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Target Volatility Triggers are an effective 
means of helping to limit volatility 
exposure in a straightforward way
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KEEPING 
VOLATILITY 
UNDER CONTROL
Target Volatility Triggers (TVTs) aim to 
improve portfolio efficiency by reducing 
realized volatility while providing a 
similar return to a strategic benchmark.
TVTs can help create portfolios with 
significantly reduced volatility and 
better risk-adjusted returns.
And, they’re a simple, relatively low-cost 
and transparent tool that’s designed to 
provide a measure of protection against 
the tail risk of another market crash.
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WHY YOU SHOULD CONSIDER THEM
The right downside protection strategies can help protect 
investors against significant losses — important for preserving 
portfolios and helping to allow maximum participation in future 
gains.

After the hard lessons of the 2008 Global Financial Crisis, many 
institutional investors and pension funds are under pressure 
from their stakeholders to look for better ways of limiting the 
risks that they face — meaning that downside protection 
strategies have assumed new importance for many.

And, with a market consensus expectation of increased 
volatility, even those investors free of such stakeholder pressure 
are considering ways of locking in the gains of the 5-year equity 
bull run. 

Since 2000 the global equity market has suffered two major 
crashes: 2000–2 (when the MSCI World Index was down 50%) 
and 2007–9 (when the MSCI World Index was down 54%). 

Such volatile market conditions have brought the need for 
increased risk protection in investment portfolios to the 
forefront and clients are increasingly considering how best to 
manage tail risk and reduce drawdowns. 

As pension funds mature, their ability to tolerate drawdowns 
diminishes because their available recovery horizon is shorter. 
It’s worth remembering, for example, that a 50% decline requires 
the market to double just to recover to the starting point. 

One straightforward way of protecting against volatility is to use 
our Target Volatility Triggers. TVTs seek to limit portfolio volatility 
in order to substantially reduce the effect of markets falls.

HOW THEY WORK
TVT strategies typically overlay an equity exposure. They are 
straightforward volatility management strategies that forecast 
future equity volatility (by using historic realized volatility) and 
then dynamically adjust the equity exposure to target a set level 
of volatility. 

The strategy involves a rules-based implementation, guided by 
principles of transparency and simplicity. Using a daily measure 
of volatility to predict the portfolio’s volatility against the set 
target level, we then increase or decrease the equity exposure of 
the portfolio. 

This ensures that the exposure doesn’t go above the risk target. 
The strategy does this by holding equities and a risk-reducing 
asset, normally cash, so that the predicted volatility is in line 
with the target volatility.

Drawdowns Can Be Deep and Recovery Takes Time
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Source: SSGA, as of 30 June 2015. Past performance is not a guarantee of future 
results. The index returns are unmanaged and do not reflect the deduction of 
any fees or expenses. The index returns reflect all items of income, gain and loss 
and the reinvestment of dividends and other income.
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Does the New Forecast Generate a Trade?
Determine size of trade versus threshold (e.g. 5%)

Above Target
Determine optimal weight 
of equity and cash to bring 

the forecasted equity 
down to the target

Is volatility forecast above or below target?

Calculate Volatility Forecast on a Daily Basis
Previous day’s returns used as new volatility forecast

To illustrate the potential benefits that TVTs can bring, we use 
an example based on the FTSE All World (GBP) from 
1999 to 2014. This index has realized volatility of 15.3% 
(annualized) over the period and the TVT strategy we illustrate 
has a trigger level of 11% (around two-thirds of the long-term 
observed volatility) and the following parameters: 

•	 De-risks out of equity by moving to cash.

•	 A 10% trading threshold is imposed in order to reduce 
turnover levels. Trading is only triggered if the existing equity 
allocation is more than 10% away from the required 
allocation. 

•	 We conservatively assume trading costs of 10 bps per trade in 
the back-test. 

WHAT THEY CAN ACHIEVE
A TVT strategy can be implemented in two ways: 

1. Equity exposure can be reduced through the use of 
exchange-listed futures, or 

2. Through physical exposure of the fund and units in a 
cash fund. 

The advantage of using futures is that they are highly liquid and 
transaction costs are small (1–2 bps). Listed futures are not 
available for every benchmark, for example, the FTSE All World 
used here. The alternative is to use a basket of 8–10 global 
markets that best represents the benchmark. 

