
With the potential to deliver equity-like returns 
with lower expected volatility over the long run, we 
believe the appeal of managed-volatility exposure 
within a broader portfolio is apparent. Depending 
on how the allocation is funded (meaning which 
combination of traditional stocks and bonds are 
sold to purchase low-volatility equity), it can allow 
for potentially higher expected returns, lower 
expected volatility, or both.  

In the two part Making the Case for Managed Volatility series, we will 
highlight how current valuations support the current case for managed-
volatility strategies and how changing inflation expectations should support 
relative returns going forward.

Greed over fear for the past year
Investor optimism gyrated between growth and value stocks over the 
last 12 months, although it was almost exclusively between “risky” growth 
and “risky” value stocks that exhibited higher volatility than the market. 
This preference to pay for “lottery-like” returns bid up the prices of riskier 
stocks, while stocks that exhibited more stable characteristics lagged. As 
enthusiasm waned for mega-cap technology growth stocks at the end of 
2020, investors looked to companies that stood to benefit from pent-up 
consumer demand. Vaccine announcements in the fourth quarter of 2020 
triggered a rotation away from “stay at home” stocks into beaten-down 
“reopening” plays. Exhibit 1 shows that the dynamic was common in all 
corners of the world as the low-volatility factor lagged globally.

Snapshot

	› Tight lockdown restrictions and 
unprecedented government stimulus 
measures help explain unfavorable 
relative performance for low-volatility 
strategies over the past 12 months.

	› Following past crises, investors have 
tended to revalue defensive options—
pushing up the relative performance of 
low-volatility securities.

	› While no investment strategy works 
exactly as expected all of the time, 
we continue to believe that managed-
volatility strategies will provide some 
measure of loss mitigation during the 
next significant equity drawdown.
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Exhibit 1: Low-Volatility Lagged Over the Past Year

Region/Factor Value Momentum Low Volatility

World (Developed) 1% 0% -14%

World (All Countries) 2% 3% -12%

Emerging Markets 7% 18% 7%

U.S. Large 1% 3% -15%

U.S. Small 23% 7% -22%

Europe ex-U.K. 9% 8% -10%

U.K. 16% 11% 8%

Japan 5% -3% -11%

Source: SEI, based on data from MSCI, Russell, Axioma, FactSet. Data spans June 30, 2020, through June 30, 2021. Returns quoted in USD. The metrics are 
composites of underlying ratios that SEI has determined to be appropriate measures of each factor. Asset-class proxies: World (Developed) = MSCI World Index, 
World (All Countries) = MSCI ACWI Index, Emerging Markets = MSCI Emerging Markets Index, U.S. Large = Russell 1000 Index, U.S. Small = Russell 2000 Index, 
Europe ex-U.K. = MSCI Europe ex UK Index, U.K. = MSCI United Kingdom Index, Japan = MSCI Japan Index. Data refers to past performance of liquidity-weighted 
top-tercile portfolios vs. the capitalization-weighted benchmark and rebalanced quarterly. Index returns are for illustrative purposes only and do not represent 
actual fund performance. Index performance returns do not reflect any management fees, transaction costs or expenses. Indexes are unmanaged and one cannot 
invest directly in an index. Past performance is not a reliable indicator of future performance.

Exhibit 2 shows that pro-cyclical sectors within the U.S.—such as financials, consumer 
discretionary and industrials—benefited from the recovery environment, and that 
defensive utilities, consumers staples and health care underperformed. Within riskier 
names, “cheap” stocks rebounded most significantly, while more expensive names 
outperformed among defensive, low-volatility stocks.

Exhibit 2: Strong Risk Rally Amid Hopes for Recovery

Value  
Tercile 1 
(Cheap)

Value  
Tercile 2

Value  
Tercile 3 

(Expensive)

Excess Return 
vs Russell  

1000 Index

Low Volatility Tercile 1 (Low Vol)

Low Volatility Tercile 2

Low Volatility Tercile 3 (High Vol)

-17.0% -19.5% -11.0% -16.4%

-5.1% 7.3% -10.5% -0.8%

30.5% 21.6% 17.5% 20.7%

Excess Return vs Russell 1000 Index 2.1% -1.0% -1.1%



Region/Factor Excess Return vs Russell 1000 Index

Financials 17.6%

Consumer Discretionary 7.5%

Industrials 7.2%

Communication Services 6.8%

Energy 5.5%

Materials 4.5%

Information Technology 0.3%

Real Estate -10.9%

Health Care -15.1%

Consumer Staples -20.5%

Utilities -28.4%

Source: SEI, based on data from MSCI, Russell and FactSet. Returns quoted in USD. Data spans June 30, 2020, through June 30, 2021. The metrics are composites of 
underlying ratios that SEI has determined to be appropriate measures of each factor. U.S. equities are represented by the Russell 1000 Index.  Factor performance 
data refers to returns of liquidity-weighted top-tercile portfolios vs capitalization-weighted benchmark and rebalanced quarterly. Index returns are for illustrative 
purposes only and do not represent actual fund performance. Index performance returns do not reflect any management fees, transaction costs or expenses. Indexes 
are unmanaged and one cannot invest directly in an index. Past performance is not a reliable indicator of future performance.

