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What is “Portfolio Optimization”? 

Portfolio optimization is a formal mathematical approach to making investment decisions across a collection of financial 

instruments or assets. The classical approach, known as modern portfolio theory (MPT), involves categorizing the investment 

universe based on risk (standard deviation) and return, and then choosing the mix of investments that achieve a desired risk 

versus return tradeoff.  

Adding Alpha with Portfolio Optimization 

AmericaFirst supports a holistic approach that offers investment solutions rather than just investment products…one such 

example is the AmericaFirst Portfolio Optimizer. 

Studies have shown that over 90% of an investment portfolio’s returns are due to its allocation among different asset classes.1  

Despite this, Investors may still focus on uncovering securities with high current returns and kicking out securities with recent 

underperformance despite their long-term track records.  This “what have you done for me lately?” approach may lead to a 

portfolio of highly-correlated securities that move in lockstep and provide little diversification and downside protection. 

The AmericaFirst Portfolio Optimizer provides the historical risk versus reward characteristics of a recommended portfolio of 

low-correlated asset classes given a set of risk, return and yield parameters defined by the user. The optimizer sorts through 

thousands of monthly data points to determine a combination that would have provided the desired result with the least 

amount of historical risk (standard deviation).  The Optimizer can also define the historical risk versus return profile of a 

current portfolio (as measured by standard deviation) – allowing the Advisor to evaluate his clients’ portfolio for efficiency. 

We’ve created this tutorial to help you get started.  The tutorial will cover the following input areas of the Optimizer: 

 Risk Model and Custom Parameters 

 Current Portfolio 

 Constraints 

 Report Customization 

Risk Model and Custom Parameters 

The Risk Model allows the Advisor to benchmark a pre-established risk objective: Aggressive, Moderately Aggressive, 

Moderate, Moderate Conservative, and Conservative. These models are represented by the Dow Jones Relative Risk Indices.    

To optimize a portfolio based on a specific return, risk and/or yield parameter, an Advisor simply needs to enter said criteria in 

the Custom Parameters section. 

The Optimizer will generate a portfolio historically optimized to standard deviation (risk) first, and return second.  If only the 

“return” parameter is specified, the Optimizer will generate the portfolio with the lowest standard deviation for the desired 

return. 

(Note: Be sure to clear all parameters before making another optimization run.  Leaving a parameter like “Moderate” and 

entering a current portfolio will not yield the same result as leaving the model portfolio blank and entering an existing 

portfolio.) 

 

1. "Determinants of Portfolio Performance" Brinson, Hood & Beebower, 1995 



Current Portfolio 

As an option, the Advisor may enter a current portfolio allocation.  The Optimizer will define the historical risk, return and 

yield characteristics of the current portfolio and compare it to a historically optimized portfolio.  Unless otherwise instructed, 

the Optimizer will attempt to provide a portfolio that provides the highest historical returns for the standard deviation of the 

current portfolio. Since AmericaFirst does not acknowledge the usefulness of equity style boxes, we have used a single stock 

index (the S&P 500) as a proxy for the domestic stock universe.  

Constraints  

While the optimizer will provide a recommended portfolio based simply on return, risk, and yield objectives, the user may 

establish minimum and maximum constraints for each investment type.  

Quite often, the optimizer creates portfolios that may hold very few asset types.  To counter this, the Advisor may place a 

minimum or maximum constraint on each asset type from which the Optimizer can select in order to force it to create a more 

diversified portfolio.  We understand how hard it could be to recommend a portfolio with only two or three asset types – 

especially if the asset types are alternative in nature (i.e. gold or commodities). 

Report Customization 

Towards the bottom of the input page you will find spaces to enter your name as well as your client’s name.  Towards the top of 

the page, you will see a “submit” button.  Also toward the top, you will find a space to designate the annual management fee. 

The “submit” button will create a customized pdf report that displays various tables, graphs and charts depicting the 

performance of the optimized portfolio.  If a benchmark or current portfolio is defined, the report will show the performance 

of the optimized portfolio versus the benchmark.  If no benchmark or portfolio is defined, the report will display the optimized 

portfolio’s performance versus stocks (the S&P 500 Index). 

Questions? 

Please do not hesitate to call Advisor Support at 916-787-9940 with any questions you may have. 

AmericaFirst Capital Management, LLC. 

8150 Sierra College Blvd – Suite 290 

Roseville, CA  95661 

www.AmericaFirstFunds.com 

 

 

Winner of the 2015 Lipper Fund Awards (United States): 

 

Investors should carefully consider the investment objectives, risks, charges and expenses of AmericaFirst Funds.  This and other 
important information about the Fund is contained in the prospectus, which can be obtained at www.AmericaFirstFunds.com or by 
calling 866-960-1355. Read the prospectus carefully before investing.   

AmericaFirst Funds are distributed by Northern Lights Distributors, LLC. Member: FINRA/SIPC. AmericaFirst Capital Management and 
its subsidiary, AmericaFirst Securities, Inc., are not affiliated with Northern Lights Distributors, LLC nor are they affiliated with 
Burlington Capital Group (formerly America First Companies) or any of its subsidiaries. 