These contracts would typically include the S&P, Dow Jones, 
Euro Stoxx, FTSE, Nikkei, TOPIX, Hang Seng, ASX, and CSI. 
Currency exposure is similarly matched. If held over the long 
term there will be the additional cost of rolling forward the 
contracts.

Selling physical equities and buying cash fund units is the 
alternative route to implementing this strategy. However, the 
transactions costs of buying and selling the underlying equities 
will be greater over short periods as bid-offer spreads are much 
higher than for futures. Also, the currency exposure is not 
maintained in periods when equity is derisked into cash.

We expect the strategy will remain 100% invested in the 
benchmark for the majority of the time. The average equity/cash 
allocation in the back-test to the right was 77/23% over the 
observed period.

HOW TO IMPLEMENT THEM

The invested equity allocation over the back-test period ranges 
between 25% and 100%. Around the time of the Global Financial 
Crisis — when volatility spiked — equity exposure was ratcheted 
down to its lowest point, precisely in order to limit the damaging 
effects of the volatility. 

The strategy, however, stays fully invested in the benchmark at 
times of low volatility such as in 2004 and 2014. When predicted 
volatility is high, the equity exposure is reduced, and vice versa. 

In this respect, one key characteristic of TVTs is that they aren’t a 
strategy that continually holds a risk-off position. Only a pick-up in 
volatility triggers de-risking the portfolio. This characteristic may 
allow improved upside participation. 
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HIGHLY 
FLEXIBLE

As schemes mature their time horizons necessarily shorten; 
drawdowns are of particular relevance since they impact the 
solvency of the scheme and its ability to recover from a market 
shock. The benchmark experiences a drawdown of over 50% at 
its worst over the observed period, whereas the TVT strategy 
successfully limits this to around 33%.

The strategy tracks the benchmark return consistently, and 
provides very similar returns to the unconstrained benchmark 
over the long term. The strategy successfully smooths returns 
over the market declines in 2002 and 2009.

Looking at the daily realized volatility (over a 1-year rolling 
window) shows that the strategy clearly reduced volatility over 
the period.

In our example, targeting volatility of approximately two-thirds 
of the expected long-term volatility of the underlying equity 
benchmark results in the capture of the majority of the annual 
return of the equity asset class, while delivering the desired 
lower risk (by a third) and far lower drawdown than the 
benchmark. Of course clients with different time horizons may 
choose different volatility targets and have a greater or lesser 
tolerance of volatility.

Long-horizon investors who are less concerned with downside 
protection may favor a higher volatility target to better meet 
return objectives. Conversely, more risk-averse investors 
seeking greater downside protection might prefer lower 
target volatility and less tail risk. 

A volatility target of roughly three-quarters to two-thirds that of 
the benchmark has historically achieved effective downside 
protection while maintaining benchmark like returns.

11% TVT Strategy
FTSE All World GBP

Source: SSGA, as of 30 June 2015. Past 
performance is not a guarantee of future results. 
Data is from 31 Dec 1998 to 31 Dec 2014. The data 
displayed is a hypothetical example of back-tested 
performance for illustrative purposes only and is 
not indicative of the past or future performance 
of any SSGA product. Back-tested performance 
does not represent the results of actual trading 
but is achieved by means of the retroactive 
application of a model designed with the benefit of 
hindsight. Actual performance results could differ 
substantially, and there is the potential for loss as 
well as profit. The performance may not take into 
account material economic and market factors that 
would impact the adviser’s actual decision-making. 
The performance does not reflect management 
fees, transaction costs, and other fees or expenses 
a client would have to pay, which would reduce 
returns. Please refer to the back page for the model 
methodology and other important disclosures.
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SIMPLE, YET 
EFFECTIVE
Implementing a TVT strategy is beneficial in lowering volatility and helping to improve 
potential risk-adjusted returns. We believe that TVTs are a simple yet highly effective 
strategy in limiting drawdowns and smoothing returns. Such strategies are designed to 
achieve a comparable return to the benchmark but with lower volatility levels and 
reduced drawdowns. 

Any tail-risk protection strategy can be expected to suffer some degree of performance 
drag when it comes to upside participation but TVTs aim to enable good participation in 
rising markets as well as helping to reduce the impact of market declines.

TVTs are flexible, customizable strategies. The targeted volatility can be adjusted to suit 
a client’s specific equity risk appetite and the equity exposure itself is flexible. 

