
ADVISERS FACE A FUTURE MARKED BY A 
smaller menu of choices among mutual fund 
share classes.

The Department of Labor’s fiduciary rule, 
SEC enforcement and long-term trends to-
ward lower expense ratios are cutting down 
on the alphabet soup of offerings, said panel-
ists at this month’s Pershing Insite conference. 

Such factors pose a 
huge impact, par-
ticularly on Class C 

and Class T shares.
SEC officials vowed to lead change last year 

in announcing a greater focus on whether ad-
visers’ share-class selections cost their clients 
12b-1 fees they could have avoided. 

The regulator broke last year’s enforcement 

record, and the rule spawned hundreds of 
low-fee T shares.

The rule’s fate remains uncertain even after 
part of it went into effect June 9, though. As-

set managers crafted T shares in a way allow-
ing advisers to keep collecting commissions 
under the rule, but the debate has left the funds 
in a holding pattern. The market faces further 
disruption, the experts said.

“As an independent broker-dealer, we mod-
el ourselves on being able to give choice to 
our advisers,” said Carly Maher, a senior vice 
president for enterprise initiatives at Laden-
burg Thalmann, the Miami-based parent of 
six BDs.

“We’re not going to have a lot of choice any-
more. You’re seeing this consolidation happen 
whether it’s on the broker-dealer side or the 
asset management side.”

Some 78 different asset managers filed the 

BELIEVE THE HYPE. QUANTS HAVE NEVER 
been more popular.

After doubling over the past decade, assets run 
by so-called systematic funds have hit a record 

$500 billion this year, ac-
cording to estimates from 
Barclays. 

In some ways, their meteoric rise is due to the 
same technological advances that are disrupting 
most industries. Faster computers and better data 
have enabled asset managers to automate skills 
that once were limited to market legends.

The diversity of quant strategies, howev-

Inside the world’s fastest 
growing hedge funds
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REGULATION
By  Tobias Salinger

The problem with
portfolio optimization

THE RISE OF AUTOMATION IN PORTFOLIO 
management and optimization exposes a flaw be-
tween managers and machines: Is the optimiza-
tion process actually tied to the portfolio? And are 

managers really building 
portfolios that make in-
vestment sense? 

It’s a provocative pair of questions posed by 
Richard Michaud, founder of Boston-based New 
Frontier Advisors, which manages money, offers 
funds and also develops portfolio management 
software.

Michaud touts his eponymously named meth-
PORTFOLIO, on page 8
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Inflows to mutual funds and 
ETFs totaled $6.03B for the 

week ending June 7 (millions)
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(l. to r.) Pershing’s Mitch Bell, Carly Maher of Laden-
burg Thalmann, Pete Thatch of American Funds and 
Rich Calvario of Pershing at Pershing Insite.
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SEC: Potential for industry fragility 
and interconnectedness looms 

 Concern of potential market instability 
is high despite recent reform from the SEC 
aimed at addressing run risk with funds 
believed to have contributed to market 
fragility during the financial crisis. 

The global asset management in-
dustry currently accounts for 65% of 
market-based financial activity that that 
carries stability risks, noted Scott W. Bau-
guess, the acting director and acting chief 
economist at the SEC’s division of eco-
nomic and risk analysis, citing a recent Fi-
nancial Stability Board report at Buy-Side 
Risk USA 2017. This, he said, amounts to 
$22 trillion out of the $34 trillion in assets 
that the “FSB classifies under the shadow 
banking moniker.”

“Overly simplistic attempts to apply 
run-risk concerns to traditional funds 
generally ignore two key differences when 
compared to the banking industry,” Bau-
guess said. 

“First, assets are managed for inves-
tors who intentionally take on investment 
risk; it is not a balance sheet business 
and generally operates without significant 
economic leverage. Second, investment 
funds offer more transparency about their 
asset holdings compared to banks, allow-
ing investors to assess, first hand, their 
quality and their associated risk.”

There were $2.5 trillion in open-end 
funds that invest in fixed income securities 

and alternatives at the end of 2016, prod-
ucts susceptible to the risk of fire sales 
during a future shock, he added. These are 
up 673% in assets since 2000, an annual 
growth rate of roughly 14% — three times 
greater than the growth of domestic equi-
ty over the same period, Bauguess noted.  

“In times of market or fund stress, if re-
demptions arrive at a rate faster than fund 
managers can reasonably liquidate the 
underlying assets, they may be required 
to sell assets at prices below their intrinsic 
value,” he said. “On a large scale, fire sales 
could pose financial stability concerns.”

