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See "Important Information" for a discussion of performance data, some of the principal risks related to any of the investment strategies referred to in this presentation and other information related to this presentation.

Topics for Discussion 

For Institutional Use Only

▪ Introduction to Low Volatility Investing

▪ What is important when trying to manage volatility?



Introduction to Low Volatility Investing
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Introduction to Low Volatility Equity Investing

CAPM & The Risk-return Relationship

The Empirical Reality

Date Range: 7/1988 – 8/2021

Market Portfolio
MSCI World

Return = 8.5%

Risk =   14.9%

Empirical Minimum

MSCI World MV

Return = 9.1%

Risk =   11.2%

Finance theory vs empirical reality

Empirically it is hard to support the CAPM

▪ The risk-return relationship is flat at best.

▪ Higher volatility assets do not compensate investors for the higher risk with higher 

returns.

▪ Low volatility assets offer more compelling returns relative to their risk.

▪ Over many decades and across many geographies, the minimum variance 

portfolio has been more efficient than the market portfolio. 

Capital market theory suggests…

▪ An asset’s return is a function of its sensitivity to systematic risk (i.e., non-

diversifiable risk or Beta) , the risk-free rate and the market return.

▪ There is a positive risk-return relationship, implying investors are rewarded for 

taking on greater risk through greater returns.

▪ In the presence of a risk free asset, the minimum variance portfolio is inefficient. 

For illustrative purposes only. Source: Fidelity.
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Introduction to Low Volatility Equity Investing

The Low Volatility Anomaly = stocks exhibiting lower volatility achieve higher 

returns than can be explained by CAPM and the efficient market theory.

Stock Returns By Predicted Beta Deciles:

For illustrative purposes only. Source: Fidelity.

What is the Low Volatility Anomaly?
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Introduction to Low Volatility Equity Investing

More efficient equity exposure

Minimum variance portfolios have a long history of providing more efficient equity 

market exposure: market-like returns with less risk.

80+ year study in the U.S. market 30+ year MSCI Index comparison

MSCI World vs MSCI World Minimum Volatility Index
7/31/1988 – 8/30/2021

Exhibit 2 Source: CRSP, Fidelity Investments. Hypothetical back-tested data has inherent limitations due to the retroactive application of a model designed with the benefit of hindsight and may not reflect the effect that any material 
market or economic factors may have had on Fidelity's use of the model during the time periods shown. Thus, Model Performance is speculative and of extremely limited use to any investor and should not be relied upon. Hypothetical 
performance of the model is no guarantee of future result.  See methodology page for additional details.
For illustrative purposes only.
Index performance does not reflect the deduction of advisory fees, transaction charges, and other expenses, which would reduce performance. Investing directly in an index is not possible.
Past performance is no guarantee of future results.
Source: Fidelity Institutional Asset Management, as of 8/30/21.
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Introduction to Low Volatility Equity Investing

Downside protection is critical to long-term investors

An investor who loses 30% 

only needs 43% to break even

An investor who loses 50% 

needs 100% to break even

An investor who draws from his investments may 

never recover from a significant drawdown as he 

would require a return of 186% if he draws 5% of 

assets and the drawdown lasts 3 years

For illustrative purposes only. Source: Fidelity.

Importance of downside protection
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Introduction to Low Volatility Equity Investing

Downside Protection

▪ Expect strong downside protection during market turmoil

▪ MSCI World MV has achieved 60% downside capture over the past 30+ years

Upside Participation

▪ Expect solid upside participation in normal market environments

▪ MSCI World MV has captured 72% of market upside over the past 30+ years

More Efficient Equity Exposure

▪ Expect returns on par with the cap-weighted benchmark but with 20-30% less risk

▪ MSCI World MV has generated a risk-return ratio of 0.81 versus MSCI World’s 0.57 over the past 30+ years

Minimum variance portfolio expectations

◼

◼

◼

Index performance does not reflect the deduction of advisory fees, transaction charges, and other expenses, which would reduce performance. Investing directly in an index is not possible. 

