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The Low Volatility Factor 

What is Low Volatility? 

The Low Volatility factor is a bit of an anomaly. Contrary to intuition or conventional wisdom, it 
demonstrates the lower volatility investments outperform (absolutely or on a risk-adjusted basis) their 
higher volatility counterparts overtime. The first work on the phenomenon was conducted by Fischer 
Black. 

How is it captured? 

While the Low Volatility factor will obviously reflect some sort of risk metric, it too can be captured in 
numerous ways. The most popular are low volatility, which looks solely at recent historical risk, and 
minimum volatility which incorporates recent historical risk AND some measure of how stocks work 
together (i.e. covariance). 

Why does it work? 

Several explanations have been put forth by academics on why the factor works. Some can be complex 
and look at things like leverage and benchmarking. We posit a simpler and more empirical theory that it 
is the downside protection lower volatility investments offer that leads to their higher-than-expected 
returns over time. 

How has it worked? 

Over a 15-year period, Low Volatility (as measured by the MSCI ACWI Minimum Volatility Index) has 
outperformed the market (as measured by the MSCI All Country World Index) on both an absolute and 
risk-adjusted basis. 

  
Source: Morningstar; As of March 31, 2020 

How do we use it in a portfolio? 

Metric portfolios currently gain exposure to the Low Volatility factor in equities by investing in ETFs that 
track the MSCI USA, EAFE, and Emerging Markets Minimum Volatility indexes. All capture the factor 
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using historical risk and covariance metrics. The primary benefit of the factor is the potential for 
improved risk-adjusted returns. 

Disclosures 

Past performance may not be indicative of future results. Different types of investments involve varying 
degrees of risk. Therefore, it should not be assumed that future performance of any specific investment 
or investment strategy will be profitable or equal the corresponding indicated performance level(s). 
Moreover, you should not assume that any of the above content serves as the receipt of, or as a 
substitute for, personalized investment advice from Metric Financial. Please remember to contact 
Metric Financial if there are any changes in your personal/financial situation or investment objectives 
for the purpose of reviewing/evaluating/revising our previous recommendations and/or services. Please 
also advise us if you would like to impose, add, or to modify any reasonable restrictions to our 
investment advisory services. 

Historical performance results for investment indices and/or categories have been provided for general 
comparison purposes only, and, unless otherwise noted, do not reflect the deduction of transaction, 
custodial, or investment management fees, nor the impact of taxes, the incurrence of which would have 
the effect of decreasing historical performance results. It should not be assumed that your account 
holdings do or will correspond directly to any comparative indices. 


