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Investor Complacency and the Case for 
Defensive Equities 
 

 

 Investor complacency increasing risk for equity markets.  
 The case for defensive equities especially during more volatile market 

conditions.  

 

 

 

Investor Complacency Increases Risk for Equities 
On the 22 June 2023, the CBOE Volatility Index (VIX) hit a low of 12.9, down -40% from 
the start of the year when it was trading at 21.7.1 The VIX is a measure of investors 
expectation of volatility based on S&P 500 Index options. It is a commonly accepted 
measure of investor fear (or in this case lack of fear).  The recent decline may be suggesting 
investor complacency. This is important because equity markets are more vulnerable to 
shocks when they are not expected.  Figure 1 below highlights the recent fall in the VIX. At 
these low levels the VIX now sits below the 25th percentile.  

The possible complacency has coincided with exuberant equity markets in 2023 which has 
taken valuations back into the expensive zone.  The price-to-earnings ratio for the MSCI 
World Index has moved from 14.9 to 16.9 in 2023.2 A move from the 50th percentile to the 
85th percentile based on valuation levels of the last 20 years. At the same time the earnings 
trend has been subdued at only +1%3, leading economic indicators continue to point lower, 
and the risks of a global economic slowdown or recession remain ever present.   

Figure 1: VIX Hits Low of 12.9 Suggesting Possible Investor Complacency 

 
Source:  Source: FactSet, State Street Global Advisors. CBOE Volatility Index for last 20 years from 25 June 1993 to 22 June 2023. Both the 50th percentile 
and 25th percentile are shown. 
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The Case for Defensive Equities Especially During More Volatile Markets 

Minimum volatility investment strategies are designed to produce portfolios that are less sensitive to equity market volatility. 
Mostly they will tilt towards companies that are less volatile (lower beta) and often less cyclical. It is common to find larger 
allocations to consumer staples, healthcare and utilities in minimum volatility portfolios. Consumer staples, healthcare and 
utilities are often considered defensive sectors as their earnings tend to be less sensitive to economic cycles. They are also 
often considered “boring” due to their stability. Figure 2 below highlights the longer term outperformance of the MSCI World 
Minimum Volatility Index (Min Vol Index) compared to the MSCI World Index (World Index).  Boring isn’t so boring when 
markets become more volatile. 
 

Figure 2: Growth of $100 - MSCI World Index vs. MSCI World Minimum Volatility Index 

 

Source: FactSet, State Street Global Advisors. MSCI World Minimum Volatility Index and MSCI World Index are based upon the World Standard (Large+Mid 
Cap). Both are compared over the period 30 June 1988 to 31 March 2023. 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 as applicable. All the index 
performance results referred to are provided exclusively for comparison purposes only. It should not be assumed that they represent the performance of any 
particular investment. 

 
The blue line shows the difference in performance. When markets are more speculative, as they were in the lead up to the 
tech bubble bursting in 2000 and again during the 2019/2020 period, the more defensive strategies underperformed. During 
more volatile periods, lower volatility strategies have tended to outperform.   

Figure 3a) and 3b) provide a perspective on the historical outperformance of the Min Vol Index during down months. Over the 
full sample period from 30 June 1988 to 31 March 2023, we had 417 monthly returns of which 152 were negative months. 
Figure 3a) shows the more defensive returns achieved by the Min Vol Index. The average negative monthly return for the 
World Index was -3.46% and the average corresponding negative monthly return for the Min Vol Index was a more muted  
-2.02%. A difference of +1.44%. 
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Figure 3a: Average Returns in Down Months for MSCI World and Minimum Volatility Indices 

 

Source: FactSet, State Street Global Advisors. MSCI World Minimum Volatility Index and MSCI World Index are based upon the World Standard (Large+Mid 
Cap). Both are compared over the period 30 June 1988 to 31 March 2023. 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 as applicable. All the index 
performance results referred to are provided exclusively for comparison purposes only. It should not be assumed that they represent the performance of any 
particular investment. 

Figure 3b) provides a more detailed picture on the excess return for each of the 152 down months. We have sorted the 
months from most negative (-16%) to least negative (black line). The dots show the actual excess return for the down months 
and the blue line highlights the relationship between excess return and lower market returns. The more negative the World 
Index returns, the greater the Min Vol Index outperformance.  