Minimum variance portfolios & investor expectations
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Introduction to Low Volatility Investing: Not a Panacea

For illustrative purposes only. Index performance does not reflect the deduction of advisory fees, transaction charges, and other expenses, which would reduce performance. Investing directly in an index is not possible. Sources: FMR Co., MSCI.

Despite the long-term merits of low volatility investing & it’s ability to provide historically better risk adjusted returns, it does not always deliver desirable short-term return outcomes

As a client's return horizon grows, the odds of winning with a low-volatility allocation grows, especially when viewed from an absolute return standpoint

While the downside protection of low volatility strategies can help clients sleep well, large swings in relative returns can create higher tracking error that may be undesirable

For those clients with higher sensitivity to the wide swings in relative returns, perhaps introducing constraints aimed at reducing tracking error may be desirable

◼

◼

◼

◼
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Low Volatility Investing offers strong merits but it’s not perfect
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Equity markets have distinct cycles that include period of positive and negative returns.  A full cycle should capture performance from a peak to peak or from a trough to a trough.  

Low volatility equity strategies seek to provide equity market-like returns over a full market cycle with lower risk

Low volatility strategies, when viewed across an entire cycle, either from market peak to peak or market trough to trough, have delivered on expectations.

Introduction to Low Volatility Equity Investing

The benefits of low volatility strategies should be viewed through an entire market cycle

4.22

1.86 1.59

0.53

(3.79) (3.95)
(4.67) (4.30)

0.54 0.16 0.26 0.33

-6
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-3
-2
-1
0
1
2
3
4
5

Peak to Peak (00-07) Trough To Trough (03-09) Peak to Peak (07-20) Trough To Trough (09-20)

Relative Annualized Return Relative Annualized Volatility Relative Return/Risk Ratio

Figures are shown in USD.
Index performance does not reflect the deduction of advisory fees, transaction charges, and other expenses, which would reduce performance. Investing directly in an index is not possible.
Benchmark is MSCI World (N) and MSCI World Minimum Volatility Index (N). 
Source: Fidelity Institutional Asset Management, as of 2/11/21.

Low Volatility Relative Performance, Volatility And Return/Ratios Across Full Cycle

MSCI World Minimum Volatility Index – MSCI World Index 

◼

◼

◼
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Introduction to Low Volatility Equity Investing

Empirical reality for asset allocation

Efficient Frontier

Hypothetical Capital Markets Line

Hypothetical “Inefficient Frontier”

Top 4 Assets + MSCI World Index

Top 4 Assets + MSCI World Minimum Volatility Index

The Top 4 Assets refer to the 4 top performing asset classes over the period: U.S. Real Estate, US Large Cap Global Momentum and Global Quality.
Index performance does not reflect the deduction of advisory fees, transaction charges, and other expenses, which would reduce performance. Investing directly in an index is not possible. Past performance is no guarantee of future results. Asset classes are represented by the 
following indexes: The Market-MSCI World Index, Global Momentum Factor-MSCI World Momentum, Global Quality Factor-MSCI World Quality, Global Value Factor-MSCI World Enhanced Value, Global Min Vol-MSCI World Min Vol, US Large-S&P 500, US Small Cap-Russell 
2000, US Real Estate-Wilshire RESI, Global Growth-MSCI World Growth, Global Value-MSCI World Value, Emerging Markets-MSCI EM, Emerging Markets Small Cap-MSCI EM Small Cap, Canadian Equities-S&P TSX, Chinese Equities-MSCI China, Cash-30 Day US T-Bill.  
All performance gross of fees and shown in USD.  For illustrative purposes only. 

