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This white paper was published in April 2015 by Yves Choueifaty, as a 300 Club Member.

The asset management industry exerts unprecedented influence on the global economy. With global investable
assets expected to increase to more than $100trn by 2020" (six times total US GDP in 2013), and the need to
find scapegoats in the wake of the 2008 financial crisis, it is important to consider the role and responsibilities
of core asset managers in the global economy.

One of the most fundamental purposes of the industry is to invest savings back into the economy in a way that
maximises the scale of reward investors can achieve for a given level of risk and drives future economic growth
and stability. It is this purpose that ‘core’ asset managers, who represent the bulk of investors’ portfolios in
order to deliver returns in line with their long-term strategic asset allocation, need to remain resolutely focused
on.

At its heart, the job of core asset managers within the overall wealth creation process is about reinvesting
savings into the economy to create wealth for investors through growth and development. Importantly, the real
source of wealth is not the “skills” of portfolio managers, but the “skills” of employees working in the companies
in which savings are invested. Labour, in other words. It is labour that, through innovation, productivity gains
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and corporate governance, for example, create wealth for the investor. This is especially true in the case of
equity holdings.

The fundamental role of core asset managers is to act as a link between savings and labour and ensure the
risks savers are taking are rewarded as well as possible. To achieve this as purely as possible, it is critical to
immunise investors’ core portfolios against any kind of speculation.

Whenever any investor builds a core allocation to any asset class, it is done out of the belief that risk will be
rewarded by a risk premium. This risk premium can be defined as the return generated by the undiversifiable
portfolio.

Core asset managers are access providers to that risk premium, without which a core allocation to any asset
class is not justified, regardless of the manager’s potential skill. This involves building portfolios that are as
protected as possible from any hypothetic phenomena (speculative bets), focusing purely on the existence of
a future risk premium.

Importantly, the existence of a risk premium in the equity markets assumes solely that free enterprise and
capitalism will survive, but does not involve making any bets on a specific bias, security or factor.

The word speculation comes from the Latin “speculare” (to see). A speculator assumes he or she has the
capacity to see forward. In investment terms, it is someone who has a view on the future and implements a
portfolio based on this view. This manager would be exploiting mispricings in the financial economy or markets
by forecasting which factors are cheap and will rise, and which are expensive and will fall. This manager is
therefore offering some degree of hypothetical added value through their potential ability to forecast, resulting
in a biased portfolio.

Imagine there are two gold mines. A speculator will only buy one of them “speculating” on the fact that the
other would soon be exhausted. A core investor, however, would evenly allocate risk to both mines, believing
the likelihood of exhaustion is taken into account in the prices of both mines. This second approach provides
access to the true equity risk premium, rather than trying to take advantage of mispricings.

Much of the misunderstanding about the role of core asset managers comes from the ambiguity of the word
“efficient”.

Efficient market theory suggests all (current and historic) information, whether publicly available or not, is taken
into account in asset prices. In efficient markets, it is therefore difficult to forecast differences in risk/reward
ratios in the future. Looking at the financial markets, it is clear forecasting risk rewards is extremely difficult.

If it is not possible to forecast accurately, and the 2008 financial crisis proved the extent to which this is true of
markets, the only alternative open to investors is to diversify. For managers to maximise the risk/reward
available to investors, it is essential to build a portfolio that offers access to “pure” and neutral beta in the most
diversified way possible.

Importantly, passive investing, which is often described as beta investing, has nothing to do with achieving
neutral access to the risk premium. Buying a capitalisation-weighted benchmark means buying something that
is hugely biased and does not offer pure beta or immunity from financial speculation. These benchmarks can
take on heavy structural biases that evolve over time.

They are inherently biased as they attribute greater index representation to stocks or factors as they appreciate
and less as they fall. They are a sum of speculations and these implicit bets change dynamically over time as
the benchmark re-weights assets and alters those it tracks.

Because they attribute greater representation to stocks whose share prices have risen, market capitalization-
weighted benchmarks reflect past successes. Furthermore, because an investor tracking these indexes would
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therefore have to allocate more money to the largest stocks, these benchmarks inherently forecast that the
successes of the past will be successes of the future.

Chart 1: S&P 500: Large Cap Equity Sector Weights
The S&P 500 carries heavy (and costly) implicit bets that evolve dynamically over time
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These bets can be very costly as cap-weighted benchmarks effectively mean investors are making maximum
allocations to stocks on the day they crash, and minimum allocations on the day they start rising.

