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Firm Overview
Versor Investments is a quantitative investment boutique where data, innovation,
and market expertise drive every decision. Headquartered in New York, Versor’s
investment team merges decades of quantitative research with an ethos that fosters
ingenuity and innovation.

Leveraging modern statistical methods and vast datasets, Versor Investments
works to create diversified sources of absolute returns across multiple asset classes.
Alpha forecast models, portfolio construction, and the trading process rely on the
ingenuity and mathematical expertise of 40+ investment professionals, which is un-
derpinned by a rigorous scientific, hypothesis-driven framework. Versor implements
state of the art technology infrastructure for risk management, portfolio optimization,
and trade execution, developed over 250+ human work years.

Versor upholds client interests with 100% employee ownership and substantial
co-investment from partners. Versor offers two categories of investment products:
Hedge Funds and Alternative Risk Premia. Both product lines are designed to
provide superior risk-adjusted returns while exhibiting low correlation to traditional
and alternative asset classes.

The information and opinions contained herein, prepared by Versor Investments LP (“Versor”)
using data believed to be reliable, are subject to change without notice. Neither Versor nor any
officer or employee of Versor accepts any liability whatsoever for any loss arising from any use
of this publication or its contents. Any reference to past performance is not indicative of future
results.

Versor prepared this document using information believed to be reliable and accurate at
the time of writing; but Versor makes no warranty as to accuracy or completeness. Neither
Versor nor any officer or employee of Versor accepts any liability whatsoever for any loss arising
from any use of this document or its contents. Versor reserves the right to enhance or change
any part of the process described in this document at any time and at Versor’s sole discretion.

This document is for informational purposes only and is not intended to be, and should not
be construed as an offer to sell, or the solicitation of an offer to buy, any interest in any security
or investment vehicle. Please refer to important disclosures at the end of the document.
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Executive Summary
As Versor celebrates its 10th anniversary, we reflect on our decades of
expertise in managing Alternative Risk Premia (ARP) strategies. These
strategies systematically capture risk-based and behavioral factors across
asset classes. When implemented in a market-neutral fashion, they offer
institutional investors an efficient way to achieve diversification and enhance
portfolio returns.

This paper, the third installment in our “Case for Alternative Risk Premia”
series, begins with a brief recap of ARP. As the market for risk premia prod-
ucts has matured, it has become even more important that the investment
managers construct sophisticated implementations. 10 years ago, directly
applying risk premia ideas published in the academic literature may have
been adequate. Today, however, sophisticated implementations are required
for attractive returns. Such implementations require hedge fund exper-
tise. Versor’s sophisticated approach leverages our extensive experience to
optimize ARP strategies for institutional portfolios.

Our analysis demonstrates that alternative risk premia exhibit low corre-
lation with traditional market factors, enabling them to generate attractive
returns during challenging market conditions without imposing a perfor-
mance drag on the overall portfolio during normal periods. This makes
ARP particularly valuable for enhancing portfolio resilience in volatile envi-
ronments.

We conclude that alternative risk premia are valuable components of
institutional portfolios due to their:

• Attractive return potential across market cycles.
• Strong diversification benefits, especially during market stress.
• Scalability, which supports seamless integration into large portfolios.
Finally, we illustrate how diversifying a traditional 60/40 portfolio with

an allocation to alternative risk premia can significantly improve overall
portfolio performance, underscoring the potential impact of ARP on modern
institutional investment strategies.

Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.
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1 Introduction
Alternative Risk Premia (ARP) are systematic investment strategies with-
out directional market exposure, “alternative”, that earn attractive returns,
“premia”, but also bear different types of risk.

Most alternative risk premia products trade listed instruments like eq-
uities, futures, or options. That makes these strategies fairly liquid. As a
result, they are occasionally called “liquid alternatives”.

Due to their return characteristics, alternative risk premia are very attrac-
tive ingredients for portfolios dominated by equity and bond returns. This
is true, even if some of the equity or bond returns are earned via private
investments. For example, the long-term return characteristics of public
and private equity are much more similar to each other than they are to
alternative risk premia.

Alternative risk premia are closer to hedge funds than they are to invest-
ments in public or private equity or bonds. As a result, excellent alternative
risk premia implementations require expertise related to hedge fund strate-
gies. The most important aspect of this is that well constructed alternative
risk premia generally eliminate market beta by structuring long-short port-
folios with leverage.

The strategies were first commercialized about 10 years ago and have
proliferated since then. The good news for investors is that this has created
a vibrant marketplace with many choices and fees that are held in check by
competition. The bad news for investors is that competition probably has
eroded the expected return for generic versions of these products. As for all
investment strategies, competitive markets require ongoing enhancements
in order to maintain alpha. Unlike many other providers, who consider
alternative risk premia static ideas, Versor Investments remains committed
to such ongoing enhancements.

While the large number of offerings provides the benefit of ample choice,
it can lead to confusion. Figure 1 shows a relatively simple way to outline
the most important alternative risk premia.

As the figure shows, there are two broad areas where one can implement
alternative risk premia: market selection and security selection. For market
selection, the strategies trade aggregates like equity indices, commodities,
or macroeconomic instruments like currencies and bonds. Many of these
trades are expressed via futures contracts due to their low transaction costs,
liquidity, and built-in leverage. For security selection, the strategies trade
individual stocks (and much less frequently bonds).

