
INVESTMENT POLICY RESEARCH:

AQR Style Premia 
at the Three-Year Mark 
By Jared Kizer, CFA, Chief Investment Officer January 2017

Our Investment Policy Research articles provide an in-depth look at due diligence that has 
been completed by the BAM Advisor Services investment policy committee (IPC). We hope 
you find these articles to be educational and that they offer insight into the policies formed 
by our IPC.

The Investment Policy Committee decided to formally include AQR Style Premia (ticker: 
QSPRX) in our model portfolios relatively recently, but many of our clients and various 
firms in the BAM ALLIANCE community have been using the fund for a number of years 
now. The institutional share class of the fund (QSPIX) has now passed its three-year mark, 
and this piece will examine how it has performed. While virtually anything can happen in 
a three-year period from a returns point of view — rendering an examination of realized 
returns without additional context a waste of time — we can examine whether the fund’s 
performance has been in line with the underlying premiums it is seeking to capture and 
whether it has achieved low correlation with global stock and bond markets.
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Performance Relative to Style Premia Factors

On its website, AQR posts the monthly returns associated 
with value and momentum styles in multiple asset classes. 
Originally, this data was used in a Journal of Finance paper 
titled “Value and Momentum Everywhere” by AQR’s 
Cliff Asness, Tobias Moskowitz and Lasse Heje Pedersen, 
and AQR has continued to update this dataset since its 
publication. Other than the attribution AQR distributes each 
quarter, this remains the best resource to understand how 
value and momentum — the two key drivers of the fund’s 
performance — have done over time across multiple asset 
classes. It is also helpful in determining whether the fund 
is generating the returns we would expect given how the 
styles have performed. A good result would be the fund 
underperforming the styles by fund expenses plus a relatively 
modest estimate of transactions costs (because the fund, of 
course, has an expense ratio and incurs trading costs while 
the returns published in AQR’s data library incur no costs). A 
bad result would be the fund substantially underperforming 
the styles without any obvious explanation. 

Table 1 reports the annualized returns and volatility for three 
different strategies: 1) AQR Style Premia, 2) a “best-fit” 
portfolio of the style premiums scaled to equal the volatility 
of QSPIX and 3) a “best-fit” portfolio of the style premiums 
scaled to equal the volatility of QSPIX that requires the 
weights on each style to be greater than or equal to zero. The 
data covers the period of November 2013 through October 
2016 (at the time this was written, AQR’s data library had not 
yet been updated through the end of 2016).

 Table 1

Returns Volatility

AQR Style Premia 7.6 7.4

Best Fit No Constraints 7.0 7.4

Best Fit Constrained 3.6 7.4

 
Table 1 shows the fund itself has performed admirably relative 
to the zero-cost portfolios. So far, its returns have actually 
exceeded the returns of the two zero-cost portfolios of the 
styles. While we certainly don’t expect this to continue, it does 
show the fund is successfully capturing the return premiums 
up to this point without giving all the return back in the form 
of fund expenses and trading costs. It is also likely that AQR’s 
strategy of combining the signals of value and momentum 
(in addition to carry and defensive) to determine long and 
short positions has been additive over this time period and is 
contributing to the results shown in Table 1.

Correlation to Stock and Bond Markets

We believe that true alternative strategies should generally 
exhibit very low degrees of correlation with stock and bond 
markets. Otherwise, what are already high expense ratios 
become extremely hard to justify. Fortunately, three years of 
data is a decent sample size to be able to examine whether 
a strategy is delivering on the expectation of low correlation 
with stock and bond markets. Table 2 shows the monthly 
correlations of the returns of AQR Style Premia with the 
returns of the global stock market (as proxied by Kenneth 
French’s global market premium series1) and five-year Treasury 
bonds. This data covers November 2013 through November 
2016.

Table 2

AQR Style 

Premia

Global Stock 

Market

5Y Tsy 

Bonds

AQR Style Premia 1.00

Global Stock Market –0.19 1.00

5Y Tsy Bonds 0.20 –0.35 1.00

 
Table 2 shows that AQR Style Premia has achieved very 
low correlation with stock and bond markets, and a safe 
assumption remains that it will be uncorrelated with stock 
and bond markets, continuing to effectively diversify stock 
and bond market risk. 

Summary

Our analysis at this point shows that AQR Style Premia has 
efficiently delivered exposure to the value and momentum 
premiums across various asset classes. It has also maintained 
low correlation with stock and bond markets, acting as a 
true alternative strategy within client portfolios. As part of 
our ongoing due diligence, we will continue to monitor AQR 
Style Premia on both fronts.
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1 Kenneth French’s Data Library, Dartmouth College, http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html

https://www.aqr.com/library/data-sets/value-and-momentum-everywhere-factors-monthly
http://pages.stern.nyu.edu/~lpederse/papers/ValMomEverywhere.pdf

