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The investment environment and possible reactions  

Overview 

» Increase efficiency of indices  
 

» with focus on returns per unit of risk taken (e.g. by moving from 
standard market-cap weighted indices to smart-beta concepts) 

» with focus on factor exploitation 
 

» Institutional investors are changing the way they invest due to: 
» Continued low yields on Developed Market government bonds 
» Increasing volatility and uncertain outlook for listed equities 

KEY QUESTIONS TO BE EXPLORED: 
» How to increase risk adjusted returns by moving from standard market weighted indexing to multi-factor 

approaches 
» How to improve portfolio efficiency by “redefining” existing factors 

 

Investment 

environment 

Possible 

reactions to 

this 

environment  
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The evolution of index concepts 

Index design 
focuses on three 
areas 

 
» Increase in 

returns (per unit 
of risk taken) 
 

» Increase in 
efficiency or 
exploitation of 
factors 
 
 

Standard 

Advanced 

Multi-factor 
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Single-factor 

Market Cap 

Equal  

weighting 

Increasing returns 

1 

Time 

Heuristic factor 

definition 

Increasing factor 

efficiency 

2 

“Intelligent” factor 

definition 
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2. USE OF SMART BETA TO 
INCREASE RETURNS 
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Assets under Management (%) 

Do investors lose money by choosing the wrong concept? 

Example: Dev. Europe / Index performance [10/2004-04/2016]1) 

Standard Market Cap 

(92%)2) 

Minimum Variance 

(0.89%)2)3) 

Equal Weight 

 (0.08%)2) 

Multi-Factor 

(0.05%)2) 

1) Performance measured in EUR Net Return (NR) from 10/2004 to 04/2016. 
2) Assets under Management (AUM) are based on ETFs listed on pan European equities. Cut-off date: 03/2016. Sour e: Lipper, STOXX 
3) AUM also includes heuristic low volatility investments 
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Exposure to risk factors has been systematically rewarded by 

additional return 

1) Factor returns are constructed based on a long position in an iSTOXX Europe Factor index and a short position in the STOXX Europe 600. The 
long-short portfolio is adjusted on a monthly basis. Time period ranging  from Oct. 2004 to Mar. 2016. Returns are measured in EUR GR. 

2) Performance is based on factor return plus return of STOXX Europe 600 

Indexed factor returns Risk and return characteristics 
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2004 2006 2008 2010 2012 2014

  Perf. (p.a.) 

Correl. to 

market Perf. (p.a.) 

Annualized 

Volatility 

Carry 3.08% -0.37 9.98% 18.23% 

Low Risk 1.98% -0.71 8.92% 16.73% 

Momentum 4.37% -0.19 11.21% 19.10% 

Quality 3.15% -0.28 9.93% 18.67% 

Size 3.24% -0.24 9.94% 18.93% 

Value 3.52% 0.03 10.12% 20.07% 

STX Europe 600 6.56% 19.48% 
Momentum Factor 

Quality Factor 

Carry Factor 

Value factor Size Factor 

Low Risk Factor 

» Systematic exposure to style factors (value, size, quality, momentum, risk and carry) has been rewarded by 
additional return 

» However, factor returns are found to fluctuate over time 

Factor Factor plus market2) 

Factor returns1 
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Factor returns are found to have low correlations among each 

other 

1) Correlations are based on weekly  excess returns of iSTOXX Europe Factor Indices over STOXX Europe 600 measured in EUR GR. Time 
period: Oct. 2004 to Mar. 2016 

Factor returns [2005 – 2015] 
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Momentum Factor 

Quality Factor 

Carry Factor 

Value factor Size Factor 

Low Risk Factor 

  Carry 
Low 

Risk 

Mome

ntum 
Quality Size Value 

Carry 0.41 0.58 0.45 0.50 0.13 

Low Risk 0.41 0.34 0.34 0.35 0.08 

Momentum 0.58 0.34 0.38 0.47 0.16 

Quality 0.45 0.34 0.38 0.49 0.29 

Size 0.50 0.35 0.47 0.49 0.51 

Value 0.13 0.08 0.16 0.29 0.51 

Average 0.41 0.31 0.39 0.39 0.46 0.23 

Correlation among factor returns1) 

Correlation of factor returns 

» Correlations among factor returns are comparably low  
» They range from a minimum of 0.08 between Value and Low Risk to a maximum of 0.58 between Carry and 

Momentum 
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Different ways to construct a multi-factor index possible 

1) Annual and indexed performance of iSTOXX Europe Multi-Factor index (Multi-factor) compared to equal-weighted combination of single-factor 
returns (Simple Average) measured in EUR GR. Time period: Jan. 2005 to Dec. 2015. 

Construction of multi-factor indices Perf. of iSTOXX Europe Multi-Factor Index1) 
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Multi-Factor Simple AverageiSTOXX Europe MF 

Multi-Factor Index Construction 

With an overall performance of 108% measured from Jan. 2005 to Dec. 2016, the iSTOXX Europe Multi-
Factor Index outperforms substantially compared to a simple, e.g. equal-weighted combination of single-factor 
indices (which generated a performance of just 38%) 
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“Index of indices” Simult. maximization 

Leads to very high and 
very low exposures to 
factors 

Only companies that 
score high in both 
factor dimensions 
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3. INTELLIGENT FACTOR 
DEFINITION 
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STOXX True Exposure indices enhance portfolio efficiency and 

improve visibility of regional exposure 

Value proposition 

» Companies in traditional equity indices are found to have significant revenue 
overlaps 

» Those revenue overlaps increase correlations among indices 
» Disentangling revenue overlaps decreases correlations and de-risks portfolios 

with same regional allocations 

 Increase 

portfolio 

efficiency 

II 

» By disentangling revenue overlaps, STOXX True Exposure indices allows 
investors to get pure- play exposure to targeted countries and/or regions 

