.

Nonlinearity: Small, unpredictable changes produce 
disproportionately large effects, and vice versa.

Self-Organized Criticality: Systems naturally drift (order) 
toward a poised but fragile state (tipping point) where small 
events (catalysts) can trigger large outcomes (chaos).

Phase Transitions: Order, Tipping Points, Chaos are all 
inevitable in natural systems, but timing is unpredictable.

Adaptation: Complex systems often change in unintended 
ways in response to internal or external interventions.

Emergence: The system exhibits seemingly ‘magical’ 
behaviors not predictable from the individual agents.

What is a “Complex” System?

www.motrcmr.com
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What is Self-Organized Criticality (SOC)?

• SOC is the knife-edge state between apparent order and 

impending chaos, where a system has accumulated enough 

tension (Tipping Point) such that unpredictable, tiny 

disturbances can cascade into large-scale change.

• Surface calm hides internal turmoil and fragility.

• Chaos is not the opposite of order—it is what order 

becomes when a system’s internal tensions inevitably 

exceed its capacity to resist change.

• Chaos is not the enemy—it is opportunity.

Honest Ernest
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On the surface, natural systems appear orderly and strong…
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…despite being primed for chaos beneath the surface!
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Successfully Navigating a Complex System Requires…
❖ sensing the environment

❖ adapting to change

❖ advancing when conditions allow

❖ retreating when necessary

❖ surviving phase transitions (Order → Tipping Point → Chaos)

❖ avoiding catastrophic loss along the way

❖ harnessing emergent patterns when presented
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Three types of species (or Agents):

1. Species that rely on order

• Old-growth trees thrive in long stable periods.

• They invest in slow growth, thick bark, and deep 
roots.

• They assume continuity and predictability.

2. Species that rely on chaos

• Fire-dependent plants that release seeds only 
after fire.

• Their strategy is built for disruption.

• They flourish when the old order collapses.

3. Complex responders

• Ecosystems that adapt across cycles—mixes 
of species with different fire tolerances.

• They “read” the environment through cues: 
moisture, temperature, underbrush density.

• They shift behavior depending on the  
prevailing regime.

Forest Fire Ecology…Very Complex Indeed!
Forests alternate between long periods of apparent stability (order) and sudden, violent fires (chaos). 
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The Conifer Tree is Among Oldest of all Species on Earth!!
1. Life in general ~ 3.5–4.0 billion years ago

2. Early animals

o Simple animals (sponges): ~700 million years ago

o Vertebrates: ~520 million years ago

3. Land plants

o First land plants arrived ~470 million years ago

4. Conifers

o Conifer Trees appear ~310–320 million years ago

o They’ve since dominated Earth’s forests for over 200 million years.
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This means that the Conifer species is…
…older than dinosaurs!!! 

Conifers were already well-established forests

100 million years before the first dinosaurs arrived!!

Critically (pun intended)…
Despite surviving mass extinctions and many harsh, low resource environments, today’s 
Conifers are still basically the same as their ancient ancestors.

Modern pines, spruces, firs, and cedars are not radically different from their Mesozoic 
relatives — a sign of evolutionary stability.



Q: “Any books you’d recommend?”

Reminiscences of a Stock Operator by Edwin Lefevre

How I Made $2,000,000 in the Stock Market by Nicolas Darvas

How to Make Money in Stocks by William O’Neil

Trade Like a Stock Market Wizard by Mark Minervini

Copyright 2026 MOTR Capital Management & Research, Inc.

1923

1960

1988

2013

Almost 100 years separate the first and last book, but all four authors were very 
similar and successful momentum and trend following investors.

Talk about evolutionary stability!
15www.motrcmr.com
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The Conifer: Durability in the Absence of Strength
❖ Conifers are not the biggest trees…

❖ They are not the fastest-growing...

❖ They are not the most competitive in rich soil…

❖ They are not even the most efficient in stable climates…

…but nonetheless, they are the most enduring.
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The Conifer: Nature’s Embodiment of Complex Adaptation
Most trees require deep soil, stable moisture, nutrient richness, and predictable seasons.

Conifers do not. They are agnostic!

❖ They can grow on bare rock, in nutrient-poor sand, at high altitude, in extreme cold, and 
in drought-prone regions. 

❖ They are the first trees to colonize the edges of deserts, the tops of mountains, and in the 
aftermath of volcanic eruptions.

❖ In a complex ecosystem, they are the ultimate generalists in a world of specialists.
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A forest of conifer trees shown from above…
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…and at ground level! 



Copyright 2026 MOTR Capital Management & Research, Inc. 20

Markets are Complex, and Trend Following Works Because…
❖ It adapts to changing environments

❖ It balances exploration with exploitation

❖ It thrives during periods of abundance, capturing emergent trends

❖ It survives long periods of scarcity

❖ It does not attempt to predict the unpredictable

❖ It avoids catastrophic loss

Trend following works because Markets are complex and
trend following is the Conifer Tree of investment strategies.

www.motrcmr.com
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Too Much Exploiting & Not Enough Exploring Leads to Fragility

www.motrcmr.com

Exploitation is utilizing the resources already found to sustain the system now.

Exploration is searching for new resources to sustain the system in the future.

When “agents” in a complex system are busy doing both activities, the system is diverse 
and robust, making it more resilient to turbulent conditions.

When “agents” are narrowly focused only on exploitation at the expense of exploration, 
the system reaches a tipping point, becoming fragile to external shocks and vulnerable 
to resource depletion.
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Healthy Mix of Exploitation & Exploration Promotes Durability

www.motrcmr.com

Ant colonies are a good example. Without instruction (i.e., self-organized), 
each ant focuses on one task as long as that task is productive. These 
include exploring for food, defending the colony, and nest maintenance.

