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Discover  
Direct Indexing
A path to tax efficiency and 
wealth preservation
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Explore the benefits of  
portfolio personalization
Tailored solutions for  
forward-looking investors
For most investors seeking equity market returns, standard options such as index 
mutual funds and exchange-traded funds (ETFs) may be excellent choices. 

Until they aren’t.

Growing portfolios bring evolving needs, prompting investors to seek advanced 
solutions aligned with their goals.

That’s why, increasingly, advisors and investors are discovering the benefits that  
direct indexing can deliver, relative to mutual funds and ETFs. 
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What Is Direct Indexing?
Direct indexing is an investment strategy in which investors create a custom portfolio of 
individual stocks designed to replicate a specific index. By holding individual stocks in a 
separately managed account (SMA), advisors and investors gain opportunities for: 

With Northern Trust Asset Management Direct Indexing, 
investors can gain next-level benefits – beyond what’s 
possible with many traditional investing solutions.

Advanced tax 
optimization strategies

Detailed  
customization

Greater portfolio 
transparency and 

flexibility.



NORTHERN TRUST ASSET MANAGEMENT DIRECT INDEXING

4

Enhance (not diminish)  
after-tax wealth
Direct indexing is gaining popularity for good reason. One of its main benefits is the ability 
to optimize tax management. 

As shown below, taxes are among the largest costs for many investors. High net worth  
individuals commonly pay the following tax rates, and state taxes can increase their burden.

Direct indexing helps reduce the pain  
of those percentages.
Direct indexing with individual stock ownership empowers portfolio managers to apply precise, stock-by-
stock tax-saving strategies. By leveraging tax-loss harvesting, this approach helps reduce tax drag and 
improve after-tax returns, especially in volatile or declining markets, where losses can be transformed into 
opportunities for long-term growth.

51.7%40.8%34.7%23.8%
Long-term tax rate 

on capital gains 
(Federal)

Long-term tax rate 
on capital gains  

(NY State)

Short-term tax rate 
on capital gains  

(Federal)

Short-term tax rate 
on capital gains  

(NY State)

Source: Northern Trust Asset Management and IRS.gov website, as of 2025. 
Note: This information is general in nature and should not be construed as tax advice.
A tax advisor should be consulted as to how this information affects your particular circumstance.

CAPITAL GAINS TAX FOR HIGH-NET WORTH INVESTOR'S
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No matter which way the market moves,  
tax-loss harvesting keeps working for you. 
While these losses can feel like bad news at the time, they can provide ongoing  fuel  
for a consistent tax-loss harvesting strategy. And, as described below (Consider This), 
even modest tax-savings can add up over time.
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Note: Index returns do not reflect the deduction of any fees or expenses but assume the reinvestment of dividends and earnings. 
It is not possible to invest directly in an index. Any discussion of risk management is intended to describe NTI’s efforts to monitor and 
manage risk but does not imply low risk.
Past performance does not guarantee future results. For illustrative purposes only.
Source: Bloomberg and Northern Trust

CONSIDER  
THIS:

A modest 0.5% annual boost in after-tax returns could add 
more than $87,000 to a $100,000 investment over 30 years. 
That’s the power of compounding—and the quiet strength 
of tax-smart investing.
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Create one-of-a-kind portfolios
As a technology-driven investment platform, our direct indexing solution is designed to 
serve multiple roles in shaping personalized investment strategies.

While the practical applications of direct indexing are many, five 
specific features can offer significant benefits for HNW investors. 

Investor BenefitsNTAM Direct  
Indexing Features

Ongoing tax  
loss harvesting

Keep a greater share of your investment earnings 
Do you have a strong overall portfolio delivering capital gains? Direct indexing can help ease 
the tax burden from other investments. Northern Trust Asset Management systematically 
harvests tax losses actively and efficiently. No matter the market environment, there will likely 
be losses to take advantage of – helping to offset gains.

Tax-smart portfolio 
transitions

Easily and cost-effectively transition to a NTAM Direct Indexing Portfolio  
Do you already own stocks in your existing portfolio that are in your chosen index strategy? 
Because Northern Trust Asset Management Direct Indexing allows funding in-kind, it's easy 
and cost effective to transfer your existing holdings to a Direct Indexing portfolio. You can 
continue to defer gains on those holdings without liquidating and realizing capital gains.

Diversification  
for concentrated 
stock holdings

Reduce concentration risk  
Are you holding on to a large stock position with significant gains in order to avoid a tax hit 
from selling? Capital losses from the direct indexing portfolio can help lower the tax bill that 
results from reducing that position, potentially lowering the risk of a large loss.

Highly  
personalized 
portfolios

Feel confident that values and investments are aligned  
Want to invest in your own stock market convictions – for example, by excluding certain  
types of companies? Northern Trust Asset Management ability to tailor your account in a 
risk-controlled manner helps to ensure that your investing results reflect your preferences 
and values.

Tax-friendly 
opportunities  
for charitable 
donations 

Make charitable investments more impactful  
Have a donor-advised fund or just want to donate directly to a charity? Northern Trust Asset 
Management direct indexing portfolios can make charitable giving more effective. Donating 
appreciated shares from the direct index account instead of cash, removes these positions 
(and their embedded gains) from your portfolio. This creates a tax deduction, and, if 
replenished with cash, can help maintain loss-harvesting possibilities even longer. 
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Most common questions about  
Direct Indexing

Can direct indexing be 
integrated with my  
existing investments?