Our Team 
Our Target Volatility Triggers are managed by our Investment Solutions Group, a 60+ 
strong team of investment specialists across investment centers in Boston, London, 
Hong Kong, Paris, Sydney, Dublin and Tokyo. Team members have an average of 15 
years’ experience and can draw on the in-depth industry knowledge of more than 400 
investment professionals as well as SSGA’s risk and compliance specialists. 

This experienced team manages £6.4 billion* in tactical asset allocation strategies, both 
benchmark-oriented and absolute return, across a growing range of innovative multi-
asset benchmark-relative and absolute return strategies. 

* As of 30 June 2015.
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SIMPLE, SYSTEMATIC AND TRANSPARENT
MAINTAINS STABLE VOLATILITY IN THE 
PORTFOLIO
HIGHLY CUSTOMIZABLE TO CLIENT 
REQUIREMENTS
DRAWDOWN PROTECTION
LONG ONLY AND UNLEVERAGED
BETTER RISK-ADJUSTED RETURNS



8 ssga.com
© 2015 State Street Corporation. All Rights Reserved. 

ID4147-INST-5644 0115 Exp. Date: 30 Jun 2016

ssga.com

For institutional use only. Not for use with the public.

Australia: State Street Global Advisors, Australia, Limited (ABN 42 003 914 225) 
is the holder of an Australian Financial Services License (AFSL Number 238276). 
Registered office: Level 17, 420 George Street, Sydney, NSW 2000, Australia T: +612 
9240-7600. F: +612 9240-7611 Belgium: State Street Global Advisors Belgium, 
Chaussée de La Hulpe 120, 1000 Brussels, Belgium. T: 32 2 663 2036. F: 32 2 672 
2077. SSGA Belgium is a branch office of State Street Global Advisors Limited. State 
Street Global Advisors Limited is authorized and regulated by the Financial Conduct 
Authority in the United Kingdom. Canada: State Street Global Advisors, Ltd., 770 
Sherbrooke Street West,Suite 1200 Montreal, Quebec; H3A 1G130 Adelaide Street 
East Suite 500, Toronto, Ontario M5C 3G6. Dubai: State Street Bank and Trust 
Company (Representative Office), Boulevard Plaza 1, 17th Floor, Office 1703 Near 
Dubai Mall & Burj Khalifa, P.O Box 26838, Dubai, United Arab Emirates. T: +971 
(0)4-4372800. F: +971 (0)4-4372818. France: State Street Global Advisors France. 
Authorized and regulated by the Autorité des Marchés Financiers. Registered with 
the Register of Commerce and Companies of Nanterre under the number 412 052 
680. Registered office: Immeuble Défense Plaza, 23-25 rue Delarivière-Lefoullon, 
92064 Paris La Défense Cedex, France. T: (+33) 1 44 45 40 00. F: (+33) 1 44 45 41 
92. Germany: State Street Global Advisors GmbH, Brienner Strasse 59, D-80333 
Munich. T: +49 (0)89-55878-400. F: +49 (0)89-55878-440. Hong Kong: State Street 
Global Advisors Asia Limited, 68/F, Two International Finance Centre, 8 Finance 
Street, Central, Hong Kong. T: +852 2103-0288. F: +852 2103-0200 Japan: State 
Street Global Advisors, Japan, 9-7-1 Akasaka, Minato-ku, Tokyo T: +813-4530-7380 
Financial Instruments Business Operator, Kanto Local Financial Bureau (Kinsho #345) 
Japan Securities Investment Advisers Association, Investment Trust Association, 
Japan Securities Dealers’ Association Ireland: State Street Global Advisors Ireland 
Limited is regulated by the Central Bank of Ireland. Incorporated and registered in 
Ireland at Two Park Place, Upper Hatch Street, Dublin 2. Registered number 145221. 
Member of the Irish Association of Investment Managers. Italy: State Street 
Global Advisors Limited, Milan Branch (Sede Secondaria di Milano) is a branch of 
State Street Global Advisors Limited, a company registered in the UK, authorized 
and regulated by the Financial Conduct Authority (FCA ), with a capital of GBP 
71,650,000.00, and whose registered office is at 20 Churchill Place, London E14 5HJ. 
State Street Global Advisors Limited, Milan Branch (Sede Secondaria di Milano), is 
registered in Italy with company number 06353340968 - R.E.A. 1887090 and VAT 
number 06353340968 and whose office is at Via dei Bossi, 4 - 20121 Milano, Italy. 
T: 39 02 32066 100. F: 39 02 32066 155. Netherlands: State Street Global Advisors 
Netherlands, Adam Smith Building, Thomas Malthusstraat 1-3, 1066 JR Amsterdam, 
Netherlands. T: 31 20 7181701. SSGA Netherlands is a branch office of State Street 
Global Advisors Limited. State Street Global Advisors Limited is authorized and 
regulated by the Financial Conduct Authority in the United Kingdom Singapore: 
State Street Global Advisors Singapore Limited, 168, Robinson Road, #33-01 Capital 
Tower, Singapore 068912 (Company Reg. No: 200002719D). T: +65 6826-7500. F: 
+65 6826-7501 Switzerland: State Street Global Advisors AG, Beethovenstr. 19, 
CH-8027 Zurich. T: +41 (0)44 245 70 00. F: +41 (0)44 245 70 16. United Kingdom: 
State Street Global Advisors Limited. Authorized and regulated by the Financial 
Conduct Authority. Registered in England. Registered No. 2509928. VAT No. 5776591 
81. Registered office: 20 Churchill Place, Canary Wharf, London, E14 5HJ. T: 020 3395 
6000. F: 020 3395 6350. United States: State Street Global Advisors, One Lincoln 
Street, Boston, MA 02111-2900