Citigroup expands ETF business 
Citigroup has created three more busi-

ness entities to meet demand for ETF 
funds, according to Bloomberg. 

The three units are global fixed-income 
and currencies beta trading, global ETF 
research and regional ETF sales and busi-
ness development, Bloomberg reports.

“We believe that ETFs will become part 
of the toolkit for every asset class and 
these organizational changes are a crucial 
step in positioning Citi at the forefront of 
this trend,’’ said Citi’s head of markets and 
securities, Paco Ybarra.

Demand for global ETF assets are ex-
pected to surpass $7 trillion by 2021, ac-
cording to PricewaterhouseCoopers.

Half of investors have not 
changed investment strategy

Investors are split when it comes to 
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remained the head of the branch until the 
end of the year. 

McNamara will continue to work for the 
bank as an advisory director and president 
of Goldman Sachs Assessment Manage-
ment board. 

McNamara has worked as Goldman 
Sachs for over two decades. He became 
a partner in 2006. 

Prudential names foundation chair
Prudential Financial has named its 

head of corporate social responsibility as 
chair of the Prudential Foundation. 

Lata Reddy will now serve as the firm’s 
new head of corpo-
rate social respon-
sibility, according to 
Prudential. Reddy 
previously served 
as president of the 
foundation. 

“The elevation 
of her role and this 
important organi-
zational shift recog-
nizes that the inte-

gration of Corporate Social Responsibility 
and business strategy is foundational to 
creating true long-term value,” said Pru-
dential CEO John Strangfeld.

State Street names
new head of sales

State Street Global Advisors, the asset 
management division of State Street Cor-
poration announced Kathryn Sweeney will 
be its head of SPDR sales in the Americas.

Kathryn Sweeney’s responsibilities in-
clude developing a SPDR sales strategy 
for the Americas. In her new role, Swee-
ney will report to the co-head SSGA’s 
global SPDR business, Nick Good. 

“Given Kathryn’s visibility and relation-
ships within the ETF industry we are con-
fident that she will continue to advance the 
SPDR position in the institutional market,” 
Good said. 

Sweeney worked Goldman Sachs for 
19 years in the ETF business. MME 

News Scan by Sarah Martinson

NEWS SCAN

re-evaluating their investments strategies, 
according to a study.

Nearly half (49%) have yet to account 
the possibility of a shifting investment en-
vironment, according to a new study from 
Dreyfus. 

“With an increase in inflation, the rise of 
U.S. nationalism and record-low volatility, 
investors would be well-served to reeval-
uate their portfolios in light of changed cir-
cumstances to determine if they will con-
tinue to meet their investment objectives,” 
said Dreyfus CEO Mark Santero.

Even though the only major economic 
downturn younger investors have experi-
enced is the 2008 market meltdown, 65% 
of those surveyed between the ages of 21 
and 34 have factored changes in investing 
trends into their strategies. 

In comparison, only 39% of investors 
55 and older have factored economic 
shifts into their strategies. Dreyfus sur-
veyed 1,250 investors with $50,000 or 
more in investable assets for the report.

Investors who worked with an adviser, 
65% said they reevaluated their strategies.

ETF platform from 
BNY Mellon’s Pershing 

BNY Mellon’s Pershing launched a 
no-transaction-fee ETF platform called 
FundVest ETF.

The platform, which pairs with Persh-
ing’s mutual fund FundVest NTF platform, 
is only available to Pershing’s clients, the 
firm said. Using FundVest ETF Pershing’s 
clients can offer multiple ETFs to investors 
with cost savings, according to the firm. 

The platform doesn’t require purchase 
minimums or fixed holding periods.

Russell Microcap Index to 
add Aviat Networks 

Aviat Networks will now be listed on 
the Russell Microcap Index starting on 
June 26. 

As a member of the Russell Microcap 
Index, Aviat will now be included in growth 
and value style indexes, according to firm.

“Our addition to the Russell Microcap 
Index is a testament to the progress we 
have made in building shareholder value 
and we believe, will help expand aware-
ness of our company,” said Aviat president 
and CEO, Michael Pangia in a statement. 

Innovative Solar Systems to offer 
renewable energy funds 

Innovative Solar Systems is negotiat-
ing with managers to open renewable en-
ergy funds in anticipation of ISS’s planned 
projects for the year in 35 states. 

The company is working to create sep-
arate funds for its three types of projects: 
those that are in the early stages of devel-
opment, those that have received a notice 
to proceed and those that have finalized 
construction. 

