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GLOBAL X ETFs RESEARCH 

  The Case for Tail Risk ETFs in a 
Portfolio 

In this piece, we explain why investors may want to consider tail risk strategies and how the Global X 

Nasdaq 100 Tail Risk ETF (QTR) and the Global X S&P 500 Tail Risk ETF (XTR) can represent efficient 

ways of gaining this exposure. 

Key Takeaways 

▪ Tail risk strategies typically own the securities in an equity index, while also buying an out-of-the-
money (OTM) protective put on that index. This allows for participation in upside potential (minus 
premiums paid), while mitigating the impacts of significant downside moves. 

▪ Tail risk strategies can be used as a core segment of a portfolio in an effort to establish defensive 
positioning against sharp drawdowns for equities. 

▪ Global X’s tail risk strategies place no cap on the upside appreciation potential realizable through 
positions in their underlying indexes. However, there is a premium cost due to the recurring 
purchases of protective puts in addition to management fees. QTR and XTR give investors 
access to tail risk strategies, utilizing professional portfolio managers to purchase 10% OTM put 
options on their respective indexes every three months. 

 

What Are Tail Risk Strategies? 

Traditionally, asset pricing models have assumed that equity returns are normally distributed, meaning 

99.7% of observations should fall within three standard deviations of the average return. Yet history shows 

us that left tail events, i.e. significant market selloffs like the global financial crisis or the pandemic-induced 

selloff in Q1 2020, occur more regularly than a normal distribution anticipates.1 Over the last 20 years, 

there have been 6 selloffs in both the S&P 500 and the Nasdaq 100 of 10% or more over any rolling three-

month period.2 Given that market selloffs occur more often than anticipated, investors may want to 

incorporate strategies into their long-term core portfolios to help address these concerns. 
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Protective put strategies are also widely used for mitigating downside risks because, when implemented 

effectively, they can put a floor on losses. A protective put consists of owning a security (or several 

securities) and purchasing put options on the same asset(s). A put option gives the buyer the right, but not 

the obligation to sell a security (or several securities) at a pre-determined strike price within a given time 

frame. In exchange for paying a premium to buy a put option, an investor owns a contract that can rise in 

value if the underlying security declines. 

The cost of buying a put option varies based on several factors, but a major input is the strike price. 

Generally, the higher the strike price, the more expensive the option, but the greater protection that option 

affords the investor. For example, buying stock XYZ and an at-the-money (ATM) put option at XYZ’s 

current share price effectively hedges against downside moves. That said, this can also represent an 

expensive option for investors and could expire worthless if XYZ rises. The average cost of a 3-month 

ATM put option on the Nasdaq 100 is a premium of 3.5%. Annualized this would cost about 14%.3  

Tail risk strategies are a subset of protective put strategies that typically buy out-of-the-money options with 

lower strike prices. These options only offer protection if XYZ falls below the strike price of the option, but 

also cost less to implement on an ongoing basis. For example, a 10% OTM put option will only start to 

protect against XYZ’s losses once the security falls more than 10% from the time an investor enters the 

contract. In a 15% selloff for example, the put option would limit losses to 10% and protect against the 

other 5%. 
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The potential advantage of managing tail risks rather than all downside risks is that the options are 

generally less expensive. Recently, 3-month at-the-money (ATM) put options on the Nasdaq 100 cost 

3.5%, while 10% OTM put options cost about 1.2%.4 This difference can help support long term returns, at 

the expense of greater short-term drawdown potential. Other factors besides an option’s strike price can 

also impact the cost of a contract. For example, premiums tend to rise during volatile market periods and 

longer contract lengths (times to expiration) are also typically more expensive. Below we have provided 

the historic cost of our tail risk strategies on both the Nasdaq 100 and S&P 500 that buy 10% OTM put 

options. 

 

Tail risk strategies can vary based on the moneyness of the put options they buy, the time until expiration 

of the options contracts they purchase, and the underlying securities they take long positions in. For 
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example, rather than investing in stock XYZ and buying an OTM put, a tail risk strategy could own the 

stocks in a broad equity index like the S&P 500 or Nasdaq 100 and buy OTM index put options. 

