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FAANG stocks have underperformed the broad market over the past year, a stark change from their previous 
multi-year run of outperformance. More recently, this high-flying group has been negatively affected by a slowing 
global economy, the U.S.-China trade war, and antitrust investigations. On the other hand, low volatility equity 
strategies — heavily allocated to defensive sectors of the market such as utilities, REITs, and consumer staples — 
are benefiting from concern that we are late cycle, slowing global economic conditions, and falling interest rates. 
As investors seek to mitigate downside risk within equities, low volatility investments have been the recent winner.

This week’s Chart of the Week shows the growth of $100 for the S&P 500 Low Volatility index, the S&P 500 index, 
and the NYSE FANG+ index over the past year. As of August 23rd, the S&P 500 Low Volatility index had a trailing 
one-year return of +15.3%. Over this same time frame, the S&P 500 index returned a meager +1.7% while the NYSE 
FANG+ index fell by -12.4%.  

The basic premise of low volatility investing is winning by not losing. A focus on lower beta, lower volatility stocks 
provides downside protection and helps with the power of compounding over time. The low volatility trade isn’t 
entirely a free lunch since popularity in this investment style has driven up valuations. Across defensive sectors, 
valuations are well above their long-term historical averages and trade at a premium to the broad market. As of 
July month-end, the S&P 500 Low Volatility index had a trailing P/E ratio of 23x compared to 21x for the S&P 500 
index. While valuation levels for low volatility indices are certainly elevated and may have an impact on future price 
appreciation, their lower beta nature should act to mitigate downside risk relative to the broad market. 

Low Volatility Takes a Bite out of FAANG
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Chart of the Week

Source: Bloomberg

Investors seek stability in an uncertain backdrop
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The sources of information used in this report are believed to be reliable. Marquette Associates, Inc. has not independently 

verified all of the information and its accuracy cannot be guaranteed. Opinions, estimates, projections and comments on 

financial market trends constitute our judgment and are subject to change without notice. This material is not financial advice 

nor an offer to purchase or sell any product. References to specific securities are for illustrative purposes only and do not 

constitute recommendations. Past performance does not guarantee future results. 

About Marquette Associates

Marquette Associates is an independent investment consulting firm that guides institutional investment programs with a 

focused client service approach and careful research. Marquette has served a single mission since 1986 – enable institutions 

to become more effective investment stewards. Marquette is a completely independent and 100% employee-owned 

consultancy founded with the sole purpose of advising institutions. 

For more information, please visit www.marquetteassociates.com.