ISS currently has over 200 solar farm 
project scheduled for 2017.

Pacer adds ETFs to Cash Cows Index
Pacer released two ETFs as a part of its 

Cash Cows ETF Series. 
The Pacer Developed Markets Interna-

tional Cash Cows ETF (ICOW), which has 
an expense ratio of 0.65%, chooses from 
the top 100 companies with the highest 
free cash flow yield in developed interna-
tional markets, Pacer said. The Pacer US 
Small Cap Cash Cows 100 ETF (CALF), 
which has an expense ratio of 0.59%, is 
aimed at small-cap U.S. companies with 
the highest free cash flow. 

“With our two new funds, we can help 
investors gain exposure to high quality 
companies both in US small-cap and in-
ternationally,” Joe Thomson, president of 
Pacer Financial, said in a statement. 

Goldman partner said to leave the 
firm’s asset management unit 

Goldman Sachs head of asset manage-
ment is leaving the bank, according to a 
company memo.

Jim McNamara’s branch of the bank 
sold mutual funds and ETFs to third par-
ties such as retail brokerages. McNamara 

PRODUCTS
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necessary documents to launch a com-
bined 866 T-shares but had yet to set an 
inception date June 2, according to Jeff 
Schwantz, head of client solutions at glob-
al research firm Morningstar. Only 120 
T-shares have actually hit the market, he 
said.

Products like T-shares and its no-fee 
relative, so-called clean shares, present 
an “operational burden” for firms who sell 
them to clients, Schwantz said. Firms must 
address the cost of both the initial advice 
as well as onboarding charges, according 
to Schwantz.

“When organizations have really start-
ed to peel back that and understand what 
it looks like, there’s absolutely some reluc-
tance [to get into] in the clean share world,” 
he said. “There are so many other down-
the-stream applications and things that 
are necessary to contemplate. It’s always 
the unintended consequences of that. So 
I think that’s why you’re seeing this back-
and-forth movement and the teeter-totter-
ing of organizations.”

DO THE RIGHT THING
The SEC has not waffled, however, on 

its crackdown around 12b-1 fees. Credit 
Suisse and a former adviser with the firm 
agreed to pay nearly $8 million in an April 
settlement after the regulator accused the 
firm of steering clients eligible for institu-
tional funds toward Class A shares carry-
ing 12b-1 fees.

The regulatory focus altered RIAs’ 
fund-selection processes. Snowden Lane 
Partners now provides any client not eligi-
ble for institutional funds with load-waived 
funds and rebates for any 12b-1 fees, said 
Richard West, the New York-based RIA’s 
general counsel.

Balentine, an Atlanta-based RIA, also 
changed its protocol around funds. The 
firm created a specific investment strategy 
team, separate from business development 
and relationship management, which en-
sures clients receive the cheapest available 
share class, said Erica Farber, its director 
of operations

“There is a part of me that feels like 

we’re losing a little bit of control over the 
decision, or the ability to make what we 
think is the best choice for the client,” she 
said. “I think it’s just par for the course 
these days, but we’re just going to settle for 

knowing that we’ve done the right thing 
from a compliance standpoint.”
FLUIDITY AND FLUX

Asset managers’ actions have displayed 
their concerns about compliance. Pershing 
received notice that 18 to 20 fund families 
would begin offering T shares June 9, ac-
cording to Rich Calvario, a senior solutions 
manager for the firm’s FundVest platform.

“That was the number about two weeks 
ago,” Calvario said. “And then all but a few 
of them have actually pulled them back. I 
think the point here is that this has been 
extremely fluid.”

Calvario and other panelists in a ses-
sion focusing on mutual funds expressed 
frustration about the term “clean share.” 
The SEC’s definition entails only that the 
fund have no loads and no ongoing fees, 
such as the 12b-1, Calvario pointed out. 

Funds used by Pershing’s clients have fit 
that criteria for a year or two or more, he 
said.

Calvario and the other panelists agreed 
that questions around the possible full 

Jan. 1 implementation of the DoL rule 
have placed the future of Class T, C and 
A shares in flux. Ladenburg hopes to use 
“some type of modified version of an A 
share” rather than a T share if the rule goes 
into effect, Maher said.

C shares, which can’t be converted into 
the lower-expense A shares, don’t have a 
future under the new regulatory structures, 
according to Pete Thatch, product man-
ager at American Funds. The current bull 
market of has helped sustain the alphabet 
soup, Thatch said.

