
 
 
 
 
 
 
 

 
Q2 2014 Select Managers Program Update 

 
Select Managers Program Performance  
The Nottingham Advisors Select Managers Program (NASMP) ended the second quarter on a high 
note, with all strategies posting positive returns. 
 
During the period, NASMP All Asset, Balanced, Income, and Fixed Income strategy returns were 
again helped higher by fixed income oriented funds, as Treasury security prices rose.  Strategies 
with a higher equity allocation such as the NASMP Aggressive Growth and Growth strategies were 
buoyed by strong returns across the global investible universe, with domestic, international, and 
emerging market equities adding to their returns year-to-date.  Emerging market equities, as 
measured by the MSCI EM Index, gained +6.7% in Q2 (after falling -0.6% in Q1), to bring their 
total return through Q2 to +6.1%.  Developed international equities, as measured by the MSCI 
EAFE Index, followed suit, posting +4.3% returns during Q2 (after a +0.9% gain in Q1), to bring 
their total return through Q2 to +5.2%.  These international returns compare to a return of +5.2% for 
the S&P 500 during the quarter (after a +1.8% gain in Q1), to bring its total return through Q2 to 
+7.1%.  Not too shabby!  The reason for breaking out equity returns by geography can be best 
illustrated by the fact that the U.S. comprises less than 50% of the global investible universe, as 
measured by the MSCI All Country World Index.  Moreover, we continue to see more attractive 
valuations overseas, and will continue to allocate capital accordingly moving forward. 
 

 
 
 
 

Relative 
outperformance 
was again driven 
by fixed income 
securities and 
developed 
international 
equities, while 
negative 
contributors were 
small- and mid-
cap equities. 

Source: Nottingham Advisors, Morningstar Direct 



Equities 
During the second quarter, global equities rallied sharply, with U.S., Developed International, and 
Emerging Market equities all moving higher. International equities contributed the most to portfolio 
returns during the quarter, led by the Matthews Pacific Tiger Fund (MAPTX), which gained +8.2% 
during the quarter.  The fund is up a solid +10.5% on the year as exposure to the Asia/Pacific 
region, most notably Japan and Asian Emerging Markets, drove positive returns.  Additionally, 
exposure to a broad basket of Developed International equities through the Dodge & Cox 
International Stock Fund (DODFX) returned +5.1% during the quarter, while exposure to Emerging 
Market equities through the Oppenheimer Developing Markets Fund (ODMAX), last quarter’s 
worst performing fund (down -1.8%), gained +7.8% during the second quarter. 
 
Domestic equities performed well during the period, led higher by high quality names such as those 
held in the Vanguard Equity Income Fund (VEIPX), which gained +5.3% during the quarter and has 
gained +7.6% on the year.  Contrastingly, growth names such as those found in the Jensen Quality 
Growth Fund (JENSX) lagged the broader market, gaining only +1.8% during the period, bringing 
this year’s total return to +2.1%, compared to the +7.1% gain for the broader S&P 500.  
Furthermore, small-cap equities, such as those found in the Neuberger Berman Genesis Fund 
(NBGAX), which returned +1.8% during the period, continue to lag the broader market.  Small-
caps as a whole, as measured by the S&P 600 Index, have returned +3.2% YTD.  Lastly, the lone 
negative performer on the year is the tactically oriented Ivy Asset Strategy Fund (WASAX), which 
reduced its YTD loss from -1.3% to -0.5% during the quarter.   
 
Fixed Income & Alternatives 
The 10-year and 30-year U.S. Treasury bond yields fell from 2.73% to 2.53% and from 3.56% to    
3.34%, respectively. At the fund level, taxable fixed income returns were driven by the Lord Abbett 
Bond-Debenture Fund (LBNDX), which returned +2.6% during the period, and has gained +5.4% 
YTD.  From a tax-exempt fixed income standpoint, the Vanguard Long-Term Tax-Exempt Fund 
(VWLTX) again benefitted from declining long-term bond yields, gaining +3.2% during Q2, and a 
healthy +7.2% on the year.  Ringing a similar tune was the T. Rowe Price Tax-Free Income Fund 
(PATAX), which gained +2.8% during the period, and has risen +6.6% YTD.   
 
As far as alternatives are concerned, exposure to Real Estate again added to overall portfolio 
performance.  The T. Rowe Price Real Estate Fund (TRREX) added +7.2% during the quarter, 
bringing this year’s total return to +17.2%, as interest rates again remained range bound.  Lastly, the 
PIMCO All-Asset Fund (PASAX), a diversified basket of bonds, currencies, and real assets, rose 
+4.3% during the quarter, and has returned +6.6% on the year.  
 
