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Low volatility equities have provided favorable risk-adjusted returns over the 
long-run and in 2025. But design decisions can lead to a range of outcomes. 

INCREASING VOLATILITY SHOCKS BENEFIT LOW VOLATILITY STOCKS 

Although the volatility of 2025 may feel unprecedented, it is best viewed as the continuation of a trend 
that started during the financial crisis. Since 2007, there has been a five-fold increase in volatility shocks 
compared to the prior two decades, defined as a 5-point single day increase in the CBOE Volatility 
Index, or VIX (Exhibit 1). The catalysts for these shocks range from geopolitics and a pandemic to more 
technical events like the yen carry unwind in 2024. Yet the other side of this trend has been resilient 
equity markets. Volatility shocks and drawdowns have been followed by 
recoveries – sometimes swift and sometimes lengthier. Over the long run and in 2025, these 
dynamics have favored low volatility equities due to their asymmetric return profile.1    

EXHIBIT 1: INCREASING VOLATILITY SHOCKS 
The number of volatility shocks has increased dramatically since 2008 as markets have evolved. 

Source: Northern Trust, CBOE, Bloomberg. From 12/31/1999 through 5/31/2025. Past performance is no guarantee 
of future results. Index performance returns do not reflect any management fees, transaction costs or expenses. It is 
not possible to invest directly in any index. 

When volatile periods occur, equities with defensive characteristics – lower volatility, higher quality – have 
generally provided a cushion to the sell-off. However, helping play defense is not the only reason for 
holding defensive positions in equities. If lowering market exposure lowered return expectations 
proportionately, then investors would be somewhat indifferent to lowering risk through lowering beta, or 
simply allocating a portion of the investment to cash. But this is not the case. 

There is a vast body of literature supporting the presence of a low volatility anomaly2, which highlights that, 
contrary to portfolio theory about the positive relationship between risk and return, lower risk stocks 
actually outperform higher risk stocks over the long run and do so for significantly less risk. As shown in 
Exhibit 2, this dynamic has led to nearly three-fold improvement in return per unit of risk as we move from 

1 See Low Volatility Beta Asymmetry: A Closer Look (2020) for a discussion of the underlying drivers of 
return asymmetry for low volatility stocks. 
2 See Foundations in Factors for an overview of the key literature in low volatility. 
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low to high volatility and similarly for high and low quality. This presents an opportunity for investors to use 
low volatility and high quality equities to participate in upward moving markets while mitigating losses on 
the downside over the long run. How can investors translate these observations into portfolio outcomes? 

EXHIBIT 2: THEORY VS REALITY 
Theoretically, risk and return should be related. Within equity markets, this relationship has historically 
been precisely the opposite. 

Source: Northern Trust, FTSE-Russell, MSCI. From 12/31/1983 through 3/31/2025. Benchmark is the Russell 1000 
Index. Bars represent top and bottom quintiles for Barra Low Volatility and Northern Trust Quality Factor and are cap-
weighted and rebalanced monthly. For illustrative purposes only. Past performance is no guarantee of future 
results. Index performance returns do not reflect any management fees, transaction costs or expenses. It is not 
possible to invest directly in any index. 

QUALITY LOW VOLATILITY: DESIGN MATTERS 
Translating these results into portfolio outcomes requires design choices that can create wide differences 
in results. A focus on the least volatile market sectors such as utilities and consumer staples can lead to 
portfolios that may be overly defensive. These are also sectors with significant macroeconomic exposure, 
notably interest rates, that is present elsewhere in investor asset allocations. Further, some low volatility 
portfolios may focus solely on historical measures of volatility. These measures are a key input into any 
low volatility portfolio, but being solely reliant on historical volatility may miss an opportunity to enhance 
outcomes. There are a number of approaches to targeting a low volatility portfolio, but one that balances 
sector risk, considers both upside and downside capture, and avoids sole reliance on historical volatility 
measures is one that can help investors navigate the increasing number of volatility shocks and 
subsequent recoveries when they occur. 
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Below are some of the design principles we have deployed in our low volatility approach, known as Quality 
Low Volatility (QLV): 

- Control for uncompensated risks: QLV controls for significant sector biases often present in low
volatility strategies. These biases can act as a transmission mechanism for a lot of macroeconomic
risk – notably interest rates.

