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Investing with Low Volatility Mutual Funds

San Diego Chapter AAII – Risk Management SIG

Presented by Rob Bernstein, President RGB Capital Group LLC

June 12, 2021

This document is provided for educational purposes only.  It does not constitute an offer to sell or a solicitation to buy a 
security, and is not an offer to provide any specific investment advice.  Past performance is not indicative of future results.  
Changes in equities markets, interest rates, exchange rates, economic conditions, political conditions and other factors may 
influence future performance. 

Contact Information:  Rob Bernstein 
RGB Capital Group LLC
858-367-5200
rob@rgbcapitalgroup.com
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Agenda

• Moving Average Timing Techniques

• How to Track the Low Volatility Market 
Segments

• Selecting Low Volatility Mutual Funds
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Risk vs. Reward

Our goal as investors is to achieve returns outside the long-term, expected return channel by 
striving for better risk-adjusted returns (i.e. upper left-hand quadrant).

12/31/1996 – 12/31/2018

S&P 500
Russell 2000

Nasdaq

NYSE

Money Market (VMFXX)

Vanguard Total Bond 
(VBMFX)

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

0 1 2 3 4 5 6 7 8 9 10

A
n

n
u

al
iz

e
d

 R
e

tu
rn

Standard Deviation Higher RiskLower Risk

S&P 500
Russell 2000

Nasdaq

NYSE

Money Market (VMFXX)

Vanguard Total Bond 
(VBMFX)

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

0 1 2 3 4 5 6 7 8 9 10

A
n

n
u

al
iz

e
d

 R
e

tu
rn

Standard Deviation Higher RiskLower Risk



4
© 2021 - Robert Bernstein

All Rights Reserved

Moving Average Timing
Junk Bond Index (12/31/1997 – 12/31/1998)

• A: Peak in junk bond index

• B: Junk bond index crosses below moving average

• C: Bottom (trough)

• D: Junk bond index moves above moving average

50-day moving average

Moving average timing is a simple process of owning 
junk bonds when they are above the moving average 
and moving to cash (money market) when they are 
trending below their moving average.
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Timed drawdown (A→B) is very predictable.
Total drawdown (A→C) is not predictable.
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Moving Average Timing
Junk Bond Index (12/31/1997 – 12/31/1998)

• Moving average timing can provide appropriate entry and exit points when investing in junk bonds.

• The timed drawdown (A→B) was -1.0%; the total drawdown (A→C) was -8.7%.

• During 1998, a 50-day moving average would have increased returns and reduced overall volatility/drawdown. 

50-day moving average

Trading between junk bonds and a money 
market in 1998 would have resulted in higher 
returns (8.99% vs. 2.95%) and lower volatility 
(0.46% vs. 0.99%).
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Moving Average Timing
Junk Bonds (12/31/2002 – 12/31/2003)

• In 2003, the timed drawdown (point A → B) was -2.0%; total drawdown (point A → C) was only -3.7%.

• In this case, trading when MLHY- crossed the 50-day moving average resulted in a whipsaw, creating slightly less return.

50-day moving average

A

B
C

D

Moving average timing will not always 
generate larger returns;  however, it will 
always limit drawdown.
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Moving Average Timing

• Timed drawdown for MLHY- (A → B) was -2.1%; a lot better than the total drawdown (A→C) of -21.5%.

Junk Bond Index (12/31/2019 – 12/31/2020)

A B

C

50-Day Moving Average

D
Using a 50-day moving average limited a big 
portion of the drawdown in junk bonds during 
the pandemic induced crisis last year.
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Moving Average Timing

• Over the 20-year history of MLHY-, using a 50-day moving average has resulted in higher annualized returns 
and lower volatility.

• The maximum drawdown for the timed strategy is less than 6%.

Junk Bond Index (12/31/1996 – 6/9/2021)

Volatility

Annualized 
Returns
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Risk vs. Reward

Simply investing in a buy-and-hold strategy of junk bonds would have provided better risk-
adjusted returns.  Applying a 50-day moving average produces even better risk-adjusted returns 
and is consistent with most investors desire to achieve higher returns on lower volatility.

12/31/1996 – 12/31/2020
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Junk Bond Mutual Funds

• You can not invest in the Merrill Lynch US High-Yield Master II Index. However, junk bond mutual funds do a 
reasonable job of tracking the overall high-yield market as represented by the Merrill Lynch US High-Yield 
Master II Index.

