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Background 



The Fundamental Quality Anomaly 

Quality Minus Junk 
Asness, Frazzini, Pedersen (2013) 



The Excess Returns of “Quality” Stocks: A Behavioral Anomaly  
Bouchaud, Cilberti, Landier, Simon, Thesmar (2016) 
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Defining “Quality” 

Profitability/Growth	 Safety	 Payout	

GPOA		 BAB		 EISS		
	

ROE		 IVOL		
	

DISS		
	

ROA		 LEV		
	

NPOP		
	

CFOA		 O-Score		
	

GMAR		 Z-Score		
	

ACC		 EVOL		
	



Quantitative Warren Buffet: 
Quality at a Reasonable Price (QARP) 

• Quality	–	Value	vs.	Quality	/	Value	
	
•  The	return	of	quality	stocks	varies	over	time	with	very	high	
correlation	to	the	“quality	premium”	paid	

•  Sharpe	ratios	of	0.7	and	0.9	for	the	US	and	Global	stock	universes	
were	achieved	using	QARP	

• How	to	define	value?	



Our Project 



Research Dataset 



The Quality Anomaly Illustrated 



End Goals 



Finding the Best QARP Signal 

•  Exploring	specific	quality	and	value	fundamentals	that	are	most	
predictive	of	high	returns	(high	regression	coefficient	and	high	R2)	

• Combining	them	to	create	the	most	powerful	overall	signal	

How	to	improve	individual	and	category	weighting?	



Finding the Right Quality Metrics 

Profitability/Growth	 Safety	 Payout	

GPOA		 BAB		 EISS		
	

ROE		 IVOL		
	

DISS		
	

ROA		 LEV		
	

NPOP		
	

CFOA		 O-Score		
	

GMAR		 Z-Score		
	

ACC		 EVOL		
	

and	many	more…	



Portfolio Construction 

• Portfolio	can	be	made	market-neutral,	equal	parts	
long	and	short,	or	long-only	

• Benchmark	of	comparison	will	vary	depending	on	
this	choice	

•  Since	quality	predicts	outperformance,	we	plan	to	
create	a	weighted-average	portfolio	based	on	our	
QARP	signal	

Quantopian	backtesting	pipeline	



Separating Based on Industry 

•  Fundamentals	also	possess	significant	variability	among	industries	

•  Increased	granularity	should	increase	the	signal	power	so	long	as	we	
maintain	a	significant	sample	size	

• Portfolio	optimization	amongst	industry	weightings	would	then	yield	
a	superior	result	


