
Fund in focus: Brompton North American Low Volatility Dividend ETF (BLOV)

The market has experienced one of the most turbulent starts to the year in recent history. The S&P 500 had the worst 
start since 2009 and the NASDAQ had the worst January in over 30 years. What started off as a rotation from growth 
to value accelerated into a wider sell-off during the sharp move up in 10-year US Treasury yields.  As the steepening of 
the yield curve begins to accelerate, it creates volatility as investors re-position portfolios across both debt and equity 
markets. Many investors seek insurance on their portfolios to cushion the drawdowns during market turbulence. The 
simplest method is by increasing the cash position; however, the effectiveness is questionable as investors cannot 
consistently time the market for each drawdown over a long period. Institutions and sophisticated investors hedge 
risk using put options and/other structured strategies. While buying put options is a reasonable way to hedge market 
downturns, investors sometimes experience FOMO (Fear of Missing Out) by adding portfolio protection at the wrong 
times, when volatility is elevated and put premiums are expensive. As an example, during the sell-off in January 2021 
daily put options were averaging $1 trillion notional1, which was higher than during the COVID-19 market crash in 
early 2020. On January 24, 2022, $1.4 trillion notional1 in put options were traded and on that day the NASDAQ closed 
higher reversing a 4%+ intraday drop, which has happened only 5 other times in the past 30+ years.  The subsequent 
median 12-month return for these 6 trading events was 26.8%.2 To put it simply, it is cheaper to buy insurance before 
the house catches fire, not after.

We believe that low volatility strategies can be used as a market hedge while generating consistent risk-adjusted 
returns over the long term. In contrast, traditional portfolio insurance (options and other structured strategies) acts as 
a drag on returns and only pays off when an adverse risk event occurs. The chart below compares a “betting against 
beta” strategy (going long low beta stocks and shorting ones with high beta) versus a long only market portfolio. Beta is 
a measure of volatility or systematic risk. The theory behind this is simple: the prices of assets eventually revert to their 
median risk-adjusted price so that high beta assets are considered overpriced and low beta assets are considered 
underpriced. During market turbulence, high beta assets experience greater drawdowns than low beta assets.  

Investors have questioned whether low volatility investing is a fad that will eventually fade. These questions are usually 
pondered during euphoric bull market runs. We acknowledge the underperformance of low volatility strategies during 
these periods. However, the compounding long-term benefit of smaller drawdowns that low volatility investing provides 
during market turbulence exceeds the momentary underperformance during bull markets. The Low Volatility Effect 
has persisted through time, and across asset classes and market regimes for over 90 years3. We believe the Low 
Volatility Effect will continue to persist over time given investor’s risk seeking nature along with leverage constraints 
which limits the ability to arbitrage. This structural dynamic which has historically favoured Low Volatility strategies is 
unlikely to change.
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Brompton’s Approach
Brompton North American Low Volatility Dividend ETF (BLOV) is designed to produce equity returns with lower volatility 
through investing in a diversified portfolio of North American large capitalization equities. Our Portfolio Management 
team employs quantitative analysis with an active fundamental overlay to construct a portfolio with lower overall 
volatility than the market. The Portfolio Management team also overlays a covered call options strategy with the goal 
of further lowering volatility, while also aiming to increase distributable cash and total returns.
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This document is for information purposes only and does not constitute an offer to sell or a solicitation to buy the securities referred to herein. The opinions contained in 
this report are solely those of Brompton Funds Limited (“BFL”) and are subject to change without notice. BFL makes every effort to ensure that the information has been 
derived from sources believed to be reliable and accurate. However, BFL assumes no responsibility for any losses or damages, whether direct or indirect which arise 
from the use of this information. BFL is under no obligation to update the information contained herein. The information should not be regarded as a substitute for the 
exercise of your own judgment. Please read the prospectus before investing.

Commissions, trailing commissions, management fees and expenses all may be associated with exchange-traded fund investments. Please read the prospectus before 
investing. Exchange-traded funds are not guaranteed, their values change frequently and past performance may not be repeated.

Certain statements contained in this document constitute forward-looking information within the meaning of Canadian securities laws. Forward-looking information may 
relate to matters disclosed in this document and to other matters identified in public filings relating to the fund, to the future outlook of the fund and anticipated events or 
results and may include statements regarding the future financial performance of the fund. In some cases, forward-looking information can be identified by terms such 
as “may”, “will”, “should”, “expect”, “plan”, “anticipate”, “believe”, “intend”, “estimate”, “predict”, “potential”, “continue” or other similar expressions concerning matters that 
are not historical facts. Actual results may vary from such forward-looking information. Investors should not place undue reliance on forward-looking statements. These 
forward-looking statements are made as of the date hereof and we assume no obligation to update or revise them to reflect new events or circumstances.
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