1
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Figure 1: Alternative Risk Premia Categories

Commodities ✓ ✓ ✓
Individual
Stocks ✓ ✓ ✓ ✓

Equity Indices ✓ ✓ ✓

Fixed Income ✓ ✓ ✓

Currencies ✓ ✓ ✓
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The figure shows an overall classification of alternative risk premia strategies. The
classification covers assets classes or markets on the left. These are commonly traded
via futures contracts. The classification covers single securities on the right. These
are primarily traded via stocks.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss.

To create an exhaustive, conceptual classification of alternative risk pre-
mia strategies, we categorize all trading strategies based on how they profit
from future price movements. There are only three possibilities. Strategies
that profit from a normalization of prices or mean reversion in returns
sensibly can be labeled “value” strategies. Strategies that profit from a
continuation of price trends or returns sensibly can be labeled “momentum”
strategies. Less obviously, strategies can profit without price movements by
earning some type of yield. Such strategies sensibly can be labeled “carry”
strategies. These three categories are exhaustive, by construction.

However, especially for security selection, we commonly identify one
more category. When profits are contingent upon anticipated events, like
the completion of an announced merger, strategies sensibly can be labeled
“event” strategies. Although these strategies earn returns from price trends
or mean reversion around the event, it can be helpful to separate event
strategies into their own category since their return characteristics are
slightly different.

Each of these broad categories encompasses a large number of potential
constituent strategies. For example, it is possible to measure value based
on earnings, cash flows, or book values. For each of these, in turn, it is
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possible to construct several sensible variations. Yet, the constituents are
conceptually related to each other. The groupings also make empirical sense
because the constituents generally have much higher correlations within
categories than they do across categories. Due to their lower correlations
with other security selection strategies, we prefer to separate event strategies
from the other categories.

It seems unlikely that one particular strategy or a small number of strate-
gies best captures the risk premia associated with one of the overall themes.
It is much more likely that a material number of expertly constructed im-
plementations is required to capture the risk premia. Moreover, it seems
obvious to us that the implementations must vary across asset classes. For
example, the most interesting notions of value cannot be the same for stocks,
bonds, currencies, or commodities.

Nonetheless, some providers offer essentially the same implementations
in all asset classes. While this approach greatly simplifies descriptions of
the strategies, it is unlikely to produce excellent results.

Some providers offer a large number of granular strategies. A collec-
tion of such strategies may capture the intended alternative risk premium.
Unfortunately, this approach shifts the burden of assembling an excellent
portfolio of alternative risk premia onto investors. Quite sensibly, most
investors have not developed the detailed domain expertise required to
assemble such portfolios. We believe that the best alternative risk premia
offerings are diversified portfolios built by investment managers. However,
for some investors, a limited amount of customization may be appropriate.

As the market for risk premia products has matured, it has become even
more important that the investment managers construct sophisticated imple-
mentations. 10 years ago, directly applying risk premia ideas published in
the academic literature may have been adequate. Today, due to competition
in markets, such implementations are much less likely to earn attractive
returns. While the underlying themes may have remained the same, the
portfolios require more advanced implementations. Without such advances,
future returns will likely be overshadowed by extraneous risks and eroded
by excessive implementation costs.

The co-founders of Versor Investments helped to create the market for al-
ternative risk premia.1 Versor Investments has continuously offered market-
leading risk premia products for more than a decade. During this time,

1See Gurnani and Hentschel (2010) for an early discussion of alternative risk premia and
Gurnani and Hentschel (2024) for more recent papers.
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Table 1: Market Indices

Asset Class Index Data Source

Equity MSCI ACWI Bloomberg

Sovereign Debt Bloomberg Global Treasury Total
Return Index Value Unhedged

Bloomberg

High Yield Credit Bloomberg Global High Yield
Total Return Index Value Un-
hedged

Bloomberg

Inflation Protected Debt Bloomberg World Govt Inflation-
Linked All Maturities Total Re-
turn Index

Bloomberg

The table lists the indexes we use to measure returns and market environments for
different asset classes.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss.

Versor Investments has steadily enhanced all aspects of its alternative risk
premia products and will continue to do so.

In section 2, we summarize the return characteristics of the main alterna-
tive risk premia outlined in figure 1. In particular, we highlight how returns
have behaved during different market regimes.

In section 3, we provide an illustration of how diversifying a 60/40
portfolio with an allocation to alternative risk premia can improve the
portfolio’s return characteristics.

2 Performance Across Market Environments
An intuitive way to gauge diversification with alternative risk premia is to
evaluate their performance in different market environments.

2.1 Analysis Methodology
We focus on four asset classes to characterize market environments: global
equities, global government bonds, global high-yield bonds, and global
inflation protected bonds. These are proxies for equity returns, bond yields,
credit spreads, and inflation.