Even when an ant colony has explored ample resources such as food 
crumbs, many other ants still continue to explore for additional resources.

This continual trade-off between explore and exploit contributes to the 
colony’s resilience to change, and the same can be said of the stock market.
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When the S&P and the average stock are 
rising together, there is a healthy mix of 
exploiting and exploring taking place. We 
can say the market is “resilient”.

Confidence builds, and investors begin to 
dedicate more and more resources to 
known winners, making the market’s 
drivers less and less diverse.

As with ant colonies, this lack of exploration 
(breadth) creates system-wide fragility.

With established leaders fully exploited, a 
tipping point is reached, clearing a pathway 
for inevitable chaos.
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1. The core is optimized for survival and 
productivity, not exploration/risk detection

2. Send scouts to absorb uncertainty

They take risk the system cannot afford

3. Send scouts to generate information

They detect opportunity & danger early

4. The system amplifies useful signals

Successful Scout discoveries propagate

5. The system ignores failed signals

Unsuccessful Scouts die or redirect energy

6. Distributed intelligence network

System becomes adaptive and resilient

“Well, if I get that four thousand at 113 ¾, I know something is 
wrong and I'll give a testing order—that is, I'll sell one thousand 
shares to see how the market takes it.”
--Jesse Livermore

“When in Doubt, Send Out the Scouts!”
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Regime Identification Based on First Principles

1. Price Trend
2. Relative Trend
3. Cross Sectional Momentum
4. Breadth
5. Volatility

…Conducted Over Multiple Timeframes

Seeking answers to questions like…
Positive or Negative Feedback? Is volatility 
acceptable? Where is leadership? What is changing? 

Ultimately → “Risk On”, “Risk Off”, or “Mixed”?

The MOTR Research Process: Adaptive, Resilient, Humble
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Casting a Wide Net…

❖ Across all Market-Caps (3,000 US & 6,500 ex-US)

The MOTR Research Process: Exploitation & Exploration

*MCQ=Market Cap Quintile
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Casting a Wide Net…

❖ Across all Market-Caps (3,000 US & 6,500 ex-US)

❖ 28 Custom Built MOTR Groups

The MOTR Research Process: Exploitation & Exploration
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Casting a Wide Net…

❖ Across all Market-Caps (3,000 US & 6,500 ex-US)

❖ 28 Custom Built MOTR Groups

The MOTR Research Process: Exploitation & Exploration
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Casting a Wide Net…

❖ Across all Market-Caps (3,000 US & 6,500 ex-US)

❖ 28 Custom Built MOTR Groups

❖ Global (Five regions, 50 countries, 11 Sectors)

The MOTR Research Process: Exploitation & Exploration
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Casting a Wide Net…

❖ Across all Market-Caps (3,000 US & 6,500 ex-US)

❖ 28 Custom Built MOTR Groups

❖ Global (Five regions, 50 countries, 11 Sectors)

❖Multiple Asset Classes

At this time, we can say the market regime remains 
positive, not perfect, but positive.

The MOTR Research Process: Exploitation & Exploration
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Regime is 
positive, so 
exploit 
leaders and 
explore new 
ideas
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Regime is 
positive, so 
exploit 
leaders and 
explore new 
ideas
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Beyond MOTR Groups… 
Leading MOTR Industries 
lean towards ‘New Era’ 
(blue highlight)…
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MOTR Daily Dashboard: What our Scouts are finding today…
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MOTR Daily Dashboard: What our Scouts are finding today…



Copyright 2026 MOTR Capital Management & Research, Inc. 36www.motrcmr.com

MOTR Swing Trade Portal (STP): Acting on Scout Findings…



Systematic 
Momentum

Tactical 
Longs

Tactical 
Shorts

120% Max Net Long

-20% Max Net Short

120% Long:
Syst’c & Tactical 

Longs,
No Shorts

120% Long to
-20% Net Short: 

Syst’c Longs, Tact’l 
Longs & Shorts

Up to -20% 
Net Short:

Syst’c Longs & 
Tactical 
Shorts

“Risk On”
Bull Mkt

“Mixed”  
Market

“Risk Off”
Bear Mkt

0% Invested

100% Invested

Implementing Research Findings

❖ CORE (exploitation) → Long-term 
Systematic Momentum
o Fundamental Hurdles and Valuation 

Limits
o Long Only, Fully Invested, 

Concentrated (33 positions)
❖ SCOUTS (exploration) → Short-term 

Trend Following & Swing Trading
o No Fundamental Hurdles or 

Valuation Limits
o Long/Short, 120% Long to -20% Net 

Short, Concentrated w/tail positions

The MOTR Capital Mgt Process
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Summary: The Real Reason Why Trend Following Works!

❖ To thrive and survive in complex natural 
systems, participants must embrace 
uncertainty, understand prevailing regimes, 
adapt to meaningful change, without 
forecasting the unforecastable.

❖ The Conifer Tree has demonstrated the 
value of this flexible, adaptive behavior, 
surviving and thriving over 300 million 
years of chaos and turmoil.

❖ Financial markets exemplify complex 
systems, continually transitioning between 
inevitable periods of order, tipping points, 
and chaos.

❖ It stands to reason then that investors who 
emulate the behavior of the Conifer Tree 
can survive and thrive over full market 
cycles.

❖ We've always known to avoid forecasts. 
Embrace change. Be agnostic.  Adapt with 
the regime. And to do so with humility! 

❖ Now, I hope you see that Trend Following 
hasn't worked because Santa has been 
faithfully delivering alpha for centuries. It 
works because our behaviors are precisely 
what must be done by any agent group in 
order to successfully navigate complexity. 
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Weekly MOTR Report…
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