
TobamandFTSElaunchrisk-weightedindexseries

eligibleforuse in ETFsandstructuredproducts
ASSETMANAGERTobamandindex

providerFTSEhavelaunchedtheFTSETobam

MaximumDiversificationIndexSeries
,

a

collection of alternativelyweightedindexes

basedondiversification.

YvesChoueifaty , presidentandfounder of

Tobam in Paris
, saysmarketcap-weighted

portfoliosappear to consistently

underperformothersystematicportfoliosfor

longperiods of time. " Financialmarketshave

neverbeensouncertain - there is
a clear

urgency to diversify ,

"

saysChoueifaty.
" The

lowerdiversification in theconcentrated

marketcap-weightedportfolioscanaccount

forthepoorrisk-adjustedperformance
relative to otherportfolioconstruction.

Crediblealternativeshavebeenempirically
shown to providebetterabsolutereturns

,

as

wellasrisk-adjusted returns!'

SourcedfromtheFTSEAll-WorldIndex
,

constituentsarerisk-ratherthanmarket

cap-weighted.
" Investorsareright to believe in

diversificationasthebestsource of both

performanceandriskcontrol . Theyareright to

seek a ' risk-aware'approach to investingand

efficienttoolssuchasexchange-tradedfunds

(

ETFs
)

to implement a diversified portfolio7says

ElizabethBreaden
, vice-presidentandproduct

specialist at Tobam. " Diversification is not
'

owningthemarket' in thetraditionalsense
,

becausethecap-weighted indexesmany
investorscontinue to

usedonotprovide
diversifiedaccess to

theriskpremium.
"

In fact
,

theirstructural inclination is to
concentrate

higherweightsandtheyruntheriskof

over-exposure to
volatilesectors

,

shesays.
"

Whybuyallthestocks in themarketwhen

anintelligent ,

risk-awareselectioncanprovide
a moreprecise ,

andthusmoreeffective
,

exposure to all of theindividualdrivers of the

riskpremium?
" asksBreaden .

"

Maintaining
neutralexposureto

theriskfactorsunderlying
' market'returnsrequiresactivemanagement
andskilled

, systematicimplementation!'
Whiletheassetmanagerhastendedto

focusoncreatingmandatesforinstitutional

clients in thecreation of structuredfunds
,

a

spokesmanforthecompanysaidtheFTSE

TobamMaximumDiversificationIndexSeries

willopendoorsforthecreation of ETFsand
structuredproducts.

Theseries is set to attractinstitutional

investorswhomaynotwantanindividual

mandate
,

butmayfeelmorecomfortable in

investing in anindex. " Wefeelthatthereal

issue is
thatcap-weighted indexes fail to

capturetheentireavailableriskpremium ,

becausetheyalwaysmaximise theirrisk

allocations to themostexpensive riskfactors
,

"

addsBreaden.

Maximising diversification
,

ontheother
hand

, providesfullexposure to theequityrisk

premium ,

and - because of thisdiversification

acrossriskfactors
,

aboveandbeyondindividual

stocks -
lowerportfoliovolatility ,

shesays . The

indexserieswillinitiallyconsist of fiveregional
indexesandwillsubsequentlybefollowedby
threesingle-countryindexes.

According to Breaden :

" Anefficientindex or

portfoliowillprovideexposure to all of therisks

underlyingindividualstockreturns - without

doublinguponcertainfactors :

' Marketreturns

arenotdrivenbyindividualstocks
,

butrather
,

individualstockreturnsaredrivenbymany
different riskfactorsunderlyingthesestocks

,

forexampletheoilprice ,

retailsales
,

interest

rates or
othersector-specific factors

,

sheadds.

-- Youcanreadthisstoryonline at

www.risk.net /
2726341
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