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Equity market indices – dominance of market capitalization

Historical degression : from market indices to indexing and ETFs

Market indices as investments: properties and efficiency debates

SUMMARY
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Alternative weighting schemes : towards efficient betas

Classification of weighting methodologies

Example of Minimum variance



PASSIVE MANAGEMENT = FOLLOWING AN INDEX
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Simplicity : 
Methodology is easy to explain and understand

Passivity: 
Weights automatically adjust to the performance of index components
Market Cap Weighting is the only truly passive strategy (safe additons/deletions in the index) 

Liquidity: 
Large stocks generally exhibit high liquidity, making indices easy to replicate

ARGUMENTS FOR MARKET CAP WEIGHTED INDICES
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Large stocks generally exhibit high liquidity, making indices easy to replicate

Optimal Portfolio under Efficient Market Hypothesis : 
Market Cap Weighting reflects rational expectations of all investors at any time

Investors are historically used to these benchmarks



EFFICIENCY OF MARKET-CAP INDICES
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Market 
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Implicit optimization behind the market-capitalization weighting
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INEFFICIENCY OF MARKET-CAP INDICES

Optimal 

weights = 

Market 

capitalization

Consensus 

Return 

forecast

Optimizer

Wmkt = wopt + error

Consensus 

Theoretical foundations are questioned

R + error
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PRACTICAL PROBLEM 1 : CONCENTRATION
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PRACTICAL PROBLEM 2 : BUBBLE-FOLLOWING
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Source: S&P

Calculated by Ossiam

Source: Bloomberg
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TOWARDS EFFICIENT BETAS

- do not rely on return forecast/ build 

return forecast from the risk
-do not use explicit 

RISKDIVERSIFICATION

- use fundamentals to assess the 

FUNDAMENTALS

� Adjust inherent biases of market cap weighted indices

� Emphasis on risk control in the allocation process

� Convert asset manager’s beliefs into systematic investment strategies
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return forecast from the risk

- use estimated historical risk to build 

risk-efficient portfolio

� Minimum Variance, 

� Maximum Diversification, 

� Risk-Weighting

risk/return forecasts

- set up diversification 

objectives based on weight 

distribution

� Equal Weight

� Intech Diversity Index

- use fundamentals to assess the 

“fair value”

-Set up diversification objectives 

build on fundamentals

� RAFI Fundamental Indexes

� Dividend / Earnings Weighting

� GDP Weighting



MINIMUM VARIANCE

OPTIMIZER

Seeks minimum possible risk without active 

views on expected returns

� risk persistence allows to extract value from historical risk estimation

� ignoring returns forecasts eliminates distortion because of forecasting errors

� low-volatility stocks historically had very attractive performance [Haugen et al, 2008]

MOTIVATION

Σ wMV
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� selective approach: many of stocks will be assigned zero weight

� sensitive to underestimation of risk: additional anti-concentration mechanisms are the must 

(maximum weight, robust estimation technique for covariance,..)

� benefits from a liquidity filter attached – allows to control liquidity of the allocation

� turnover is non-negligible, but no crucial impact of the rebalancing cost on the performance

�attention to additional constraints:  different index providers might add substantial 

complexity to the minimum variance engine

STRATEGY FEATURES



index volatility
Performance from 02/01/2002 to 30/09/2011 and 1-year  volatility

iSTOXX® EUROPE MINIMUM VARIANCE INDEX NET RETURN VS
STOXX® EUROPE 600 INDEX NR
PERFORMANCE AND VOLATILITY

15%

20%

25%

30%

35%

40%

45%

100

150

200

250

19/10/2011 11This material is provided for information only to P rofessional or Qualified Investors

Source: Bloomberg – Calculation by Ossiam
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Past performance included in this presentation represents that of the underlying index, and not that of the OSSIAM ETF product. For data before 14/06/2011 (launch date of the index),
performance for the iSTOXX® Europe Minimum Variance Index NR reflects calculations performed by Ossiam based on backtest data provided by STOXX Ltd. Backtested performance
results do not represent the performance of actual trading using client assets, but are achieved by means of the retroactive application of a model. This model assumes reinvestment of
net dividends. Some degree of performance difference between OSSIAM ETF product and the underlying index is to be expected as a result of index replication costs and tracking error.
Past performance is not a reliable indicator of future performance.