A Good Proxy for Merrill Lynch US High-Yield Master II Index

BD04 is an average of 
10 large junk bond 
mutual funds.
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Junk Bond ETFs

• Junk bond ETFs follow the general trend of the Merrill Lynch US High-Yield Master II Index and most junk 
bond mutual funds, however on increased volatility. 

• The effectiveness of timing investments with a moving average is reduced as volatility increases.  

Junk Bond ETFs do a Poor Job of Tracking the Junk Bond Market

HYG is over two times as volatile as the Merrill Lynch US 
HY Master II Index and most junk bond mutual funds.

Volatility
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Mutual Funds vs. ETFs

• You can use junk bond ETFs with a 50-day moving average.  However, using a 50-day moving average on 
HYG resulted in lower returns than MLHY- and higher volatility which is generally inconsistent with 
investors’ desire for better risk-adjusted returns.

Can I use Junk Bond ETFs with 50-day Moving Average?

Merrill Lynch US High Yield Master II Index 
timed with a 50-day moving average.

HYG timed with a 50-day moving average.

BD04 timed with a 50-day moving average.

Volatility Annualized 
Returns
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Low Volatility Bond / Income Groups

Mutual funds that track these groups have historically shown the propensity to take on low volatility 
trends which can provide increased probability of better risk-adjusted returns.

Interest Rate Sensitive Groups
• US Treasury Bonds
• Corporate Bonds
• Municipal Bonds
• Inflation-Adjusted Bonds

Economic Sensitive Groups
• Floating Rate Bonds
• Junk Bonds
• High-Yield Municipal Bonds
• Emerging Bonds
• Preferred Securities
• Non-Agency MBS

The following groups tend to take on low volatility trends that make them suitable for 
moving average timing.
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Tracking the Low Volatility Groups

▪ RGB Market Monitor

▪ Complimentary

▪ Published monthly

▪ Structure:

a) My Thoughts / Commentary (page 1)

b) Stock Market Scorecard (pages 2 – 7)

c) Bond / Income (pages 8 & 9)

d) Overall Assessment (page 10)

▪ To be added to the distribution send 
a request to: 
lois@rgbcapitalgroup.com

mailto:lois@rgbcapitalgroup.com?subject=Please%20add%20me%20to%20the%20RGB%20Market%20Monitor
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RGB Market Monitor
Bond / Income Environment (page 8)

▪ Proprietary indices for each of the 
10 bond / income categories.

▪ Indices created with an equal-
weighted average of mutual funds 
that represent each group.

▪ 1-Year charts

▪ Plotted with a 50-day moving 
average to help visualize the trend
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RGB Market Monitor
Bond / Income Environment (page 9)

▪ Quantitative analysis of bond / 
income groups.

▪ Ranking across time period(s).

▪ General assessment / comments 
regarding these groups.
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RGB Market Monitor
Quantitative Analysis (page 9)

Metric Definition

Return Return for the period stated

Annal Return Return on an annualized basis

ULCER* Ulcer Index is a downside volatility metric (lower value implies lower volatility)

UPI* Ulcer Performance Index is a measure of risk-adjusted return.  Higher values reflect better risk-adjusted returns.

MaxDrawDown Maximum decline during the period stated

SD Standard deviation, a volatility measurement. Lower values represent lower volatility.

YTD Return Return from the beginning of the year to the date of the report.

One Year Return Return for the prior 12-month time period.

Sorted by UPI

*For more information on Ulcer Index and UPI, please see UI-UPI Guide here. 

https://static.fmgsuite.com/media/documents/662bf310-f284-4eee-a33f-f1cefb76b783.pdf
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RGB Market Monitor
General Assessment / Comments (page 9)
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RGB Market Monitor
Overall Assessment (page 10)

▪ Provides an overall assessment of 
the stock market and bond / 
income environments.

▪ Bond / Income Allocation (bottom 
of page) provides insights into 
which groups are providing best 
risk-adjusted returns and other 
thoughts given current market 
conditions.
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RGB Market Monitor
Overall Assessment: Bond / Income Allocation (page 10)

June 10, 2021
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Market Monitor Newsletter
Overall Assessment (Page 9)

April 9, 2020

March  12, 2020



22
© 2021 - Robert Bernstein

All Rights Reserved

Selecting Low Volatility Mutual Funds

You will need a charting tool to assist with the investment decision making process. I 
use FastTrack (www.investorsfasttrack.com) as my preferred charting and analysis tool 
for mutual funds. 

$46 - $80 / month$65 - $100 / month

http://www.investorsfasttrack.com/
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Selecting Specific Mutual Funds

▪ Fasttrack Demonstration

▪ FastTrack Training


