
 

 

 

 

 

 
 

 

 

 

Hérens Quality AM is a specialized provider of systematic Quality Investment Solutions and one of the few providers of 
Quality equity investment strategies worldwide. Corporate Excellence Insight is our monthly publication that includes a 
brief update on markets and our thoughts about major trends that are impacting the investment management industry.  

By selecting potential investment targets 

based on a list of strictly selected criteria, we 

eliminate risk at the company level or through 

quality, as compared to "diversified 

portfolios" that try to achieve this through 

quantity by adding a large number of different 

stocks. 

Factor models play an important role in evaluating the performance of equity strategies. These 

models can be used to evaluate whether an outperformance against the benchmark could be achieved 

with known risk premia or through special skills of the asset manager. The question is relevant for 

cost-sensitive investors, for example: Can a strategy be replicated using low-cost ETF factor building 

blocks (smart beta) or does it deliver real alpha?  

We analyze this question for our Quality Top strategies using the 7-year track record of the Global Top 

8 Composite. The results show that a part - but not all - of the outperformance of the Quality Top 8 

strategy is due to the systematic use of the profitability factor (RMW), the rest is real alpha. 

MONTHLY TOPIC: QUALITY TOP STRATEGIES - 
FACTOR RETURNS OR REAL ALPHA? 

MARKET UPDATE: NEW CONCERNS 
Stocks fell in November as the emergence of the Omicron variant raised concerns the COVID-19 pandemic may continue to undermine the global 

economy. Having started the month well, developed market equities ended the month down 2.2% while government bonds rallied. 

CORPORATE EXCELLENCE INSIGHTS 

U.S. inflation reached a nearly four-decade 

high in November, as strong consumer 

demand collided with pandemic-related 

supply constraints. That was the fastest 

pace since 1982 and the sixth straight 

month in which inflation topped 5%. 

6.8%  
US CPI JUMPED TO ITS HIGHEST 
READING IN 39 YEARS 

Despite PMI rebounded diverging trends 

appeared beneath the surface, with the 

French Insee Business survey increasing 

while the German IFO business climate 

index dropped. 

55.8  
EUROPE’S PMI REBOUNDED AFTER 3 
MONTHS OF DECLINE 

Visits to stores and shopping centers in US 

climbed 48% from a year ago while still 

trailing 2019 traffic by 28%. Online spending 

totaled $8.9 billion, a number that was at 

the low end of expectations and slightly less 

than last year. 

48%  
BLACK FRIDAY SALES ROSE 48% FROM 
THE LAST YEAR BUT STILL BELOW 2019 

December 2021 

 

Read full Article on Page 2  
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As all our top holdings are high quality and 

exposed to long-term secular trends, they 

typically generate very attractive multi-year 

returns. Like the U.S. electronic design 

automation (EDA) provider Synopsys, which 

benefits from several long-term trends and 

supplies all the world's leading semiconductor 

manufacturers with its technologies. 

Information about us: www.hqam.ch  

Contacts: ✆: +41432223141; ✉: info@hqam.ch 

http://www.hqam.ch/


 

 

 

Approaches based on modern portfolio theory (MPT) have dominated the financial 

industry for 60 years. Thinking in terms of factors such as value and size has deeply 

shaped the industry on both the provider and investor side. Institutional investors 

typically make their equity asset allocation decisions based on dimensions such as 

size, value vs. growth or quality and other factors; and the range of investment 

strategies offered by asset managers is typically guided by the same categories. Active 

management beyond factor returns (smart beta) is considered a difficult undertaking, 

and achieving outperformance based on publicly available information is even 

considered impossible.  

These and other insights of the modern financial industry were considered 

indisputable just a few years ago. Today, they are still omnipresent, but are viewed 

more critically. 

One of the challenges to MPT is a few active managers who regularly and 

systematically beat their benchmark. This includes the Quality approach of Hérens 

Quality AM with its track record of over 20 years. The ability to generate excess returns 

is particularly evident in concentrated Quality Top strategies. 

