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Foreword

This report investigates the performance of alternative risk premia 
(“ARP”) funds in 2020. It follows the reports and surveys we have 
published on this market since 2014. 
 
2020 was an extraordinary year for societies around the globe, which was equally reflected in the sudden and often 

sizeable moves in financial markets. Global equities fell by almost a third from the start of the year to mid-March, 

only to finish the year up 16%. The secular trend of ever-lower central bank policy rates and bond yields continued 

relentlessly, with the U.S. 10-year Treasury yield falling by one percentage point during the year. The dollar acted as a 

relative safe haven at the peak of the crisis, but has since reversed the strengthening trend of previous years following 

the Fed’s dovish policy.  

 

Other asset classes were by no means immune to the turbulence either – perhaps one of the most unique and lasting 

memories from 2020 (in the financial markets context) was the fall of oil prices, with WTI prices entering negative 

territory in April. VIX index, the industry “fear guide”, has stayed persistently above 20 since the start of the pandemic, 

having averaged just 15 over the previous five years. Global politics added their own flavour to the volatility created by 

the pandemic and the ensuing monetary and fiscal response. The year finished on a remarkably positive note with the 

roll-out of vaccines and large-scale stimulus packages causing renewed investor optimism and rotation into left-behind 

sectors and themes.  

 

Alternative risk premia investors came to the year cautiously optimistic, having recovered at least in part from the 

various shocks that hit systematic strategies in 2018. In our 2020 Alternative Risk Premia Fund Review we illustrated 

the state of the market – just before the onset of the pandemic – as a “glass half full”. The broad industry returns in 

2019 were positive, and the risk-adjusted return (Sharpe ratio) was a respectable 0.7. We did, however, highlight the 

ongoing wide dispersion in individual fund returns which posed a challenge to allocators. We also noted two caveats 

for the future. First, what would be the shape of ARP performance in the event of a stagnating or falling market for 

traditional assets, and second, we speculated that a turn-around in the fortunes of single-stock factors (and Value 

in particular) might require a shift in the macroeconomic paradigm. As this report regrettably demonstrates, both 

concerns turned out to be warranted.  

 

In the event, last year was very disappointing for most ARP investors and managers. The strategies offered little 

diversification benefit during the February-March downturn and have been very slow to rejoin the subsequent rally in 

equities and bonds. The funds in our actively monitored universe produced an average return of -9.98% for the year 

(median -11.00%), with individual results ranging widely from -26.3% to +13.7%. Just five of the 28 reviewed funds 

produced a positive return. We also witnessed the closure of several funds during the year, highlighting the challenges 

faced by the industry.  

 

We explore the performance in more detail in the next section of this report and discuss some of the evidence on the 

longer-term patterns in ARP returns. The second section summarises the key themes from our meetings with a subset 

of ARP managers. Here, we decided to change our methodology from the web-based survey used in previous years to 

an open discussion format, which we considered more effective given the substantial turbulence that the industry has 

encountered. We conclude with some thoughts on the outlook for ARP investing. 

 

We thank the managers who took part in this year’s review for their time and insights and wish them and our clients 

every success in navigating the markets in 2021. 
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2020 Performance 

Chart 1 presents the risk and excess return (over cash) of 28 ARP funds in 2020 as well as an inverse 
volatility-weighted portfolio comprising these funds. Returns of global equities and bonds, a 60/40 
equity/bond portfolio and a liquid hedge fund index are included for comparison.  

The year was very disappointing for ARP funds, both from an absolute and relative perspective, and just five of the 28 

funds produced a positive return for the year. In our H1/2020 ARP report, we noted that several of the relatively better-

performing managers in the first half of the year came from a macro/CTA background, whereas the returns for the managers 

we characterise as “applied academic” were typically more negative. The latter observation still mostly holds for the 

full-year results, but we also witnessed weak performance from several of the macro-oriented managers later in the year, 

demonstrating that losses in the industry were broad-based. The funds as a group (represented by a portfolio of 28 ARP 

funds) suffered a major drawdown in late February and March as the COVID pandemic escalated. The funds also failed to 

recover their losses following the V-shaped turnaround in traditional assets from April onwards, as Chart 2 on the following 

page illustrates. 
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2020 Performance 

In order to explore to what extent the performance was driven by structural performance of core ARP strategies, and how 

much could be attributed to manager action, we next turn to individual ARP strategy performance - which is shown in Table 

1 on the next page. 

