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Why Low Volatility?

Our research, which began nearly 20 years ago, and has since been validated by 
other notable investors, indicates that lower-volatility stocks typically deliver 
market-like returns over the long-term, considerably less volatility and smaller 
drawdowns than the market as a whole. Low-volatility strategies typically have 
significant weights to defensive sectors, such as consumer staples, healthcare 
and utilities, while allocating smaller amounts to volatile sectors, such as 
information technology, consumer discretionary and industrials.

Low-volatility equities are particularly attractive to investors who prefer to be at 
the lower end of the risk/return spectrum. These investors care about absolute 
risk—that is, they are more concerned about the risk of losing money than the 
risk of underperforming some market index. 

For example, if their goal is to avoid losses greater than a certain amount (say, 
10% or 20% of the portfolio’s value), low-volatility strategies may be especially 
compelling. That is not to say that low-volatility strategies are limited to the 
most conservative portfolios. Even the most aggressive investors may benefit 
from an allocation that is designed to dampen portfolio volatility.

A goals-based tool

Many investors measure their fund performance relative to an index, 
determining their investment success or failure based on whether the fund 
outperformed or underperformed the benchmark. As goals-based investors, we 
would argue that is not the optimal way to view performance. Rather, investors 
should be seeking to mitigate losses and make progress toward their goals. A 
low-volatility investment should be a particularly attractive goals-based asset-
allocation option. This is true no matter what the goal is—retirement, university 
tuition, vacation house or some other objective. 

What will it take to earn your money 
back?

Loss Required gain to 
recover

10% 11%

20% 25%

30% 43%

40% 67%

50% 100%

60% 150%

70% 233%

80% 400%

90% 900%

If an investor loses 10% on an investment, it will 
require an 11% gain to recoup that loss. A 50% loss 
would require a return of 100% to break even. A 
loss of 90% would require a gain of 900% — or 10 
times the initial loss.

Required Gain to Return  
to Initial Value =

Initial Value
  - 1Initial Value  

(1 - Initial Loss)

Source: SEI

Exhibit 1



2 FOR ADVISOR USE ONLY. NOT FOR PUBLIC DISTRIBUTION.

Why SEI Global Managed Volatility?

Early innovators

SEI was an early innovator in the managed-volatility space, engaging with six independent 
investment firms to confirm our low-volatility findings. By the end of 2004, SEI had launched the 
first of what would become numerous managed-volatility funds. Analytic Investors (now part of 
Wells Fargo Asset Management) was one of those six firms and became an original sub-advisor for 
SEI’s first managed-volatility fund launched in the United States; it still manages assets for that 
fund today. 

Exhibit 2: SEI’s Managed Volatility: An Evolution That 
Began With Early Innovation

It’s managed volatility, not minimum volatility

Over the past decade-plus, the investment industry has seen a proliferation of low-volatility 
equity strategies. There are numerous indexes, exchange-traded funds (ETFs) and active funds 
that seek to minimize volatility. Rather than follow this approach, we prefer to optimize risk-
adjusted returns as measured by the Sharpe Ratio. We believe that by allowing for slightly more 
than the minimum possible amount of volatility, we can increase expected returns by enough 
that the Sharpe Ratio for our Global Managed Volatility Fund is higher than those of minimum-
volatility options. In our view, over a long-term horizon, a strategy that maximizes risk-adjusted 
returns should ultimately provide market-like returns with significantly less volatility.
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SEI approaches six 
independent �rms to con�rm 

low-volatility �ndings
Mid 2003

SEI LAUNCH
U.S. Managed Volatility Fund

Oct 28, 2004

Clarke, de Silva and Thorley (Analytic) publish 
paper in Journal of Portfolio Management and 

receive “Paper of the Year” award.
Minimum-Variance Portfolios in the U.S. Equity Market - 

Fall 2006

MSCI-Barra consults with SEI-selected 
managers, conducts research and launches 
Global Minimum Volatility Index
Spring 2008

Thomas and Shapiro (SSgA) replicate Analytic’s work 
within Russell 3000 universe using Barra risk model
Managed Volatility: A new approach to equities - Feb 28, 2009

SEI LAUNCH
Global Managed Volatility Fund with 
Analytic and Acadian as sub-advisors

July 27, 2006

Blitz and van Vliet (Robeco) demonstrate 
bene�ts of low-volatility portfolios

The Volatility E�ect - Apr 17, 2007

Russell Investments launches 
Stability family of indices
Feb 3, 2011

SEI LAUNCH
Canadian Global Managed 
Volatility Fund
Mar 30, 2012
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Exhibit 3: Comparing Minimum Variance With Managed 
Volatility

Active management

SEI’s managed-volatility strategies are often compared to passively managed ETFs, but we believe 
that active management is important in the space. ETFs certainly offer a cost-effective option—
but, as previously noted, they are generally just a minimum-volatility implementation as opposed 
to actively optimizing risk/return. Within our framework for equity alpha sources (that is, drivers 
of excess returns relative to a benchmark), it probably comes as no surprise that we choose 
sub-advisors that exhibit characteristics of the stability alpha source. But it is fairly rare to find an 
asset manager that purely exhibits just one alpha source. Our global managed volatility sub-
advisors (Acadian Asset Management LLC and LSV Asset Management) often exhibit secondary 
alpha sources of value or momentum. This provides additional potential opportunity for excess 
returns of minimum-volatility portfolios.