Where do we go from here?
We believe that strategically, managed-volatility strategies are likely to retain their long-
term properties of market-like returns with lower risk. In the long-run, an investor who 
stays away from “popular” and riskier areas of the market should be able to compound 
and receive market-like returns with significantly lower risk.

The pandemic-related selloff was an exception because it was not economically driven. 
It was an exogenous, healthcare-driven event. As much as that exception disappointed 
managed-volatility investors, we do not believe that it should be over extrapolated. Most 
shocks are market driven, and we should expect managed volatility to deliver on its long-
term properties over full market cycles.

Valuation matters
It should be common sense that buying something cheap is better than buying it at a 
higher price. Accordingly, one would expect better returns from low-volatility when it 
is cheap. Exhibit 3, which looks at the performance of low-volatility equities over three 
years based on their starting valuation, supports this premise. 



Exhibit 3: Average 3-Year Returns

Source: SEI, using data from FactSet, Axioma, FTSE Russell. Valuation Spread Between 1st tercile of SEI Low Volatility Factor composite and broad market. U.S. 
equities are represented by Russell 1000 Index. Safety attractiveness is measured by comparing the valuation of liquidity-weighted top tercile grouped by Low 
Volatility composite to the broad capitalization-weighted market. Conditional performance illustrates average historic annualized excess return of low volatility 
factor proxy versus the broad market index over each 3-year period following high safety attractiveness (“Cheap”) or low safety attractiveness (“Expensive”). 
Low Volatility is considered expensive when safety premium rank is >70%, and cheap when safety premium rank is <30%. Factor families are constructed using 
the top tercile of the liquidity-weighted index, grouped by the respective factor style and rebalanced quarterly. The metrics are composites of underlying ratios 
that SEI has determined to be appropriate measures of each factor. Data for the period from December 31, 1988, through June 30, 2021.

As Exhibit 4 shows, current valuations are likely to provide a cushion for managed-
volatility strategies in a broad market correction as low-volatility equities are now cheaper 
than at any point over the last two decades. 

Exhibit 4: Lowest Valuation Since the Tech Bubble

Source: SEI, using data from FactSet, Axioma, FTSE Russell. Valuation Spread Between 1st tercile of SEI Low Volatility Factor composite and broad market. U.S. 
equities are represented by Russell 1000 Index. Safety attractiveness is measured by comparing the valuation of liquidity-weighted top tercile grouped by Low 
Volatility composite to the broad capitalization-weighted market. Conditional performance illustrates average historic annualized excess return of low volatility 
factor proxy versus the broad market index over each 3-year period following high safety attractiveness (“Cheap”) or low safety attractiveness (“Expensive”). 
Low Volatility is considered expensive when safety premium rank is >70%, and cheap when safety premium rank is <30%. Factor families are constructed using 
the top tercile of the liquidity-weighted index, grouped by the respective factor style and rebalanced quarterly. The metrics are composites of underlying ratios 
that SEI has determined to be appropriate measures of each factor. Data for the period from December 31, 1988, through June 30, 2021.

0.00

0.20

0.40

0.60

0.80

1.00

1.20

1.40

1.60

1.80

Expensive Cheap

Av
er

ag
e 

3-
Ye

ar
 A

ct
iv

e 
Re

tu
rn

,
An

nu
al

iz
ed

 (%
)

-4

-3

-2

-1

0

1

2

3

1999 2002 2004 2007 2010 2013 2015 2018 2021

Lo
w

 - 
vo

la
til

ity
 V

al
ua

tio
n 

Sp
re

ad
 (Z

 s
co

re
)

Low volatility is less attractive

Low volatility is more attractive



SEI’s view
Naturally, higher risk-adjusted returns afford investors greater confidence in their ability 
to achieve their financial goals. Particularly at the lower-risk end of the spectrum, where 
many investors are concerned primarily with the risk of absolute loss, managed volatility 
can allow for the possibility of significant long-term growth with potentially smaller 
expected drawdowns.

In Making the Case for Managed Volatility Part 2: What Matters? we will examine the 
impact of inflationary expectations on managed-volatility strategies and how higher 
inflation by itself does not necessarily signify a negative environment.

Glossary

Bear market refers to a period of steadily decreasing stock prices, typically marked by a 20% drop from recent highs.

Bull market refers to a period of steadily increasing stock prices.

Composite refers to a combination of several measurements or data types.

Full market cycle refers to a period of time containing a wide variety of economic trends and market environments, generally including a bull 
market through a bear market and back again to the start of a new bull market.

Growth stocks exhibit steady price or earnings growth above that of the broader market.

Mega-cap stocks are companies with market capitalizations over $200 billion.

Pro-cyclical stocks tend to be correlated with the overall economy and typically increase when the economy is growing quickly.