“If you think about a correction, if you 
think about some of the trends in the mar-
ketplace, you can see some consolidation 
coming both in the asset management 
business and the broker-dealer business,” 
he said. “This is a model that is ripe for 
disruption.” MME 
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“There is a part of me that feels 
like we’re losing a little bit of 
control over the decision, or the 
ability to make what we think is 
the best choice for the client.”

Erica Farber, director of operations, Balentine

T shares waiting on the sidelines
Asset managers have �led to create more than 800 funds
that still lack inception dates.

120

866

Active, 120

Awaiting launch, 866

Source: Morningstar, 6/2/2017
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er, makes it hard to generalize about the 
group. Categories include factor investing, 
risk parity and managed futures — not to 
mention secretive black-box funds, like 
Renaissance Technologies. Fundamental 
traders now arm themselves with quanti-
tative techniques, accounting for $55 bil-
lion of systematic assets, Barclays reports.

One thing can be said for sure: funds 
using automated investing are the fastest 
to grow in the hedge fund universe. 

“Fundamentally driven managers have 
historically captured the focus, the flows 
and the glory,” wrote the Barclays team 
led by Louis Molinari, global head of cap-
ital solutions, in a note to investors Friday. 
“But in the last few years, a resurgence of 
interest in the space has developed from 
both managers and investors.”

Here’s a look at how the quant industry 
has grown over the past few years.

MANAGED FUTURES FUNDS
Agnostic to specific companies, quanti-

tative funds trade patterns and dynamics 
across a wide swath of securities. Quants 
now account for about 17% of total hedge 
fund assets, data compiled by Barclays 
show.

Narrowing it down, equity quants 
typically use characteristics shown to de-
liver outsized returns, like low volatility 
or low cost. These funds were especially 
hard hit following the so-called quant 
quake of 2007, when hidden market dis-
locations caused a chain reaction of sell-
ing among program funds. They finally 
exceeded their pre-quant quake level last 
year, reaching a record $152 billion under 
management, according to Barclays.

The most popular type of quant hedge 
fund strategy, managed futures funds, aim 
to capture broad market trends across as-
set classes and trade futures to do so. They 
oversee nearly $200 billion, data from the 
British bank show.

Within the equity cohort, it’s all about 
diversification. For the first time, investors 
put the most money behind quant man-
agers trading at least 500 securities, data 
compiled by Sanford C. Bernstein show. 

At 32%, their portion of total systematic 
equity assets towers over the 1.1% man-
aged by funds with less than 40 securities.

As somewhat anemic returns seep 
through the entire hedge fund industry, 
impressive performances from a select few 
quants have captured investor attention. 
There’s Quantitative Investment Man-
agement, whose $1.2 billion equity fund 
returned 55% this year through May, or 
Renaissance Technologies’s equity fund, 
which gained 13.7% over the same period, 
compared with a 5.3% rise in the S&P 500.

REMEDY FOR LOW VOLATILITY
But performance for the average quant 

fund hasn’t been so outsized. The 1,070 
quants reporting to eVestment have cu-
mulatively underperformed their bench-
mark by about 1% since March 2016 and 
are flat this year.

That said, the returns are all different 
depending on the time horizon, asset class 
and general strategy. For example, fast 
acting equity quants with mean reversion 
strategies struggled last month, according 
to Marko Kolanovic, global head of quan-
titative and derivatives strategy at JPMor-
gan Chase, because they made unsuccess-
ful bets that the gap between value and 
growth would revert.

Low volatility among asset classes has 
made it difficult for quant managers to eke 
out returns. One remedy? Leverage, which 
is raising paranoia among market watch-
ers worried about another quant quake. 
But the market has a ways to go to get back 
to that era.

At the end of 2016, leverage used by eq-
uity quants was about half of that leading 
up to the crash in 2007, data compiled by 

Barclays show. Evidence does suggest that 
leverage may be ramping up again this 
year, however, with the gross equity expo-
sure of quant funds sitting near all-time 
highs.

The rise of quant funds’ more simplis-
tic clone, smart beta, also has affected the 
industry. Smart beta uses the quant con-
cept of factor investing and repackages 
tilts to styles like momentum and value in 
a cheaper passive mutual fund or ETF. A 
record $617 billion now sits in U.S. smart 
beta ETFs, Bloomberg data show.

SCALABLE STRATEGIES
Though critics say smart beta funds are 

clumsy at capturing the risk premia used 
by quants, their lower cost has made them 
popular, weighing on the hedge funds 
community. More than a third of quant 
funds in a recent Bernstein survey said 
they have reduced fees this past year.

