
 

 

 

 

 

 

 

 

Reducing Portfolio Volatility and Adding Return  
Using Global Minimum Volatility Strategies 

 

Our Approach 
Nottingham’s investment philosophy is designed to deliver superior risk adjusted returns over a 
business cycle when compared to a strategy’s respective benchmark. Our philosophy has been 
consistently implemented through a core- satellite, or strategic-tactical approach to portfolio 
construction. The core of an investment portfolio typically represents 75% of a portfolio’s value 
and takes a long-term investment stance.  The remaining 25% of the portfolio is tactical, or short-
term in nature, designed to alter the risk-return profile in the near-term.  Tactical trades can be 
thought of as alpha generators, risk reducers, or both. 
 
Core Portfolio Implementation 
The core of a portfolio is implemented using a three pronged approach made up of capitalization 
weighted (market cap weighted), single factor (Minimum Volatility), and multi-factor (Quality, 
Momentum, Value) exposures.  These exposures are fine-tuned by Nottingham’s Investment 
Policy Committee (IPC), aiming to reduce overall portfolio volatility, while still delivering an 
attractive return when compared to the overall market.  Historically, the combination of these 
factors within the portfolio’s core have led to better portfolio Sharpe Ratios (risk adjusted returns) 
when compared to the benchmark.   
 
Minimum Volatility in Practice 
Currently, Nottingham employs Minimum Volatility strategies on a global basis, with exposure to 
U.S. Large- and Small-Caps, as well as Developed International (EAFE) and Emerging Markets (EM). 
As part of our implementation process described above, our Global Equity, All-Asset, and Balanced 
strategies have had exposure to Minimum Volatility strategies on a global basis through the core 
of each respective equity allocation.  Tactically speaking, Nottingham’s IPC increased exposure to 
the Minimum Volatility exposure multiple times during the market’s heyday earlier this summer.  
Specifically, we added U.S. Small-Cap Minimum Volatility exposure (with proceeds from reducing 
market cap weighted exposure) in June and August, just as the S&P Small-Cap 600 index was 
making all-time highs.  Furthermore, the IPC again increased exposure to U.S. Large-Cap and 
Emerging Markets Minimum Volatility strategies.  These tactical adjustments “dialed up” the 
Minimum Volatility factor with the short-term view that equity market volatility would increase, a 
decision that proved timely. 
 
The below table summarizes exposure to the Minimum Volatility factor by strategy, as of 
December 31, 2018: 
 



 

 

 

 

 

 

 

 

 

 

In each respective strategy, the strategy weight to Minimum Volatility exposures is the total 
weight of U.S. Large- and Small-Cap, Developed International (EAFE) and Emerging Markets (EM) 
exposures. Intuitively, as the strategies become more conservative (Global Equity is more 
aggressive than Global Balanced), the percentage of the equity exposure that Minimum Volatility 
makes up increases. 
 

Minimum Volatility in Practice – Q4 2018 (As of December 31) 
The fourth quarter has been full of equity market volatility as many of the high growth, 
momentum oriented, technology companies that powered the market’s recent rally faltered.  
Shares of Facebook, Apple, Amazon, Netflix, Google (collectively “FAANG”) have tumbled, with all 
companies down more than -20% from their respective 52-week highs. Globally, equity markets 
sold off in tandem, with the selloff not specific to the United States. 
 
During this period, Minimum Volatility strategies held up exceptionally well, outperforming their 
market cap weighted counterparts and more importantly reducing risk.  Risk reduction can take 
many forms: standard deviation (a measure of volatility), beta (a measure of sensitivity to market 
movements), and max drawdown (peak to trough decline).  Bottom line:  managing risk through 
Minimum Volatility factor strategies can lead to better investor outcomes, whether measured by 
Sharpe Ratio (return per unit of risk) or peace of mind.  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Time Period: 10/1/2018 to 12/31/2018