C H A RT  2 .  A R P  F U N D  P O RT F O L I O  C U M U L AT I V E  E XC E S S  R E T U R N  2 0 1 9 - 2 0 2 0

Source: MJ Hudson, Bloomberg. The ARP Fund Portfolio is an inverse-volatility weighted combination of 28 ARP funds as calculated by MJ Hudson.
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2020 Performance 

The final line in Table 1 reports the ratio of the realised volatility of each of the composites in 2020 versus the realised 

volatility in 2017-2019. It is notable that the realised volatility of the equity composites, on average, more than doubled in 

2020, whereas the increase in the volatility of the macro strategy composites was more muted. This increase in volatility has 

obvious risk management implications, which we will discuss later in the report. 

Chart 3 and Chart 4, on page 7, further illustrate the performance of core equity and macro strategies in 2019-2020. As 

far as equity strategies go, we note the positive performance of the Momentum factor, and the mirroring steady decline 

of the Value factor over the period. Quality posted a marginally positive return in 2020, and Short Volatility managed to 

recover around half of its losses in the later part of the year.  Low Beta has been one of the larger negative surprises of the 

year, failing as it did to perform in line with its historically defensive pattern during the COVID sell-off, that exposed the 

embedded leverage in the typical strategy design. On the macro side, carry strategies were negative for the year, whereas 

Cross-Asset Trend finished the year marginally positive following a decline during the quick market rebound in Q2.

Note: Excess Return is calculated as excess over cash return. Volatility is calculated as the annualised standard deviation of weekly returns. Vol ratio 
equals the 2020 realised volatility of a composite divided by realised volatility in 2017-2019. The strategy composites are proprietary portfolios of 
selected quantitative strategies offered by global investment banks, as calculated by MJ Hudson based on data sourced from Bloomberg. 

TA B L E  1 :  S T R AT E G Y  C O M P O S I T E  P E R F O R M A N C E
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Excess Return p.a. -11.87% 14.52% 0.68% -5.00% -13.76% -6.60% -4.39% 0.42%

2020 Volatility p.a. 7.89% 12.17% 4.07% 8.85% 8.96% 6.26% 2.66% 5.33%

Sharpe ratio  neg. 1.19 0.17  neg.  neg.  neg.  neg. 0.08 

Excess Return  p.a. -0.84% 5.13% 2.27% 0.06% -5.69% -0.80% 0.96% -0.69%

2017-2020 Volatility p.a. 5.00% 7.59% 2.84% 5.70% 5.44% 5.27% 2.51% 4.53%

Sharpe ratio  neg. 0.68 0.80 0.01  neg.  neg. 0.38  neg. 

VOL  RATIO 2020 vs. 2017-19 2.26 2.36 1.79 2.28 2.63 1.29 1.09 1.28 

The table shows the performance of eight ARP composites that are calculated from investable ARP strategies promoted by 

global investment banks. We calculate the statistics for the year 2020, and the longer period 2017-2020.
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2020 Performance 

C H A RT  3 .  E Q U I T Y  A R P  S T R AT E G Y  C O M P O S I T E S  2 0 1 9 - 2 0 2 0

Source: MJ Hudson, Bloomberg

C H A RT  4 :  M AC RO  A R P  S T R AT E G Y  C O M P O S I T E S  2 0 1 9 - 2 0 2 0

Source: MJ Hudson, Bloomberg
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2020 Performance 

As our previous reports have demonstrated, ARP strategy composite returns (along with those of the broad equity market) 

have historically explained ca. 75% of average ARP fund performance over time. Table 2 presents the results of a regression 

of the ARP fund portfolio returns in 2019 and 2020. 

Note: Regressions of weekly ARP fund portfolio returns on selected benchmarks in 2019 (column (1) and (3) and 2020 (column (2) and (4)). The 
portfolio is an inverse volatility-weighted combination of 28 ARP funds. Global Equity is the MSCI World Index. Global Bonds is the Barclays 
Bloomberg Multiverse Index. The strategy benchmarks are proprietary composite portfolios of selected quantitative strategies offered by global 
investment banks, as calculated by MJ Hudson. The composite portfolios have been scaled to 10% annualised volatility. Underlying data is sourced 
from Bloomberg. The asterisks indicate statistical significance of the coefficient, * = 10%, ** = 5%, *** = 1%.