Fig.1: Performance & risk metrics of Hérens Quality Top strategies* 

 

 

Source: Hérens Quality AM, MSCI, Bloomberg 

In this context, the question arises whether the achieved outperformance is the result 

of factor returns i.e. exposures to systematic risk factors, so-called smart beta, and/or 

pure alpha), i.e. the result of special skills in stock selection? 

Quality alpha stands up to factor analysis 

We investigate the issue empirically using Fama-French's 3 and 5 factor model, 

drawing on the 7-year track record of the Global Quality Top 8 strategy, whose 

approach has been described in previous issues of CEI. The Fama-French model was 

originally an empirical model that was not initially preceded by any economic theory. 

The results were only subsequently explained by risk characteristics.  

The following results in Table 2 show Quality Top strategies as an alpha supplier whose 

excess returns can only be partially explained by smart beta or investing in systematic 

risk factors. Here are the results in detail: 

• Quality Top 8 has a significant and positive alpha in all models, including the 

5-factor model. Alpha measures the outperformance or underperformance of 

the strategy that cannot be explained by the risk factors used in the model.  

• With a beta of less than 1, Quality Top 8 invests in shares that are "safer" or less 

volatile than the market. An investment in Top 8 thus has a risk-reducing effect 

on the investor's overall equity portfolio. 

• Negative size effect: The results show a negative influence of the size factor 

(SMB) on the Top 8 performance and reflect the tendency to invest in larger 

stocks. The strategy thus does not benefit from the empirically proven small-

cap effect, according to which smaller-capitalised stocks generate an above-

average return. 

 

 

 

Global Quality Top 8 Composite YTD 1Y 3Y p.a. 5Y p.a. Since 
Inception p.a. 

10/2014 - 10/2021         
Hérens Quality Global Top 8 Composite  40.0% 55.4% 25.8% 23.3% 21.7% 

       
MSCI World Index (Net TR in CHF) 23.5% 40.0% 14.4% 13.6% 10.6% 

       
MSCI World Daily TR Net in CHF vs. Quality Top 8  16.6% 15.3% 11.4% 9.6% 11.2% 

        

  
Alpha Information Ratio 

Maximum 
 Drawdown 

Volatility 

Hérens Quality Global Top 8 Composite  11.0% 1.18 -19.8% 16.1% 
MSCI World Index (Net TR in CHF) - - -21.4% 14.8% 

 
Global Quality Top 15 YTD 1Y 2Y p.a. 3Y p.a. Since 

Inception p.a. 10/20214 - 10/2021        
Hérens Quality Global Top 15 Portfolio (CHF) 29.4% 44.7% 24.0% 21.8% 20.7% 

       
MSCI World Daily Index (Net TR in CHF) 22.2% 40.0% 16.6% 14.4% 10.6% 

       
Portfolio vs Benchmark 7.2% 4.6% 7.5% 7.4% 10.2% 

 
 

     

  
Alpha Information Ratio 

Maximum 
 Drawdown 

Volatility 

Hérens Quality Global Top 15 Portfolio (CHF) 10.2% 1.25 -18.9% 15.2% 
MSCI World Daily Index (Net TR in CHF) - - -21.4% 14.8% 

 

Quality top strategies - factor returns or real alpha? 

Disclaimer: This document may contain confidential information that is not intended for third parties. If you are not the intended recipient of this document, you must not publish or pass on 
its content in any way. This document is for information purposes only and constitutes neither an offer nor a recommendation to undertake any type of transaction or to buy or sell securities 
or financial products in the broadest sense. Hérens Quality Asset Management offers no guarantee of the completeness, correctness or security of this document. Hérens Quality Asset 
Management accepts no liability claims that might arise from the use or non-use of the content of this document. 

• Negative or redundant value effect: The value factor (HML) is also empirically 

proven and states that stocks that are rather cheap in terms of a low book value 

in relation to the market generate above-average returns. The analysis shows 

a significant and slightly negative exposure to the value factor for the Quality 

TOP 8 strategy in the 3-factor model and reflects the tendency to buy shares 

that tend to be expensive in terms of a low book value relative to the market 

(growth tilt).  In the 5-factor model, the value factor is no longer significant. 

