
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.

Over the past few years, many academics and practitioners have been debating which 
factors are real, meaning the ones that can 1) be captured after accounting for investment 
expenses (fund expenses plus trading costs) and 2) still be expected to generate a premium 
years after the initial academic discovery. While this debate will likely never be conclusively 
settled — at least no time soon — we now have enough data to begin drawing reasonable 
conclusions about how various factor premiums have performed post-academic discovery 
compared with pre-discovery. 

This piece examines that data across the size, value and momentum premiums and an 
equal-weighted basket of all three. Further, we examine post-discovery results in both 
U.S. and international markets. We focus on the size, value and momentum premiums 
because they each have 20-plus years of post-discovery performance.
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What Should We Expect?

Reasonably, we should expect that all factor premiums are 
lower in the post-discovery period compared with the pre-
discovery period for the simple reason that more people 
become aware of the academic findings as time progresses. 
This means that more fund managers will tend to launch 
strategies to capture one or more of the factor premiums. In 
other words, the demand to own securities with characteristics 
that match the academic findings can be expected to increase, 
lowering the future size of the premium. While this is by no 
means guaranteed to be true, it is a defensible expectation. 
Another related expectation is that we might have reason 
to believe the dissipation of the premiums will be larger in 
the U.S. market compared with international markets, since 
many of the world’s fund managers are located in the U.S. 
and therefore may focus more on U.S. equities and less on 
international equities.

The Data

For our initial study of the U.S. data, we are going to draw 
a line starting with 1980. Many academic studies try to 
precisely define the pre- and post-discovery periods for 
each premium but such precision is not the goal here (and 
it’s dubious whether that level of precision is even possible). 
Since a lot of the research on size and value, in particular, 
was well under way by the late 1970s and 1980s, we believe 
1980 is a sensible cutoff point for the pre-discovery period 
for all three premiums. This means our pre-discovery period 
will be the mid-1920s through 1979 and our post-discovery 
period will be 1980–2016. Figure 1 shows various statistics 
for the pre-1980 period and the 1980–2016 period for each 
of the three premiums and the equal-weighted basket of all 
three.

Figure 1
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Average 4.7 1.3 5.5 4.6 10.7 7.1 7.0 4.4

% Reduction N/A 71% N/A 16% N/A 33% N/A 37%

Std. Deviation 15.7 10.6 13.8 14.9 11.2 20.9 8.0 7.8

t-stat 2.2 0.8 2.9 1.9 7.0 2.1 6.3 3.4

 
Keep in mind that a premium of 4.7 percent, as above for the 
size premium over the pre-1980 period, means small stocks 
outperformed large stocks by 4.7 percent per year. Each 
premium is therefore a portfolio that is long a certain group 

of stocks (small stocks in this example) and is short another 
group of stocks (large stocks in this example). There are a 
number of takeaways from Figure 1:

• All three premiums were positive in the post-discovery 
period. While this is not the end of the story, it’s certainly 
comforting to see since the post-discovery period covers 
a long period of time. It would be extremely worrying to 
see a 30-plus-year period where a particular factor didn’t 
at least generate positive returns.

• However, only momentum remains statistically 
significant in the post-discovery period. This is our 
first sign that what we would expect to happen — 
smaller but still positive premiums in the post-discovery 
compared with the pre-discovery periods — has indeed 
happened. But it should also be noted that the post-
discovery sample size is smaller than the pre-discovery, 
which naturally penalizes t-stats.

• Diversification helped. If we look at the results that 
give equal weight to each of the three premiums, we 
see it is statistically significant in the post-discovery 
period. One interpretation is if you become convinced 
that a particular factor can be implemented and is 
likely to persist, then you want to find ways to add that 
premium to your portfolio. This helps mitigate the risk of 
concentrating on just one particular factor, only to see 
that factor dissipate over a particular investing horizon.

We next turn to an examination of each of the three premiums 
in U.S. markets compared with international markets. Since 
Kenneth French only posts international data from 1991 
going forward, we will look at three different data sets¹:

1. Each of the three premiums in the U.S. market from the 
mid-1920s through 1990

2. Each of the three premiums in the U.S. market from 
1991–2016

3. Each of the three premiums in the international market 
from 1991–2016

The idea here is to examine whether the premiums have been 
more robust in the post-discovery period in the international 
markets compared with the U.S. markets. As noted, the 
reason this might be the case would be due to U.S.-based 
fund managers, who are the largest money managers in the 
world, focusing more on implementing U.S. equity factor 
strategies than international equity factor strategies.

2

1 Kenneth French’s Data Library, Dartmouth College, http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html
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Figure 2

Size Premium Value Premium Momentum Premium Equal Weighted

U.S.
Pre-1991

U.S.
1991-2016

Int'l
1991-2016
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1991-2016

Int'l
1991-2016

U.S.
Pre-1991

U.S.
1991-2016

Int'l
1991-2016

U.S.
Pre-1991

U.S.
1991-2016

Int'l
1991-2016

Average 3.6 2.5 1.5 5.5 4.1 4.7 10.8 5.5 8.8 6.7 4.0 5.0

Std. Deviation 15.0 10.8 8.1 13.9 15.1 12.0 12.3 22.4 18.9 7.7 8.4 6.1

t-stat 1.9 1.2 1.0 3.2 1.4 2.0 7.0 1.2 2.4 6.9 2.4 4.2
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Figure 2 presents yet another interesting set of points:

• With the exception of the size premium, we do see that 
the factor premiums appear to have been more robust 
in international compared with U.S. equity markets. 
While this result is likely not statistically significant, it is 
directionally in line with what we might have expected.

• Over the period of 1991–2016, the equal-weighted 
basket of all three premiums had higher returns and less 
volatility in international markets compared with the U.S. 
market. 

• Figure 2 certainly supports the common-sense notion of 
global diversification of factor exposures. In other words, 
if you decide to tilt portfolios toward size and value, the 
wise choice is to do this globally instead of focusing on 
only one market like the U.S. This is directly analogous 
to the notion of diversifying general equity market risk 
globally instead of focusing only on U.S. equities.

The data above does seem to support the conclusion that 
factor premiums have generally been lower post-discovery 
compared with pre-discovery. Nevertheless, we have seen 
that they have still been positive, continue to be powerful 
when used in combination and have generally been more 
robust in international markets. All this leads us to continue 
to believe these premiums can be expected to be positive into 
the future but likely lower than their long-run averages.
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