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SPIVA® THROUGH A GLOBAL LENS

Since the costs of active management typically exceed those of passive management, 
the average actively managed dollar will therefore underperform the average passively 
managed dollar after accounting for costs (Sharpe 1991). Over the past few decades, the 
active versus passive debate has inspired many passionate believers on both sides and has 
shown its staying power as one of the more widely contested financial theories. 

As a way to keep score of the ongoing debate, S&P Dow Jones Indices started publishing 
the S&P Indices Versus Active (SPIVA®) Scorecard for the U.S. in 2002. The scorecard 
measures the performance of actively managed domestic equity funds across various 
market capitalizations and styles, as well as fixed income funds, relative to their respective 
benchmarks. Following the widespread recognition of the SPIVA U.S. Scorecard, we have 
expanded the SPIVA Scorecards to nine additional countries and regions. 

Our work across different regions and countries allows us to examine relevant topics such 
as performance differences among managers investing in various markets and styles, 
the impact of fees, as well as the size of the fund in determining managers’ performance. 
S&P Dow Jones Indices publishes the results in an in-depth research paper. This article is 
drawn from the aforementioned research paper and highlights some of the key findings, 
such as the performance of funds across different styles and the impact of fees.

Performance of Funds Across Different Styles

With respect to large-cap domestic equity funds, a significant number of funds in the U.S., 
Canada, Europe, Australia, and Brazil fared worse than the benchmarks over the five-year 
period preceding December 2014. This stands in sharp contrast with the funds in Japan and 
India, where the performance of active funds was more favorable, even though just over one-
half of them still underperformed their benchmarks (see Exhibit 1). As for asset-weighted 
excess returns, India had the best return, followed by Japan, Europe, and Australia. This may 
suggest that active managers that were tapping into a large asset base were more skillful in 
picking stocks or were able to function more efficiently in those markets, thereby generating 
a higher net-of-fees return. Conversely, the U.S., Canada, and Brazil all registered negative 
excess returns over the same period.

From the results in Exhibits 1 and 2, the most intriguing observation is that despite only 
13.6% of funds outperforming the benchmark, the asset-weighted excess return in Europe 
was positive and stood at 0.46% per year over the five-year period preceding December 
2014. A similar result was also seen in Australia, where an excess return of 0.16% was 
generated, even though only 22.44% of funds beat the benchmark. 

Relative to the large caps, the results for the mid- and small-cap domestic equity funds 
look somewhat different. Australia performed the best, with 81.4% of active funds 
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At the heart of the active versus passive management debate lies the theoretical underpinning 
that the average return of both actively and passively managed assets must equal the 
aggregate market, thereby making it a zero-sum game.

1 Source: Investment Company Institute, 2015 Investment Company Fact Book, 2015.
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outperforming the benchmark. India and Japan were the 
only other countries where most of the active managers 
beat their benchmarks. The rest of the countries studied 
were characterized by a significant number of managers 
trailing the relevant benchmarks.

When this is compared with the amount of excess 
return generated in each region, a similar pattern was 
observed. Australia, India, and Japan were the only 
countries that registered material excess return. Over 
this period, Canada achieved a positive excess return 
of 0.32% per year, even though only 30% of the funds 
surpassed the benchmark.

In all, it appears that it is difficult to generate alpha 
in the large-cap fund space, as the majority of funds 
underperformed their benchmarks, and for those 
regions where managers were able to achieve a positive 
excess return, it was negligible. On the other hand, 
there appeared to be some outperformance in the mid- 
and small-cap fund space, in particular in Australia, 
Japan, and India, but the results were not consistent 
across the board.

Source:  S&P Dow Jones Indices LLC, based on information from Morningstar. Data as of December 2014, as reported in the SPIVA Australia, Canada, Europe, 
Japan, India, Latin America, and U.S. Scorecards Year-End 2014. Chart is provided for illustrative purposes. Past performance is no guarantee of future results.  
is not possible to invest directly in an index, and index returns do not reflect expenses an investor would pay.

Source: S&P Dow Jones Indices LLC, based on information from Morningstar. Data as of December 2014, as reported in the SPIVA Australia, Canada, Europe, 
Japan, India, Latin America, and U.S. Scorecards Year-End 2014. Chart is provided for illustrative purposes. Past performance is no guarantee of future results. 
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EXHIBIT 1: PERCENTAGE OF UNDERPERFORMING DOMESTIC ACTIVE FUNDS IN THE LARGE-, MID-, AND 
SMALL-CAP CATEGORIES

EXHIBIT 2: EXCESS RETURN OF DOMESTIC ACTIVE FUNDS IN THE LARGE-, MID-, AND SMALL-CAP CATEGORIES 
AGAINST THEIR BENCHMARKS
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Impact of Fees

In this section, we examine the fees of domestic funds 
in both the passive and active management space and, 
in particular, how these fees have affected cumulative 
performance over time across different countries.

Exhibit 3 presents the average annual expense ratio 
of active and passive funds over the five-year period 
ending December 2014, where sufficient data is 
available. While it may not come as a surprise that 
active funds levy higher charges than passive funds, it is 
notable that the expense ratios of active funds can vary 

significantly and were at least double those of passive 
funds across the board, regardless of where they were 
domiciled. The largest discrepancies were seen in 
emerging markets, namely Chile (1.99% per year) and 
Mexico (1.60% per year). Europe also saw significant 
differences, in that the average active fund charged 
more than five times the average passive fund. The 
U.S., which has the largest mutual fund and exchange-
traded fund market in the world,  had by far the lowest 
expense ratios overall in both fund categories. Even so, 
U.S. active funds still levied about three times more fees 
than passive funds.

