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In the evolving landscape of investment management, alternative risk premia strategies
have gained significant traction among institutional and individual investors seeking
diversification, enhanced returns, and uncorrelated risk profiles. Among these, Liquid
Alternative Risk Premia (LARP) strategies stand out due to their flexibility, liquidity, and
systematic approach to capturing various risk premiums across asset classes. However, as
the array of strategies broadens, it's crucial for investors and financial professionals to
distinguish between genuine LARP strategies and those that do not fit the category.

This article aims to clarify what constitutes a Liquid Alternative Risk Premia (LARP) strategy,
explore common examples, and identify which strategies are not considered part of this
category. Understanding these distinctions helps in constructing effective portfolios and
avoiding misconceptions about what qualifies as a liquid, alternative risk premium strategy.

Understanding Liquid Alternative Risk Premia
(LARP) Strategies

What Are Alternative Risk Premia?
Alternative risk premia are systematic investment strategies that aim to harvest specific
sources of return—also known as premiums—bersistent across time and markets. These
premiums stem from our understanding of risk-return trade-offs and market behaviors, and
they are often uncorrelated with traditional asset classes like stocks and bonds.

Common examples of risk premia include:
- Value premium
- Momentum premium
- Carry (or yield) premium
- Defensive (low-volatility) premium
- Liquidity premium
- Trend-following premium

Characteristics of Liquid Alternative Risk Premia
Strategies
LARP strategies are designed to be:



- Liquid: They can be entered and exited quickly, typically daily or weekly, with minimal
market impact.
- Systematic: They employ rules-based, quantitative approaches rather than discretionary
investing.
- Diversified: They often span multiple asset classes, including equities, fixed income,
currencies, and commodities.
- Transparent: They usually have clear methodologies, enabling investors to understand the
underlying risk factors.
- Accessible: They are available through liquid vehicles such as ETFs, hedge funds, or
managed accounts.

Common Examples of LARP Strategies
Some widely recognized LARP strategies include:

1. Equity Risk Premium Strategies
These strategies aim to capture the excess return of equities over risk-free rates, often
through factor tilts like value, size, or momentum.

2. Currency Carry Strategies
Leveraging differences in interest rates across currencies to generate returns, with
systematic rules to manage risks and volatility.

3. Fixed Income Carry and Roll Strategies
Utilizing yield differentials and roll yields in bond markets, such as in futures or bonds, to
generate income.

4. Trend-Following Strategies
Employing technical signals to follow market trends across various asset classes, capturing
momentum premiums.

5. Commodity Carry Strategies
Exploiting the roll yields in futures contracts and storage costs associated with
commodities.

What Is NOT Considered a LARP Strategy?

Despite the diversity of strategies available, not all investment approaches labeled as



"liquid" or "alternative" qualify as Liquid Alternative Risk Premia strategies. Certain
strategies, although they may be systematic or liquid, do not aim explicitly to harvest risk
premia or do not fit the systematic, rules-based framework characteristic of LARP.

Strategies That Are NOT Examples of LARP

1. Traditional Long-Only Equity or Bond Investing
Investing in stocks or bonds with a buy-and-hold approach, without employing a systematic,
risk-premia harvesting methodology, does not qualify as a LARP.

2. Discretionary Hedge Fund Strategies
Hedge funds employing discretionary, alpha-driven strategies—such as event-driven,
macro, or distressed investing—are not considered LARP unless they specifically employ
systematic, rules-based risk premia harvesting.

3. Active Stock Picking or Sector Rotation
Fundamentally driven, discretionary strategies that involve selecting individual securities or
sectors based on analyst research or subjective forecasts are not classified as LARP.

4. Private Equity or Venture Capital
Illiquid, long-term investments in private companies are fundamentally different from liquid,
systematic risk premia strategies.

5. Currency Hedging or Currency Overlay Strategies
While these strategies involve currencies, if they are primarily aimed at risk mitigation
rather than harvesting a premia systematically, they do not qualify as LARP.