ETF Names (Symbols) Return Standard Deviation Sharpe Ratio Beta Max Drawdown

iShares Edge MSCI Min Vol USA ETF (USMV) -7.56% 21.19% -2.22 0.71 -12.37%

SPDR S&P 500 ETF (SPY) -13.49% 28.54% -2.93 1.00 -19.21%

Difference 5.93% 6.84%

iShares Edge MSCI Min Vol EAFE ETF (EFAV) -7.51% 12.31% -3.94 0.64 -8.89%

iShares Core MSCI EAFE ETF (IEFA) -13.03% 17.71% -4.71 1.00 -14.87%

Difference 5.52% 5.98%

iShares Edge MSCI Min Vol Emerging Markets ETF (EEMV) -4.46% 16.09% -1.80 0.66 -8.61%

iShares Core MSCI Emerging Markets ETF (IEMG) -7.34% 23.07% -1.96 1.00 -10.85%

Difference 2.88% 2.24%

iShres Edge MSCI Min Vol USA Small Cap ETF (SMMV) -10.76% 19.78% -3.42 0.62 -14.73%

iShares Core S&P Small Cap ETF (IJR) -20.10% 30.10% -4.29 1.00 -24.97%

Difference 9.34% 10.24%

Source: Morningstar Direct, Nottingham Advisors. Daily total returns.
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Finally, while minimizing losses and mitigating risk are always important, the ultimate benefit of 
such strategies is typically seen over long periods of time.  While we like to think of time horizon as 
a business cycle (5-7 years on average), we can look at calendar year 2018 to demonstrate the 
benefits of multiple periods of severe volatility in a short amount of time (the S&P 500 for example 
has suffered multiple declines ranging from 5-10%).  Globally, max drawdowns approached or 
exceeded 20%.  The below chart highlights the outperformance of Minimum Volatility ETFs when 
compared to their cap weighted benchmarks: 
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In summary, while the data can be evaluated over short periods of time, the ultimate benefits of 
exposure to the Minimum Volatility factor are most pronounced over longer periods of time.  As 
shown over the past five years in the table below, Minimum Volatility strategies have consistently 
reduced risk in client portfolios, while keeping up with markets when they rally.  
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Time Period: 1/1/2014 to 12/31/2018

ETF Names (Symbols) Return Standard Deviation Sharpe Ratio Beta Max Drawdown

iShares Edge MSCI Min Vol USA ETF (USMV) 10.34% 12.86% 1.10 0.75 -12.81%

SPDR S&P 500 ETF (SPY) 8.39% 15.89% 0.75 1.00 -19.33%

Difference 1.95% 6.52%

iShares Edge MSCI Min Vol EAFE ETF (EFAV) 4.86% 11.71% 0.56 0.72 -12.00%

iShares Core MSCI EAFE ETF (IEFA) 1.02% 14.98% 0.11 1.00 -21.77%

Difference 3.84% 9.77%

iShares Edge MSCI Min Vol Emerging Markets ETF (EEMV) 1.75% 13.09% 0.18 0.74 -29.36%

iShares Core MSCI Emerging Markets ETF (IEMG) 1.61% 16.77% 0.16 1.00 -34.39%

Difference 0.14% 5.03%

Time Period: Since Inception (9/8/2016) to 11/30/2018

ETF Name (Symbol) Return Standard Deviation Sharpe Ratio Beta Max Drawdown

iShres Edge MSCI Min Vol USA Small Cap ETF (SMMV) 8.34% 12.36% 0.84 0.60 -15.42%

iShares Core S&P Small Cap ETF (IJR) 5.83% 18.72% 0.43 1.00 -27.34%

Difference 2.51% 11.92%

Source: Morningstar Direct, Nottingham Advisors. Annualized daily total returns.

Source: Morningstar Direct, 

Nottingham Advisors. Time 

period: 1/1/2018-12/31/2018. 

Daily total return .  

 

Outperformance calculated by 

subtracting the total return of 

each minimum volatility ETF 

and its respective capitalization 

weighted ETF. USMV 

compared to SPY ETF, EFAV 

compared to IEFA ETF, EEMV 

compared to IEMG ETF, and 

SMMV compared to IJR ETF. 



In fact, as the data show, exposure to the minimum volatility factor globally has achieved a double 
benefit – outperformance versus the market cap weighted benchmark AND lower volatility.  
Moreover, these factors produced additional portfolio benefits such as a lower standard deviation, 
market beta, and max drawdown.  In the U.S. Small-Cap Min Vol (SMMV) space, the limited track 
record (just over two years) shows similar, if not more profound results.   
 