EFFICIENT FRONTIER 25 YEARS ENDING DECEMBER 31, 2021
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Introduction to Low Volatility Equity Investing

Risk/Return 100 % Developed Market Equity 40% Dev Mkt / 60% Enhanced Mkt 40% Low Vol / 60 % Enhanced Mkt

Return 8.05 9.19 9.46

Volatility 15.41 14.85 12.15

Sharpe Ratio 0.46 0.54 0.65

Downside Measures

Beta 1.00 0.96 0.74

Downside Capture 100.00 93.23 66.82 

Sortino Ratio 1.25 1.60 2.29 

Performance in GFC (53.65) (53.60) (47.41)

Volatility in GFC 21.65 22.47 19.55 

For illustrative purposes only.
Source: Fidelity Investments. Global Equity allocation represented by MSCI World Index, “Enhanced” allocations are US Large Cap represented by S&P 500 Index, US Real Estate represented by Wilshire Real Estate Securities Index, 
Global Quality Factor represented by the MSCI Global Quality Index, Global Momentum Factor represented by MSCI World Momentum Index, Global Low  Volatility equity allocation represented by MSCI World Minimum Volatility Index.  
Returns reflect quarterly rebalancing for the last 25-years ending March 31, 2018. Index performance does not reflect the deduction of advisory fees, transaction charges and other expenses, which would reduce performance. Investing 
directly in an index is not possible. Past performance is no guarantee of future results.

GLOBAL DEVELOPED EQUITY “ENHANCED” GLOBAL EQUITY “VOLATILITY ENHANCED” GLOBAL EQUITY
Global Developed Equity

U.S. Large Cap

U.S. Real Estate

Global Quality Factor

Global Momentum Factor

Global Low Volatility

Diversification impact of low volatility on equity portfolio



What is important when trying to manage volatility?
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Low Volatility Investing: Looking Forward
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Risk model accuracy

▪ Risk models are historically estimated.

▪ Risk models can be inaccurate at times.

▪ Need more fundamental, forward-looking insights.

What could go wrong? Trailing volatility

For illustrative purposes only.
Example of investment research process is shown for illustrative purposes only and is not representative of manager's entire portfolio or all recommendations for time periods shown. Not a recommendation or offer to buy or sell any securities. 
Past performance of investment research process is no guarantee of future results.
Source: Fidelity Management and Research Company.
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Low Volatility Investing: Looking Forward

𝐓𝐨𝐭𝐚𝐥 𝐒𝐭𝐨𝐜𝐤 𝐑𝐢𝐬𝐤 =

Exposure × 𝐅𝐚𝐜𝐭𝐨𝐫𝐬′ 𝐑𝐢𝐬𝐤 + 𝐒𝐭𝐨𝐜𝐤 𝐒𝐩𝐞𝐜𝐢𝐟𝐢𝐜 𝐑𝐢𝐬𝐤

E.g, valuation, interest rates or 

other quant/macro/industry factors

Unique to each stock’s 

fundamental drivers

For illustrative purposes only.
Example of investment research process is shown for illustrative purposes only and is not representative of manager's entire portfolio or all recommendations for time periods shown. 
Not a recommendation or offer to buy or sell any securities. Past performance of investment research process is no guarantee of future results.
Source: Fidelity Management and Research Company.

Decomposition of risk

If I know the risk estimates ahead of time, how well can I do? 



16 For Institutional Use Only

Effect of perfect foresight

Low Volatility Investing: Looking Forward

Low Vol
With future

factors’ risk

With future 

stock-specific risk

With future 

total risk

Return 12.70% 12.75% 15.70% 15.67%

Volatility 12.80% 12.57% 12.62% 12.46%

Ratio 0.99 1.01 1.24 1.26

1. Both returns and risk-adjusted returns improve with knowing future risk

2. Surprisingly, the only driver is stock-specific risk information

For illustrative purposes only.
Example of investment research process is shown for illustrative purposes only and is not representative of manager's entire portfolio or all recommendations for time periods shown. 
Not a recommendation or offer to buy or sell any securities. Past performance of investment research process is no guarantee of future results.
Source: Fidelity Management and Research Company.
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▪ Forward-looking insights on factor risk  seems less material

- Historical factors risk seems good enough 

- Results may be unique to risk model

▪ Forward-looking insights on stock-specific risk matters !