Thus, passive investing through capitalisation-weighted benchmarks ultimately destroys value for savers and
emphasises the speculative aspect of market pricing.

In doing so, they decrease the stability of markets and the wider global economy by creating significant
imbalances. The greater that imbalance becomes, the greater the impact of changes in prices and the more
volatility markets will experience.

At the investment level, an efficient portfolio is one where it is not possible to achieve less risk and more reward.
It is on the efficiency frontier, along which the reward available for a given level of risk is maximised.

For a portfolio to provide immunity through diversification and capture the full risk premium available for a given
universe of securities, it must maximise diversification by selecting a range of stocks within the given universe
that minimise the degree to which the constituent parts of the portfolio are exposed to the same source of risk.
This means neutrally allocating across the effective independent sources of risk.

In other words, correlation, not portfolio weights, must drive diversification.

Diversification means finding the combination of least correlated assets in a given universe that always results
in a portfolio whose overall risk is as low as possible when compared to the weighted average of the risk
associated with each individual asset.

A portfolio has the greatest possible immunity from bias at the point of maximum diversification. To achieve the
Most Diversified Portfolio (MDP) the correlation of the overall portfolio to its constituent holdings must be equal
and as low as possible. As such, adding any of the excluded assets within the universe into the portfolio would
increase the correlations of the portfolio.
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The graph below illustrates the correlation of stocks within and outside of the Most Diversified Portfolio:

Chart 2: Correlation of Stocks within and outside of the Most Diversified Portfolio
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Source: TOBAM. The above chart is for illustrative purpose only.

Because the MDP strips out any biases, it is not subject to the same degree of volatility as passive benchmarks,
which contributes to a more stable economy in the long-term, drives continued economic growth and
maximises the risk-reward ratio for savers by increasing the scale of available risk premium they are able to
harvest.

Because the MDP both maximises the scale of risk premium available and lowers volatility, it can offer
significantly better risk/return characteristics over the long term than passive investment.

Conclusion

Given the scale of money managed by the global asset management industry will increase to over $100 trillion
by 2020 with a compound growth rate of nearly 6%?2, core asset managers need to think very carefully about
the role and responsibilities that come with having this degree of influence on the global economy.

The total alignment of interests between core investment and the economy at large is paramount. Economic
growth and development generated by labour is the real source of wealth generation.

When an investor buys a biased benchmark, they are implicitly forecasting, weakening the link between savers
and the risk premium. Maximising diversification based on correlation, rather than asset-weightings, strips out
the impact of financial speculation on asset prices, thereby forming the strongest link between savers and the
real drivers of wealth generation.

Core asset managers should therefore be doing two things: firstly, they should be moving away from asset-
weighted benchmarks, which are inherently biased, in their efforts to provide access to true beta; secondly,
they need to maximise diversification in order to achieve the best possible risk reward for savers.

Taking a neutral approach to core asset management maximises the risk reward ratio available to investors
and helps generate prosperity and stability in the global economy, which ultimately drives wealth for savers.

By definition, a maximum diversification approach intrinsically promotes companies that stand out in terms of
innovation, efficiency and strong governance. It is these characteristics that, through time, create growth,
wealth and improve the overall wellbeing of society.
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For more information

TOBAM is an asset management company offering innovative investment capabilities whose aim is to maximize
diversification. TOBAM’s Maximum Diversification® approach, supported by original, patented research and a
mathematical definition of diversification, provides clients with diversified core exposure, in both the equity and
fixed income markets. The company manages $8 billion (as of September 2015) via its Anti-Benchmark®
strategies in Equities and Fixed Income. Its team includes 38 investment professionals.

Contacts:

Paris Office

Christophe Roehri

+33 153234160
Christophe.Roehri@tobam.fr

New York Office

Stephane Detobel Francis Verpoucke
+1 (646) 829-1621 +1 (646) 829-1622
stephane.detobel@tobamusa.com francis.verpoucke@tobamusa.com

Client Service

Joe Kiwan

+33 15323 4166
ClientService@tobam.fr
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Disclaimer

This material is solely for the attention of institutional, professional, qualified or sophisticated investors and distributors. It is not to be
distributed to the general public, private customers or retail investors in any jurisdiction whatsoever. This document is intended only for
the person to whom it has been delivered.