For each of the markets, we divide returns into 5 states of the world (bins)
based on quarterly index performance:

• Worse than the 10th percentile (worst performing)
• 10-30th percentile
• 30-70th percentile
• 70-90th percentile
• Better than the 90th percentile (best performing)
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Table 2: Alternative Risk Premia Factors

Factor Category Factor Library Investible Universe

Global Macro Factor Class: value, carry,
momentum
Asset Class: equities, com-
modities, fixed income, and
currencies

100+ contracts across com-
modities, equities, fixed in-
come and currencies

Stock Selection Factor Class: value, quality,
and momentum
Region: US, Canada, UK,
Japan, Australia, and Europe

3,000 equities across major
developed markets includ-
ing United States, Europe,
United Kingdom, Japan and
Canada

Equity Events Event type: announced merg-
ers
Region: US, Canada, UK and
Europe

Announced mergers and eq-
uity events in US, Canada,
UK, and Europe

The table provides a high-level summary of the alternative risk premia factors we
use to analyze the performance of alternative risk premia portfolios.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss.

We think of the middle 40% as typical returns. The adjacent bins are poor
or good returns, while the extreme bins are very poor or very good returns
in the respective market.

For each bin, we show the average index return and the contemporaneous
average return of an alternative risk premium. This graphically illustrates
the performance of alternative risk premia in different market environments.

Although we have performed this analysis for all of the underlying, gran-
ular risk premia we summarize performance for the composite alternative
risk premia in global macro, stock selection, and equity events. These rep-
resent the market selection, security selection, and event categories from
figure 1.

2.2 Factor Performance: Global Macro
Table 3 summarizes the main characteristics of the global macro alternative
risk premium.

The right side of the table provides summary ratings for the returns
during negative return periods for the different asset classes. Because global
macro is market neutral, the performance holds up very well during periods
with negative market returns.

We also provide summary ratings for scalability, cash efficiency, and
tradings costs of the global macro alternative risk premium. These are rela-
tive to other alternative investment strategies. Global macro trades highly
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Table 3: ARP Global Macro Characteristics

Brief Description

Overall   8

Equity 10

Credit 10

Treasury   8

TIPS   8

Scalability 10

Cash Efficiency 10

Trading Costs   9

Economic Rationale

Stock Selection 0.04

Macro 1     

Events 0.03

Global Macro seeks to take advantage of price 

differentials between related financial 

instruments on a beta-neutral basis using 

macroeconomic-based alpha forecast models 

across commodities, equities, fixed income and 

currency markets. The positions are chosen 

based on 3 major signal classes: carry, value, 

and momentum.

Ratings: Poor (1) – Excellent (10)

The strategy collects a diverse set of trades

from 3 themes with relatively low correlation. 

There is extensive academic evidence that 

trades based on the systematic macro theme 

have generated attractive returns.

Negative Returns

Other Characteristics

Correlations

The table summarizes the global macro signals and their performance characteristics.
The table provides an overall rating and separate performance ratings during neg-

ative return periods for equities, credit, government bonds, and inflation protected
bonds.

The table also shows sample correlations with other simulated alternative risk
premia returns. The sample correlations are based on daily returns in excess of US
Treasury bills for the period January 1, 2003 to September 30, 2024.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss.

liquid instruments in deep markets and offers large capacity. Similarly,
the liquidity of the instruments permits low transaction costs. Due to the
leverage inherent in futures contracts, global macro is highly cash efficient.

Market neutral portfolios with diligent risk management requires only
modest margins. The liquidity of the traded futures contracts ensures that
global macro can be traded at low cost.

The bottom right of the table shows that correlations among the alterna-
tive risk premia returns are close to zero.
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Figure 2: Global Macro Return Characteristics
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The figure shows the performance characteristics of simulated global macro alterna-
tive risk premia in different market environments.

Each panel provides evidence for a particular market segment: The top left is for
equity markets, the top right is for government bond markets, the bottom left is for
credit markets, and the bottom right is for inflation protected bond markets.

In each panel, we divide the quarterly market returns into 5 categories: The
bottom 10% of market returns, the next 20% of market returns, the middle 40%
of market returns, the next 20% of market returns, and finally the top 10% of
market returns. The light blue bars show the average returns for each group
of market returns. For each set of market returns, we also show the average
of the contemporaneous alternative risk premia returns. This highlights market
environments during which the alternative risk premia strategy has performed
especially well or especially poorly.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.

Figure 2 illustrates the performance of global macro alternative risk
premia across different market environments. Due to the market neutral
implementation, there is no correlation with equity or credit markets and
the strategy returns hold up well in negative periods for those markets.

The right panels show that global macro has positive returns during
the worst periods for bond markets. However, those returns are below the
overall average for global macro. Hence, we have assigned slightly lower
ratings to the negative market characteristics of global macro in table 3.
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Table 4: ARP Stock Selection Characteristics

Brief Description

Overall 10

Equity 10

Credit 10

Treasury 10

TIPS 10

Scalability 10

Cash Efficiency   8

Trading Costs   8

Economic Rationale

Stock Selection 1     

Macro 0.04

Events 0.05

Stock Selection invests in individual equities in 

a global, market-neutral, long-short portfolio. 

The positions are systematically chosen based 

on a large number of characteristics for each 

stock. We group the characteristics into themes: 

Value, Earnings Quality, Profitability, 

Momentum, and Analyst Sentiment.

The portfolio hedges net exposures to the  

market, countries, and sectors in order to focus 

on individual stocks.

Ratings: Poor (1) – Excellent (10)

The systematic process employs core 

investment themes that also guide many 

discretionary investment processes. The 

strategy employs several signals in each theme 

in order to reduce the effects of forecasting 

errors from any one signal.

