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Contrary to previous market bull runs, the recent market highs have been driven by historically
safe names as low beta shares have largely outperformed their peers on the riskier end of the

market.

— Shares in the lowest beta group have outperformed their peers on the other side of the
spectrum by 1.8% per month on average over the last 12 months

— This trend marks a reversal of 2013 when highly volatile shares drove market returns

— ETF investors have greatly preferred low beta products in recent years

While the market is still hovering around the
all-time highs seen in the closing days of last
year, a review of the shares which have
driven the recent market surge shows that the
risk appetite seen during previous market
swells is not evident in the current trading
environment. Instead, historically low risk
shares have been favoured by investors over
the last 12 months.

A closer look at the 60 Month Beta factor in
Markit's Research Signals shows that the
shares at the low risk end of the spectrum
have largely driven market returns over the
last year in US shares. The factor regresses
individual monthly stock returns with those of
the broader market over the previous five
years and assigns a low rank to shares
whose market-adjusted price swings are low,
while those on the other side of the risk
spectrum score high. Grouping these shares
by the ranks assigned by the factor sees that
historically low risk names have driven the
market over the last year.

Low beta names outperform

The average monthly return of the shares in
the decile group with the lowest historical
market adjusted volatility has outperformed
the market by over 10.5% in the 12 months
leading up to the start of February. This trend
has shown no signs of slowing down, as
January saw  historically safe names
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outperformed by their widest margin of the
last 13 months and marked the six month in a
row when the lowest risk names
outperformed the market.
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On the other side of the volatility spectrum,
the shares in the highest beta group have
trailed the market in ten of the 13 months
since January 2014. This consistent
underperformance relative to the market has
cumulated to over 12% against the overall
Markit US Total Cap universe.

This phenomenon is not isolated to the
extremes of the factor, as the average
monthly returns across the beta decile groups
have shown a strong relationship across the
entire volatility spectrum.

This new trend marks a complete reversal to
2013's developments, where high beta
names powered the market past its pre-crisis
levels. That year saw the shares in the most
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volatile decile group lead the market to new
highs as these shares outperformed the
broader universe by over 4%.
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Trend plays into ETF investors’ hands

ETFs which track low volatility shares make
up the great majority of beta products tracked
by strategy ETFs, and the recent strong run
among low volatility shares has seen
investors add over $6bn of exposure in low
beta funds since the second quarter of last

year when the trend gathered pace in earnest.

Low Beta ETFs Inflows (USD Bn)
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These inflows look to have paid off for
investors, as the largest of these funds, the
PowerShares S&P 500 Low Volatility Portfolio

ETF, has outperformed the broader SPDR
S&P 500 ETF by 7% since the start of 2014.

More  practically, low beta’s strong
performance since the start of last year has
played into the hands of large cap shares as
the large cap blue chip S&P 500 index has
largely outperformed the Russell 2000 index
which is made up of smaller, more volatile
performers. In a similar vein, the iShares
Russell 2000 ETF’s total return since last
January has trailed that of the SPDR S&P
500 ETF by 9%.
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