- Difficult to capture quantitatively 

- Requires in-depth fundamental research on a per stock basis

Low Volatility Investing: Looking Forward

What does matter?
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Summary

Low volatility equities offer a unique performance pattern versus other asset classes.  However low volatility is 

not a panacea, it typically has higher tracking error vs the market and can underperform in strong rallies. 

Combining low volatility equities with other strong performing equity alternatives can increase the efficiency of 

your equity portfolio.

Understanding stock specific risk is important when trying to manage volatility.

A strategy that combines the forward-looking insights on alpha and risk from fundamental analysis with the 

discipline of quantitative portfolio construction may deliver investors the benefits of low volatility equities in a 

consistent manner.

◼

◼

◼

◼



Questions?



Appendix
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Methodology

▪For the purposes of this research, a Fidelity in-house risk model was used. All simulations begin on January 1, 1929, and end on March 31, 2012. Results are included for U.S. largest 500 

stocks by market capitalization and reconstituted annually using data provided by the Center for Research in Security Prices at the University of Chicago Booth School of Business. The model 

portfolio employs a relative position size constraint, a notional position size constraint, and a monthly turnover constraint. The total return is calculated daily and annualized using geometric 

compounding. Cash is not included in the performance calculations. Transaction costs, management fees, performance fees, custodial fees, other administrative fees, and applicable taxes have 

not been deducted. All results reflect realized and unrealized appreciation. All dividends are reinvested.

HYPOTHETICAL TRADING AND MANAGEMENT CHARACTERISTICS OF LOW-VOLATILITY MODEL PORTFOLIO,  

1/1929–3/2012

Low Volatility Model Portfolio

Investment Universe U.S. largest 500 by market capitalization, annually reconstituted

Average Stock Holdings 90

Average Annual Portfolio Turnover 82%

Portfolio Trading Frequency Monthly

Portfolio Simulated Returns Daily

Single Security Position Limit No more than 1.5% of portfolio

Market Capitalization Constraint No portfolio holding is allowed to exceed 1% of market capitalization

Market Liquidity Constraint No portfolio holding is allowed to exceed twice the security's average daily trading  dollar volume

Portfolio Trading Constraint Each month, portfolio cannot trade more than half of any security's average daily  trading dollar volume

Starting Portfolio Value in 1929 ($MM) $0.5

Ending Portfolio Value in 2012 ($MM) $1,871

Sources: CRSP, Fidelity Investments. Hypothetical data has inherent limitations due to the retroactive application of a model designed with the benefit of hindsight  and may not reflect the effect that any material market or economic factors 
may have had on Fidelity’s use of the model during the time periods shown. Thus,  Model Performance is speculative and of extremely limited use to any investor and should not be relied upon. Hypothetical performance of the model is no  
guarantee of future results.
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Important Information

For Institutional Use Only

Issued by Fidelity Investments Canada ULC (“FIC”).  Read this important information carefully before making any investment. Speak with your relationship manager if you have any questions. 

"Fidelity Investments" and/or “Fidelity” refers collectively to: i) FMR LLC, a US company, and its subsidiaries, such as Fidelity Management & Research Company (FMR Co.) and FIAM LLC (“FIAM”); and ii) Fidelity Investments 

Canada ULC (“FIC”) and its affiliates.

Fidelity Investments Canada ULC (“FIC”) is a firm claiming compliance with the Global Investment Performance Standards (GIPS®).

FIC has prepared this presentation for, and only intends to provide it to, consultants and institutional and/or sophisticated investors in one-on-one or comparable presentations.  Do not distribute or reproduce this report.

This presentation has been provided by Fidelity Investments Canada ULC  and is for information purposes only. It is comprised of, among other things, examples of custom client implementations offered by Fidelity Management & Research 

Company LLC (FMR Co.) only, current as at the date of the report. The presentation may refer to ESG considerations that FMR Co. may take into account as part of their research or investment process, and is not reflective of the approach of 

any other Fidelity Investments company or sub-advisers’, such as, Fidelity Investments Canada ULC , FIL Limited, FIAM LLC, Geode Capital Management, LLC and State Street Global Advisors Ltd., to ESG research, stewardship and 

sustainable investing, either specifically or generally. 

