
Northern Trust Asset Management 1

CASE STUDY: DIVERSIFYING A 
CONCENTRATED STOCK POSITION

DIRECT INDEX ING 
SOLUTION SERIES

Reduce the risk of a 
substantial loss. 

Align the account more closely with 
the desired index or strategy.  

Reduce the tax impact of 
realizing capital gains.

Many clients hold large, concentrated stock positions 
acquired by investing in a company that has done well over 
time or by accumulating a significant amount of employer 
stock. However, holding substantial wealth in just one or a 
small number of stocks can be risky, providing the potential 
for a large loss. Diversification is an obvious solution, but 
such clients likely have unrealized capital gains that could 
generate a hefty tax bill if the concentrated positions were 
sold outright.

CLIENT CHALLENGE – Help Mitigate Concentration Risk While 
Managing Potential Tax Implications

GOOD to KNOW:

Consider this strategy for clients who 
hold large, concentrated stock positions 
with significant appreciation.

So, how can you reduce both potential concentration risk and taxes?

SOLUTION: DIVERSIFY WITH DIRECT INDEXING
Direct indexing offers the opportunity for active, year-round tax-loss harvesting, enabling investors to offset capital 
gains incurred from selling a concentrated position with losses realized in the portfolio. 

Furthermore, because direct indexing portfolios are separately managed accounts (SMAs) that provide direct own-
ership of individual securities, they can be customized to balance investment, risk and tax objectives.

Potential client benefits include:

CLIENT 
PROFILE

1Source: Northern Trust Research, Morningstar, Factset

The median stock in the Russell 3000 Index was

3x riskier
than the Russell 3000 Index itself and had greater  

potential for significant negative return outcomes.1
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HYPOTHETICAL DIVERSIFICATION OVER TIME

THE NORTHERN TRUST ASSET MANAGEMENT (NTAM) 
PORTFOLIO DIVERSIFICATION PROCESS
As illustrated in the bar chart below, with direct indexing, the portfolio management team can:

Sell holdings, realize 
losses and replace them 

tax-efficiently with similar 
securities that align with 

the chosen index. 

Use those losses to offset an 
equal amount of gains from 

the concentrated position.

Deliver potential for a  
more tax-efficient sell-down  

of the holding while  
increasing diversification.

A simple solution for de-risking a concentrated position:

With NTAM Direct Indexing, you gain access to a team of experts and leading-edge technology. 
This enables you to navigate tax challenges, personalize portfolios and enhance client 
outcomes. Our solution allows you to create a direct indexing account designed to diversify 
concentrated holdings while managing tax implications and tracking your client’s selected 
index or strategy.

Advisors can create a plan for the timing of the divestiture and the trade-off between taxes 
and risk. For example, the concentrated security can be flagged as "Do Not Buy," excluded 
from the portfolio and/or liquidated over time to pursue  a tax-neutral sell-down. Divestiture 
will likely occur gradually as the portfolio management team seeks to match gains with losses.

CLIENT 
BENEFITS

Diversification and tax implications can be customized 
according to each client's risk tolerance and tax goals.
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POTENTIAL CONSIDERATIONS FOR DIRECT INDEXING ACCOUNTS

The ability to generate losses may be lower than expected, especially in markets that are rising significantly. Furthermore, 
the continuing benefits may not be fully realized in flat or falling markets because reinvested tax savings could potentially 
be low or negative.

QUESTIONS?
Learn how cutting-edge technology can help solve investing challenges.

Find out about NTAM's direct indexing capabilities by contacting your NTAM sales professional 
(or by emailing ntam_direct_indexing_sales@ntrs.com).

1 Holding an outsized position in a small number of equity 
securities increases the risk of considerable loss. 

2 A direct indexing account can track a chosen index or 
strategy while accommodating the concentrated position. 

3 Client outcome: Working down concentrated positions 
can diversify the portfolio while reducing tax impacts. 

3 
KEY  

TAKEAWAYS 
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IMPORTANT INFORMATION
The case studies presented are intended to illustrate products and services available at Northern Trust. They do not necessarily 
represent experiences of other clients. Unless apparent from the context, all statements herein represent NTAM’s opinions.
Past performance is not indicative of future results. Individual results may vary.

This document may not be edited, altered, revised, paraphrased, or otherwise modified without the prior written permission of 
Northern Trust Asset Management (NTAM). The information contained herein is intended for use with current or prospective 
clients of Northern Trust Investments, Inc (NTI) or its affiliates. The information is not intended for distribution or use by any 
person in any jurisdiction where such distribution would be contrary to local law or regulation. NTAM and its affiliates may have 
positions in and may effect transactions in the markets, contracts and related investments different than described in this 
information. This information is obtained from sources believed to be reliable, its accuracy and completeness are not 
guaranteed, and is subject to change. Information does not constitute a recommendation of any investment strategy, is not 
intended as investment advice and does not take into account all the circumstances of each investor.

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, 
solicitation or recommendation with respect to any transaction and should not be treated as legal advice, investment advice or 
tax advice. Recipients should not rely upon this information as a substitute for obtaining specific legal or tax advice from their 
own professional legal or tax advisors. References to specific securities and their issuers are for illustrative purposes only and 
are not intended and should not be interpreted as recommendations to purchase or sell such securities. Indices and trademarks 
are the property of their respective owners. Information is subject to change based on market or other conditions.

All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks including market 
risks, strategy risks, advisor risk, and risks with respect to its investment in other structures. There can be no assurance that any 
portfolio investment objectives will be achieved, or that any investment will achieve profits or avoid incurring substantial losses. 
No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. Risk 
controls and models do not promise any level of performance or guarantee against loss of principal. Any discussion of risk 
management is intended to describe NTAM’s efforts to monitor and manage risk but does not imply low risk.

Past performance is not a guarantee of future results. Performance returns and the principal value of an investment will 
fluctuate. Performance returns contained herein are subject to revision by NTAM. Comparative indices shown are provided as 
an indication of the performance of a particular segment of the capital markets and/or alternative strategies in general. Index 
performance returns do not reflect any management fees, transaction costs or expenses. It is not possible to invest directly in 
any index. Net performance returns are reduced by investment management fees and other expenses relating to the 
management of the account. Gross performance returns contained herein include reinvestment of dividends and other 
earnings, transaction costs, and all fees and expenses other than investment management fees, unless indicated otherwise. For 
additional information on fees, please refer to Part 2A of the Form ADV or consult an NTI representative.

This information is intended for purposes of NTI and/or its affiliates marketing as providers of the products and services 
described herein and not to provide any fiduciary investment advice within the meaning of Section 3(21) of the Employee 
Retirement Income Security Act of 1974, as amended (ERISA). NTI and/or its affiliates are not undertaking to provide a 
recommendation or give investment advice in a fiduciary capacity to the recipient of these materials, which are for marketing 
purposes and are not intended to serve as a primary basis for investment decisions. NTI and/or its affiliates may receive fees and 
other compensation in connection with the products and services described herein as well as for custody, fund administration, 
transfer agent, investment operations outsourcing, and other services rendered to various proprietary and third-party 
investment products and firms that may be the subject of or become associated with the services described herein.

Northern Trust Asset Management is composed of Northern Trust Investments, Inc. Northern Trust Global Investments Limited, 
Northern Trust Fund Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K, NT Global Advisors, Inc., 50 
South Capital Advisors, LLC,  Northern Trust Asset Management Australia Pty Ltd, and investment personnel of The Northern 
Trust Company of Hong Kong Limited and The Northern Trust Company.
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