EXHIBIT 3: AVERAGE ANNUAL EXPENSES LEVIED ON DOMESTIC EQUITY FUNDS AND THEIR IMPACT  
ON PERFORMANCE

EQUITIES
AVERAGE ANNUAL EXPENSE RATIOS  (% PER YEAR) AVERAGE CUMULATIVE IMPACT 

OF FEE DIFFERENTIALS OVER 
FIVE YEARS (%) Active Funds Passive Funds Difference

DEVELOPED MARKETS

Canada Equities 2.14 0.95 1.19 -5.59

Europe Equities 1.88 0.34 1.54 -7.36

U.S. Large-Cap Equities 0.75 0.27 0.48 -2.35

U.S. Mid- and Small-Cap Equities 1.13 0.37 0.76 -3.69

EMERGING MARKETS
Chile Equities 4.50 2.52 1.99 -8.58

Mexico Equities 2.02 0.42 1.60 -7.62

Indian Large-Cap Equities 1.87 0.49 1.37 -6.58

Indian Mid- and Small-Cap Equities 2.00 1.00 1.00 -4.71

Source: S&P Dow Jones Indices LLC. Charts and graphs are provided for illustrative purposes only. Past performance is not a guarantee of future results. Data from 
06/30/1995-06/30/2015 based on the monthly total returns of the S&P 500, S&P Australia LargeMidCap BMI, S&P Japan LargeMidCap BMI, S&P Asia Pacific ex-Japan 
LargeMidCap BMI, S&P France LargeMidCap BMI, S&P Germany LargeMidCap  BMI, S&P UK LargeMidCap BMI, S&P Europe ex-UK LargeMidCap BMI, S&P Canada 
LargeMidCap BMI, S&P Brazil LargeMidCap BMI, S&P Latin America LargeMidCap BMI, S&P Emerging Markets LargeMidCap BMI, S&P Global BMI. All returns are in USD.

The significant differential in fees between passive and 
active funds underscores how much an average active 
fund manager would need to outperform an average 
passive fund manager in order to achieve the same net-
of-fees return. Exhibit 3 displays the cumulative impact 
of this differential across different regions compounded 
over five years. This is estimated at 2%-9%, which is 
the amount that the active manager would have to 
outperform a passive manager, before fees, and on a 
cumulative five-year basis, in order to have comparable 
after-fees performance. This significant drag is an 
important factor in why the vast majority of active 

funds underperformed their respective benchmarks, as 
revealed by SPIVA reports across different regions.

Aside from the diverse average levels of fees levied in 
different regions, we also noticed a general downward 
trend in the amount of fees active managers charge 
(see Exhibit 3), and if this trend were to persist, it would 
evidently have implications on the performance gap of 
the average fund manager, as previously highlighted. 
This also begs the question of whether the tendency 
in lower expense ratios ensues from active fund 
managers’ desire to compete in the beta space by 
closing the performance gap, which has been magnified 

2 Expense ratios are calculated on the basis of the amount of AUM in the fund (i.e., asset weighted) and only available data is taken into account. 
3  The average cumulative impact of fee differentials is calculated on the basis that the average annual expense ratio remains constant over the five years and is 
compounded annually.  
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4  Securities and Exchange Board of India, “Master Circular for Mutual Funds,” September 2013.

by handsome management fees. Alternatively, they 
may wish to ensure that their creditable stock-picking 
skills come to the foreground and are not entirely 
eroded by elevated expense ratios. No matter what 
the underlying motivation is, it is unquestionable 
that active management fees are likely to come down 
further as many investors are increasingly demanding 
value for money, especially when management fees 
are juxtaposed with the disenchanting after-fees 
performance figures (see Infographic). This is effectively 
what was witnessed in the developed world over the 
past five years (see Exhibit 4).

In emerging markets, however, there is no uniform 
trend; two countries saw decreased fees, while two saw 
increased fees over the five-year span. Fees imposed by 
Chilean domestic funds have fallen the most, but they 
have also achieved the worst performance among the 
funds considered in Exhibit 2, with 97% of funds trailing 
the category benchmark. This contrasts with Indian 
domestic funds, which have witnessed a substantial 
uplift in fees, which may be a product of the regulation 
changes initiated in 2013. In an attempt to widen 
investor participation, Indian asset managers are now 
allowed to introduce a supplementary 30 basis point 
surcharge for broadening investor inflows from cities 
beyond that of their primary focus.

EXHIBIT 4: ANNUAL FUND FEES CHARGED BY ACTIVE EQUITY FUNDS

REGION
ANNUAL EXPENSE RATIOS (% PER YEAR) COMPOUND ANNUAL 

GROWTH RATE OVER THE 
PERIOD (% PER YEAR)2010 2011 2012 2013 2014

DEVELOPED MARKETS

Canada Equities 2.21 2.28 2.26 2.22 2.19 -0.18

Canada Mid- and Small-Cap Equities 2.70 2.78 2.68 2.68 2.65 -0.37

Europe Equities 2.04 1.96 1.91 1.86 1.83 -2.15

Europe Large- and Flex-Cap Equities 2.02 1.96 1.91 1.88 1.82 -2.06

Europe Mid- and Small-Cap Equities 2.16 1.94 1.93 1.76 1.86 -2.95

U.S. Large-Cap Equities 1.05 1.03 1.01 0.98 0.97 -1.57

U.S. Mid- and Small-Cap Equities 1.28 1.25 1.23 1.21 1.18 -1.61

EMERGING MARKETS
Chile Equities 4.57 4.09 4.08 4.06 4.13 -2.00

Indian Equities 2.17 2.27 2.16 2.34 2.58 3.52

Indian Mid- and Small-Cap Equities 2.28 2.10 2.22 2.50 2.69 3.36

Mexico Equities 2.21 2.43 2.48 2.44 2.40 1.66

South Africa Equities 1.35 1.32 1.31 1.27 1.29 -0.91
Source: S&P Dow Jones Indices LLC, based on information from Morningstar. Data as of December 2014. Table is provided for illustrative purposes. Past performance 
is no guarantee of future results.

In close, since the first publication of the SPIVA U.S. 
Scorecard, S&P Dow Jones Indices has continued to 
expand coverage to other regions and countries in 
order to keep track of the ongoing passive versus active 
debate. In this research paper, we have found that 
the amount of fees that investors have to pay can vary 

depending on the domicile of the active fund, and the 
compounding effect of this can have a material impact 
on cumulative return. In terms of investment style, we 
noted that both India and Japan saw the highest level 
of outperformance over their benchmarks in the large-, 
mid-, and small-cap spaces.



* Regional benchmarks included here 
are large-cap, with the exception of 
Brazil, Chile, and Mexico where  
SPIVA results  displayed reflect 
regional broad market indices. Mul-
tiple benchmarks exist in all regions 
tracked by SPIVA. For more informa-
tion on SPIVA methodology, including 
a full list of regional benchmarks 
and results, visit  
www.spdji.com/spiva
 Source: S&P Dow Jones Indices LLC, 
Morningstar, Fundata, CRSP. Data as  
of June 30, 2015. Charts and tables 
are provided for illustrative purpos-
es. Past performance is no guaran-
tee of future results.