Bottom Line:  Minimum Volatility strategies have consistently offered a smoother investor 
experience, better risk adjusted returns, and peace of mind for advisors and their clients.  
 
To learn more about how minimum volatility strategies are used within Nottingham’s global 
portfolios, or how these types of strategies can be used to customize portfolios for specific client 
needs, please give our office a call. 
 

I look forward to speaking with you soon. 
 

 

 
Matthew J. Krajna, CFA 
Director of Equity Research 
Senior Portfolio Manager 
January 2019 
 

 

 
 
Nottingham Advisors, LLC ("Nottingham") is an SEC registered investment adviser located in Amherst, New York. Registration does not imply a certain level of skill or 
training. Nottingham and its representatives are in compliance with the current registration and notice filing requirements imposed upon SEC registered investment 
advisers by those states in which Nottingham maintains clients. Nottingham may only transact business in those states in which it is registered, notice filed, or qualifies 
for an exemption or exclusion from registration or notice filing requirements. For information pertaining to the registration status of Nottingham, please contact 
Nottingham or refer to the Investment Advisor Public Disclosure Website (www.adviserinfo.sec.gov). Any subsequent, direct communication by Nottingham with a 
prospective client shall be conducted by a representative that is either registered or qualifies for an exemption or exclusion from registration in the state where the 
prospective client resides.  
 
This newsletter is limited to the dissemination of general information pertaining to Nottingham’s investment advisory services. As such nothing herein should be 
construed as the provision of personalized investment advice. The information contained herein is based upon certain assumptions, theories and principles that do not 
completely or accurately reflect your specific circumstances. Information presented herein is subject to change without notice and should not be considered as a 
solicitation to buy or sell any security. Adhering to the assumptions, theories and principles serving the basis for the information contained herein should not be 
interpreted to provide a guarantee of future performance or a guarantee of achieving overall financial objectives. As investment returns, inflation, taxes and other 
economic conditions vary, your actual results may vary significantly. Furthermore, this newsletter contains certain forward-looking statements that indicate future 
possibilities. Due to known and unknown risks, other uncertainties and factors, actual results may differ materially from the expectations portrayed in such forward-
looking statements. Readers are cautioned not to place undue reliance on forward-looking statements, which speak only as of their dates. As such, there is no guarantee 
that the views and opinions expressed in this article will come to pass. This newsletter should not be construed to limit or otherwise restrict Nottingham’s investment 
decisions.  
 
This newsletter contains information derived from third party sources. Although we believe these third party sources to be reliable, we make no representations as to 
the accuracy or completeness of any information prepared by any unaffiliated third party incorporated herein, and take no responsibility therefore. Some portions of this 
newsletter include the use of charts or graphs. These are intended as visual aids only, and in no way should any client or prospective client interpret these visual aids as a 
method by which investment decisions should be made. We have provided performance results of certain market indices for illustrative purposes only as it is not 
possible to directly invest in an index. Indices are unmanaged, hypothetical vehicles that serve as market indicators and do not account for the deduction of management 
fees or transaction costs generally associated with investable products, which otherwise have the effect of reducing the performance of  an actual investment portfolio. It 
should not be assumed that your account performance or the volatility of any securities held in your account will correspond directly to any benchmark index. A 
description of each index is available from us upon request. Investing in the stock market involves gains and losses and may not be suitable for all investors. Past 
performance is no guarantee of future results. 
 
For additional information about Nottingham, including fees and services, send for our Disclosure Brochure, Part 2A or Wrap Brochure, Part 2A Appendix 1 of our Form 
ADV using the contact information herein. 

 

www.nottinghamadvisors.com 
 

NEW YORK OFFICE  :  100 Corporate Parkway  :  Suite 338  :  Amherst, NY 14226  :  716-633-3800  :  716-633-3810 Fax 
 

FLORIDA OFFICE  :  3801 PGA Boulevard  : Suite 600  :   Palm Beach Gardens,  FL 33410  :  800-281-8974 

http://www.nottinghamadvisors.com/

