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It is puzzling that such straightforward asset pricing anomalies like the well-publicized accruals and asset-growth effects are seemingly
overlooked by investors. In this paper, we seek to understand the extent to which the anomalous returns associated with these two effects
can be attributed to higher arbitrage risks due to the lack of close substitutes.

Our paper focuses on the risks associated with arbitraging those two well-known anomalies. We show that the return link for both effects
exist predominantly among stocks with high idiosyncratic volatility (IVOL), suggesting that arbitrageurs face higher arbitrage risk resulting
from a lack of close substitutes. Investors seeking to profit from these anomalies must bear substantially higher risks with their trading
positions.

This risk meaningfully increases the costs to arbitrage away the anomalous effects likely explaining their persistent existence. Investors
may not be able to outperform the market on an after cost basis even if seemingly significant mispricings are identified and persist over
time.

More broadly, our paper raises awareness among practitioners of the importance to thoroughly investigate the arbitrage risk from the lack
of close substitutes when exploring and implementing alpha signals. Our straightforward methodology could be a useful approach for
practitioners to verify the realistic opportunity to profit from an array of identified investment signals.

This docunent is not intended to, and does not relate specifically to any investrrent strategy or product that AQR offers. It is being provided mrerely to provide a framew ork to assist
in the inplementation 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 recontrendation 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 fromsources believed by the
author and AQR Capital Managenrent, 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 inplied, as to the information’s accuracy or conrpleteness, 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 informetion and should not be
the primary source for any investrrent or allocation decision. Past performance is not a guarantee of future performance. Diversification does not eliminate the risk of experiencing
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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
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and neither the author nor AQR undertakes to advise you of any changes in the views expressed herein.
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be relied on in making an investrent or other decision. There can be no assurance that an investrrent strategy will be successful. Hstoric market trends are not reliable indicators of
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