SPIVA® Around the World 

PERCENTAGE OF ACTIVE FUNDS  
OUTPERFORMED BY BENCHMARKS  
OVER 1-, 3-,  AND 5-YEAR PERIODS
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BRAZIL

1 2 3 4
Accounts for the 
entire opportunity 
set–not just the  
survivors–thereby 
eliminating  
survivorship 
bias.

Applies an  
apples- 
to-apples  
comparison  
by measuring  
a fund’s returns 
against the returns 
of a benchmark  
appropriate for  
that particular  
investment  
category.

Shows that  
asset- 
weighting  
matters  
by using both  
equal- and  
asset-weighted 
averages.

Uses only the share 
class with greater 
assets, which  
avoids double 
counting multi-
ple share classes in  
all count-based 
calculations.

THE SPIVA DIFFERENCE

www.spdji.com/spiva
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* Regional benchmarks included here 
are large-cap, with the exception of 
Brazil, Chile, and Mexico where  
SPIVA results  displayed reflect 
regional broad market indices. Mul-
tiple benchmarks exist in all regions 
tracked by SPIVA. For more informa-
tion on SPIVA methodology, including 
a full list of regional benchmarks 
and results, visit  
www.spdji.com/spiva
 Source: S&P Dow Jones Indices LLC, 
Morningstar, Fundata, CRSP. Data as  
of June 30, 2015. Charts and tables 
are provided for illustrative purpos-
es. Past performance is no guaran-
tee of future results.
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The One 
to Watch

A true leader dives headlong into the action. 
Be inspired by S&P Dow Jones Indices’ 
independent vision and invest with game 
changing indices to power your ideas. Success 
follows Indexology—an unmatched legacy of 
index innovation. 

indexology® 
shapes investing   
www.spdji.com/indexology 

© 2016 by S&P Dow Jones Indices LLC, a part of McGraw Hill Financial. All rights reserved. S&P® and Indexology® are registered trademarks of Standard & Poor’s Financial 
Services LLC. Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC. It is not possible to invest directly in an index. S&P Dow Jones Indices receives 
compensation for licensing its indices to third parties. S&P Dow Jones Indices LLC does not make investment recommendations and does not endorse, sponsor, promote or sell 
any investment product or fund. This is not an offer of services in any jurisdiction where S&P Dow Jones Indices does not have the necessary licenses.

www.spdji.com/indexology 
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As of June 30, 2015, equities domiciled in the U.S. 
represented 50% of the global equity market cap, with 
large-cap U.S equity alone accounting for more than 
40%. Over the past 25 years, the average size of the 
U.S large-cap equity, as measured by the S&P 500®, 
in relation to the global market stands roughly at 38% 
(Exhibit 1), reaching as high as 46.7% at its peak in 
1999. During the same period, the global equity market 
returned 571.5% on a cumulative total return basis, out 
of which large-cap U.S. equity contributed approximately 
55% on an average annual basis.

Given that a significant percentage of global market 
returns are driven by the performance of the U.S. equity 
market, in particular large-cap equity, it is important that 
global investors form a point of view on expected returns 
of large-cap U.S. equity. In other words, the returns of 
large-cap U.S equity can be a central part of strategic 
asset allocation considerations for all global investors. 

The long-run economic fundamentals appear favorable 
for the U.S. economy. Recent macroeconomic trends 
indicate that the U.S. has decoupled substantially from 
the rest of the world’s economy. While other major world 
economies are battling stagnant GDP growth rates 
and weakened currencies, and introducing aggressive 
quantitative programs, the U.S. economy appears well on 
its way to recovery. With different countries undergoing 
different economic cycles, it is more than likely that their 
equity market performance will be divergent as well. 

In fact, risk and return profiles of major regions and 
countries over the past years vary quite considerably 
(Exhibit 2). It is possible that each country or region, 

on an individual basis, may have higher volatility than 
the U.S. on its own. However, by combining countries 
and regions with different risk/return profiles and 
correlations, an overall portfolio may be better equipped 
to deliver smoother returns and reduce volatility. Exhibit 
3 shows that 25 year average historical correlations 
between major capital markets and the large-cap U.S. 
equity space range from 0.54 to 0.82. While correlations 
between the major capital markets and the large-cap 
U.S. equity rose close to 1 during the financial crisis, the 
rolling 36-month correlation figures in Exhibit 4 suggest 
that they have been trending down in recent months, 
indicating possible portfolio diversification benefits.

Portfolio theory suggests that globally diversified 
portfolios dominate domestic-only ones on the efficient 
frontier. For a given level of risk, globally diversified 
portfolios have tended to earn higher returns than 
domestic-only ones. Similarly, for the same level of 
returns, globally diversified portfolios have historically 
produced lower risk. Exhibit 5 shows a stylized example 
of potential diversification benefits that can be gained 
by extending beyond the domestic/regional equity 
opportunity set for investors based in Asia, Europe, 
and Latin America. In our example, we represent naïve 
diversification with hypothetical portfolios that assume 
investors originally invest 100% in either domestic 
equities or in regional equities, as represented by the 
country and regional indices as proxies. We further 
assume that investors reallocate 20% of their portfolio 
allocations into large-cap U.S. equity, as represented by 
the returns of the S&P 500. All six hypothetical portfolios 
are rebalanced as of Dec. 31 of each year. 

FEATURES

THE CASE FOR LARGE-CAP U.S. EQUITY 
EXPOSURE FOR GLOBAL INVESTORS

AYE M. SOE, CFA, SENIOR DIRECTOR, INDEX RESEARCH & DESIGN

Is there a strong case for global investors to consider U.S. equity in their 
investment decisions?

1 The figures are based on the float adjusted market capitalizations of the S&P Global BMI and S&P 500 as of June 30, 2015.
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Exhibit 5 shows that global investors do not need 
to allocate proportionately based on market cap or 
dramatically alter their home bias preference in 
order to realize potential diversification benefits. For 
those investors with extreme home and regional bias, 
reallocating a small portion of the equity exposure away 
from domestic/regional equities into large-cap U.S equity, 
such as 20%, historically results in higher returns with 
lower volatility. The higher Sharpe ratio is consistent 
across all three regions regardless of the investment time 
horizon. By incrementally adding exposure to large-cap 
U.S. equity, investors across various regions can achieve 
higher risk-efficient portfolios. 