  

For the AmericaFirst Quantitative Strategies Fund (AFIAX, AFISX) in the Lipper 
Multi-Strategy category for 3 and 5 year performance out of 70 and 30 funds 
respectively. 

Lipper Fund Awards are not intended to constitute investment advice. Rather, you 
should use the awards for informational purposes only.  Lipper Fund Awards are 
given to the highest Lipper Leader for Consistent Return for each Lipper Fund 
Classification for 3-, 5-, and 10-yr periods. 2015 awards are for time periods 
ended December 31st, 2015. For additional information, click here.  

www.AmericaFirstFunds.com
http://www.americafirstfunds.com/
http://www.finra.org/
http://www.lipperweb.com/Awards/FundAwards.aspx


Past performance is no guarantee of future results and the actual current performance of the portfolio may be lower or higher 
than the stated hypothetical performance including the probability of loss. Hypothetical returns were significantly higher than the 
returns of the S&P500 Index in certain years which were the result of certain market factors and events which may not be 
replicated in the future. Performance is hypothetical and not representative of prior portfolios since none existed during all of the 
periods shown. Returns assume dividend reinvestment.  

In certain scenarios, the S&P 500 Index has been included for comparative purposes only. The S&P 500 Index is an unmanaged index 
of 500 stocks used to measure large-cap U.S. stock market performance. The index cannot be purchased directly by investors. 

Standard Deviation is a measure of price variability (risk).  

You should consider the portfolio’s investment objectives, risks, and expenses carefully before investing. An investment in any 
investment portfolio should be made with an understanding of the risks involved with owning common stocks, such as an 
economic recession and the possible deterioration of either the financial condition of the issuers of the equity securities or the 
general condition of the stock market.  An investment in a portfolio containing equity securities of foreign issuers is subject to 
additional risks, including currency fluctuations, political risks, withholding, the lack of adequate financial information, and 
exchange control restrictions impacting foreign issuers. Risks associated with investing in foreign securities may be more 
pronounced in emerging markets where the securities markets are substantially smaller, less liquid, less regulated and more 
volatile than the U.S. and developed foreign markets.  Please see last page of this report for a summary of inherent risks of other 
asset classes represented in this analysis. 

The portfolio optimizer utilizes the following proxies to represent each asset type – each asset types are subject to risk, including the 
loss of principal and have a starting date of January of 1999: 

• Domestic stocks: S&P 500 Index 
• International stocks: MSCI World Index ex USA 
• Emerging Markets: MSCI Emerging Markets Index 
• Defensive Stocks: Utilities, Staples and Healthcare stocks of the largest 500 domestically-traded stocks weighted by Market 

Capitalization. 
• High-Yield Stocks: Top 10% dividend yielding stocks of the largest 500 domestically-traded stocks weighted by Market 

Capitalization 
• Seasonal Index: S&P 500 Index from November through April, Barclays Capital Credit Bond Index from May through October 
• Domestic Bonds: Barclays Capital Credit Bond Index  
• International Bonds: S&P/Citigroup International Treasury Bond Ex-U.S. Index 
• High-Yield Bonds: Barclays Capital U.S. Corporate High Yield Index  
• Commodities: S&P GSCI Total Return Index 
• Gold: Gold London PM 
• REITs (Real Estate Investment Trusts): Dow Jones US Total Return Real Estate Index 
• Money Market: 90-Day Treasury Bill Index 

The S&P 500, or the Standard & Poor's 500, is an American stock market index based on the market capitalizations of 500 large 
companies having common stock listed on the NYSE or NASDAQ. It is one of the most commonly followed equity indices, and many 
consider it one of the best representations of the U.S. stock market, and a bellwether for the U.S. economy. The index includes 
dividends reinvested. The MSCI World Index ex USA is a free float-adjusted market capitalization index that is designed to measure 
equity market performance in the global markets excluding the United States. The MSCI Emerging Markets Index captures large and 
mid-cap representation across 23 Emerging Markets (EM) countries. “Defensive Stocks” is represented by a market cap weighted 
portfolio of all Utility, Staples, and Healthcare stocks of the largest 500 domestically-traded stocks.  “High-Yield Stocks” is 
represented the 50 highest dividend yielding stocks of the largest 500 domestically-traded stocks. The Barclays Capital Credit Bond 
Index measures the performance of dollar-denominated investment grade corporate and agency bonds and have a remaining 
maturity of greater than one year. The S&P/Citigroup International Treasury Bond Ex-U.S. Index is designed to reflect the 
performance of bonds issues by non-U.S. developed market countries. The Barclays U.S Corporate High Yield Bond Index is 
composed of fixed-rate, publicly issued, non-investment grade debt. The S&P GSCI® is a composite index of commodity sector 
returns representing an unleveraged, long-only investment in commodity futures that is broadly diversified across the spectrum of 
commodities in an attempt to provide investors with a representative picture of realizable returns attainable in the commodities 
markets.  Gold London PM is an index based on the price at the end of each month close for London Gold.  The Dow Jones US Total 
Return Real Estate Index is a capitalization weighted, real time index that provides a broad measure of the US real estate securities 
market. Money Market is represented by the 90-day Treasury Index which is an unmanaged index representing monthly return 
equivalents of yield averages of the last 3 month Treasury Bill issues.  
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