For some, fee pressure means turning 
to scalable quant strategies over expensive 
stock pickers. Take BlackRock, the largest 
issuer of ETFs, which earlier this year fired 
more than 30 people in its active-equities 
group and moved $6 billion into quant 
funds. The firm is now spending about $1 
billion on technology and data to power 
their quants, Gary Shedlin, the asset man-
ager’s chief financial officer, said during 
the Morgan Stanley Financials conference 
last week.

“You obviously saw some of our reposi-
tioning of our active equity business that 
is going to push what I would call more 
commoditized product for which you can 
no longer charge a high fee,” Shedlin said. 
“This is a real game. This is not for the faint 
of heart.” — Bloomberg News MME 
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“Fundamentally driven managers have 
historically captured the focus, the flows 
and the glory.”

 Louis Molinari, global head of capital solutions, Barclays
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od as a solution, and boasts that Harry 
Markowitz himself tested their model, 
and declared in 2003 it was better than his 
own portfolio optimization process.

Michaud sat down with Money Man-
agement Executive to talk about the issues 
with modern optimization methods. An 
edited version of the conversation follows.

What have managers been doing 
wrong with asset allocation?  

What good asset managers do is they’ve 
recognized a long time ago that the port-
folios that come out of the optimization 
process really can’t be used without being 
managed.  So, what people do is they take 
the portfolios, they have some estimates 
of risk and return, then they plug it into 
an optimization tool, and they look at the 
asset allocation. If the allocation says this 
is crazy, I can’t use this, what are you sup-
posed to do?  

Well, it must be true that, hey, I didn’t 
quite get the returns right or the risks, 
right? So let me change the returns, let 
me change the risks, maybe even change 
some of the correlations between the as-
sets, and that still doesn’t look right. Well, 
we know that we can’t have that much 
in emerging markets. We can’t have that 
much in long-term Treasuries. So we con-
strain the solution. I call this is a “Why 
bother optimization.” You knew what 
you wanted to get and you get the port-
folio that you knew is the right portfolio.

 And of course what I do when I make 
these presentations is I kid people and I 
say, “Why not just write it in?” 

But there are career risks. If you go 
to an investment policy committee, you 
have to be credible with an optimization. 
You have to be credible in front of a cli-
ent, otherwise, you’re not going to be in 
business. So people that manage these 
portfolios, they create portfolios that are 
engineered to be acceptable. 

To a very large extent that is still what 
everyone, even the most sophisticated 
asset managers in the world are doing 
— just engineering acceptable portfolios 
that pass muster for an investment policy 

committee or for a particular presenta-
tion or for a particular set of clients. That 
is what they are doing. It’s not wrong, but 
it’s not right either.

What are some of the general flaws 
with current optimization tools? 

The Markowitz way of optimizing the 
portfolios is theoretically the correct an-
swer. But when you plug data into the op-
timizer, that’s where the problem occurs, 
because when you do, your computer as-
sumes that you have 16 decimal places of 
accuracy in your information. 

What’s happening is that the optimiz-
ers are highly, highly sensitive to even the 

smallest change in the data you have in 
your inputs, and they optimize it using 
all of this information to create portfolios 
that do not make any investment sense. 
So, even small changes in the inputs can 
lead to very, very large changes in the op-
timized portfolio. 

The other problem with that is that, 
well, you really don’t have very much con-
fidence in your data to 16 decimal places, 
and yet the optimizer could be giving you 
totally different answers with even small 
changes in your inputs. The portfolios 
are hard to manage. The portfolios are 
hard, very, very unstable, and ultimately 
the portfolios don’t have any serious in-
vestment value and can’t be used in any 
practical sense.

What kinds of tools are available to 
address these deficiencies?

Let me go from things that go wrong 
and why they go wrong to how to make 
them right — that is the patented technol-
ogy that my son [Robert O. Michaud] and 

I invented back in 1998 and is the basis of 
our firm,  New Frontier Advisors.

My son used simulation methods that 
take into account many, many different 
ways things can happen inconsistent with 
what you currently think you know. Even 
though you believe that stocks are going 
to beat bonds, the historical data is stocks 
beat bonds 70% of the time, while 30% of 
the time they’re going to be wrong. 