The strategy employs signals from 5 themes 

with relatively low correlation in order to 

increase diversification.

Negative Returns

Other Characteristics

Correlations

The table summarizes the stock selection signals and their performance characteris-
tics.

The table provides an overall rating and separate performance ratings during neg-
ative return periods for equities, credit, government bonds, and inflation protected
bonds.

The table also shows sample correlations with other simulated alternative risk
premia returns. The sample correlations are based on daily returns in excess of US
Treasury bills for the period January 1, 2003 to September 30, 2024.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss.

2.3 Factor Performance: Stock Selection
Table 4 provides a brief description of the stock selection signals. These
focus on market-neutral implementations of five investment themes: Value,
Earnings Quality, Profitability, Momentum, and Analyst Sentiment.

Because stock selection is market neutral, the performance holds up very
well during periods with negative market returns, as shown on the right of
the table.
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Figure 3: Stock Selection Return Characteristics
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The figure shows the performance characteristics of simulated stock selection alter-
native risk premia in different market environments.

Each panel provides evidence for a particular market segment: The top left is for
equity markets, the top right is for government bond markets, the bottom left is for
credit markets, and the bottom right is for inflation protected bond markets.

In each panel, we divide the quarterly market returns into 5 categories: The
bottom 10% of market returns, the next 20% of market returns, the middle 40%
of market returns, the next 20% of market returns, and finally the top 10% of
market returns. The light blue bars show the average returns for each group
of market returns. For each set of market returns, we also show the average
of the contemporaneous alternative risk premia returns. This highlights market
environments during which the alternative risk premia strategy has performed
especially well or especially poorly.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.

When implemented globally, stock selection scales well. Market neutral
portfolios with diligent risk management requires only modest margins.
Finally, global equity markets are highly liquid but some of the stock
selection positions may be in less liquid markets or less liquid securities.

Figure 3 shows the average returns for stock selection in different market
environments. Stock selection has essentially no correlation with equity
markets. In the top left of the figure, the dark blue bars for stock selection
returns show no clear pattern corresponding to the light blue bars for
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Table 5: ARP Equity Events Characteristics

Brief Description

Overall   8

Equity   9

Credit   7

Treasury 10

TIPS   9

Scalability   9

Cash Efficiency   8

Trading Costs   9

Economic Rationale

Stock Selection 0.05

Macro 0.03

Events 1     

Equity Events trades stocks around announced 

corporate actions like mergers. For mergers, the 

strategy buys shares in the takeover target and 

shorts an appropriate number of shares in the 

acquiring firm. The hedge ratio is chosen so 

there is no market exposure.

Ratings: Poor (1) – Excellent (10)

Corporate actions often trigger selling by the 

previous owners of the shares because the 

original reason for holding the shares has been 

disrupted by the corporate action. At the same 

time, equity event trades try to purchase these 

stocks at a slight discount relative to their ulti-

mate value. There is extensive academic evi-

dence that equity event trades have generated 

attractive returns.

Negative Returns

Other Characteristics

Correlations

The table summarizes the equity event signals and their performance characteristics.
The table provides an overall rating and separate performance ratings during neg-

ative return periods for equities, credit, government bonds, and inflation protected
bonds.

The table also shows sample correlations with other simulated alternative risk
premia returns. The sample correlations are based on daily returns in excess of US
Treasury bills for the period January 1, 2003 to September 30, 2024.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss.

equity market returns. This is also true for high yield market conditions
summarized in the bottom left panel. The two right panels show that stock
selection has done particularly well when bond markets, both nominal and
real, have done poorly.

2.4 Factor Performance: Equity Events
Table 5 shows the main characteristics of the equity events alternative risk
premia.
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Figure 4: Equity Event Return Characteristics
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The figure shows the performance characteristics of simulated equity event alterna-
tive risk premia in different market environments.

Each panel provides evidence for a particular market segment: The top left is for
equity markets, the top right is for government bond markets, the bottom left is for
credit markets, and the bottom right is for inflation protected bond markets.

In each panel, we divide the quarterly market returns into 5 categories: The
bottom 10% of market returns, the next 20% of market returns, the middle 40%
of market returns, the next 20% of market returns, and finally the top 10% of
market returns. The light blue bars show the average returns for each group
of market returns. For each set of market returns, we also show the average
of the contemporaneous alternative risk premia returns. This highlights market
environments during which the alternative risk premia strategy has performed
especially well or especially poorly.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.

The most interesting alternative risk premia trade liquid instruments.
Equity events trades stocks globally and is scalable at low trading costs.
When properly constructed as a market neutral portfolio, equity events
alternative risk premia also require relative small margins.

Unlike for stock selection and global macro, equity events shows some
mild correlation with equity and credit markets, as shown in the left panels
of figure 4. Even in very poor environments for equity and credit markets,
equity events has delivered positive returns. However, those returns are
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Table 6: Alternative Risk Premia Sample Portfolio

Factor
Category

Factors Included Target
Risk

Tactical Factor Allocation
Models

Systematic
Macro

Factor Class: carry, value,
momentum
Asset Class: equities, com-
modities, fixed income, and
currencies

40% forecasted returns to carry,
value, momentum

Stock Se-
lection

Factor Class: value, momen-
tum, quality
Region: US, Canada, UK,
Japan, and Europe

40% forecasted returns to value,
momentum, quality
var-covariance matrix of fac-
tor returns

Equity
Events

By region: US, Canada, UK
and Europe
Event type: announced
mergers

20% merger environment x deal
risk, deal spreads, volatility
of merger deal spreads

The returns for the Versor Investments diversified alternative risk premia portfolio
implementation are based on simulated performance of systematic investment rules.