TA B L E  2 :  R E G R E S S I O N  A N A LY S I S  O F  A R P  F U N D  P O RT F O L I O  R E T U R N S  

I N  2 0 1 9  A N D  2 0 2 0

1 
( 2 0 1 9 )

2 
( 2 0 2 0 )

3 
( 2 0 1 9 )

4 
( 2 0 2 0 )

Global Equity 0.118*** 0.091** 0.102*** 0.029**

Global Bonds 0.346*** 0.318 -0.196 0.096

Equity Low Beta 0.0403 0.0537**

Equity Momentum 0.0410 -0.0195

Equity Quality 0.0562** 0.0458*

Equity Value 0.0977* 0.0369

Equity Short Volatility 0.0279 0.0403**

FX Carry 0.065*** 0.0789***

Rates Carry 0.072*** 0.174***

Multi-Asset Trend 0.192*** 0.153***

Alpha, p.a. -3.12% -13.5%*** -1.56% -4.16%*

Observations 52 53 52 53

R-squared 0.228 0.496 0.761 0.894
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2020 Performance 

C H A RT  5 .  RO L L I N G  1 3 -W E E K  B E TA  O F  A R P  F U N D  P O RT F O L I O  TO  G LO B A L  E Q U I T I E S

Source: MJ Hudson, Bloomberg. The ARP Fund Portfolio is an inverse volatility-weighted combination of 28 funds. Global Equity is the MSCI World Index.
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Consistent with previous years, the strategy composites add significant value in explaining the broad fund industry 

performance as the R-squared of the regression increases markedly once the ARP composites are added as explanatory 

variables (see column (4) vs. column (2) in table 2). The R-squared values are higher in 2020, which indicates that the 

performance of ARP funds was driven more by common factors and less by idiosyncratic behavior than in 2019. The alpha 

term in the 2020 regression is negative and marginally statistically significant (at 10% level), indicating that as a group ARP 

funds lost over 4% during the year against investable benchmarks¹. 

Considering the individual strategy loadings, we would note the increase in the exposure to Rates Carry, and the decline in 

the sensitivity to Equity Value performance. Equity Value was clearly a detractor from the performance of many ARP fund 

portfolios, but the exposure was by no means uniform across the industry. Furthermore, as will be discussed in more detail 

in the second part of this report, several funds de-risked their portfolios during the spring turmoil, thus contributing to the 

reduced loading to the Value factor in the full-year analysis. 

Quantitative evidence of de-risking is also apparent in Chart 5, which shows the rolling 13-week equity beta of the portfolio 

of ARP funds over a four-year period (2017-2020). The average beta has been relatively low at 0.14, but the beta rose to a 

local peak of 0.26 in Q1 2020 and then fell below zero during Q2².

1. We would caution against a precise interpretation of the result, as the ARP fund returns are calculated net of all applicable fees, whereas the composite returns only embed part of the total  
      cost incurred by an actual investor. However, in our assessment the alpha would remain negative even if conservative fee estimates were applied on the composites.  
2. Note that Chart 5 tracks the equity beta from a univariate regression and is therefore not directly comparable with the multiple regression beta in Table 2.  



10 

T H E  M J  H U D S O N  A LT E R N AT I V E  R I S K  P R E M I A  F U N D  R E V I E W  2 0 2 1

Longer Term Performance

2020 leaves the industry in a challenging position from the perspective of longer term realised returns. Chart 6 shows 

the relative performance of the ARP Fund Portfolio versus a 60/40 equity-bond benchmark and a liquid hedge fund index 

(HFRXGL) in 2017-2020. The ARP Fund Portfolio and HFRXGL have been scaled to match the volatility of the 60/40 

benchmark for ease of comparison. ARP funds kept pace with traditional assets in 2017 and then continued to track liquid 

hedge funds closely, but have lost ground since the COVID crisis. Again, the divergence of returns during the rebound has 

been a remarkable feature of last year’s performance.