Can I withdraw or add  
capital at any time? 

How often is my  
portfolio adjusted?

What else do direct indexing  
investors need to know?

Yes, direct indexing can 
integrate seamlessly with 
mutual funds, ETFs, and 
other existing holdings.  
It can function as a 
customizable, tax-managed 
sleeve within a broader 
investment portfolio. 
Accounts may be funded  
with either cash or existing 
securities.

Yes, you can add cash and/
or equity securities or 
withdraw cash at any time. 
Your advisor will help ensure 
that any transactions  
align with your tax and 
investment strategy.

All of the portfolios are 
reviewed daily by the 
Northern Trust Asset 
Management portfolio 
management team for  
tax loss harvesting  
(12 to 15 times per year  
on average) and risk 
management opportunities.

What are the costs?

Direct indexing can be more 
expensive than index funds, 
but typically less costly than 
actively managed funds.

What risks or trade-offs  
should be considered  
with direct indexing?

Direct indexing carries 
market risk like any equity 
strategy. While it offers 
customization and potential 
tax benefits, it may lead to 
performance deviations.
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The Direct Indexing Difference
Direct indexing offers significant customization that ETFs or mutual funds cannot provide.

WHILE ETFs AND MUTUAL FUNDS OFFER SIMPLICITY, DIRECT INDEXING OFFERS  
FLEXIBILITY AND CUSTOMIZATION

Description Mutual Fund Exchange Traded Fund Northern Trust Asset  
Management Direct Indexing

Investment flexibility Pre-existing benchmark Customized benchmark options

Portfolio funding Cash purchase Cash or transition existing  
securities

Withdrawals Tax liability based on limited tax lots Tax liability based on multiple  
tax lots

Turnover Based on index changes,  
redemptions

Based on index  
changes

Based on loss realization, index 
changes, strategy management

Change in mandate Requires sale of fund, creating tax event Tax-efficient transition over time

Tracking error Always minimized Considers client expectations  
and tax impact

Tax lot management Each purchase is one tax lot Each security has multiple  
tax lots

Tax planning Gains unknown until distributed,  
no losses distributed

Gains and losses known at  
all times, passed to investor

Tax efficiency

Inefficient – gains  
distributed from taxable 
events created by other 
investor flows, no losses 

distributed

More efficient –  
gains possible,  

no losses distributed

Most efficient – losses are 
harvested and applied to help 
offset potential capital gains 

elsewhere in the portfolio
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Setting a New Standard  
for Personalized Portfolios
Investing with us means more than a strategy, it’s a partnership. Together we will create a 
tailored portfolio that reflects your unique needs.

Find out how direct indexing could work for you.  
Contact your financial advisor to start the conversation.

Northern Trust Asset Management has been at the forefront of direct indexing for over 35 years, delivering 
tax-efficient strategies and personalized solutions for investors and their advisors. 

Backed by cutting-edge research, advanced technology, and a commitment to innovation, our platform sets the 
industry standard.

Note: This information is general in nature and should not be construed as tax advice. A tax advisor should be consulted as to how this 
information affects your particular circumstance.

35+ years  
delivering  

tax-advantaged 
strategies

$137B in  
existing  

tax-advantaged 
strategies

Experienced and 
tenured portfolio 

management  
team

Portfolios  
reviewed daily  

for tax loss  
opportunities

Customization 
supported with 

leading edge 
technology
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Glossary
Separately Managed Account (SMA): A portfolio of individual securities managed on behalf of an investor, 
allowing for customization and direct ownership of stocks. SMAs are the vehicle through which direct 
indexing is implemented.

Tax-Loss Harvesting: A strategy that involves selling securities that have decreased in value to realize 
losses, which can then be used to offset capital gains from other investments, thereby reducing the 
investor’s tax burden.

Tax Optimization: The process of managing investments to minimize tax liabilities and maximize after-tax 
returns, often through strategies like tax-loss harvesting and strategic transaction timing.

Factor Investing: An investment approach that targets specific drivers of return across asset classes, such 
as value, growth, volatility, or ESG (Environmental, Social, Governance) factors.

In-Kind Transfer: Moving securities directly into a new account or portfolio without selling them, which can 
help avoid triggering capital gains taxes.

Concentrated Stock Position: A situation where an investor holds a large portion of their wealth in a single 
stock, often due to employer stock from stock options, years of compensation, or inheritance. This can 
increase portfolio risk and create tax management challenges. Direct indexing can be used to 
systematically diversify, reduce risk, and manage tax consequences over time.

Tax Alpha: The additional after-tax return generated through effective tax management strategies, such  
as tax-loss harvesting and strategic transaction timing. Tax alpha represents the value added to a portfolio 
by minimizing tax liabilities and maximizing after-tax wealth, beyond what is achieved by simply tracking 
an index.
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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.

IMPORTANT INFORMATION

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.

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. 

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.

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.

NOT FDIC INSURED | MAY LOSE VALUE | NO BANK GUARANTEE 
© 2025 Northern Trust Corporation. Head Office: 50 South La Salle Street, Chicago, Illinois 60603 U.S.A.
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