- Incorporate company fundamentals: Through the integration of quality, QLV embeds a quantitative
assessment of company fundamentals into the security selection process. High quality companies
with conservative balance sheets, strong profitability and cash flow generation have been shown to
help predict future volatility, thus providing a forward looking perspective of volatility and avoiding sole
reliance on historical volatility measures.

- Focus on up and down markets: Markets go up more frequently than they go down. The previous
two design principles help QLV avoid being overly defensive. This has resulted in meaningful up
market capture while providing downside protection.

Since QLV launched almost 11 years ago in May 2014, it has captured 99% (96% net of fee) of the 
Russell 1000’s 12.14% return. This is an impressive outcome for a portfolio that aims to lower risk. 
Meanwhile, QLV has a realized volatility of 13.25% relative to the 15.31% index volatility, reducing 
annualized risk by 2.06% (Exhibit 3). 

EXHIBIT 3: QLV SELECTED RISK AND RETURN CHARACTERISTICS 
QLV has historically provided investors with favorable risk-adjusted returns relative to Russell 1000 

1 Year 3 Year 5 Year 10 Year 
Since 

Inception 
Return 

Annualized 
Risk Since 
Inception 

Return/Risk 
Since 

Inception 

QLV U.S. (Gross of Fee) 11.98% 8.57% 15.82% 11.91% 12.07% 13.25% 0.91 

QLV U.S. (Net of Fee) 11.42% 8.03% 15.28% 11.50% 11.66% 13.25% 0.88 

Russell 1000 7.82% 8.65% 18.47% 12.18% 12.14% 15.31% 0.79 
Source: Northern Trust, FTSE-Russell, MSCI. From 5/31/2014 through 3/31/2025. Net of fee results reduce gross of 
fee results by 0.50% annually. Past performance is no guarantee of future results. Index performance returns do 
not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in any index. 

Refer to included GIPS Report at the end of this paper for more details. 
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PROTECTING THE DOWNSIDE WITH MEANINGFUL PARTICIPATION ON THE UPSIDE 
While the overall results are informative, many investors do look to low volatility for protection on the 
downside, especially during steep market drawdowns. In Exhibit 4, we show how QLV has performed 
during up and down markets, on average. When the market was up in this period, on average, QLV 
captured 88% of the upside. However, when the market was down, QLV captured only 80% of the 
downside. Therefore, QLV has been able to take advantage of the benefits of the low volatility anomaly – 
defensive posture, return asymmetry – and turn them into real world outcomes. 

EXHIBIT 4: QUALITY AND LOW VOLATILITY IN UP AND DOWN MARKETS
Quality complements a low volatility orientation, aiding in upside capture and helping predict future 
volatility.

Source: Northern Trust, FTSE-Russell. From 5/31/2014 through 3/31/2025. Returns for periods less than one year are 
annualized. Gross performance returns shown do not reflect the deduction of investment management/advisory fees, 
assume the reinvestment of dividends and capital gains, and are net of transaction costs and other expenses. Index 
performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest 
directly in any index. Past performance is not indicative of future results. 

CONCLUSION 
The latest bout of market volatility is the continuation of a pattern that began during the 2008 financial 
crisis. After fairly calm waters in 2023 and the first half of 2024, volatility shocks have wreaked havoc on 
markets during the latter half of 2024 and in 2025. With many volatility catalysts remaining – tariff 
negotiations, geopolitics, and more – investors should expect this volatility dynamic to continue. Yet 
markets may remain resilient despite all of the potential looming risks.  

For investors looking to navigate the new normal of frequent volatility shocks amidst elevated 
uncertainty, a portfolio like QLV that is both defensive and has provided an asymmetric return profile may 
be a good place to look. 
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IMPORTANT INFORMATION.  
For Use with Institutional Investors and Financial Professionals Only. Not For Retail Use. 