C H A RT  6 .  A R P  F U N D  P O RT F O L I O,  6 0 / 4 0  P O RT F O L I O  A N D  L I Q U I D  H E D G E  F U N D S  2 0 1 7 - 2 0 2 0

Source: MJ Hudson, Bloomberg. The ARP Fund Portfolio is an inverse volatility-weighted combination of 28 funds. The 60/40 Portfolio consists of the 
MSCI World Index and the Barclays Bloomberg Multiverse Index. The ARP Fund Portfolio and HFRXGL have been scaled to match the volatility of the 
60/40 Portfolio.
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Longer Term Performance

3.  Suhonen & Lennkh (2021). “Here in the Real World: The Performance of Alternative Beta.” Journal of Systematic Investing.
4.  See the MJ Hudson Allenbridge Systematic Factor Market Review (2017) for a description of typical fee structures in investment bank ARP strategies.

C H A RT  7 .  VO L AT I L I T Y  A N D  E XC E S S  R E T U R N  O F  I N D I V I D UA L  A R P  F U N D S  2 0 1 7 - 2 0 2 0

Source: MJ Hudson, Bloomberg

A crucial question for investors is whether the period 2018-2020 (and the year 2020 in particular) has been uniquely bad 

for ARP investing in a historical context, or whether there is evidence of ARP investing being fundamentally broken. It is 

also reasonable to ask whether the disappointing performance is a result of the specific way that managers have chosen to 

construct and manage portfolios, and implement the strategies. These topics are investigated at length in a recent academic 

study by one of the authors³, examining ARP strategy performance since 2008. We invite the reader to review the results in 

full but highlight the following key findings. 

• A diversified portfolio of investable ARP strategies offered by global investment banks produced a reasonable risk- 

        adjusted return (Sharpe ratio of 0.80) in the decade to December 2017. However, the result is subject to two caveats.  

        First, the return is very sensitive to assumptions of fees incurred by an actual investor, and deduction of realistic all-in  

        costs would have cut the return by at least a half⁴. Second, portfolios of ARP strategies exhibited statistically significant  

        and dynamically varying exposures (betas) to traditional asset classes even during the pre-2018 period.  After controlling
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It is important to highlight again the dispersion in individual ARP fund returns – a topic we have discussed in several of the 

earlier editions of this report. Chart 7 presents the risk and return statistics of 18 ARP funds that have live history over the 

2017-2020 period. Only three of the funds have generated a positive excess return over the period, and another four had a 

marginally negative excess return, mainly due to the weak performance in 2020. 
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Longer Term Performance

        for the exposure to traditional assets, ARP strategies did not generate a statistically significant alpha at the industry level  

        and offered only marginal diversification benefits to a wider investment portfolio. In light of the evidence, 2018-2020  

        was not necessarily an aberration but rather an accentuated realisation of patterns that were already observable in  

        earlier data. 

• The performance of ARP funds and diversified portfolios of ARP strategies (such as those contained in the MJ Hudson  

        ARP strategy composites) have been closely aligned, especially on a realistic net-of-fees basis until mid-year 2020. As  

        our earlier results showed, returns have diverged in the second half of last year with the funds underperforming, but we  

        would be hesitant to draw too many conclusions from such a short time period. 

• Realised investment outcomes of both ARP funds and investment bank strategies have so far, generally, fallen short of  

        those implied in earlier studies of hypothetical past strategy performance using decades of historical market  

        data. This could well be in part a consequence of the unique circumstances during the post-GFC world, characterised  

        by unconventional monetary policy and unprecedentedly low levels of global interest rates. The other reasonable  

        interpretation of the result is that while the fundamental concepts of most of the canonical alternative risk premia are  

        simple, transparent, and well known, successful implementation of the strategies in a real-world context of transaction  

        costs, limits to liquidity, as well as execution and maintenance of short sales and derivatives positions (to name but a few)  

        requires a highly specialised and possibly scarce skill set. In other words, skill and experience in ARP strategy design and  

        implementation may be an important driver of investment performance.

• There is great diversity in the outcomes of the respective investment bank ARP strategies (just as there is in  

         the managed funds arena), emphasising the need for careful strategy selection, investment due diligence, portfolio  

         construction, scrutiny on fees, and ongoing monitoring and risk management. While industry-level results have fallen  

         short of expectations, a subset of ARP funds and bank strategies has been value-adding both from a risk-adjusted return  

         and a portfolio diversification point of view. 