Beyond above-mentioned potential diversification benefits, 
there are additional factors that make a strong case for 
consideration of large-cap U.S. equity. In particular, when 
viewed from the valuations perspective, data reveals that 
large-cap U.S. equities are relatively inexpensive compared 
to their historical ranges. As of June 30, 2015, the S&P 
500 was trading at the P/E  multiple of 20.57, which is 
lower than its one-year historical average of 24.9. With the 
estimated forward P/E multiple for the next 12 months at 
17.37, valuations appear attractive for global investors.

Conclusion

Global economic events over the past few years suggest 
that the U.S. is decoupling from the rest of the world’s 
economy, and at present the trend is expected to persist. 
Beyond a strong economic prospect that can have 
positive impact on equity market performance, there are 
additional factors that make a compelling case for global 
investors to consider U.S equity in their investment 
considerations. As large-cap U.S. equity has contributed 
a significant percentage of global market returns over 
the past 25 years, it is important to note that the asset 
class can be a central part of strategic asset allocation 
decisions for global investors. Our analysis shows 
that investors do not need to dramatically alter their 
asset allocation mix to achieve higher level of portfolio 
diversification. By reallocating a small portion of the 
equity exposure away from domestic/regional equities 
into large-cap U.S. equity, global investors may find it 
possible to have higher returns with lower volatility.

2  Calculated by dividing the index price level by the sum of the last four quarters of as reported earnings. See Index Earnings (September 25 2015) by Howard Silverblatt. 

EXHIBIT 1: HISTORICAL WEIGHT OF U.S. IN GLOBAL MARKET

Source: S&P Dow Jones Indices LLC. Data as of June 30 of each year. Charts and graphs are provided for illustrative purposes only. The global market is 
represented by the float adjusted market capitalization of S&P Global BMI.
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Source: S&P Dow Jones Indices LLC. Charts and graphs are provided for illustrative purposes only. Past performance is not a guarantee of future results. Data from 
06/30/1995-06/30/2015 based on the monthly total returns of the S&P 500, S&P Australia LargeMidCap BMI, S&P Japan LargeMidCap BMI, S&P Asia Pacific ex-Japan 
LargeMidCap BMI, S&P France LargeMidCap BMI, S&P Germany LargeMidCap  BMI, S&P UK LargeMidCap BMI, S&P Europe ex-UK LargeMidCap BMI, S&P Canada 
LargeMidCap BMI, S&P Brazil LargeMidCap BMI, S&P Latin America LargeMidCap BMI, S&P Emerging Markets LargeMidCap BMI, S&P Global BMI. All returns are in USD.

EXHIBIT 2: HISTORICAL RISK/RETURN PROFILES OF MAJOR REGIONS AND COUNTRIES

ANNUALIZED RETURN ANNUALIZED RISK RISK/REWARD RATIO

US – Large Cap 8.91% 15.18% 0.59

Australia 10.53% 21.12% 0.50

Japan 1.01% 18.38% 0.06

Asia Pacific ex-Japan 8.24% 21.81% 0.38

France 7.45% 20.66% 0.36

Germany 8.04% 23.80% 0.34

UK 7.07% 16.00% 0.44

Europe ex-UK 8.32% 19.80% 0.42

Canada 8.87% 20.54% 0.43

Brazil 11.59% 38.21% 0.30

Latin America 10.22% 28.54% 0.36

Emerging Markets 7.84% 23.55% 0.33

Global Market 7.65% 15.69% 0.49

Source: S&P Dow Jones Indices LLC. Charts and graphs are provided for illustrative purposes only. Past performance is not a guarantee of future results. Data from 
06/30/1995-06/30/2015 based on the monthly total returns of the S&P 500, S&P Australia LargeMidCap BMI, S&P Japan LargeMidCap BMI, S&P Asia Pacific ex-Japan 
LargeMidCap BMI, S&P France LargeMidCap BMI, S&P Germany LargeMidCap  BMI, S&P UK LargeMidCap BMI, S&P Europe ex-UK LargeMidCap BMI, S&P Canada 
LargeMidCap BMI, S&P Brazil LargeMidCap BMI, S&P Latin America LargeMidCap BMI, S&P Emerging Markets LargeMidCap BMI, S&P Global BMI. All returns are in USD.
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EXHIBIT 3: CORRELATION OF MAJOR REGIONS AND COUNTRIES WITH LARGE CAP U.S EQUITY
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Source: S&P Dow Jones Indices LLC. Charts and graphs are provided for illustrative purposes only. Past performance is not a guarantee of future results. Data from 
06/30/1995-06/30/2015 based on the monthly total returns of the S&P 500, S&P Australia LargeMidCap BMI, S&P Japan LargeMidCap BMI, S&P Asia Pacific ex-Japan 
LargeMidCap BMI, S&P France LargeMidCap BMI, S&P Germany LargeMidCap  BMI, S&P UK LargeMidCap BMI, S&P Europe ex-UK LargeMidCap BMI, S&P Canada 
LargeMidCap BMI, S&P Brazil LargeMidCap BMI, S&P Latin America LargeMidCap BMI, S&P Emerging Markets LargeMidCap BMI, S&P Global BMI. All returns are in USD.

Source: S&P Dow Jones Indices LLC. Charts and graphs are provided for illustrative purposes only. Past performance is not a guarantee of future results Data 
from 06/30/1995 – 06/30/2015 based on monthly total returns of the S&P 500, S&P Asia Pacific ex-Japan LargeMidCap BMI, S&P Japan LargeMidCap BMI, S&P UK 
LargeMidCap BMI, S&P Europe ex-UK LargeMidCap BMI, S&P Emerging Markets LargeMidCap BMI, S&P Latin America LargeMidCap BMI. All returns are in USD.