6. Tactical Asset Allocation
Dynamic allocation strategies based on macroeconomic forecasts or discretionary market
timing are not typically considered LARP, which relies on systematic factor-based
approaches.

Why These Strategies Are Not Considered LARP

The core distinction lies in the methodology and intent:
- Systematic and Rules-Based: LARP strategies employ transparent, quantitative rules
designed to systematically harvest specific risk premia.
- Objective of Risk Premium Harvesting: They aim to generate returns uncorrelated with
traditional asset classes by capturing persistent risk factors.
- Liquidity and Accessibility: They are deployable in liquid markets with easily tradable
instruments.



Strategies that lack these characteristics—whether they are discretionary, long-term, or
focused on active security selection—do not fall under the LARP umbrella.

Importance for Investors and Portfolio
Construction

Knowing which strategies qualify as LARP is vital for:
- Diversification: Properly integrating liquid risk premia to diversify traditional portfolios.
- Risk Management: Understanding the risk exposures and potential drawdowns associated
with LARP.
- Performance Attribution: Recognizing the systematic, factor-driven sources of return
versus alpha-driven strategies.
- Cost and Liquidity Considerations: Ensuring strategies fit the liquidity profile and cost
constraints of the investor.

Incorrectly categorizing strategies can lead to misaligned expectations, mispricing of risk,
or suboptimal portfolio design.

Conclusion

Liquid Alternative Risk Premia (LARP) strategies represent a systematic, transparent, and
liquid approach to harvesting specific risk premiums across diverse asset classes. They are
characterized by their rules-based methodologies, broad diversification, and focus on
capturing persistent, risk-based sources of return.

Strategies that do not qualify as LARP include discretionary, long-only, private equity, or
active security selection approaches that lack the systematic, rules-driven framework
essential to the LARP definition. Recognizing these distinctions enables investors to build
more resilient, diversified portfolios and to leverage the full potential of liquid alternative
risk premia strategies.

By understanding what qualifies as a LARP strategy—and what does not—investors can
make informed decisions, optimize their investment allocations, and enhance the
diversification and return potential of their portfolios in today's complex financial markets.

Frequently Asked Questions

What is a Liquid Alternative Risk Premia (LARP)
strategy?
A LARP strategy involves investing in liquid, transparent, and systematic strategies
designed to capture risk premia across various asset classes outside traditional long-only
investments.



Which of the following is NOT typically considered a
LARP strategy?
A traditional equity mutual fund is not considered a Liquid Alternative Risk Premia (LARP)
strategy because it primarily involves long-only equity exposure rather than systematic risk
premia strategies.

Can hedge fund strategies be classified as LARP?
Some hedge fund strategies that are liquid, transparent, and systematic may be classified
as LARP, but many hedge funds with illiquid or opaque strategies are not categorized as
LARP.

Is a managed futures strategy an example of a LARP?
Yes, managed futures strategies are commonly considered a type of LARP because they are
liquid, systematic, and aim to capture trend-following risk premia.

Why might an investor choose a LARP over traditional
hedge funds?
Investors may prefer LARP strategies for their liquidity, transparency, lower fees, and
systematic approach to capturing risk premia, making them more accessible and easier to
evaluate.

Which of the following is a characteristic NOT
associated with LARP strategies?
Illiquidity and opacity are not characteristics of LARP strategies; they are typically
associated with traditional hedge funds rather than liquid alternative strategies.

How does a factor investing approach relate to LARP
strategies?
Factor investing is often a core component of LARP strategies, as it involves systematic
exposure to risk premia associated with factors like value, momentum, or volatility.

Additional Resources
Liquid Alternative Risk Premia (LARP) strategies have garnered significant attention
within the investment community over the past decade. They promise to deliver diversified
return streams, reduce portfolio volatility, and provide uncorrelated sources of alpha—all
within a framework that emphasizes liquidity and transparency. However, amidst the
proliferation of strategies claiming to be LARPs, it’s crucial for investors and analysts alike
to distinguish genuine implementations from misnomers or strategies that do not fit the
category. This article explores the essence of LARP strategies, examines their defining



features, and ultimately identifies which options are not examples of LARP strategies,
providing clarity in this complex landscape.