Northern Trust Asset Management (NTAM) is composed of Northern Trust Investments, Inc., Northern Trust Global 
Investments Limited, Northern Trust Fund Managers (Ireland) Limited, Northern Trust Global Investments Japan, 
K.K, NT Global Advisors, Inc., 50 South Capital Advisors, LLC, Northern Trust Asset Management Australia Pty Ltd, 
and investment personnel of The Northern Trust Company of Hong Kong Limited and The Northern Trust 
Company. Issued in the United Kingdom by Northern Trust Global Investments Limited, issued in the European 
Economic Association (“EEA”) by Northern Trust Fund Managers (Ireland) Limited, issued in Australia by Northern 
Trust Asset Management (Australia) Limited (ACN 648 476 019) which holds an Australian Financial Services 
Licence (License Number: 529895) and is regulated by the Australian Securities and Investments Commission 
(ASIC), and issued in Hong Kong by The Northern Trust Company of Hong Kong Limited which isregulated by the 
Hong Kong Securities and Futures Commission  

This information is directed to institutional, professional and wholesale current or prospective clients or investors 
only and should not be relied upon by retail clients or investors. This document may not be edited, altered, revised, 
paraphrased, or otherwise modified without the prior written permission of NTAM. The information is not intended 
for distribution or use by any person in any jurisdiction where such distribution would be contrary to local law or 
regulation. NTAM may have positions in and may effect transactions in the markets, contracts and related 
investments different than described in this information. This information is obtained from sources believed to be 
reliable, its accuracy and completeness are not guaranteed, and is subject to change. Information does not 
constitute a recommendation of any investment strategy, is not intended as investment advice and does not take 
into account all the circumstances of each investor. This report is provided for informational purposes only and is 
not intended to be, and should not be construed as, an offer, solicitation or recommendation with respect to any 
transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should not rely 
upon this information as a substitute for obtaining specific legal or tax advice from their own professional legal or 
tax advisors. References to specific securities and their issuers are for illustrative purposes only and are not 
intended and should not be interpreted as recommendations to purchase or sell such securities. Indices and 
trademarks are the property of their respective owners. Information is subject to change based on market or other 
conditions. All securities investing and trading activities risk the loss of capital. Each portfolio is subject to 
substantial risks including market risks, strategy risks, advisor risk, and risks with respect to its investment in other 
structures. There can be no assurance that any portfolio investment objectives will be achieved, or that any 
investment will achieve profits or avoid incurring substantial losses. No investment strategy or risk management 
technique can guarantee returns or eliminate risk in any market environment. Risk controls and models do not 
promise any level of performance or guarantee against loss of principal. Any discussion of risk management is 
intended to describe NTAM’s efforts to monitor and manage risk but does not imply low risk 

Past performance is not a guarantee of future results. Performance returns and the principal value of an investment 
will fluctuate. Performance returns contained herein are subject to revision by NTAM. Comparative indices shown 
are provided as an indication of the performance of a particular segment of the capital markets and/or alternative 
strategies in general. Index performance returns do not reflect any management fees, transaction costs or 
expenses. It is not possible to invest directly in any index. Net performance returns are reduced by investment 
management fees and other expenses relating to the management of the account. Gross performance returns 
contained herein include reinvestment of dividends and other earnings, transaction costs, and all fees and 
expenses other than investment management fees, unless indicated otherwise. For U.S. NTI prospects or clients, 
please refer to Part 2a of the Form ADV or consult an NTI representative for additional information on fees. 
Forward-looking statements and assumptions are NTAM’s current estimates or expectations of future events or 
future results based upon proprietary research and should not be construed as an estimate or promise of results 
that a portfolio may achieve. Actual results could differ materially from the results indicated by this information. 

For US investors, this information is intended for purposes of NTI and/or its affiliates marketing as providers of the 
products and services described herein and not to provide any fiduciary investment advice within the meaning of 
Section 3(21) of the Employee Retirement Income Security Act of 1974, as amended (ERISA). NTI and/or its 
affiliates are not undertaking to provide a recommendation or give investment advice in a fiduciary capacity to the 
recipient of these materials, which are for marketing purposes and are not intended to serve as a primary basis for 
investment decisions. NTI and/or its affiliates may receive fees and other compensation in connection with the 
products and services described herein as well as for custody, fund administration, transfer agent, investment 
operations outsourcing, and other services rendered to various proprietary and third-party investment products and 
firms that may be the subject of or become associated with the services described herein. 

NOT FDIC INSURED | MAY LOSE VALUE | NO BANK GUARANTEE 
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