EXHIBIT 5: BENEFITS OF DIVERSIFICATION: HYPOTHETICAL PORTFOLIOS COMPARISON

European Investor Asia Pacific Investor Latin America Investor

50% Europe 
ex-UK, 50% UK

40% Europe 
ex-UK, 40% UK, 
20% US LC Equity

50% Asia 
Pacific ex-Japan, 
50% Japan

40% Asia Pacific 
ex-Japan, 40% 
Japan, 20% US 
LC Equity

100% Latin 
America

80% Latin 
America, 20% 
US LC Equity

Annualized Returns
1 Year -7.64% -4.63% -0.10% 1.60% -23.14% -17.29%
3 Year 12.03% 13.14% 10.32% 11.82% -8.64% -3.25%
5 Year 10.67% 12.05% 8.82% 10.61% -4.64% -0.06%
10 Year 5.55% 6.09% 7.15% 7.40% 7.74% 8.55%
20 Year 7.75% 8.05% 5.22% 6.26% 10.22% 10.74%
Annualized Risk
3 Year 12.14% 10.96% 10.20% 9.02% 19.52% 16.27%
5 Year 17.62% 16.18% 13.73% 12.87% 22.64% 19.73%
10 Year 19.33% 18.10% 17.66% 16.62% 27.28% 24.12%
20 Year 17.34% 16.49% 17.93% 16.63% 28.54% 25.00%
Risk/Reward Ratio
3 Year 0.99 1.20 1.01 1.31 -0.44 -0.20
5 Year 0.61 0.74 0.64 0.82 -0.21 0.00
10 Year 0.29 0.34 0.40 0.45 0.28 0.35
20 Year 0.45 0.49 0.29 0.38 0.36 0.43

EXHIBIT 4: ROLLING 36-MONTHS CORRELATION OF MAJOR REGIONS AND COUNTRIES WITH LARGE CAP U.S EQUITY

 Asia Pacific ex-Japan Europe ex-UK Emerging Markets Latin AmericaJapan UK
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In the S&P 500, S&P MidCap 400, and S&P SmallCap  
600, the rule has a long history. One result is that 
the indices, especially the S&P SmallCap 600, have a 
modest value tilt, to which some analysts object. New 
research by Gene Fama and Ken French–academics 
widely recognized for their work on factor investing–
provides a solid basis for requiring profitability and 
explaining its role in the value tilt of the indices.

The S&P 500 Profitability Rule

While the S&P 500 traces its history back to 1926, its 
guidelines for stock selection were largely handed 
down by word of mouth and tradition until index futures 
were listed in 1982 and index mutual funds began to 
grow rapidly. The early statements of a profitability 
requirement spoke of detailed fundamental analysis 
to determine financial viability. The 1990s tech boom 
collided with financial viability. Companies would move 
from someone’s garage to the stock market overnight. 
A week after its IPO, a company might be worth USD 
20 billion but it would have no revenues or earnings. 
Another week and CNBC would ask when it would join 
the S&P 500. In the midst of tech euphoria, everyone 
believed that the latest Wild-Idea.com was destined to 
be worth tens of billions in a few months. Stock analysts 
lined up to publish detailed analyses guaranteeing the 
financial viability of each new Wild-Idea.com. 

The S&P Index Committee, among the last skeptics 
left on Wall Street, decided that the financial viability 
requirement should be transparent, simple, and 
function to contain the number of inflated Wild-Ideas.
com in the S&P 500. The profit guideline was changed to 

four consecutive quarters of positive earnings according 
to Generally Accepted Accounting Principles (GAAP). At 
first this looked almost too simple. The first dot-com to 
join the index under the new rule was AOL.Com. This 
was before AOL-Time Warner but after the SEC closed 
a multi-year investigation into the approach then used 
by AOL to book subscription revenues with findings 
favorable to the company.

The next challenge to requiring four quarters of profits 
followed a few years later when some companies began 
issuing large blocks of employee stock options and 
excluded the option expense from operating earnings. 
Recognizing that options had value and weren’t free, 
the Index Committee continued to use GAAP when 
measuring profitability. 

More recently, the Index Committee made an 
adjustment to the rule to recognize the seasonal 
patterns in company earnings experience. In some 
businesses, earnings are very seasonal and a company 
may be consistently profitable over several years even 
though it loses money in the same quarter year in and 
year out. The current rule requires positive earnings 
summed across the last four quarters and a positive 
result in the most recent quarter, not four consecutive 
quarters where each has positive earnings.

Some questions about requiring profits before adding a 
company to the S&P 500 include; that companies might 
be ignored; that the index does not perfectly represent 
the market; and that GAAP is too strict. The S&P 500 is 
not all-inclusive. Rather it represents leading large-cap 
companies in the U.S. equity market under guidelines 

FEATURES

THERE’S VALUE IN PROFITABILITY

DAVID M. BLITZER, MANAGING DIRECTOR & CHAIRMAN OF THE INDEX 
COMMITTEE, S&P DJI

In the S&P 500, companies must be profitable when they join the index. 
Although investors normally don’t want to track an index of money-losing 
companies, few indices have a profitability rule.

1 Eugene F. Fama and Kenneth R. French, “A Five Factor Asset Pricing Model” SSRN # 2287202, September 2014



14

that include liquidity, a minimum 50% public float, and 
profitability. Requiring profits creates a value tilt and 
may lead to different performance compared to indices, 
which ignore profits. S&P Dow Jones Indices publishes 
a U.S. total market index, which includes stocks that fail 
the profitability requirement, are not liquid enough, or 
are too small to be included in the S&P 500. GAAP is the 
accepted standard; there will always be someone who 
wants to restate his numbers to make them look nicer. 

Fama French Five Factors

From the earliest work in quantitative finance, it was clear 
that neither expected future dividends or the movement 
of the overall stock market could completely explain why 
some stocks performed better than others. One early 
article in 1981 showed that small-cap stocks tend to 
outperform large caps over time.1 The work on small-cap 
stocks led to further efforts to identify characteristics of 
stocks that affect their performance. Research by Eugene 
Fama and Kenneth French showed that a stock’s size and 
the ratio of its book value to its market value, along with 
the overall stock market, are the three principal factors 
affecting performance. This became the Three Factor 
Model, widely used in equity analysis.2   

Hunting for factors that drive stock performance didn’t 
end with the Three Factor Model. In recent work Fama 
and French expanded their Three Factor Model to Five 
Factors by including investment (measured as the 
growth of a company’s total assets) and profitability 
as two additional factors.3 Fama and French measure 
profits as revenues less cost of goods sold, interest 
expense and selling, general and administrative 
expenses, all divided by book equity. The measure is 
calculated with accounting data for the most recent 
fiscal year. While the Fama and French measure is not 
precisely the same as earnings per share under GAAP 
for the trailing four quarters, the S&P 500 profitability 
measure is quite similar.