When you take into account all of the 
many ways things can happen that are to-
tally consistent with your best estimates 
of the future, when you think about all 
of that uncertainty, how do you make the 
optimizer reflect it? That’s when we used 

the simulation methods and we create 
literally thousands of scenarios based on 
our best estimates of risk and return, and 
then we use a patented technique to trans-
form all of these different ways things can 
happen into an efficient frontier that did 
not exist before. 

You’re proud of that accomplishment. 
Yes, but apart from that, the other 

thing that’s most important to say is that 
there’s actually a mathematical statistical 
proof that shows this procedure actually 
enhances investment value.  

And while we published that in the 
original Harvard book [Efficient Asset 
Management: A Practical Guide to Stock 
Portfolio Optimization and Asset Alloca-
tion], what is also worth noting is Harry 
Markowitz came along and he’s, of course, 
the inventor of Markowitz Optimization 
and more, and he was interested to know 
whether our procedure is better than his.  
So he did some tests and he was willing to 
say, in print, that the Michaud optimiza-

PORTFOLIO 
from page 1

Q&A

“What a good optimizer should 
do is help you do a better job 
of risk management.”

New Frontier CEO Richard Michaud 
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tion beats Markowitz.  We expect less and 
get more in the investment period.  

And these are what are called simula-
tions, and these are mathematically rigor-
ous ways of showing that one procedure 
can actually work better than the other.  
So even the world’s authority has said this 
after testing what we do. This is basically 
why everybody isn’t doing as well. 

How does your tool work when it 
comes to accounting for uncertainty?  

Well, New Frontier is not only a soft-
ware, global software provider, we actu-
ally manage money with our technology.  
And so what we offer to clients is profes-
sional management with superior tech-
nology, and that is what we would do here.  
We would pay attention to what’s going in 
the Federal Reserve.  We would be paying 
attention to what’s going on at the central 
banks. We would pay attention to what’s 
going on in many emerging markets like 
Brazil and, of course, we need to pay at-
tention to a whole range of issues that 
come up like the ones that you’re talking 
about in terms of commodities and oil 
prices and so on.  

But what we do is use our best es-
timates of how to think in terms of risk 
return estimates for various asset classes, 
and we do use ETFs for our strategies, 
since we’re a specialist in ETFs here. It’s 
what we care about; what a good optimiz-
er should do is help you do a better job of 
risk management. And how the portfolios 
look is that they are much better diversi-
fied than what you would get with a tradi-
tional approach to portfolio optimization 
or even a process where you’re trained to 
manage the portfolios.  

The optimized portfolios with Mi-
chaud optimization are extremely well di-
versified, and they take into account all of 
the relationships between many different 
kinds of indices and so on. The portfolios 
tend to be much more reliable and stable 
across time which is what we have been 
able to show in actual practice.

How does the Michaud optimizer 
solve for this exactly?

I’ll tell you how we do it.  We have sta-

tistical methods for estimation. Some are 
advanced statistical methods for estimat-
ing risk and returns. That’s one thing we 
do. We are specialists in modern statistics 
applied to finance.

We also pay a lot of attention to finan-
cial theory in terms of the structure of 
global capital markets and risk premiums 
and so on, but we also pay attention to 
how data changes and how today’s data 
might be different from yesterday’s or 
perhaps last week’s data.  And we re-esti-
mate our risk and return estimates based 
on how things have changed, and we do 
this once a week. 

But what is unique about us is that we 

have this rebalancing tool. Now how do 
people generally rebalance a portfolio? 
Well, what they do is they do it once a 
quarter, once a month, some kind of cal-
endar basis. That’s the way in which many, 
many institutions decide to change the 
portfolio. Of course, some people do it ev-
ery three seconds. Those are the high fre-
quency traders and so on.  Some deep val-
ue managers might not want to ever trade 
more than once a year.  So it depends on 
the kind of strategy you have. 

What we have is a core multi-asset ETF 
strategy. So in the context of being a core 
strategy, we’re not likely to want to trade 
too terribly often across the year. 

The other way in which people trade 
has to do what’s called range rules. You 
have some kind of range around the 
bond asset or the stock asset or whatev-
er, and if the allocation ranges outside of 
some range, then you say, well, I’ve got to 
change that, change the portfolio.

That’s problematic in your view?

Well, neither of these two methods 
are portfolio-based, neither of these two 
methods have any financial theory be-
hind them. You’re not really paying at-
tention to the portfolio; you’re just paying 
attention to a rule that is purely an ad hoc, 
not financially grounded nor grounded in 
financial theory.