Core Portfolio Applications for Tail Risk Strategies 

Tail risk strategies can be helpful if an investor is anticipating a major drawdown event, but wants to 

remain invested in case there is continued upside. This could be the case in a strong bull market – such 

as if an investor believes a bubble may be forming and both wants to participate in price appreciation, but 

protect against severe drawdowns. It could also prove a sentiment that investors wish to express by 

making tail risk strategies a core makeup of their portfolios. Indeed, tail risk strategies can make sense for 

investors looking for the growth characteristics of equities, yet want to potentially avoid major drawdowns. 

They can also support softer volatility within a broader basked of positions, with beta coefficients 

associated with QTR and XTR tracking in the .70 and .78 vicinities at the end of the second quarter of 

2023.5 

Relative to their benchmark indexes, tail risk index strategies will perform differently depending on the 

market environment. In an upward trending market, tail risk strategies will likely underperform because of 

the cost of the premiums paid to purchase the put options. In a sideways market, underperformance is 

possible too, given these put option costs. That said, in a severe downward market, tail risk strategies are 

designed to outperform. This is exemplified by the downside capture ratios associated with QTR and XTR, 

which were roughly 75 and 83 at the end of Q2, respectively.6 

 

As the COVID-19 pandemic showed, the risk of an unknown black swan event could always be looming 

on the horizon. After a decade-plus of an equity market bull run, the risk of a market correction is always 

present. For risk-averse investors, this may represent justification for incurring the expense associated 

with put option purchasing. 
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On one hand, a resilient jobs market and potentially plateauing interest rates paints a supportive picture 

for equities in the near term. And over the long term, investors have historically been rewarded for staying 

invested. The Nasdaq 100 and S&P 500 offered 20-year annualized returns of 15.69% and 9.11%, 

respectively through the beginning of 2023.7 

On the other hand, investors should always be prepared for a potential market correction. The Nasdaq 

100 declined by -80% in the dotcom bubble, for example.8 This may be an extreme event, but as the chart 

above shows there have been over a handful of double-digit drawdowns for the Nasdaq 100 and S&P 500 

in the past two decades. The odds of a tail risk event could also be elevated due to historically high 

valuations. 
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Global X Tail Risk Strategies, Explained 

QTR and XTR are passive ETFs that implement systematic strategies designed to provide tail risk 

protection on the Nasdaq 100 and S&P 500 indexes, respectively. Both funds follow similar processes, but 

are designed to offer a tail risk strategy on different underlying indexes. Using QTR as an example, Global 

X portfolio managers replicate the Nasdaq 100 Index by purchasing each of the stocks in their assigned 

weights. They then purchase index put options on the Nasdaq 100 Index with a strike price that is 10% 

“out-of-the-money” (OTM), meaning 10% below current market price, with an expiration date 3 months 

from the purchase date. Every three months, the portfolio managers ‘roll’ the options positions, meaning 

closing existing options positions and simultaneously opening a new position in the same option. If the put 

options are “in-the-money” (ITM), meaning strike price is greater than the current market price at the time 

of expiration, they will be exercised and settled in cash. If they are OTM, they will expire worthless. Once 

the previous put option is settled, the process is repeated by entering into a new 10% OTM put option with 

a new three-month expiration. 
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Conclusion 

While markets tend to rise over the long term, severe drawdowns have occurred with greater regularity 

than expected. Tail risk strategies can help provide investors with a means to mitigate potential downside 

risks, while also participating in rising markets. Investors may be wise to prepare for such risks, and can 

use QTR and XTR as core holdings in their portfolio to effectively implement tail risk strategies. 

 

 

Footnotes 

 

1. Business Insider. “Normal Distribution Versus Fat Tails” Oct 29, 2016.  

2. Bloomberg. Data from 1/3/2003 to 7/31/2023. S&P 500 represented by SPX Index and Nasdaq 100 
represented by NDX Index. 

3. Bloomberg L.P. OMON. Nasdaq 100 Index data from 8/14/23 to 11/20/23. 

4. Ibid. 

5. Global X ETFs and Morningstar Direct 6/30/2023. Calculation Benchmark used to calculate the metric are as 
follows: QTR, Nasdaq 100 Index; XTR, S&P 500 Index. 

6. Global X ETFs and Morningstar Direct 6/30/2023. Calculation Benchmark used to calculate the metric are as 
follows: QTR, Nasdaq 100 Index; XTR, S&P 500 Index. 