---

Understanding Liquid Alternative Risk Premia
(LARP) Strategies

Definition and Core Principles

Liquid Alternative Risk Premia strategies are systematic investment approaches that seek
to harvest specific, well-documented risk factors across liquid asset classes. The core idea
stems from the recognition that various risk premia—such as momentum, carry, value, or
volatility—offer persistent, risk-adjusted returns that can be extracted systematically. These
strategies are designed to be:

- Liquid: Invest across highly liquid asset classes such as equities, fixed income, currencies,
and futures, allowing for daily or weekly rebalancing.
- Transparent: Offer clear rules-based methodologies, often disclosed publicly or via
transparent models.
- Diversified: Combine multiple premia or factors to reduce idiosyncratic risk.
- Accessible: Designed to be implemented via liquid instruments, including futures, ETFs, or
swaps, enabling broad investor access.

The primary goal is to generate consistent, uncorrelated returns with risk profiles that can
enhance overall portfolio efficiency.

Key Features of LARP Strategies

- Factor-based Exposure: Focused on extracting premia associated with specific risk factors,
such as momentum, carry, or size.
- Systematic and Rules-based: Rely on predefined algorithms or models, minimizing
discretionary biases.
- Low Correlation to Traditional Assets: Aimed at diversifying away from stocks and bonds,
especially during market downturns.
- Liquidity and Cost-Effectiveness: Designed to be tradable in markets with deep liquidity,
minimizing transaction costs and market impact.
- Risk Management: Incorporate mechanisms to control drawdowns and volatility, often
through dynamic weighting or hedging techniques.

---



Common Examples of Liquid Alternative Risk
Premia Strategies

To understand what constitutes a LARP strategy, it’s instructive to review typical examples:

1. Equity Momentum Strategies

- Invest in stocks or equity futures exhibiting positive recent performance.
- Exploit the tendency of stocks to continue trending in the short to medium term.
- Implemented systematically, often via futures contracts for liquidity.

2. Carry Strategies Across Asset Classes

- Leverage the yield differential between currencies, bonds, or commodities.
- Examples include currency carry trades or bond carry strategies.
- Usually involve holding positions that earn the “carry” or yield premium.

3. Value Strategies

- Invest in undervalued stocks or asset classes based on valuation metrics like P/E, P/B
ratios.
- Aim to capture the premium associated with mean reversion over time.

4. Volatility Risk Premium Strategies

- Sell volatility via options or volatility futures, earning premiums for providing insurance.
- Benefit from the tendency of implied volatility to mean-revert.

5. Size and Quality Premia

- Tilt towards small-cap stocks or high-quality assets that historically deliver risk premiums.

All these strategies share common themes: they are rule-based, employ liquid instruments,
target well-documented risk factors, and aim for diversification. They are often packaged
into funds or indices marketed explicitly as LARPs.

---

Criteria for What Is NOT a Liquid Alternative Risk
Premia (LARP) Strategy

Given the above, it’s equally important to recognize strategies that do not qualify as LARP
strategies. These may lack one or more of the core features discussed. The following
sections explore common pitfalls or misclassifications.



1. Strategies Based on Illiquid Assets or Private
Markets

Why they don’t qualify:

- LARP strategies emphasize liquidity, allowing daily or weekly trading.
- Private equity, private credit, real estate, or venture capital strategies involve illiquid
investments with long lock-up periods.
- These asset classes do not lend themselves to systematic, daily rebalancing or
transparent rule-based extraction of risk premia.

Example:

- A private equity fund investing in buyouts cannot be considered a LARP because its
liquidity profile is fundamentally different. Their return profiles are derived from illiquid
investments, not from liquid, tradable risk premia.