With the S&P 500, the profitability requirement gives 
the index a value tilt. Fama and French show that the 
two new factors in their Five Factor Model are closely 
related to value: when profitability and investment 
are included in identifying a value stock, the ratio of 
book value to market value is redundant. Profitability, 
whether in Fama and French or in the S&P 500, has a 
key role in determining value. 

1 Rolf W Banz, “The relationship Between Return and Market Value of Common Stocks,” Journal of Financial Economics 9 (1981).
2 Eugene F. Fama and Kenneth R. French, “The Cross Section of Expected Stock Returns”  The Journal of Finance, volume 47 Issue 2 (June 1992) pp 427-465.
3 Eugene F. Fama and Kenneth R. French, “A Five Factor Asset Pricing Model” SSRN # 2287202, September 2014.

Tune into the latest indexing trends today at www.asset.tv
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WHAT’S BEHIND THE DECLINE IN 
S&P 500® CAPITAL EXPENDITURES?

FEATURES

HOWARD SILVERBLATT, SENIOR INDUSTRY ANALYST, INDEX INVESTMENT 
STRATEGY, S&P DOW JONES INDICES

There’s been significant concern that companies are not investing in 
themselves or their future and, instead, are focusing on buybacks, which 
enhance short-term shareholder returns and support stock price.

A preliminary review of the third quarter’s S&P 500 
capital expenditures shows that the overall spending 
within the S&P 500 has declined 1.6% year-over-year, 
which would give support to that concern. However, 
excluding the 35.0% decline in energy issues, the 
year-over-year decline becomes a 15.6% gain, painting 
a much more robust picture. The decline in energy 
expenditures started last year, as oil prices, which 
were at USD 105, fell. By year-end 2014, companies 
were announcing pull-backs in capital expenditures, 
with 2014 results including notes, and remarks 
from conference calls. The pull-backs in companies’ 
expenditures don’t go into effect as quickly as turning 
a switch (or production line) off. Drilling operations, 
storage, and delivery schedules are longer-term and, 
more equivalent to a large rig, take time to turn around 

(eventually, they will take time to turn back on as 
well). On a trailing 12-month period (through Q3 2015), 
overall capital expenditures are still up 1.7%; excluding 
energy’s 15.9% decline, the rate is 10.1%. However, the 
rate is expected to decline because energy expenditures 
are expected to continue to decline. 

At this point, capital expenditures need to be interpreted 
on both a full and ex-energy level, with the ex-energy 
level showing growth. The growth, however, appears 
to be in areas that increase productivity and enhance 
margins. Absent at this point, are expenditures to create 
new operations, expand current ones, add back “shifts,” 
or even increase hours worked—all of which could lead 
to higher employment.

Source: S&P Dow Jones Indices LLC. Data as of Dec. 7, 2015. Past performance is no guarantee of future results. Chart is provided for illustrative purposes and may 
reflect hypothetical performance.

EXHIBIT 1: S&P 500 CAPITAL EXPENDITURES IN USD MILLIONS (PRELIMINARY, Q3 2015, FULL VALUES
                    UNADJUSTED FOR FLOAT)
SECTOR CHANGE Q3 2015 Q3 2014 CHANGE 12 MO. (09/2015) 12 MO. (09/2014)
Consumer Discretionary 22.08%  22,704.30  18,598.38 21.92%  86,057.28  70,587.48 
Consumer Staples 4.13%  10,817.70  10,388.40 4.14%  43,285.84  41,563.35 

Energy -34.98%  36,459.20  56,075.40 -15.90%  176,732.70  210,155.00 

Financials 25.48%  10,127.69  8,070.88 16.84%  37,213.34  31,849.02 

Health Care 23.94%  7,070.42  5,704.73 6.96%  26,454.58  24,733.95 

Industrials 20.56%  17,267.66  14,322.38 12.14%  71,182.29  63,476.59 

Information Technology 9.21%  18,396.77  16,845.28 12.11%  71,796.04  64,040.81 

Materials -2.10%  7,011.60  7,161.70 1.92%  27,946.20  27,419.80 

Telecommunnication Services -4.30%  10,977.00  11,470.00 -8.64%  40,447.80  44,270.60 

Utilities 32.12%  21,345.40  16,156.10 11.18%  83,026.10  74,677.90 

S&P 500 -1.59%  162,177.74  164,793.25 1.74%  664,142.17  652,774.50 

S&P 500 Ex-Energy 15.64%  125,718.54  108,717.85 10.12%  487,409.47  442,619.50 
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Source:S&P Dow Jones Indices LLC. Data as of Dec. , 2015. Past performance is no guarantee of future results. Chart is provided for illustrative purposes and may 
reflect hypothetical performance.

EXHIBIT 2: S&P 500 CAPITAL EXPENDITURES BY PERCENTAGE (PRELIMINARY, Q3 2015, FULL VALUES  
                     UNADJUSTED FOR FLOAT)

MAKEUP CHANGE Q3 2015 Q3 2014 CHANGE 12 MO. 09/2015 12 MO. 09/2014

Consumer Discretionary 24.05% 14.00% 11.29% 19.83% 12.96% 10.81%

Consumer Staples 5.81% 6.67% 6.30% 2.36% 6.52% 6.37%

Energy -33.93% 22.48% 34.03% -17.34% 26.61% 32.19%

Financials 27.51% 6.24% 4.90% 14.84% 5.60% 4.88%

Health Care 25.94% 4.36% 3.46% 5.13% 3.98% 3.79%

Industrials 22.51% 10.65% 8.69% 10.22% 10.72% 9.72%

Information Technology 10.97% 11.34% 10.22% 10.19% 10.81% 9.81%

Materials -0.52% 4.32% 4.35% 0.18% 4.21% 4.20%

Telecommunnication Services -2.75% 6.77% 6.96% -10.20% 6.09% 6.78%

Utilities 34.25% 13.16% 9.80% 9.28% 12.50% 11.44%

S&P 500 0.00% 100.00% 100.00% 0.00% 100.00% 100.00%

Source: S&P Dow Jones Indices LLC. Data as of Dec. 7, 2015. Past performance is no guarantee of future results. Chart is provided for illustrative purposes and may 
reflect hypothetical performance.