The information provided does not constitute investment advice and it should not be 
relied on as such. It should not be considered a solicitation to buy or an offer to sell a 
security. It does not take into account any investor’s particular investment objectives, 
strategies, tax status or investment horizon. You should consult your tax and financial 
advisor. All material has been obtained from sources believed to be reliable. There is 
no representation or warranty as to the accuracy of the information and State Street 
shall have no liability for decisions based on such information. Investing involves risk 
including the risk of loss of principal.

The whole or any part of this work may not be reproduced, copied or transmitted or any 
of its contents disclosed to third parties without SSGA’s express written consent. This 
document contains certain statements that may be deemed forward-looking statements. 
Please note that any such statements are not guarantees of any future performance and 
actual results or developments may differ materially from those projected. 

The back-test examples on pages 4 and 5 of this document were obtained by simulating 
the operation of the TVT strategy and its effects on the FTSE All World index. 

Diversification does not ensure a profit or guarantee against loss. Asset Allocation 
is a method of diversification which positions assets among major investment 
categories. Asset Allocation may be used in an effort to manage risk and enhance 
returns. It does not, however, guarantee a profit or protect against loss. 

Investing in foreign domiciled securities may involve risk of capital loss from 
unfavorable fluctuation in currency values, withholding taxes, from differences in 
generally accepted accounting principles or from economic or political instability in 
other nations. Investments in emerging or developing markets may be more volatile 
and less liquid than investing in developed markets and may involve exposure to 
economic structures that are generally less diverse and mature and to political 
systems which have less stability than those of more developed countries. 

Index returns are unmanaged and do not reflect the deduction of any fees 
or expenses. Index returns reflect all items of income, gain and loss and the 
reinvestment of dividends and other income. 

The views expressed in this material are the views of SSGA’s Investment Solutions 
Group through the period ended 30 June 2015 and are subject to change based on 
market and other conditions. 

MSCI makes no express or implied warranties or representations and shall have no 
liability whatsoever with respect to any MSCI data contained herein. The MSCI data 
may not be further redistributed or used as a basis for other indices or any securities 
or financial products. This report is not approved, reviewed or produced by MSCI.

FTSE®” is a trade mark of the London Stock Exchange Group companies and is used 
by FTSE International Limited (“FTSE”) under license.

Investing in futures is highly risky. Futures positions are considered highly leveraged 
because the initial margins are significantly smaller than the cash value of the 
contracts. The smaller the value of the margin in comparison to the cash value of the 
futures contract, the higher the leverage. There are a number of risks associated with 
futures investing including but not limited to counterparty credit risk, currency risk, 
derivatives risk, foreign issuer exposure risk, sector concentration risk, leveraging and 
liquidity risks. Derivative investments may involve risks such as potential illiquidity of 
the markets and additional risk of loss of principal. 

Past performance is not a guarantee of future results. Risks associated with equity 
investing include stock values which may fluctuate in response to the activities of 
individual companies and general market and economic conditions.