What we came up with is truly unique.  
What we have is a need to trade probabil-
ity associated with the portfolio, and the 
concept here is both simple and not. The 
concept here simply is: Is the portfolio 
you currently own statistically similar to 
the portfolio you currently think is now 
optimal? 

If the portfolio you think is currently 
optimal is statistically similar to the one 
you currently own, don’t trade. You’d be 
trading in noise. If, on the other hand, the 
two portfolios are statistically dissimilar, 
then you probably want to consider trad-
ing the old portfolio towards the new one.

And having a need to trade probability 
has to do with one of the most important 
innovations of New Frontier Advisors.  
It’s a procedure that allows us to decide to 
trade tomorrow or six months from now 
but not on a calendar basis on any partic-
ular day in fact.  

So it isn’t calendar based, it isn’t range-
based, it is portfolio-based and takes into 
account the entire portfolio relative to 
the currently new optimal portfolio.  Our 
particular strategy is we tend to trade not 
much more than three times a year. But 
we trade when the data tells us to trade. 
It’s one of the most important things and 
the reason for the success that we have 
had for well over 12 years managing ETF 
portfolios. MME 

Q&A

“Even the most sophisticated asset 
managers in the world are just engineering 
acceptable portfolios that pass muster for 
an investment policy committee.”
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DATA SHOWCASE

Ticker 3 Yr.
Return (%)

Standard 
Deviation (%)

Net expense 
Ratio (%)

Fund Assets 
(millions)

Performance Trust Strategic Bond PTIAX 5.36 2.15 0.82 $949

Colorado BondShares A Tax-Exempt HICOX 4.56 1.45 0.55 $1,109

Touchstone Flexible Income MXIIX 4.36 2.77 0.86 $711

GMO Opportunistic Income GMODX 4.08 1.2 0.46 $1,250

BNY Mellon Corporate Bond BYMMX 3.89 2.96 0.56 $771

Waddell & Reed Muni Hi-Inc UMUHX 3.86 2.9 0.88 $786

Credit Suisse Floating Rate Hi Inc CHIAX 3.83 2.94 0.95 $3,461

USAA CA Bond USCBX 3.76 3 0.56 $688

Franklin OH Tax-Free Inc FTOIX 3.75 2.93 0.63 $1,608

AB Global Bond ANAGX 3.70 2.69 0.83 $6,628

USAA Tax Exempt Long-Term USTEX 3.68 2.89 0.51 $2,395

T. Rowe Price MD Tax-Free Bond MDXBX 3.67 2.76 0.46 $2,251

T. Rowe Price VA Tax-Free Bond PRVAX 3.62 2.9 0.47 $1,206

Putnam Tax Exempt Income PTAEX 3.53 2.89 0.77 $920

Angel Oak Multi-Strategy Income ANGLX 3.48 2.77 1.25 $5,393

American Century Global Bond R5 AGBNX 3.48 2.67 0.64 $1,319

USAA VA Bond USVAX 3.47 2.79 0.60 $696

Eaton Vance Glbl Macr Absolute Return EAGMX 3.41 2.33 1.03 $5,997

JHancock Strategic Income Opps NAV JHSEX 3.38 2.25 0.66 $7,368

Delaware Tax-Free MN A DEFFX 3.38 2.75 0.85 $563

 
Source: Morningstar

When worries about economic growth and market volatility cause clients to ask repeatedly about risk management, the conversation 
often turns to standard deviation. Funds that focus on this measure of variation, generally ensuring more stability, come at a price, at 
least in terms of forgone returns.
Of course, when it comes to investment returns, stability can be sexy, so we’ve gathered all the mutual funds with at least $500 million in 
assets and standard deviations of less than 3%. We list 20 funds ranked by three-year returns.
These options are not dirt cheap. Expense ratios ranged from about 50 to 100 basis points, and two funds were over the 1% mark. MME 

Highest returns among the funds with lowest standard deviations
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 Total Total Total    Municipal  Total Developed Emerging
Date Long Term Equity Domestic Large cap Mid cap Small cap Multi cap     Other World Markets Market

WorldDomestic
Equity

Note:  Weekly cash flows are estimates based on reporting covering 98% of industry assets.