3.  Suhonen & Lennkh (2021). “Here in the Real World: The Performance of Alternative Beta.” Journal of Systematic Investing.
4.  See the MJ Hudson Allenbridge Systematic Factor Market Review (2017) for a description of typical fee structures in investment bank ARP strategies.
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The ARP managers we spoke with broadly confirmed the performance trends discussed in the previous section. Specifically, 

single stock strategies (a.k.a. equity market neutral, or “micro” strategies), with the exception of momentum, were identified 

as the largest performance detractors during the year. Here, equity value was the most obvious source of losses, but several 

managers also highlighted the challenges in the defensive / low beta strategy. Furthermore, the March-April period was 

characterised by quantitatively oriented funds reducing risk substantially alongside investor redemptions, exacerbating 

losses at the time. 

Outside of single stocks, carry strategies were typically loss-making, although the outcomes varied between managers and 

implementations, and between asset classes. FX carry was negative (as indicated by our composites), and major drawdowns 

in dividend carry in Q1 were noted by some managers. On the other hand, commodity carry was generally positive during 

the year. Interestingly, short volatility was not considered a major culprit for weak performance (as it was in 2018). This 

is probably in part due to the reasonable turnaround in the strategy after the first quarter, and in part a reflection of the 

reduced allocation to the strategy by ARP funds post the February 2018 volatility shock.

Equity momentum was generally a profitable strategy, despite setbacks during the rapid sector rotation in Q2 and Q4. 

Time series momentum (trend following) did make a positive contribution to some portfolios, but our general impression is 

that most trend models were based on longer-term signals that failed to react fast enough to switching regimes, especially 

in the Q1-Q2 period. Commodity strategies (which are not universally adopted in ARP portfolios) did bring much needed 

diversification to some funds, with commodity carry and curve producing positive returns for the year. Another macro 

strategy, FX value, was also mentioned as a source of positive returns by some managers. 

At a portfolio level, most managers noted the frustration with the lack of performance following the COVID shock, 

especially in light of the rapid recovery of risky assets. Part of the problem seemed to stem from the structural design of 

individual algorithms (e.g. the speed of a trend-following programs that got caught by the sudden falls in March and then 

the rapid recovery which was followed by further turbulence in June and September-October). Second, risk management 

considerations drove most funds to reducing exposure in March. As the market environment remained turbulent, the 

realised volatilities of many core ARP strategies exceeded their historical bands by some margin, and risk indicators such 

as the VIX stayed at elevated levels—quantitative risk management models at many funds did not start re-allocating to risk 

until later in the year. Third, several managers took discretionary decisions to reduce risk by bringing down the allocation 

to single stock strategies, and sometimes completely exiting strategies such as short volatility. Our interpretation of the 

manager comments is that the success of such actions was mixed. In fairness, it is understandable that it would have taken 

an unusual level of foresight for a manager to first reduce risk in a timely manner ahead of the COVID shock and then 

rapidly re-allocate to benefit from the recovery. 

Nevertheless, risk management, both at the level of individual strategy design and implementation and in the overall 

portfolio, turned out to be an important differentiating factor in 2020. What the year clearly demonstrated was that ARP 

strategies are not market neutral during large market shocks, and that strategy diversification alone is insufficient as a risk 

management approach. By the same token, macro strategies did offer some offset to the single stock factors although it was 

in most cases insufficient to pull overall performance back above water. 

T H E  M J  H U D S O N  A LT E R N AT I V E  R I S K  P R E M I A  F U N D  R E V I E W  2 0 2 1

The Managers’ Perspective

Our conversations with ARP managers focused on three broad topics: a review of 2020, what is 
changing, and the outlook for the ARP industry. We summarise the main findings below.  
 
Review of 2020
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The Managers’ Perspective

Development and innovation

Outlook

Following a year such as 2020, it is natural that managers who aim to stay focused on ARP strategies seek to learn 

lessons from the crisis and adapt their programs accordingly. Being cognizant of the commercial sensitivity of some of the 

development pipeline, we summarise at a high level what we consider to be the main areas of focus for the industry. 