Funds and/or SICAV specific information may have been provided for information solely to illustrate TOBAM's expertise in the strategy.
Funds or the SICAV that might be mentioned in this document may not be eligible for sale in some states or countries and they may not
be suitable for all types of investors. In particular, TOBAM funds are not registered for sale in the US, and this document is not an offer for
sale of funds to US persons (as such termis used in Regulation S promulgated under the 1933 Act). This material is provided for information
purposes only and does not constitute a recommendation, solicitation, offer, advice or invitation to purchase or sell any fund, SICAV or
sub-fund or to enter in any transaction and should in no case be interpreted as such, nor shall it or the fact of its distribution form the basis
of, or be relied on in connection with, any contract for the same.

The information provided in this presentation relates to strategies managed by TOBAM, a French investment adviser registered with the
U.S. Securities and Exchange Commission (SEC) under the U.S. Investment Advisers Act of 1940 and the Autorité des Marchés Financiers
(AMF) and having its head office located at 49-53 Avenue des Champs Elysées, 75008 Paris. TOBAM’s Form ADV is available free of
charge upon request.

Investment involves risk. All investors should seek the advice of their legal and/or tax counsel or their financial advisor prior to any
investment decision in order to determine its suitability. The value and income produced by a strategy may be adversely affected by
exchange rates, interest rates, or other factors so that an investor may get back less than he or she invested.

Past performance and simulations based on thereon are not indicative of future results nor are they reliable indicators of future
performance. Any performance objective is solely intended to express an objective or target for a return on your investment and represents
a forward-looking statement. It does not represent and should not be construed as a guarantee, promise or assurance of a specific return
on your investment. Actual returns may differ materially from the performance objective, and there are no guarantees that you will achieve
such returns. Back tests do not represent the results of an actual portfolio, and TOBAM does not guarantee the accuracy of supporting
data. The constraints and fees applicable to an actual portfolio would affect results achieved.

This material, including back tests, is based on sources that TOBAM considers to be reliable as of the date shown, but TOBAM does not
warrant the completeness or accuracy of any data, information, opinions or results. TOBAM has continued and will continue its research
efforts amending the investment process from time to time accordingly. TOBAM reserves the right of revision or change without notice, of
the universe, data, models, strategy and opinions. TOBAM accepts no liability whatsoever, whether direct or indirect, that may arise from
the use of information contained in this material. TOBAM can in no way be held responsible for any decision or investment made on the
basis of information contained in this material. The allocations and weightings, as well as the views, strategies, universes, data, models
and opinions of the investment team, are as of the date shown and are subject to change.

This document and the information herein is disclosed to you on a confidential basis and shall not be reproduced, modified, translated or
distributed without the express written permission of TOBAM or TOBAM NORTH AMERICA and to the extent that it is passed on, care must
be taken to ensure that any reproduction is in a form which accurately reflects the information presented here. This information could be
presented by TOBAM NORTH AMERICA, a wholly-owned subsidiary of the TOBAM group of companies that is authorized to present the
investment strategies of TOBAM, subject to TOBAM's supervision, but is not authorized to provide investment advice.

Copyrights: All text, graphics, interfaces, logos and artwork, including but not limited to the design, structure, selection, coordination,
expression, "look and feel" and arrangement contained in this presentation, are owned by TOBAM and are protected by copyright and
various other intellectual property rights and unfair competition laws. Trademarks: "TOBAM," "MaxDiv," "Maximum Diversification,"
"Diversification Ratio,” “Most Diversified Portfolio,” “Most Diversified Portfolios,” “MDP” and "Anti-Benchmark" are registered trademarks.
The absence of a product or service name from this list does not constitute a waiver of TOBAM trademark or other intellectual property
rights concerning that name. Patents: The Anti-Benchmark, MaxDiv and Maximum Diversification strategies, methods and systems for
selecting and managing a portfolio of securities, processes and products are patented or patent pending. Knowledge, processes and
strategies: The Anti-Benchmark, MaxDiv and Maximum Diversification strategies, methods and systems for selecting and managing a
portfolio of securities, processes and products are protected under unfair competition, passing-off and misappropriation laws. Terms of
use: TOBAM owns all rights to, title to and interest in TOBAM products and services, marketing and promotional materials, trademarks
and Patents, including without limitation all associated Intellectual Property Rights. Any use of the intellectual property, knowledge,
processes and strategies of TOBAM for any purpose and under any form (known and/or unknown) in direct or indirect relation with financial
products including but not limited to certificates, indices, notes, bonds, OTC options, warrants, mutual funds, ETFs and insurance policies
(i) is strictly prohibited without TOBAM's prior written consent and (ii) requires a license.
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