DISCLAIMERS

“The STOXX® Indices and the data composed therein (the “Index Data”) are the intellectual property (including registered trademarks) of STOXX
Limited, Zurich, Switzerland (“STOXX”) and/or its licensors (the “STOXX Licensors”). The use of the Index Data requires a license from STOXX.
STOXX and the STOXX Licensors do not make any warranties or representations, express or implied with respect to the timeliness, sequency,
accuracy, completness, currentness, merchantability, quality or fitness for any particular purpose of the Index Data. In particular, the inclusion of a
company in a STOXX® Index does not in any way reflect an opinion of STOXX or the STOXX Licensors on the merits of that company. STOXX and the
STOXX Licensors are not providing investment, tax or other professional advice through the publication of the STOXX® Indices or in connection
therewith.” STOXX and its licensors have no relationship to Ossiam, other than the licensing of the iSTOXX ® Europe Minimum Variance index NR and
the related trademarks for use in connection with OSSIAM ETF iSTOXX ® EUROPE MINIMUM VARIANCE NR indexed to the iSTOXX ® Europe
Minimum Variance Index.
STOXX and its Licensors do not:
- Sponsor, endorse, sell or promote the OSSIAM ETF iSTOXX® EUROPE MINIMUM VARIANCE NR.
- Recommend that any person invest in the OSSIAM ETF iSTOXX® EUROPE MINIMUM VARIANCE NR or any other securities.
- Have any responsibility or liability for or make any decisions about the timing, amount or pricing of OSSIAM ETF iSTOXX® EUROPE MINIMUM
VARIANCE NR.
- Have any responsibility or liability for the administration, management or marketing of the OSSIAM ETF iSTOXX® EUROPE MINIMUM VARIANCE
NR.
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NR.
- Consider the needs of the OSSIAM ETF iSTOXX® EUROPE MINIMUM VARIANCE NR or the owners of the OSSIAM ETF iSTOXX® EUROPE
MINIMUM VARIANCE NR in determining, composing or calculating the iSTOXX® Europe Minimum Variance Index NR or have any obligation to do
so.

STOXX and its Licensors will not have any liability in connection with the OSSIAM ETF ISTOXX® EUROPE MINIMUM VARIANCE NR . Specifically,
- STOXX and its Licensors do not make any warranty, express or implied and disclaim any and all warranty about:

o The results to be obtained by the OSSIAM ETF iSTOXX® EUROPE MINIMUM VARIANCE NR , the owner of the OSSIAM ETF
iSTOXX® EUROPE MINIMUM VARIANCE NR or any other person in connection with the use of the iSTOXX® Europe Minimum Variance Index NR
and the data included in the iSTOXX® Europe Minimum Variance Index NR;

o The accuracy or completeness of the iSTOXX® Europe Minimum Variance Index NR and its data;
o The merchantability and the fitness for a particular purpose or use of the iSTOXX® Europe Minimum Variance Index NR and its data;

- STOXX and its Licensors will have no liability for any errors, omissions or interruptions in the iSTOXX® Europe Minimum Variance Index NR or its
data;
- Under no circumstances will STOXX or its Licensors be liable for any lost profits or indirect, punitive, special or consequential damages or losses,
even if STOXX or its Licensors knows that they might occur.
The licensing agreement between Ossiam and STOXX is solely for their benefit and not for the benefit of the owners of the OSSIAM ETF iSTOXX®
EUROPE MINIMUM VARIANCE NR or any other third parties.”



Additional Notes

This material has been provided for information purposes only to investment service providers or other Professional Clients or Qualified Investors. It is the 
responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with 
the relevant national law.

In Italy This material is provided by Natixis Global Associates S.A., an investment management company (“Societa’ di Gestione del Risparmio”), or its branch 
office Natixis Global Associates S.A. Succursale Italiana, registered into the special annex to the Register of the Italian Asset Management Companies kept by the 
Bank of Italy under no 23458.3. Natixis Global Associates S.A. is a Luxembourg management company that is authorized by the Commission de Surveillance du 
Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Global Associates S.A.: 51, avenue 
J.F. Kennedy, L-1855 Luxembourg, Grand Duchy of Luxembourg. Registered office of Natixis Global Associates S.A. Succursale Italiana: Via San Clemente, 1 -
20122, Milan, Italy. 

The above referenced entity is a business development unit of Natixis Global Associates and a subsidiary of Natixis Global Asset Management, the holding 
company of a diverse line-up of specialised investment management and distribution entities worldwide. The investment management and distribution 
subsidiaries of Natixis Global Asset Management conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their 
services and the products they manage are not available to all investors in all jurisdictions. 

Although Natixis Global Associates believes the information provided in this material to be reliable, it does not guarantee the accuracy, adequacy, or 
completeness of such information. 

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a 
recommendation or an offer to buy or to sell any security, or an offer of services. Investors should consider the investment objectives, risks and expenses of any recommendation or an offer to buy or to sell any security, or an offer of services. Investors should consider the investment objectives, risks and expenses of any 
investment carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the 
portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no 
assurance that developments will transpire as may be forecasted in this material.

This material may not be distributed, published, or reproduced, in whole or in part.