They are net of simulated transaction, financing and stock borrowing costs, and
0.75% annual management fees and assume the reinvestment of dividends and
other income. Certain investors may have higher management fees, depending
on the applicable share class. Please see important disclosures at the end of the
presentation.

The Versor Alternative Risk Premia Portfolio allocates to Global Macro, Stock
Selection, and Equity Events. The simulated portfolio begins on January 1, 2003 and
ends on September 30, 2024.
Versor is seeking to offer the Alternative Risk Premia Portfolio, which combines different factors,
to its clients. Clients may also choose to invest in one of the standalone factors: Stock Selection,
Equity Event, and Systematic Macro. The allocations to each of the component risk premia
is done based on the historical volatility of returns and correlations between the strategies,
so as to target desired risk contribution from each of the components. The components are
rebalanced quarterly, and the total allocation is scaled up to achieve 8-10% volatility on every
rebalance.

Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.

lower than during more favorable equity and credit markets. Although the
equity events alternative risk premia portfolio is market neutral, it marks to
market spread changes that are correlated with equity and credit markets.
For example, during large drawdowns in equity markets, the spreads on
announced mergers generally widen. Historically, the vast majority of
mergers recover from this spread expansion and eventually close under the
original terms. Nonetheless, a merger portfolio, even when constructed in
a market neutral fashion, is likely to mark some losses during periods of
stress for equity and credit markets.
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The right panels in figure 4 show that equity events has performed well
historically during stress periods for bond markets.

2.5 Proposed Risk Premia Portfolio
A key benefit of alternative risk premia portfolios is that they can diversify
across different underlying alternative risk premia. The best allocations to
the underlying strategies may differ slightly depending on the composition
of each investor’s overall portfolio and portfolio objectives.

For illustration purposes, we assemble a diversified portfolio that allo-
cates 40% to global macro, 40% to stock selection, and 20% to equity events.
These allocations partly reflect the overall ratings we provided in the char-
acteristics summaries. Table 6 outlines the composition of the illustrative
diversified alternative risk premia portfolio.

This diversified portfolio blends the characteristics of global macro, stock
selection, and equity events. Figure 5 confirms this. For the diversified
portfolio, there is no clear correlation with equity or credit markets. This
happens because equity events has a slightly smaller allocation than the
other strategies. As the right panels in figure 5 show, the diversified portfolio
has produced above-average results during periods of bond market stress.
Across all four asset classes, the alternative risk premia portfolio offers
excellent diversification.

Figure 5 shows that diversified alternative risk premia returns are not
concentrated during periods of market stress. They accrue in all market
environments. In that sense, alternative risk premia are not insurance
strategies that have high payoffs only in adverse market environments and
lose money during other periods. Many investors find such insurance
strategies very difficult to maintain, given long periods of losses. In contrast,
the diversification of alternative risk premia is not a steady drag on overall
portfolio returns.

Figure 6 plots cumulative returns for the diversified alternative risk
premia portfolio and each of the four market indices we used in previous
figures. For illustration, the figure uses the same the same ARP portfolio
in all four panels. The portfolio targets 10% annualized risk. That risk is
comparable to the 4 asset classes, but materially lower than equity risk and
slightly higher than risk in the other markets.

As the figure shows, the simulated alternative risk premia portfolio has
excellent performance, net of estimated transaction costs and fees. Part of the
strong performance stems from diversification across many alternative risk
premia. However, diversification alone does not produce strong performance.
The underlying alternative risk premia must be carefully constructed and
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Figure 5: Alternative Risk Premia Return Characteristics
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The figure shows the performance characteristics of the simulated diversified alter-
native risk premia portfolio in different market environments.

Each panel provides evidence a particular market segment: The top left is for
equity markets, the top right is for government bond markets, the bottom left is for
credit markets, and the bottom right is for inflation protected bond markets.

In each panel, we divide the market returns into 5 categories: The bottom 10% of
market returns, the next 20% of market returns, the middle 40% of market returns,
the next 20% of market returns, and finally the top 10% of market returns. The light
blue bars show the average returns for each group of market returns. For each set of
market returns, we also show the average of the contemporaneous alternative risk
premia returns. This highlights market environments during which the alternative
risk premia strategy has performed especially well or especially poorly.
Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.

efficiently implemented. Both aspects are material points of differentiation
across providers. In this sense, alternative risk premia certainly are not
generic.

3 ARPs in an Institutional Portfolio
To illustrate the benefits of incorporating alternative risk premia in institu-
tional portfolios, we compare the performance of two simulated portfolios.
The first portfolio allocates 60% to equities and 40% to bonds, representing a
traditional 60/40 allocation. The second portfolio reduces these allocations
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Figure 6: Simulated Alternative Risk Premia Returns
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The figure compares cumulative returns for the simulated diversified alternative risk
premia portfolio, in dark blue, to different market indexes, in light blue.