EXHIBIT 3: S&P 500 ENERGY CAPITAL EXPENDITURES IN USD MILLIONS (SORTED BY Q3 2015 EXPENDITURE) 

TICKER COMPANY CHANGE Q3 2015 Q3 2014 CHANGE 12 MO. (09/2015) 12 MO. (09/2014)

CVX Chevron -17.59%  6,810  8,264 -15.07%  31,723  37,352 

XOM Exxon Mobil -21.92%  6,401  8,198 -10.02%  29,238  32,494 

COP ConocoPhillips -52.62%  2,174  4,588 -27.77%  12,269  16,985 

APC Anadarko Petroleum -37.87%  1,360  2,189 -26.88%  7,080  9,683 

EOG EOG Resources -35.78%  1,357  2,113 -22.26%  6,177  7,946 

DVN Devon Energy -29.95%  1,193  1,703 -96.26%  479  12,807 

KMI Kinder Morgan 13.42%  1,090  961 4.74%  3,956  3,777 

OXY Occidental Petroleum -37.27%  1,084  1,728 -2.42%  6,859  7,029 

APA Apache -65.45%  1,002  2,900 -37.37%  6,636  10,596 

PSX Phillips 66 -34.81%  987  1,514 34.92%  4,412  3,270 

Top 10 -31.32%  23,458  34,158 -23.33%  108,829  141,939 
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The impact of lower oil (and commodity) prices is 
having a large impact on energy issues. In this sector, 
size counts, as smaller-cap issues, which typically 
supply more services and equipment, can cut capital 

expenditures more quickly, and larger-cap issues (like 
those found in the S&P 500) have some time-lag due to 
contracts and commitments.

18

Source: S&P Dow Jones Indices LLC. Data as of Dec. 7, 2015. Past performance is no guarantee of future results. Chart is provided for illustrative purposes and may 
reflect hypothetical performance.

EXHIBIT 4: S&P 500 PRICE CHANGES SINCE JUNE 2014, WHEN OIL WAS USD 105

SECTOR S&P 500 S&P MidCap 400 S&P SmallCap 600
Energy -37.25% -52.15% -70.39%
Materials  -10.04% -14.15% -30.14%

Industrials 1.26% -4.87% 0.00%

Consumer Discretionary 20.98% 0.29% -0.16%

Consumer Staples 12.52% 7.05% 8.95%

Health Care 16.85% 23.04% 28.39%

Financials 7.60% 9.54% 5.80%

Information Technology  17.95% 7.00% 14.65%

Telecommunication Services  -5.44% -5.40% 5.80%

Utilities  -4.41% -11.22% 10.35%

Index 5.96% 0.10% 1.06%
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TALKINGPOINTS
BONDING WITH THE S&P 500®

TALKING POINTS

J.R. RIEGER, GLOBAL HEAD, FIXED INCOME, S&P DOW JONES INDICES

With more and more eyes on the bond market, S&P Dow Jones Indices 
launched the S&P 500 Bond Index, a corporate-bond counterpart of the 
iconic S&P 500.

Timing is Everything (Why Now?)

The S&P 500 has been the flagship index tracking the 
U.S. equity market for over 50 years. Over the past 
few years, corporations have issued large amounts of 
debt, likely taking advantage of the lower interest rate 
environment. The time came for S&P Dow Jones Indices 
to represent this by creating an index that seeks to track 
the debt that is issued by members of the S&P 500.

The S&P 500 Bond Index does just that, and more. 
Bond markets are often seen by investors and advisors 
as being quite complex. This index simplifies the bond 
market through its relationship to the S&P 500. Most 
investors are familiar with the iconic index that is 
designed to track large-cap U.S. equities, so the S&P 
500 Bond Index can make the corporate bond market 
more approachable, given that investors are generally 
already familiar with the corporations whose debt is 
being measured by the index. S&P Dow Jones Indices 
has several bond indices that are much broader in 
scope—the S&P 500 Bond Index differentiates itself 
from those broader indices.

How it Works

The S&P 500 Bond Index uses a rules-based 
methodology to create an easily understandable bond 
index based on the S&P 500. The rules are based on 
the type of bond and minimum par amount outstanding 
thresholds, among other factors. The index follows a 
weighting scheme based on market value (calculated as 
the par amount outstanding times the price of the

bond), making it easy to compare with other fixed 
income index benchmarks. A significant portion of the 
equity market is represented in this bond index, as it 
currently includes debt issuance from approximately 
430 of the S&P 500’s members, totaling around USD 3 
trillion in debt outstanding.

Key Benefits

• Apples-to-apples comparison: The S&P 500 Bond 
Index could be used to provide a comparison 
between the equity and bond markets, given that 
constituents of the S&P 500 Bond Index are also 
members of the S&P 500.

• Transparency: The index makes opaque bond 
markets more transparent by focusing on issuers 
that investors are already familiar with.

• Diversification: The S&P 500 Bond Index mirrors the 
GICS® 10 sector approach of the S&P 500. Sector- 
and ratings-based subindices will also be calculated.

• Liquidity: The index is designed to track only  
liquid debt.

Why is This Index Unique?

The S&P 500 Bond Index is the first of its kind and 
is directly related to the S&P 500, the most widely 
regarded gauge of U.S. equity indices.

For more in-depth analysis on this topic, read our research paper “S&P 500 Bond Index: Simplifying the U.S. Corporate Bond Market”
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S&P DJI: How do your clients think about risk, and how do their perspectives on 
risk inform your portfolio management approach? 

Jerry: Our clients typically have the dual objective of growing their portfolio 
and preventing loss of capital. We approach asset allocation and portfolio 
management by first learning, through the financial planning process, our 
client’s long-term financial objectives, including risk tolerance. We then allocate 
accordingly. Once a portfolio is established, we manage it by monitoring it daily 
and rigorously rebalancing it back to the target asset allocations whenever 
actual portfolio asset allocations have drifted by more than the tolerances we 
have established. We also manage the cash balances in the portfolio to meet the 
client’s specific cash flow needs. Our overall goal is to achieve portfolio growth 
and to protect against loss of capital in the most cost-efficient way possible. 
 
S&P DJI: What other benefits could arise from the employment of risk-
managed portfolios?

Jerry: In our opinion, there are a number of qualitative and quantitative benefits 
of risk-managed investing (RMI), which we define as the attempt to go beyond 
traditional asset allocation to explicitly dampen volatility and/or limit downside 
potential. We believe that RMI permits investors to hold appropriate amounts 
of equities to combat inflation and meet their long-term financial objectives. 
A well-defined risk-management approach has the potential to help investors 
stay the course during periods of market turbulence and prevent them from 
making fear-based, self-destructive decisions (as many made in the wake of 
2008/2009, depriving themselves of the wealth restoration that the equity market 
subsequently delivered). 
 