 
 
 
 
 
 
 
 
 
 
 
 

Note:  Some 
NASMP 
strategies may 
include 
alternative funds 
based on fund 
closures. 
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Fund Changes/Highlights 
 
During the second quarter we added two new funds to the Select Managers Program.  First, we 
added The Arbitrage Fund (ARBNX), a merger arbitrage hedge fund strategy.  To source the funds 
for this position, we reduced exposure to the PIMCO All-Asset Fund (PASAX) and the Ivy Asset 
Strategy Fund (WASAX).  The lone exception was the Fixed Income strategy, where we sourced 
the funds from cash.  With the addition of The Arbitrage Fund, the Select Managers Program now 
has exposure to three distinctly different alternative investment funds, all of which are mentioned 
above.  To give some background on The Arbitrage Fund, the fund should be viewed as an 
alternative asset class with “bond like” characteristics.  The reason for this classification is inherent 
in a merger arbitrage strategy.  For example:  Company A announces it will acquire Company B for 
$100, and the stock of Company B immediately spikes to $98 on the news.  The Fund will step in 
and purchase shares of Company B looking to capture the remaining $2 (the spread).  The spread is 
largely a function of interest rates, representing the compensation an investor could earn in a three 
or six month treasury security.  That is why it is best to think of the Fund as a bond fund, one that 
buys bonds (the acquiree) at a discount, and holds them to maturity, collecting the aforementioned 
“spread.”  Historically, The Arbitrage Fund has a standard deviation of 2.52%, with a correlation to 
the S&P 500 of 0.25 and the Barclays Aggregate Bond Index of -0.06.  We believe that this 
investment should be viewed as a non-correlated asset class designed to add diversification to client 
portfolios, and is suitable for all investors. 
 

PASAX WASAX ARBNX PASAX WASAX ARBNX PASAX WASAX ARBNX
Aggressive Growth 5.0% 6.0% 0.0% 4.0% 3.0% 4.0% -1.0% -3.0% 4.0%
Growth 4.0% 5.0% 0.0% 3.0% 3.0% 3.0% -1.0% -2.0% 3.0%
All-Asset 3.0% 4.0% 0.0% 3.0% 2.0% 2.0% 0.0% -2.0% 2.0%
Balanced 0.0% 3.0% 0.0% 0.0% 1.5% 1.5% 0.0% -1.5% 1.5%
Income 0.0% 3.0% 0.0% 0.0% 1.5% 1.5% 0.0% -1.5% 1.5%
Fixed Income 0.0% 0.0% 0.0% 0.0% 0.0% 2.0% 0.0% 0.0% 2.0%

Old Weights New Weights % Change

 
 
Secondly, we added the Vanguard Morgan Growth Fund (VMRGX) to the Aggressive Growth, 
Growth, and All-Asset strategies, replacing the Vanguard Equity Income Fund (VEIPX) in a dollar-
for-dollar swap (cash neutral).  Due to the more aggressive nature of the three strategies mentioned, 
we believe an actively managed growth fund is a more logical holding than a high dividend paying 
fund.  The Morgan Growth Fund is a broadly diversified, low-cost (only 0.39%) growth fund that 
will serve as a nice compliment to the slightly higher priced, high active share, Jensen Quality 
Growth Fund (JENSX). VMRGX is a largely domestically focused and counts Google, Microsoft, 
Apple, Oracle, and Facebook as its top 5 holdings (appx. 11% total). 
 
Thirdly, I would like to highlight one additional change that will be coming to the Select Managers 
Program during the second half of 2014.  We will be starting to use sector indexes in the Aggressive 
Growth, Growth, and All-Asset strategies, similar to how we use sector specific ETFs in our ETF 
managed portfolios.  The reason for the use of passive index funds in the Select Managers Program 
is fairly straightforward.  We will simply be offering our manager skill at choosing sectors to the 
strategies.  So, a logical question may be why aren’t we using active managers for this solution?  
The reason is three fold.  First, actively managed funds typically have a lock-up period (i.e. 30-90 
days) for redemptions, when the time horizon for our trade may be shorter.  Second, we will be 
choosing sectors purely for added exposure (i.e. overweighting technology), and a low-cost 
approach to sector investing is readily available.  Third, we typically like to give an active manager 



a long runway to exercise his or her ability as a manager to pick stocks and add alpha over time.  
This typically occurs over a 3-5 year time horizon, and if we are looking to position the strategies a 
certain way for a short period of time (i.e. get defensive), choosing an active manager is clearly at 
odds with our thinking.  Overall, we can say with confidence that index based funds will not 
become commonplace in the Select Managers Program, but be used purely on a tactical basis to 
increase or decrease exposure to certain sectors for short periods of time.   
 
Lastly, I would like to plug our blog, located at www.nottinghamadvisors.com/blog where we add 
additional commentary about different market related topics. Besides weekly blog posts, 
commentary includes The Nottingham Advisor, Monthly Market Wrap, CIO Newsletter, and 
Quarterly Chartbook, as well as replays to our Quarterly Chartbook Webinars, which we just 
launched. Our blog posts and commentary can also be viewed and accessed through our weekly 
snapshot that is sent out every Monday afternoon.  Please be sure to check out our blog and our 
website for additional market commentary! 
 
As always, please feel free to contact our office with any questions or comments regarding the 
Select Managers Program or any of the funds that we have added to the Program.  We are always 
willing to discuss performance, strategy, and fund selection in more detail. 
 
 
Matthew Krajna 
Portfolio Manager 
August 2014 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
We, our affiliates and any officer, director or stockholder, or any member of their families, may have a position in and may from time to time 
purchase or sell any of the herein mentioned or related securities. 

 
All opinions and estimates included in this report constitute the firm’s judgment as of the date of this report and are subject to change without notice.  
This report is for informational purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security. 
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