7. Bloomberg. Data from 1/1/2003 to 1/1/2023. S&P 500 represented by SPX Index and Nasdaq 100 
represented by NDX Index. 

8. Bloomberg L.P. GP [NDX Index from 3/27/2000 to 10/7/2002] Data Set.  

 

Glossary 

 

Out-of-the-money (OTM): An option is considered to be out-of-the-money when the price of its underlying asset has 

not yet surpassed the strike price necessary for it to be exercisable. 

 

At-the-money (ATM): An option is considered to be at-the-money when the price of its underlying asset is aligned with 

its strike price. 
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In-the-money (ITM): An option is considered to be in-the-money when the price of its underlying asset has surpassed 

the strike price necessary for it to be exercisable. 

 

Protective Put: An option strategy entailing the purchase of a put option an a security that the investor presently holds. 

 

Tail Risk Strategy: An option strategy harnessing a protective put to create a floor against extreme losses. 

 

S&P 500: Stock index that includes 500 leading U.S. companies and captures approximately 80% coverage of 

available market capitalization. 

 

Nasdaq 100: Stock index that includes 100 of the largest non-financial companies listed on the stock market. 

 

Strike Price: The price at which an option becomes exercisable, once the price of an underlying asset moves into the 

money. 

 

Out-of-the-money (OTM) Put option: A put option is considered to be out-of-the-money when the price of its 

underlying security is trading at a value that is above the option’s associated strike price. 

 

At-the-money (ATM) Put options: A put option is considered to be at-the-money when the price of its underlying 

security is trading at a value that is aligned with the option’s associated strike price. 

 

Net-debit collar strategy: A net-debit collar option strategy consists of purchasing an out-of-the-money put option and 

selling an out-of-the-money call option. The trade creates a floor on potential losses and a cap on potential gains 

associated with an underlying investment. A net debit is created because the cost of purchasing the put option exceeds 

the premium income received from selling the call option. 

 

Moneyness: Indicates the position of the current price of an underlying asset relative to the strike price associated with 

an option. Often expressed as a percentage, with 100 denoting an option that is at-the-money. 

 

Downside capture ratio: Measures a strategy’s performance in down markets relative to an index. A value of less than 

100 indicates the strategy’s propensity to outperform in these environments. 

 

Drawdown: A measure of decline from a historic peak to a trough in a period before a new peak is established. 

 

Price-to-earnings Ratio: Value metric comparing the price of a company’s shares to its earnings per share. 

 

Standard deviation: Statistical deviation is a statistical measure of the variation or dispersion within a set of numbers. 

In investing it is used to discuss the volatility in returns. Typically, fixed income returns are more stable while equity 

returns have a higher level of volatility. 

 

 
Investing involves risk, including the possible loss of principal. Diversification does not ensure a profit or guarantee against a loss. 
Concentration in a particular industry or sector will subject the Funds to loss due to adverse occurrences that may affect that industry or 
sector. Investors in the Funds should be willing to accept a high degree of volatility in the price of the fund’s shares and the possibility of 
significant losses. 

The Funds engage in options trading. An option is a contract sold by one party to another that gives the buyer the right, but not the 
obligation, to buy (call) or sell (put) a stock at an agreed upon strike price within a certain period or on a specific date.  By purchasing put 
options, in return for the payment of premiums, the Funds may be protected from a significant decline in the price of the benchmark index 
if the put options become in the money (index closes below the strike price as of the expiration date); but during periods where the Index 
appreciates, the Funds will underperform due to the cost of the premiums paid. A liquid market may not exist for options held by the 
Funds. QTR is non-diversified. 

Index returns are for illustrative purposes only and do not represent actual fund performance. Index returns do not reflect any management 
fees, transaction costs or expenses. Indices are unmanaged and one cannot invest directly in an index. Past performance does not 
guarantee future results. 

Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from the Fund. Brokerage commissions 
will reduce returns. 
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Carefully consider the funds’ investment objectives, risks, and charges and expenses before investing. This and other 
information can be found in the funds’ full or summary prospectuses, which may be obtained at globalxetfs.com. Please read the 
prospectus carefully before investing. 

Global X Management Company LLC serves as an advisor to Global X Funds. The Funds are distributed by SEI Investments Distribution 
Co. (SIDCO), which is not affiliated with Global X Management Company LLC. Global X Funds are not sponsored, endorsed, issued, sold 
or promoted by Standard & Poors, MSCI or NASDAQ nor do these companies make any representations regarding the advisability of 
investing in the Global X Funds. Neither SIDCO nor Global X is affiliated with Standard & Poors, MSCI or NASDAQ. 
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