---

2. Strategies Relying on Discretionary or Subjective
Investment Decisions

Why they don’t qualify:

- LARP strategies are characterized by systematic, rules-based models.
- Discretionary macro or hedge fund strategies that rely heavily on subjective judgment,
macroeconomic forecasts, or qualitative analysis do not fit the criteria.

Example:

- A hedge fund manager making macroeconomic bets based on fundamental analysis or
geopolitical views, without a systematic rule set, would not be classified as implementing a
LARP.

---

3. Strategies Focused Solely on Absolute Return or Beta
Tilts

Why they don’t qualify:

- Many hedge funds or strategies aim for absolute returns through leverage, derivatives, or
tactical asset allocation without targeting specific risk premia.
- These strategies may employ derivatives to hedge or leverage, but if they lack a
systematic premia extraction component, they are not LARPs.



Example:

- A fund employing long/short equity strategies based on fundamental insights, without an
explicit factor or premia targeting approach, would not qualify.

---

4. Strategies Based on Illiquid or Non-Transparent
Instruments

Why they don’t qualify:

- LARP strategies emphasize transparency to ensure investor confidence and risk
management.
- Strategies heavily invested in opaque OTC derivatives or illiquid instruments that lack
daily valuation do not qualify.

Example:

- A hedge fund employing complex, bespoke derivatives with limited liquidity and
transparency is outside the scope of LARP.

---

5. Strategies Focused on Traditional Asset Management
Approaches

Why they don’t qualify:

- Traditional buy-and-hold, passive index tracking, or fundamental value investing do not
primarily aim to harvest risk premia systematically.
- These are core asset class exposures, not systematic premia extraction strategies.

Example:

- Investing passively in an S&P 500 ETF or a bond index fund does not constitute a LARP.

---

Specific Examples of Strategies That Are NOT
LARP

To solidify understanding, consider the following illustrative examples:



1. Private Equity Funds

Private equity investments involve illiquid assets, long-term horizons, and discretionary
decision-making. They are not designed to systematically harvest liquid risk premia and are
therefore not classified as LARP strategies.

2. Discretionary Macro Hedge Funds

While they may generate alpha and sometimes incorporate risk premia, their discretionary
nature and reliance on macroeconomic forecasts mean they are not systematic or
transparent enough to fall under LARP.

3. Real Estate Investment Trusts (REITs)

While REITs are liquid and tradable, they are primarily investment vehicles rather than
premia extraction strategies targeting specific risk factors systematically. They are better
categorized as traditional asset classes.

4. Currency Carry Trades Conducted Discretionarily

If a strategy is implemented via discretionary trading rather than a rules-based, transparent
model, it would not qualify as a LARP.

---

Conclusion: Distinguishing True LARP Strategies
from Others

In summary, liquid alternative risk premia strategies are characterized by their systematic,
transparent, and liquid approach to capturing well-documented risk factors across broad
asset classes. They are designed to be accessible to a wide range of investors via liquid
instruments, offering diversification benefits and uncorrelated returns.

Strategies that rely on illiquid assets, discretionary judgments, or do not explicitly target
risk premia do not qualify as LARP strategies. Recognizing these distinctions is vital for
investors seeking to incorporate true LARP strategies into their portfolios and avoid
misclassification or overpromising.

In the context of the question posed:

> Which of the following is NOT an example of a Liquid Alternative Risk Premia (LARP)
strategy?

The correct answer (assuming multiple options are provided) would be any strategy that
relies on illiquid assets, discretionary judgment, or lacks the explicit systematic risk premia
focus. For example, a private equity fund or a discretionary macro hedge fund would not be
considered LARP strategies.



---

Final Thoughts

As the landscape of alternative investments continues to evolve, the importance of clear
definitions and understanding strategies' core mechanics cannot be overstated. Investors
should scrutinize fund disclosures, methodology transparency, liquidity profiles, and factor
exposures to accurately identify genuine LARP strategies. This discernment ensures
alignment with investment objectives and risk management standards in pursuit of
diversified, uncorrelated return streams.
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