Past performance is no guarantee of future results. An investment may be risky and may not be suitable for an investor's goals, objectives and risk tolerance.  Investors should be aware that an investment's value may be volatile and any 

investment involves the risk that you may lose money.  

Performance results for individual accounts will differ from performance results for composites and representative accounts due to factors such as portfolio size, account objectives and restrictions, and factors specific to a particular investment 

structure.

The value of a strategy's investments will vary day to day in response to many factors, including in response to adverse issuer, political, regulatory, market or economic developments.  The value of an individual security or a particular type of 

security can be more volatile than the market as a whole and can perform differently from the value of the market as a whole. Nearly all accounts are subject to volatility in foreign exchange markets. 

Derivatives may be volatile and involve significant risk, such as, credit risk, currency risk, leverage risk, counterparty risk and liquidity risk. Using derivatives can disproportionately increase losses and reduce opportunities for gains in certain 

circumstances. Derivatives may have limited liquidity and may be harder to value, especially in declining markets. Derivatives involve leverage because they can provide investment exposure in an amount exceeding the initial investment.  

Leverage can magnify investment risks and cause losses to be realized more quickly.  A small change in the value of an underlying asset, instrument, or index can lead to a significant loss.  Assets segregated to cover these transactions may 

decline in value and are not available to meet redemptions.  Government legislation or regulation could affect the use of these transactions and could limit the ability to pursue such investment strategies. 

The performance of international strategies depends upon currency values, political and regulatory environments, and overall economic factors in the countries in which they invest.  Foreign markets, particularly emerging markets, can be more 

volatile than the Canadian market due to increased risks of adverse issuer, political, regulatory, market, or economic developments and can perform differently from the Canadian market.  Foreign exchange rates also can be extremely volatile. 

These risks may be particularly significant for strategies that focus on a single country or region. 

These materials may contain statements that are “forward-looking statements,” which are based on certain assumptions of future events.  Forward-looking statements are based on information available on the date hereof, and FIC does not 

assume any duty to update any forward-looking statement.  Actual events may differ from those assumed by FIC when developing forward-looking statements.  There can be no assurance that forward-looking statements, including any 

projected returns, will materialize or that actual market conditions and/or performance results will not be materially different or worse than those presented.

Performance data is generally presented gross of any fees and expenses, including advisory fees, which when deducted will reduce returns.  See the GIPS® Composite Performance Data for performance figures that are net of the maximum 

investment advisory fee charged any client employing this strategy. Some clients may request a performance fee arrangement, which if imposed will also reduce returns when deducted.  See FIAM LLC's Form ADV for more information about 

advisory fees if FIAM LLC is the sub-advisor to the account or product. For additional information about advisory fees related to other FIAM advisory entities, speak with your relationship manager.  All results reflect realized and unrealized 

appreciation and the reinvestment of dividends and investment income, if applicable.  Taxes have not been deducted.  In conducting its investment advisory activities, FIAM utilizes certain assets, resources and investment personnel of FMR 

Co. and its affiliates, which do not claim compliance with the Global Investment Performance Standards (GIPS®). 

Certain data and other information in this presentation have been supplied by outside sources and are believed to be reliable as of the date of this document.  Data and information from third-party databases, such as those sponsored by 

eVestment Alliance and Callan, are self-reported by investment management firms that generally pay a subscription fee to use such databases, and the database sponsors do not guarantee or audit the accuracy, timeliness or completeness of 

the data and information provided including any rankings.  Rankings or similar data reflect information at the time rankings were retrieved from a third-party database, and such rankings may vary significantly as additional data from managers 

is reported. FIC has not verified and cannot verify the accuracy of information from outside sources, and potential investors should be aware that such information is subject to change without notice.  Information is current as of the date noted.

Third party trademarks and service marks are the property of their respective owners. All other trademarks and service marks are the property of Fidelity Investments Canada ULC or its affiliated companies. FIC does not provide legal or tax 

advice and we encourage you to consult your own lawyer, accountant or other advisor before making an investment.