The vertical axes use logarithmic scales.
Each panel provides evidence for a particular market segment: The top left is for

equity markets, the top right is for government bond markets, the bottom left is for
credit markets, and the bottom right is for inflation protected bond markets.

The Versor Alternative Risk Premia Portfolio allocates to Global Macro, Stock
Selection, and Equity Events. The simulated portfolio begins on January 1, 2003 and
ends on September 30, 2024.
The returns for the Versor Investment’s implementation are based on simulated performance
of systematic investment rules. They are net of simulated transaction, financing and stock bor-
rowing costs, and 0.75% annual management fees and assume the reinvestment of dividends
and other income. Certain investors may have higher management fees, depending on the
applicable share class. Please see important disclosures at the end of the presentation.

Versor is seeking to offer the Alternative Risk Premia Portfolio, which combines different
factors, to its clients. Clients may also choose to invest in one of the standalone factors: Stock
Selection, Equity Event, and Systematic Macro. The allocations to each of the component
risk premia is done based on the historical volatility of returns and correlations between
the strategies, so as to target desired risk contribution from each of the components. The
components are rebalanced quarterly, and the total allocation is scaled up to achieve 8-10%
volatility on every rebalance.

Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.
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Figure 7: Simulated Portfolio Returns
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The dark blue line shows cumulative returns for a simulated portfolio that allocates
20% to the Versor Investments diversified alternative risk premia portfolio, 50% to
global equities, and 30% to global bonds. For comparison, the light blue line shows
cumulative returns for a portfolio that allocates 60% to global equities and 40% to
global bonds.

The vertical axis uses a logarithmic scale.
The Versor Alternative Risk Premia Portfolio allocates to Global Macro, Stock

Selection, and Equity Events. The simulated portfolio begins on January 1, 2003 and
ends on September 30, 2024.
The returns for the Versor Investment’s implementation are based on simulated performance
of systematic investment rules. They are net of simulated transaction, financing and stock bor-
rowing costs, and 0.75% annual management fees and assume the reinvestment of dividends
and other income. Certain investors may have higher management fees, depending on the
applicable share class. Please see important disclosures at the end of the presentation.

Versor is seeking to offer the Alternative Risk Premia Portfolio, which combines different
factors, to its clients. Clients may also choose to invest in one of the standalone factors: Stock
Selection, Equity Event, and Systematic Macro. The allocations to each of the component
risk premia is done based on the historical volatility of returns and correlations between
the strategies, so as to target desired risk contribution from each of the components. The
components are rebalanced quarterly, and the total allocation is scaled up to achieve 8-10%
volatility on every rebalance.

Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.
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to 50% equities, 30% bonds, and allocates the freed-up 20% to a diversified
portfolio of alternative risk premia. The alternative risk premia portfolio is
the one we discussed in the previous section.

As shown in figure 7, the traditional 60/40 portfolio achieves a historical
Sharpe ratio of 0.54. By contrast, introducing a 20% allocation to alternative
risk premia significantly enhances the Sharpe ratio to 0.91.

The risk statistics in the legend show that diversification with alternative
risk premia is very successful in this case. The allocation to alternative
risk premia reduces the historical portfolio risk from 13.3% to 11.3%. This
accounts for nearly half of the improvement of the Sharpe ratio. Naturally,
such risk reduction also reduces drawdowns during periods of market
stress.

Well-constructed alternative risk premia also earn attractive average
returns. The simulated alternative risk premia returns are slightly higher
than the 60/40 portfolio returns. This accounts for the remainder in the
Sharpe ratio improvement. Achieving attractive returns in market-neutral
portfolios clearly is not generic and should be a primary consideration when
selecting an alternative risk premia provider.

This example highlights that a well-executed alternative risk premia
strategy can meaningfully reduce portfolio drawdowns and enhance risk-
adjusted returns, underscoring its value as a diversification tool in institu-
tional portfolios.

4 Conclusion
Alternative risk premia strategies represent a compelling addition to institu-
tional portfolios, offering superior risk-adjusted returns, scalability, and low
correlation with traditional asset classes like equities and bonds. These char-
acteristics enhance portfolio diversification but also improve performance
during periods of market stress, addressing key concerns for institutional
investors.

While alternative risk premia strategies are now broadly available, they
are far from generic. Their successful implementation requires deep ex-
pertise, particularly in constructing long-short portfolios, a domain where
hedge fund experience is invaluable. Furthermore, like other active invest-
ment approaches, ARP strategies demand ongoing innovation to maintain
their efficacy in evolving markets.

Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.
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Our analysis demonstrates that when incorporated into institutional
portfolios, ARP strategies reduce drawdowns and enhance overall risk-
adjusted performance. This success stems from balanced allocations to
many ARP signals, a focus on those that historically perform well even in
challenging environments, and tactical adjustments driven by bottom-up
insights.

At Versor Investments, we pride ourselves on being pioneers in alternative
risk premia investing. Our differentiated product offering, supported by a
superior investment process and a strong alignment of interests with our
clients, underscores our commitment to delivering exceptional results. We
believe ARP strategies will continue to play an essential role in the future of
institutional portfolio management.