 
Figure 3b: Relationship Between Down Months for MSCI World Index and Excess Return for MSCI Minimum Volatility 
Index  

 
Source: FactSet, State Street Global Advisors. MSCI World Minimum Volatility Index and MSCI World Index are based upon the World Standard (Large+Mid 
Cap). Both are compared over the period 30 June 1988 to 31 March 2023. 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 as applicable. All the index 
performance results referred to are provided exclusively for comparison purposes only. It should not be assumed that they represent the performance of any 
particular investment. 
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The MSCI World Minimum Volatility Index Tends to be More Consistent 
Figure 4 highlights the full distribution of returns of the World Index compared to the Min Vol Index. It shows a more consistent 
profile with fewer negative observations (more positive return) and fewer outliers.  

 
Figure 4: Distribution of Returns of the MSCI World Index vs. MSCI World Minimum Volatility Index 
 

 
Source: FactSet, State Street Global Advisors. MSCI World Minimum Volatility Index and MSCI World Index are based upon the World Standard (Large+Mid 
Cap). Both are compared over the period 30 June 1988 to 31 March 2023. 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 as applicable. All the index 
performance results referred to are provided exclusively for comparison purposes only. It should not be assumed that they represent the performance of any 
particular investment. 

 

The Bottom Line 
Equity markets have rallied in 2023 taking the market to more expensive valuations. With continued economic uncertainty, and 
now investor complacency, the equity market is more vulnerable. Strategies that focus on reducing volatility have much to 
offer during negative equity periods and over the longer term.   
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Footnotes 
1 Source: FactSet. 

2 Source: FactSet. Price-to-earnings ratio for the MSCI World Index calculated at 30 December 2022 and 16 June 2023. 

3 Source: FactSet. Based on the % change YTD for earnings per share estimates for the next 12 months for the MSCI World Index. 

 

Important Disclosures 
Issued by State Street Global Advisors, Australia, Limited (AFSL Number 238276, ABN 42 003 914 225) (“SSGA Australia”).  Registered 
office: Level 14, 420 George Street, Sydney, NSW 2000, Australia ꞏ Telephone: +612 9240-7600 ꞏ Web: ssga.com. 

The views expressed in this material are the views of Bruce Apted, Head of Portfolio Management – Australia, Active Quantitative Equity 
Team through the period ended 23 June 2023 and are subject to change based on market and other conditions. The information provided 
does not constitute investment advice and it should not be relied on as such.  

All information is from SSGA unless otherwise noted and has been obtained from sources believed to be reliable, but its accuracy is not 
guaranteed.  There is no representation or warranty as to the current accuracy, reliability or completeness of, nor liability for, decisions based 
on such information and it should not be relied on as such.  

Investing involves risk including the risk of loss of principal.  

Equity securities may fluctuate in value and can decline significantly in response to the activities of individual companies and general market 
and economic conditions. 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.  

This information should not be considered a recommendation to invest in a particular sector or to buy or sell any security shown. It is not 
known whether the sectors or securities shown will be profitable in the future. The holdings are taken from the accounting records of SSGA 
which may differ from the official books and records of the custodian.  

All the index performance results referred to are provided exclusively for comparison purposes only. It should not be assumed that they 
represent the performance of any particular investment. Because of their narrow focus, sector investing tends to be more volatile than 
investments that diversify across many sectors and companies. 

MSCI indices are the exclusive property of MSCI Inc. ("MSCI"). MSCI and the MSCI index names are service mark(s) of MSCI or its affiliates 
and have been licensed for use for certain purposes by State Street Global Advisors ("SSGA"). The financial securities referred to herein are 
not sponsored, endorsed, or promoted by MSCI, and MSCI bears no liability with respect to any such financial securities. No purchaser, seller 
or holder of this product, or any other person or entity, should use or refer to any MSCI trade name, trademark or service mark to sponsor, 
endorse, market or promote this product without first contacting MSCI to determine whether MSCI's permission is required. Under no 
circumstances may any person or entity claim any affiliation with MSCI without the prior written permission of MSCI. 

This document may contain certain statements deemed to be forward-looking statements. All statements, other than historical facts, contained 
within this document that address activities, events or developments that SSGA expects, believes or anticipates will or may occur in the future 
are forward-looking statements. These statements are based on certain assumptions and analyses made by SSGA in light of its experience 
and perception of historical trends, current conditions, expected future developments and other factors it believes are appropriate in the 
circumstances, many of which are detailed herein. Such statements are subject to a number of assumptions, risks, uncertainties, many of 
which are beyond SSGA’s control. Please note that any such statements are not guarantees of any future performance and that actual results 
or developments may differ materially from those projected in the forward-looking statements.  

This material is general information only and does not take into account your individual objectives, financial situation or needs and you should 
consider whether it is appropriate for you.  

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 
Australia’s express written consent. 
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