This is consistent with results of Fama-French, according to which the average 

return of the value factor, through its exposure to the profitability and 

investment factors (RMW and CMA), is incorporated into these two factors.  

• Positive profitability effect: The profitability factor (RMW), which is also 

empirically based, states that companies with a high operating profitability 

perform better. For Quality Top 8, the exposure is positive and significant, i. e. 

part of the outperformance can be explained - unsurprisingly for a quality 

strategy - by the investment in companies with above-average profitability. 

• No investment effect: The investment factor means that shares of companies 

with high investments (measured by total asset growth) underperform. In the 

case of Quality Top 8, the investment factor (CMA) is not significant, i. e. it 

does not contribute to explaining the outperformance. 

Fig.2: Factor sensitivities of the active returns of the Hérens Quality Global Top 8 Composite 
Global Quality 

Top 8 Composite 
1-Factor- 

model 
3-Factor- 
model** 

5-Factor- 
model*** 

Alpha (interception) 0.96 0.72 0.60 

  3.72 3.05 2.61 

Beta (Mkt-RF) 0.90 0.97 0.91 

  14.57 17.06 15.21 

Size (SMB)   -0.53 -0.38 

    -3.38 -2.34 

Value (HML)   -0.30 0.11 

    -3.45 0.72 

Profitability (RMW)     0.78 

      3.51 

Investment (CMA)     -0.43 

      -1.58 

R2 0.72 0.79 0.81 

R2 bar 0.72 0.78 0.80 

Observations 83 83 83 

Values with 5% significance are printed in bold.                Source: Hérens Quality AM 

Overall, the model has a fairly high explanatory power: the coefficient of 

determination R-squared measures how much of the variability in outperformance 

can be explained by the factors used in the model. An R2 of 80% shows that 80% of 

the data fit the regression model, i.e. the significant factors explain 80% of the 

outperformance of the top 8 strategy. 

Quality alpha - a combination of factor returns and pure alpha 

The results show that part - but not all - of the outperformance of the Quality Top 8 

strategy is due to the systematic use of the profitability factor (RMW), the rest is pure 

alpha. Now, proponents of MPT or the efficient markets hypothesis would speak of 

randomness rather than true alpha at this point. Whether Hérens Quality AM was 

simply just lucky so far in managing the Quality Top strategies or, on the contrary, 

has given prove of skill, the investor must form his own opinion on this. To support 

him in his opinion-forming process, we will provide further arguments in the following 

issues of the CEI why outperformance is no coincidence and should continue. 

*Global Quality Top 15: Portfolio performance: Gross TR (excl. transaction and management costs, dividends 
reinvested. Simulated performance 01.10.2014 01.10.2018, fully based on monthly investment process of Hérens 
Quality AM; Live track record since 01.10.2018) 
 
** Period: October 2014 to May 2019. rtTop8  - rtf = α +β1 (MKTt - rtf)+ β2SMBt + β3HMLt +εt. . The variable being 
explained is the monthly gross outperformance of the HQAM Global Quality Top 8 Composite (composite return 
less risk-free rate of return). The explanatory variables are the monthly returns from the Fama-French factors Size 
and Value, as well as market outperformance (market less risk-free rate of return). 
 
*** Period: October 2014 to May 2019. rtTop8  - rtf = α +β1 (MKTt - rtf) + β2SMBt + β3HMLt +β4RMWt + β5CMAt 
+ εt.. The variable being explained is the monthly gross outperformance of the HQAM Global Quality Top 8 
Composite (composite return less risk-free rate of return). The explanatory variables are the monthly returns 
produced by the factors Size (SMB), Value (HML), High Profitability (RMW) and Low Investment (CMA), as well as 
the outperformance produced by the market (market less risk-free rate of return). Abbreviations: SMB = Small 
Minus Big; HML = High Minus Low; RMW = Robust Minus Weak; and CMA = Conservative Minus Aggressive. 