Past performance is not indicative of future results. Performance results reflect the reinvest-
ment of income. Commodity interest trading involves substantial risk of loss. These results are
based on simulated or hypothetical returns that have inherent limitations. No representation
is being made that any account is likely to achieve results similar to those shown. Please see
additional important disclosures in the back.
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indices, may be more or less volatile than the
indices, and may include securities which are
substantially different than the securities in
the indices. Although information and analy-
sis contained herein has been obtained from
sources the Adviser believes to be reliable, its



accuracy and completeness cannot be guaran-
teed.

Investors cannot invest directly in indices.
The indices referenced herein have been se-
lected because they are well known, easily
recognized by investors, and reflect those in-
dices that the adviser believes, in part based
on industry practice, provide a suitable bench-
mark against which to evaluate the investment
or broader market described herein. The ex-
clusion of “failed” or closed hedge funds may
mean that each index overstates the perfor-
mance of hedge funds generally.

Benchmark Disclosures
The index returns are provided for purposes
of comparison and include dividends and/or
interest income and, unlike the returns pre-
sented for the various strategies, do not reflect
fees or expenses. Unlike the various strategies
presented which are actively managed and
periodically may maintain cash positions, an
index is unmanaged and fully invested. The
comparison of the performance of the vari-
ous strategies presented to these indices may
be inappropriate because the various strate-
gies are not as diversified as the indices, may
be more or less volatile than the indices, and
may include securities which are substantially
different than the securities in the indices. Al-
though information and analysis contained
herein has been obtained from sources the
Adviser believes to be reliable, its accuracy
and completeness cannot be guaranteed. In-
vestors cannot invest directly in indices. The
indices referenced herein have been selected
because they are well known, easily recog-
nized by investors, and reflect those indices
that the adviser believes, in part based on in-
dustry practice, provide a suitable benchmark
against which to evaluate the investment or
broader market described herein. The exclu-
sion of “failed” or closed hedge funds may
mean that each hedge fund index overstates
the performance of hedge funds generally.

The HFRX Global Hedge Fund Index in-
cludes managers and is designed to be rep-
resentative of the overall composition of the
hedge fund universe. It is comprised of all
eligible hedge fund strategies; including but
not limited to convertible arbitrage, distressed
securities, equity hedge, equity market neu-
tral, event driven, macro, merger arbitrage,
and relative value arbitrage. The strategies are
asset weighted based on the distribution of
assets in the hedge fund industry.

The HFRX EH: Equity Market Neutral
Index includes managers employing the Eq-
uity Market Neutral strategies. Equity Market
Neutral managers typically employ sophis-
ticated quantitative techniques of analyzing

stock price and fundamental data to ascertain
information about future price movement and
relationships between securities, select securi-
ties for purchase and sale. These can include
both Factor-based and Statistical Arbitrage/-
Trading strategies.

The HFRI EH: Equity Hedge (Total) Index
includes Investment Managers who maintain
positions both long and short in primarily eq-
uity and equity derivative securities. A wide
variety of investment processes can be em-
ployed to arrive at an investment decision,
including both quantitative and fundamental
techniques; strategies can be broadly diversi-
fied or narrowly focused on specific sectors
and can range broadly in terms of levels of
net exposure, leverage employed, holding pe-
riod, concentrations of market capitalizations
and valuation ranges of typical portfolios. EH
managers would typically maintain at least
50% exposure to, and may in some cases be
entirely invested in, equities, both long and
short.

The SG Trend Index includes managers
employing the Systematic Diversified CTA
strategy. Systematic Diversified CTA man-
agers typically employ an investment process
designed to identify opportunities in markets
exhibiting trending or momentum character-
istics across individual instruments or asset
classes. Strategies utilize quantitative pro-
cesses which focus on statistically robust or
technical patterns in the return series of the
asset, and typically focus on highly liquid in-
struments.

The HFRX Macro: Systematic Diversi-
fied CTA Index includes managers employing
the Systematic Diversified CTA strategy. CTA
managers typically employ an investment pro-
cess designed to identify opportunities in mar-
kets exhibiting trending or momentum char-
acteristics across individual instruments or
asset classes. Strategies utilize quantitative
processes which focus on statistically robust
or technical patterns in the return series of
the asset, and typically focus on highly liquid
instruments.

The Barclays CTA Index (BARCCTA In-
dex) provides a benchmark of representative
performance of commodity trading advisors
(CTAs). In order to qualify for inclusion in the
Index, a CTA must have four years of prior
performance history.

A combination of HFRX Macro: System-
atic Diversified CTA Index and BARCCTA
Index is used as the benchmark index for
the Trend Following risk premia strategy re-
turns. BARCCTA Index (monthly) returns are
used for the period January 1990 to December
2008. HFRX Macro: Systematic Diversified
CTA Index (daily) returns are used from Jan-
uary 2009 onwards. Combination index used



due to availability of daily return data from
HFRX Macro: Systematic Diversified CTA in-
dex (from January 2009 onwards).

The Barclays Global Aggregate Index pro-
vides a broad-based measure of the global
investment-grade fixed income markets. The
three major components of this index are
the U.S. Aggregate, the Pan-European Aggre-
gate, and the Asian-Pacific Aggregate Indices.
The index also includes Eurodollar and Euro-
Yen corporate bonds, Canadian government,
agency and corporate securities, and USD in-
vestment grade 144A securities.

The Barclays Global Treasury Index
tracks fixed-rate, local currency government
debt of investment grade countries, includ-
ing both developed and emerging markets.
The index represents the treasury sector of the
Global Aggregate Index and contains issues
from 37 countries denominated in 24 curren-
cies.