Suggested Implementation

Lower-risk equity allocation

We believe our strategy can, over time, provide about a 25% reduction in volatility compared  
to broad-market indexes. Historically, this has typically resulted in significantly smaller 
drawdowns for managed volatility relative to the indexes. From a behavioural finance perspective, 
smaller drawdowns can help investors stay invested and resist the urge to time markets. This may 
also result in higher risk-adjusted returns over the long term, potentially making Global Managed 
Volatility an attractive asset-allocation option for any investor. More conservative investors,  
or those with goals that have shorter time horizons, may find this a particularly compelling  
way to add equities to their portfolio while not taking on full equity risk. Still, the potential to 
reduce volatility also has merits for more aggressive investors and those with longer investment 
time horizons. 

Higher income than traditional equities

While our Global Managed Volatility Fund does not specifically seek to own stocks with higher 
dividends, empirical evidence suggests that stocks with higher dividends generally have less 
volatile total-return patterns due to the higher-dividend rate. As such, the Fund often invests 
in these types of stocks and can typically be expected to out-yield its traditional broad-market 
benchmark. This makes for an attractive equity allocation for income-oriented investors who still 
want equity exposure.
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Minimum variance portfolios
seek to optimize only for risk 
without regard to return.  

Managed volatility portfolios 
seek to optimize for a combination 
of risk and return.  

A modest increase in risk can lead to 
an outsized gain in return, allowing the 
managed volatility portfolio to produce 
a higher Sharpe Ratio over time.



130 King Street West 
Suite 2810 
P.O. Box 433 
Toronto, ON  M5X 1E3 
855-734-1188

seic.ca

To learn how to add SEI’s Global Managed Volatility 
Fund to your clients’ portfolios, contact your 
relationship manager.

Important Information

SEI Investments Canada Company, a wholly owned subsidiary 
of SEI Investments Company, is the Manager of the SEI Funds in 
Canada. 

The information contained herein is for general and educational 
information purposes only and is not intended to constitute 
legal, tax, accounting, securities, research or investment 
advice regarding the Funds or any security in particular, nor an 
opinion regarding the appropriateness of any investment. This 
information should not be construed as a recommendation to 
purchase or sell a security, derivative or futures contract. You 
should not act or rely on the information contained herein 
without obtaining specific legal, tax, accounting and investment 
advice from an investment professional. This material represents 
an assessment of the market environment at a specific point in 
time and is not intended to be a forecast of future events, or a 
guarantee of future results. There is no assurance as of the date 
of this material that the securities mentioned remain in or out of 
the SEI Funds. 

This material may contain “forward-looking information” (“FLI”) 
as such term is defined under applicable Canadian securities 
laws. FLI is disclosure regarding possible events, conditions or 
results of operations that is based on assumptions about future 
economic conditions and courses of action. FLI is subject to a 
variety of risks, uncertainties and other factors that could cause 
actual results to differ materially from expectations as expressed 
or implied in this material. FLI reflects current expectations 
with respect to current events and is not a guarantee of future 
performance. Any FLI that may be included or incorporated by 
reference in this material is presented solely for the purpose 
of conveying current anticipated expectations and may not be 
appropriate for any other purposes. 

Information contained herein that is based on external sources is 
believed to be reliable, but is not guaranteed by SEI Investments 
Canada Company, and the information may be incomplete or 
may change without notice. Index returns are for illustrative 
purposes only, and do not represent actual performance of an 
SEI Fund. 

Index returns do not reflect any management fees, transaction 
costs or expenses. Indexes are unmanaged and one cannot 
invest directly in an index. The portfolio managers or the 
allocations of assets to a particular portfolio manager are 
subject to change from time to time at the Manager’s discretion. 

There are risks involved with investing, including loss of 
principal. Diversification may not protect against market risk. 
There may be other holdings which are not discussed that may 
have additional specific risks. In addition to the normal risks 
associated with investing, international investments may involve 
risk of capital loss from unfavourable fluctuation in currency 
values, from differences in generally accepted accounting 
principles or from economic or political instability in other 
nations. Bonds and bond funds will decrease in value as interest 
rates rise. 

Commissions, trailing commissions, management fees and 
expenses all may be associated with mutual fund investments. 
Please read the prospectus before investing. Mutual fund 
securities are not covered by the Canada Deposit Insurance 
Corporation or by any other government deposit insurer. Mutual 
funds are not guaranteed, their values change frequently and 
past performance may not be repeated.
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