SEI Low Volatility Factor Composite is a composite index of underlying ratios that SEI has determined to be appropriate measures of the low-
volatility factor.

SEI Value Factor Family is a composite index of underlying ratios that SEI has determined to be appropriate measures of the value factor.

Spread refers to the difference between two values.

Tercile is a number that divides an ordered set of data into three parts, each containing a third of the values.

Value stocks are those that are considered to be cheap and are trading for less than they are worth.

Z-score describes a value’s relationship to the average of a larger set of data.

Index Definitions
MSCI ACWI Index measures the activity of large- and mid-cap stocks in developed- and emerging-market countries.

MSCI Emerging Markets Index is a free float-adjusted market-capitalization-weighted index designed to measure the performance of global 
emerging-market equities.

MSCI Europe ex UK Index is designed to measure the performance of large- and mid-cap stocks in developed-market countries (excluding the 
U.K.) in Europe.

MSCI Japan Index is designed to measure the performance of large- and mid-cap stocks in Japan.

MSCI United Kingdom Index is designed to measure the performance of large- and mid-cap stocks in the U.K.

MSCI World Index measures the activity of large- and mid-cap stocks in developed-market countries.

Russell 1000 Index measures the activity of the U.S. large-cap equity market.

Russell 2000 Index measures the activity of the U.S. small-cap equity market.

S&P Developed Large Midcap Index measures the performance of stocks representing the top 85% of float-adjusted market cap in each 
developed country.
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Important Information
This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of future events 
or a guarantee of future results. Positioning and holdings are subject to change. All information as of the date indicated. This information should 
not be relied upon by the reader as research or investment advice, (unless you have otherwise separately entered into a written agreement with 
SEI for the provision of investment advice) nor should it be construed as a recommendation to purchase or sell a security. The reader should 
consult with their financial professional for more information.

Statements that are not factual in nature, including opinions, projections and estimates, assume certain economic conditions and industry 
developments and constitute only current opinions that are subject to change without notice. Nothing herein is intended to be a forecast of future 
events, or a guarantee of future results. 

Certain economic and market information contained herein has been obtained from published sources prepared by other parties, which in certain 
cases have not been updated through the date hereof. While such sources are believed to be reliable, neither SEI nor its affiliates assumes any 
responsibility for the accuracy or completeness of such information and such information has not been independently verified by SEI. 

There are risks involved with investing, including loss of principal. The value of an investment and any income from it can go down as well as 
up. Investors may get back less than the original amount invested. Returns may increase or decrease as a result of currency fluctuations. Past 
performance is not a reliable indicator of future results. Investment may not be suitable for everyone.

This material is not directed to any persons where (by reason of that person’s nationality, residence or otherwise) the publication or availability of 
this material is prohibited. Persons in respect of whom such prohibitions apply must not rely on this information in any respect whatsoever.

The information contained herein is for general and educational information purposes only and is not intended to constitute legal, tax, 
accounting, securities, research or investment advice regarding the strategies or any security in particular, nor an opinion regarding the 
appropriateness of any investment. This information should not be construed as a recommendation to purchase or sell a security, derivative or 
futures contract. You should not act or rely on the information contained herein without obtaining specific legal, tax, accounting and investment 
advice from an investment professional.

Information in the U.S. is provided by SEI Investments Management Corporation (SIMC), a wholly owned subsidiary of SEI Investments Company (SEI).

Information provided in Canada by SEI Investments Canada Company, the Manager of the SEI Funds in Canada.

Information issued in the UK by SEI Investments (Europe) Limited, 1st Floor, Alphabeta, 14-18 Finsbury Square, London EC2A 1BR which is 
authorised and regulated by the Financial Conduct Authority. Investments in SEI Funds are generally medium- to long-term investments. 

SIEL has appointed SEI Investments (Asia) Limited (SEIAL) of Suite 904, The Hong Kong Club Building, 3 Jackson Road, Central, Hong Kong as the 
sub-distributor of the SEI UCITS funds. SEIAL is licensed for Type 4 and 9 regulated activities under the Securities and Futures Commission (“SFC”)

This information is being made available in Hong Kong by SEIAL. The contents of this document have not been reviewed by any regulatory 
authority in Hong Kong. You are advised to exercise caution in relation to the offer. If you are in any doubt about any of the contents of this 
document, you should obtain independent professional advice.

This information is made available in Latin America FOR PROFESSIONAL (non-retail) USE ONLY by SIEL. 

Any questions you may have in relation to its contents should solely be directed to your Distributor. If you do not know who your Distributor is, 
then you cannot rely on any part of this document in any respect whatsoever. 

Issued in South Africa by SEI Investment (South Africa) (Pty) Limited FSP No. 13186 which is a financial services provider authorised and regulated by 
the Financial Sector Conduct Authority (FSCA). Registered office: 3 Melrose Boulevard, 1st Floor, Melrose Arch 2196, Johannesburg, South Africa.


