
This document is not intended to, and does not relate specifically to any investment strategy or product that AQR offers. It is being provided merely to provide a framework to assist
in the implementation of an investor’s own analysis and an investor’s own view on the topic discussed herein.
 
This document has been provided to you solely for information purposes and does not constitute an offer or solicitation of an offer or any advice or recommendation to purchase
any securities or other financial instruments and may not be construed as such. The factual information set forth herein has been obtained or derived from sources believed by the
author and AQR Capital Management, LLC (“AQR”) to be reliable but it is not necessarily all-inclusive and is not guaranteed as to its accuracy and is not to be regarded as a
representation or warranty, express or implied, as to the information’s accuracy or completeness, nor should the attached information serve as the basis of any investment decision.
This document is not to be reproduced or redistributed to any other person. The information set forth herein has been provided to you as secondary information and should not be
the primary source for any investment or allocation decision. Past performance is not a guarantee of future performance. Diversification does not eliminate the risk of experiencing
investment losses. 

This material is not research and should not be treated as research. This paper does not represent valuation judgments with respect to any financial instrument, issuer, security or
sector that may be described or referenced herein and does not represent a formal or official view of AQR. The views expressed reflect the current views as of the date hereof
and neither the author nor AQR undertakes to advise you of any changes in the views expressed herein. 

The information contained herein is only as current as of the date indicated, and may be superseded by subsequent market events or for other reasons. Charts and graphs provided
herein are for illustrative purposes only. The information in this presentation has been developed internally and/or obtained from sources believed to be reliable; however, neither
AQR nor the author guarantees the accuracy, adequacy or completeness of such information. Nothing contained herein constitutes investment, legal, tax or other advice nor is it to
be relied on in making an investment or other decision. There can be no assurance that an investment strategy will be successful. Historic market trends are not reliable indicators of
actual future market behavior or future performance of any particular investment which may differ materially, and should not be relied upon as such. Diversification does not

Are Completion Portfolios Effective for Managing Concentrated Stock
Risk?
May 14, 2025


Tax Aware

This study investigates the most effective ways to manage the risk of concentrated stock positions. While the completion portfolio approach
to hedging the risk of concentrated stock appears conceptually sound, the empirical evidence shows that  it offers limited practical risk-
reduction benefits. The risk of concentrated holdings  is dominated by the stock-specific component, which cannot be hedged
with unrelated stocks. We find that simple sector-exclusion completion portfolios are generally ineffective as concentrated stock hedges.
Optimized completion portfolios can hedge common-factor risk to a degree, especially when shorting is used. However, their overall impact
on forecast risk is small, and on realized risk, negligible. Selling the concentrated position quickly and tax efficiently is the most effective
risk-mitigation strategy. Tax-aware strategies, particularly tax-aware long-short strategies, can be highly valuable in this respect. The study
concludes that investors and their advisors should temper their expectations about the risk-hedging ability of completion portfolios and
prioritize the tax-aware aspect of the strategies to facilitate the tax-efficient liquidation of concentrated holdings.
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