First, single stock strategy signals and implementation are under significant scrutiny. The value factor is understandably in 

special focus, and we did debate the topic “is value dead?” extensively during our meetings. The majority was in the camp of 

“probably not”, but it was broadly acknowledged that traditional value measures and approaches may need to be adapted to 

better account for the ongoing trend of fast technological disruption, for instance by imposing tighter sector neutrality to 

value algorithms. Alternatively, some managers expressed the view that the resurgence of value may require a secular shift 

in the macroeconomic environment to one characterised by a much stronger growth trajectory. We did also encounter some 

views closer to the affirmative, with managers replacing the pure equity value factor with other approaches. 

Second, the reaction time of models to changing markets is being closely investigated and, in line with recent innovation in 

investment bank-sponsored strategies, there is significant development taking place in shorter-term models especially in 

the momentum space. 

Third, several managers made the accurate point that “low correlation does not imply negative correlation”, or that a 

diversifying asset should not be relied upon as a hedging asset. Nevertheless, the perceived lack of diversification from 

ARP strategies during periods of market stress has become a clear commercial issue for the industry. Several managers 

are addressing the challenge with enhanced risk management techniques (such as using exogeneous signals and 

macroeconomic inputs in the management process) and by taking a more rigorous approach to selecting strategies based 

on their tail risk characteristics. Moreover, some managers are considering the inclusion of a dedicated bucket of defensive 

strategies in their ARP portfolios.

The current state of the ARP industry is undoubtedly challenged, and many managers acknowledged the difficulty in 

convincing investors of the rationale to remain invested in the strategies. Several noted the institutional allocation 

processes which invariably consider past performance, and here ARP’s track over the past three years makes the 

comparison against many other options less than compelling. The flipside of the argument is that in the foreseeable future, 

ARP managers could benefit from a market where less money is chasing the same opportunities. All our contacts expect 

performance eventually to come back and investor interest in the strategies to revive accordingly. We would also add that 

the outlook was not uniformly murky, but some of the better-performing funds reported new investor flows during the 

year. Furthermore, Europe and the U.K. appear to be more pessimistic about the prospects of ARP than markets like North 

America and Australia, where investor participation has held steadier despite the recent turmoil. We also understand 

that several managers are shifting their focus from commingled and broadly diversified “all-weather” ARP funds towards 

separate vehicles tailored to the requirements of a specific investor. 
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Conclusion

The performance of ARP funds since 2018 leaves the industry in a difficult quandary. It is certainly possible that last year 

marked a low point for diversified risk premia, and returns will gradually improve. We do suspect, however, that given the 

disappointments in 2018 and 2020, it will take considerable time for asset owner interest in the strategies to recover fully. 

We would expect some managers to react to the reality by scaling back their ambitions in this space, or by reorienting the 

investment approach towards a broader set of quantitative strategies, macro trading, or a more discretionary management 

style. As discussed in the previous section, we also expect managers with ARP experience to continue offering the strategies 

in bespoke products tailored to specific mandates. 

To phrase our outlook in another way, we think it is possible that the “ARP brand” will reduce in prominence or even 

disappear from asset managers’ marketing literature. At the same time, we expect the toolkit of systematic investment 

strategies to remain alive and well, and possibly gain an even greater presence in the world of institutional investment. 

However, the industry should take note of the experience of the past few years and address the shortcomings in the existing 

investment approaches and offerings. 

Specifically, we would call for greater emphasis on product design that focuses on investor needs with risk management at 

the centre of the process. At the risk of re-stating points made earlier in this report, the experience from the past few years 

has demonstrated that the value of ARP strategies as portfolio diversifiers may be limited, and that many of the common 

strategies exhibit negative skewness, that may exacerbate losses during market downturns, while failing to fully capture 

performance in a fast-paced recovery. Such strategies could well be expected to generate attractive returns in the long run – 

as compensation for the tail risk – but packaging such premia into an investable product requires careful consideration and 

transparency on the risks, as well as greater differentiation in product branding and disclosure.

The other key lesson we would re-emphasise is that systematic strategies may appear deceptively simple to implement 

in theory, but require a wealth of broad investment experience to successfully execute in practice. The dilemma for ARP 

investors is to balance the need for ongoing evolution and innovation of the strategies against the risk of the “original sin” 

of systematic investing – overfitting the strategies to history that may not repeat itself. Finding the appropriate balance 

between the two can be a significant source of alpha in ARP that we expect to continue to set managers apart.
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