The Barclays Global High Yield Index
represents the US High Yield Index, Pan-
European High Yield Index, High Yield CMBS
Index, and non-investment grade portion of
the Barclays Global Emerging Markets Index.

The MSCI World Index represents a free
float-adjusted market capitalization weighted
index that is designed to measure the equity
market performance of developed markets. As
of February 2013, it includes 24 developed
market country indices: Australia, Austria,
Belgium, Canada, Denmark, Finland, France,
Germany, Greece, Hong Kong, Ireland, Is-
rael, Italy, Japan, Netherlands, New Zealand,
Norway, Portugal, Singapore, Spain, Sweden,
Switzerland, the United Kingdom, and the
United States. The MSCI ACWI captures large
and mid cap representation across 23 Devel-
oped Markets (DM) and 24 Emerging Markets
(EM) countries. With 2,490 constituents, the
index covers approximately 85% of the global
investable equity opportunity set.

The S&P GSCI™Total Return Index mea-
sures a fully collateralized commodity futures
investment that is rolled forward from the
5th to the 9th business day of each month.
Currently the index includes 24 commodity
nearby futures contracts. The Total Return
is significantly different than the return from
buying physical commodities.

The S&P 500 index covers the 500 largest
companies that are in the United States. These
companies can vary across various sectors.
The S&P 500 is one of the most important
indices in the world as it widely tracks how
the United States stock market is performing.

The SG CTA Index calculates the net daily
rate of return for a pool of CTAs selected from
the largest managers open to new investment.
It is equal-weighted and reconstituted annu-
ally.

The SG Macro Trading Index is a broad
based performance measure for constituents
that trade Global Macro strategies. The SG
Macro Trading Index (Quantitative) is a sub-
index of the SG Macro Trading Index covering
quantitative Global Macro strategies. The SG
Macro Trading Index (Discretionary) is a sub-
index of the SG Macro Trading Index covering
the discretionary strategies.

The Eurekahedge Multi-Factor Risk Pre-
mia Index is composed of multiple strategies
managed by large global banks, and is de-
signed to provide a broad measure of the per-
formance of a diversified portfolio of system-
atic drivers of risk and return across asset
classes.

The Bloomberg Barclays US Treasury: 20+
Year Total Return Index measures US dollar-
denominated, fixed-rate, nominal debt issued
by the US Treasury. Treasury bills are ex-
cluded by the maturity constraint.

The S&P U.S. Treasury Bill Index is a
broad, comprehensive, market-value weighted
index that seeks to measure the performance
of the U.S. Treasury Bill market. U.S. Treasury
Bill 0-3 Month Index is designed to measure
the performance of U.S. Treasury bills matur-
ing in 0 to 3 months.

The SG Multi Alternative Risk Premia
Index calculates the daily rate of return for
a group of the largest ten multi-asset, multi-
alternative risk premia programs managed by
investment managers. These managers often
trade equity indices, fixed income, currencies,
commodities, and single name equities. Man-
agers aims to systematically capture a diver-
sity of discrete risk premia, including value,
carry, momentum, and equity style premia.
The index is equally weighted, and reconsti-
tuted and rebalanced on an annual basis.

The Russell 1000 Value Index measures
the performance of those Russell 1000 compa-
nies with lower price-to-book ratios and lower
forecasted growth values. The index was de-
veloped with a base value of 200 as of August
31, 1992.

The Russell 2000 Value Index measures
the performance of those Russell 2000 com-
panies with lower price-to-book ratios and
lower forecasted growth values. The Rus-
sell 1000 Growth Index measures the perfor-
mance of those Russell 1000 companies with
higher price-to-book ratios and higher fore-
casted growth values. The index was devel-
oped with a base value of 200 as of August 31,
1992.

The Russell 2000 Growth Index measures
the performance of those Russell 1000 com-
panies with higher price-to-book ratios and
higher forecasted growth values.

The HFR Bank Systematic Risk Premia
Indices are a series of benchmarks designed



to reflect the performance of the universe of
managers that employ a portfolio allocation
strategy based on targeting risk levels across
the various components of an investment port-
folio.

HFR Bank Systematic Risk Premia Com-
modity Index: A composite of all Bank Sys-
tematic Risk Premia Commodity styles.

HFR Bank Systematic Risk Premia Credit
Index: A composite of all Bank Systematic
Risk Premia Credit styles

HFR Bank Systematic Risk Premia Cur-

rency Index: A composite of all Bank System-
atic Risk Premia Currency styles.

HFR Bank Systematic Risk Premia Equity
Index: A composite of all Bank Systematic
Risk Premia Equity styles.

HFR Bank Systematic Risk Premia Rates
Index: A composite of all Bank Systematic
Risk Premia Rates styles.

Refer to the HFR, Société Générale, Bar-
clayshedge, MSCI, Barclays, Russell, and S&P
websites for more details on the respective
index construction methodology.


	Introduction
	Performance Across Market Environments
	Analysis Methodology
	Factor Performance: Global Macro
	Factor Performance: Stock Selection
	Factor Performance: Equity Events
	Proposed Risk Premia Portfolio

	ARPs in an Institutional Portfolio
	Conclusion
	References