» Isolating country exposures is found to immunize indices against foreign crises 

 Access 

domestic pure 

play exposure 

I 
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STOXX True Exposure indices enable investors to increase the 

desired regional exposure of their portfolio 

USA 64.84% 73.48% 79.34% 91.82% 99.47% 

Developed Europe 13.54% 10.88% 8.69% 3.21% 0.14% 

Emerging Markets 9.35% 6.41% 4.64% 1.81% 0.28% 

Developed APAC 5.81% 4.16% 3.36% 1.16% 0.06% 

Other 6.46% 5.07% 3.97% 2.00% 0.06% 

Index concept and revenue exposure1) 

TRU USA 25% S&P 500 TRU USA 50% Indices 

TRU USA 

TRU USA 75% TRU USA 100% 

S&P 500 

» Selection of 
companies 
based on 
country of 
domicile 

» Selection of companies based on country of domicile and regional 
source of revenue generation 

Exposure to USA 

I 

1) Revenue exposures based on STOXX calculations 
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Efficient Frontier comparison2) 

…which reduces correlations and 
leads to more efficient portfolios 
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Disentanglement of revenue overlaps allows for more efficient 

portfolio construction 
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1) Markets are represented by STOXX USA 900, STOXX Developed Markets ex USA (LC + MC) and STOXX Emerging Markets (LC + MC) 
2) Efficient frontiers are calculated based on daily returns of EUR gross return indices. Time period: Sep. 21, 2007 to May 8, 2015  
3) Only 100% versions of STOXX TRU indices are used for graphs in this presentation, unless specified otherwise 

Shows de-risking benefit of 

using STOXX TRU 

Standard Indices1)  

Standard equity indices show 
significant revenue overlaps… 
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…whereas distinct allocations based 
on STOXX TRU indices3) 
disentangle revenue overlaps… 

Revenue allocation and portfolio efficiency 

Lines show efficient frontiers of 

possible allocations among a 

set of benchmarks 

II 
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APPENDIX 
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Performance of US companies in recent China crisis was 

negatively related to revenue exposure to China 

China crisis and drawdown of US equities 

96
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Jun 12, 15 Jun 22, 15 Jul 2, 15

1) Performance is measures in USD GR 
2) The constituent level performance analysis is based on the STOXX USA 900 
Source: STOXX, Bloomberg 

N-tile Median exp. to China 
Median 

performance1) 

1 0.00% -0.87% 

2 0.26% -2.40% 

3 1.45% -2.44% 

4 4.91% -4.34% 

Performance (Jan 2015– Dec 2015)1) Perf. const. level (June 12, 2015 – July 08, 2015)1)2) 

STOXX TRU USA 100% S&P 500 
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STOXX offices and contacts 

Call a STOXX representative 

Customer support 

customersupport@stoxx.com 

+41 58 399 59 00 

 

New York 

40 Fulton St., 5th Fl. 

New York, NY 10038 

United States 

P +1 212 669 6426 

Sydney 

STOXX Australia Pty Ltd. 

Level 26 

44 Market Street 

Sydney NSW 2000 

P +61 2 9089 8844 

Tokyo 

Marunouchi Kitaguchi  

Building 27F 

1-6-1 Otemachi Chiyoda-ku 

Tokyo 100-0004   

Japan 

P +81 3 4578 6688 

London 

11 Westferry Circus, 1st floor 

Canary Wharf 

London E14 4HE 

United Kingdom 

P +44 207 862 7680 

 

Frankfurt 

Mergenthalerallee 61 

65760 Eschborn 

Germany 

P +49 69 211 0  

Zurich (headquarters) 

Selnaustrasse 30 

8021 Zurich 

Switzerland 

P +41 58 399 5300 
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The indices in the presentation and the trademarks used in the index names are the intellectual property of STOXX Ltd., Deutsche 

Börse Group or their licensors.  

The use of the STOXX® indices, DAX® indices or on any other indices supported by STOXX and of the respective index data for 

financial products or for other purposes requires a license from STOXX or Deutsche Börse Group. STOXX, Deutsche Börse Group and 

their licensors, research partners or data providers do not make any warranties or representations, express or implied, with respect to 

the timeliness, sequence, accuracy, completeness, currentness, merchantability, quality or fitness for any particular purpose of its index 

data. STOXX, Deutsche Börse Group and their licensors, research partners or data providers are not providing investment advice 

through the publication of indices or in connection therewith. In particular, the inclusion of a company in an index, its weighting, or the 

exclusion of a company from an index, does not in any way reflect an opinion of STOXX, Deutsche Börse Group or their licensors, 

research partners or data providers on the merits of that company. Financial instruments based on STOXX® indices, DAX® indices or 

on any other indices supported by STOXX are in no way sponsored, endorsed, sold or promoted by STOXX, Deutsche Börse Group and 

their licensors, research partners or data providers. 

Disclaimer 

About STOXX 
STOXX Ltd. is an established and leading index specialist, which started in Europe. The launch of the first STOXX® indices in 1998, 

including the EURO STOXX 50® Index, marked the beginning of a unique success story, based on the company’s neutrality and 

independence. Since then, STOXX has been at the forefront of market developments and has continuously expanded its portfolio of 

innovative indices. STOXX now operates globally across all asset classes. 

STOXX indices are licensed to more than 500 companies, which include the world’s largest financial products issuers, capital owners 

and asset managers. STOXX indices are used not only as underlyings for financial products, such as ETFs, futures and options and 

structured products but also for risk and performance measurement. In addition, STOXX Ltd. is the marketing agent for DAX® and 

SMI® indices. 


