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What makes a beta smart?
Yves Choueifaty, President and Founder of

What is your definition of Smart Beta? What makes a Beta Smart?
TOBAM is one of the founders
mathematician, I do not like undefined terminology.
In order to properly answer this question it is important first to define what is beta. Originally, beta is a
measure of how much you access the systematic risk premium available in a given market. Secondly, what is
the systematic risk premium? It is the return of the un-diversifiable portfolio.
Most of the smart beta approaches emerged from the observation that the current representation of beta by
the industry, which is the market capitalization-weighted benchmark, is failing to achieve two objectives. The
first objective is to be close to the efficient frontier ex-post and the second is to be truly diversified.
The market cap-weighted benchmark has failed to meet those two criteria and as a result there is a growing
demand for a smarter way to access the equity risk premium.
The common thread of mainstream smart beta approaches and their providers is the recognition that market
capsmart, or a
What defines truly a smart beta approach, I believe, is its capacity to deliver an equilibrium portfolio. Risk
Factor investing for example is contradictory with the notion of equilibrium since betting on a factor for pricing
or strategic reasons, remains an arbitrage. This is as far as the similarities go in the smart beta world.

TOBAM is the founder and unique provider of the Maximum Diversification® approach and
Anti-Benchmark® strategy, what makes your approach unique?
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The core investment philosophy of TOBAM is to maximize diversification to optimally capture risk premium of

Our conviction is that the inefficiency of the market cap-weighted strategy arises from insufficient
diversification. TOBAM's patented Maximum Diversification® approach is designed to maximize the degree of
diversification when selecting the weighting of assets in the portfolio allocation process.
TOBAM's proprietary measure of diversification, the Diversification Ratio ®, is maximized to produce a
portfolio designed to access risk premium evenly from all the independent risk factors available in the market
at any given time.
The Anti-Benchmark® portfolios generated by this approach have been shown to provide greater returns than
market cap-weighted benchmarks over a market cycle, while these portfolios typically also have significantly
lower volatilities than the market cap-weighted benchmarks.

What is your position in the current debate about the passive versus active management?
example of an oxymoron. How can you be passive and
manage? How can you manage and be passive?
In my mind passive has nothing to do with asset management it is literally a custody job.
The passive/active dilemma is hiding another much more crucial dilemma. We often tend to assume that a
passive portfolio (i.e. following the benchmark) is a neutral portfolio. This is absolutely false. You can be
passive, but you definitely are not neutral, implementing a neutral risk allocation. The market cap-weighted
benchmarks are hugely biased and absolutely failing to allocate their risk neutrally across the risk drivers.
Smart beta approaches are active by design. To remain the Most Diversified Portfolio for instance, you need
to stay active, in order to remain neutral. Being a systematic asset manager, we are systematically active.

Does that mean that the end is near for traditional benchmarks?
I believe that benchmarks have a role in the asset management industry. They are representative of the
market; they are the sums of all speculations and as such provide information for asset managers and
investors. They remain a very useful tool for the finance industry, but they need to remain an output.
The trends over the last 20 years to use market cap weighted benchmarks as inputs that some asset
managers take as a strategy reference to follow, is highly inefficient and potentially destructive for the
economy, as it diverts core asset managers from their fundamental role for the global economy.

How would you then define the role of core asset managers for the global economy?
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
companies in which savings are invested. Labour, in other words. It is labour that, through innovation,
productivity gains 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
By definition, a maximum diversification approach intrinsically promotes firms 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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TOBAM New Website

TOBAM invites you to explore its new website: www.tobam.fr
Find What Makes a Beta Smart
website.

, and other articles related to TOBAM, on the news section of our

-
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For more information
TOBAM is an asset management company offering innovative investment capabilities whose aim is to
-Benchmark® strategies, supported by original research and
a mathematical definition of diversification, provide clients with diversified core exposure in equity and fixedincome markets. The company manages about $9.0 billion (Mar 2015) via its Anti-Benchmark strategies for
clients worldwide. Its team includes 35 financial professionals.

Contacts
Paris Office
Christophe Roehri
+33 1 53 23 41 60
Christophe.Roehri@tobam.fr
New York Office:
Stephane Detobel
+1 (646) 829-1621
stephane.detobel@tobamusa.com

Francis Verpoucke
+1 (646) 829-1622
francis.verpoucke@tobamusa.com

Client Service
Joe Kiwan
+33 1 53 23 41 66
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 ma
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 term is 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 49available 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,"
-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 pro
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