Source: Investment Company Institute

Mutual Fund Flows
($ millions)

Estimated Weekly Net New Cash Flow

Monthly Net New Cash Flow

6/14/2017 3,979 382 -2,405 -7,138 -509 -353 5,847 -252 2,787 2,157 630
6/7/2017 -674 -7,912 -7,658 -3,630 -792 -899 -2,015 -322 -255 -210 -45
5/31/2017 -44 -1,522 -3,169 -1,066 -369 -338 -893 -504 1,647 1,204 444

5/24/2017 5,367 -249 -2,309 1,130 -581 -985 -990 -883 2,060 1,109 951

5/17/2017 7,001 1,319 -1,688 622 -945 -57 -1,113 -195 3,008 2,174 834

5/10/2017 10,508 4,171 1,674 1,805 -369 -87 709 -385 2,497 1,612 885

5/3/2017 1,640 -2,338 -5,393 -10,476 -527 -395 6,253 -248 3,055 2,097 957

4/30/2017 -711 -13,433 -19,718 -5,053 -4,129 -2,029 -7,171 -1,336 6,285 4,415 1,870
3/31/2017 10,773 -15,680 -14,033 -1,715 -1,040 -1,089 -7,873 -2,315 -1,647 -1,530 -117
2/28/2017 25,911 3,024 -2,944 -1,235 491 697 -2,350 -547 5,968 5,063 905

1/31/2017 10,202 -8,620 -11,108 778 -886 826 -10,571 -1,255 2,489 1,429 1,060
12/31/2016 -56,061 -33,606 -26,962 -10,891 -975 -816 -12,196 -2,085 -6,643 -5,819 -824
11/30/2016 -52,595 -28,475 -26,087 -8,244 -1,853 -291 -11,078 -4,621 -2,388 -1,241 -1,147
10/31/2016 -32,973 -38,068 -31,450 -8,576 -5,330 -2,538 -12,213 -2,793 -6,619 -6,400 -219
9/30/2016 -9,013 -22,382 -15,275 -152 -1,653 -1,086 -10,118 -2,264 -7,108 -6,201 -907
8/31/2016 -9,939 -32,418 -24,807 -5,504 -3,373 -1,726 -12,747 -1,458 -7,611 -7,383 -228
7/31/2016 -15,322 -37,875 -31,402 -11,922 -5,177 -3,381 -9,035 -1,887 -6,473 -6,281 -192
6/30/2016 -14,516 -18,967 -14,678 1,099 -4,404 -1,576 -7,777 -2,020 -4,289 -4,292 3

5/31/2016 -5,863 -17,643 -17,550 -4,178 -3,538 -1,188 -7,131 -1,516 -93 -1,284 1,191
4/30/2016 -4,673 -23,921 -19,388 -5,800 -3,334 -2,405 -7,307 -542 -4,533 -3,633 -899
3/31/2016 14,663 -9,851 -9,701 -5,468 -1,321 93 -2,667 -338 -149 1,274 -1,423
2/29/2016 8,129 8,417 -2,374 2,072 -2,878 -367 -544 -657 10,791 10,189 602
1/31/2016 -20,767 -4,966 -15,479 5,587 -5,919 -2,888 -7,306 -4,952 10,514 10,753 -239
12/31/2015 -76,124 -36,806 -25,416 -5,347 -5,169 -4,121 -8,240 -2,539 -11,390 -7,233 -4,157
11/30/2015 -30,057 -20,575 -19,537 -6,164 -3,542 -3,591 -5,978 -262 -1,038 813 -1,850
10/31/2015 -7,669 -9,877 -11,881 -7,227 -725 -1,977 -2,958 1,006 2,003 3,132 -1,129
9/30/2015 -34,455 -9,401 -14,898 -5,318 -1,007 -1,976 -3,541 -3,055 5,497 7,749 -2,251
8/31/2015 -39,250 -9,347 -17,562 -3,927 -2,773 -1,425 -6,122 -3,315 8,215 11,440 -3,225
7/31/2015 -19,131 -9,547 -27,907 -14,811 -2,613 -986 -9,431 -66 18,361 18,857 -497
6/30/2015 5,290 -2,984 -16,597 -8,620 -1,026 -771 -5,858 -322 13,613 13,218 395

5/31/2015 3,012 -3,815 -16,725 -5,933 -416 -1,912 -8,096 -368 12,911 12,565 345

4/30/2015 5,589 -1,436 -19,649 -9,967 -2,082 -735 -6,992 128 18,212 15,497 2,715

3/31/2015 14,764 5,077 -8,599 -1,372 -501 -1,013 -6,753 1,041 13,676 10,264 3,412

2/28/2015 29,530 8,951 1,759 2,356 586 -997 -3,123 2,937 7,192 5,902 1,290

01/31/2015 25,706 13,060 6,647 9,751 -1,390 -1,794 -4,227 4,306 6,412 5,425 987

SCORECARD
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