S&P DJI: Can you elaborate on the volatility dampening and downside protection 
aspects of RMI?

Jerry: The volatility-dampening aspect of RMI strives to add value by reducing 
risk drag, which we define as erosion of long-term compound returns due to 
short-term volatility of returns, and mitigating sequence risk, which represents 
the risk that a severe market downturn will precede a need to withdraw 
substantial portfolio funds. Sequence risk decreases with stability of returns. 
Volatility dampening can also help exploit tax effects, that is, in a tax regime with 
progressive tax rates (i.e., tax rates that increase with income), stable returns 
produce less tax liability than volatile returns, since, with volatile returns, the 
tax saved in down years is less than the additional tax accrued in up years. The 
downside protection aspect of RMI adds value by taking advantage of “return 
asymmetry,” the mathematical fact that every percentage decline requires a 
greater percentage gain to break even.  

JERRY A. MICCOLIS, CFA®, 
CFP®, FCAS, CERA, has over 
four decades of experience 
in the investment, risk 
management, and actuarial 
fields and co-authored the 
book Asset Allocation For 
Dummies®. Currently, 
Jerry serves as CIO of 
Giralda Advisors (a Montage 
Investments company), an 
outgrowth of Brinton Eaton 
Wealth Advisors (now Mariner 
Wealth Advisors), where Jerry 
previously served as CIO. 

Jerry is not affiliated with S&P Dow 
Jones Indices or any of its affiliates. 
Opinions and statements offered by 
Jerry are his own or that of Giralda 
Advisors and may not necessarily 
represent the views of S&P Dow 
Jones Indices or any of its affiliates. 
Optimized Portfolio System (TOPS). 

FA TALKS

RISK MANAGED INVESTMENTS:  
COSTS, BENEFITS, AND BENCHMARKS 
Shaun Wurzbach, Global Head of Financial Advisor Channel Management, S&P Dow Jones 
Indices (S&P DJI) chatted with Jerry A. Miccolis, Founding Principal and Chief Investment 
Officer, Giralda Advisors to get his take on risk management.
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For example, a 25% decline from USD 100 to USD 75, 
requires a 33% gain (from USD 75 back to USD 100) to 
break even. This illustrates that avoiding a decline is the 
economic equivalent of capturing a gain of even greater 
magnitude. Through these means, RMI can benefit even 
the most aggressive, risk-tolerant investors over full 
market cycles.

S&P DJI: What are some of the potential costs associated 
with this approach?

Jerry: Risk management devices may have direct 
costs, such as the premium paid for a put option to 
protect a specific holding in the portfolio. There may 
also be opportunity costs, such as foregoing some 
upside potential, as can occur with an option collar (the 
simultaneous purchase of a put option and sale of a 
call option). More sophisticated RMI devices, including 
the use of volatility futures for example, can provide 
meaningful risk management with relatively little direct 
or opportunity cost.

S&P DJI: Is diversification of holdings across uncorrelated 
asset classes sufficient, in your opinion, for an investor to 
achieve the risk management they need?

Jerry: No. While the asset allocation process can help 
you construct an “optimal” set of portfolios from a risk/
return perspective in most market environments, we 
believe asset allocation will not provide sufficient risk 
management in times of severe market stress. Generally, 
in such times, the correlations among all asset classes 
tend to rise closer to one, the asset classes themselves 
all decline at once, and diversification fails when you 
need it most to succeed. This is precisely what happened 
in 2008/2009. To provide more reliable risk management 
for clients, we have found that it is necessary to more 
explicitly address the downside risk of the riskier asset 
classes within the portfolio.

S&P DJI: What role do indices play in your asset 
allocation and portfolio management processes?

Jerry: We use indices to represent each asset class 
throughout our asset allocation process, and use 
historical index data to help parameterize the probability 
distributions and copula functions. If a candidate asset 
class survives this process and receives an allocation, 
we search for the investment vehicle that most reliably 
tracks that asset class’ index at the lowest cost. Each 
candidate asset class is modelled by establishing long-
term expected returns for each asset class by using a 
Delphi Method among our Asset Allocation Committee 
members, capturing the volatility of each asset class 
by using probability distributions that are unique to 
each asset class and reflect hazardous “fat tails” as 
appropriate. We also reflect the relationships among 

asset classes by using “copula dependency functions” 
instead of correlations to more realistically and 
dynamically capture how those relationships change in 
different market environments. This process has been 
documented in our peer-reviewed article in the Journal 
of Financial Planning:  “Next Generation Investment 
Risk Management:  Putting the ‘Modern’ Back in Modern 
Portfolio Theory.”

S&P DJI: Are risk-managed investments effectively 
benchmarked and how could they be improved?

Jerry: While the S&P 500 may represent a meaningful 
comparison over several complete market cycles (i.e., 
so one can observe whether the downside protection 
during down markets more than offsets the cost during up 
markets, over several full cycles), each of these cycles is 
of unpredictable length, and this makes comparing RMIs 
to non-risk-managed benchmarks problematic.

One way is to combine long exposure to the equity market 
with an exposure to a market hedge. An equity market 
hedge that most investors would easily understand is a 
long put option on the S&P 500. Having found no such 
combination benchmark, we approached S&P DJI and 
the Chicago Board Options Exchange (CBOE) to construct 
a custom index benchmark that would represent 
exposure to the S&P 500 with a simultaneous rolling 
monthly exposure to a 5% out-of-the-money put on the 
S&P 500. While this would not necessarily replicate the 
actual strategy within any single risk-managed equity 
investment, it would represent the objective of many 
similar strategies. We have been collaborating with S&P 
DJI and CBOE to create a benchmark that we think could 
be quite relevant to investors, given the proliferation 
of RMIs of various types over recent years. CBOE has 
also provided us with data from two existing indices 
they created:  The CBOE S&P 500 95-110 Collar Index 
(CLL) and the CBOE VIX Tail Hedge Index (VXTH). We are 
currently analyzing the data from these three indices 
to see which would work best as a combination index 
for risk-managed investments that seek long exposure 
to the equity market and exposure to a market hedge. 
While past performance is no guarantee of future results, 
understanding how a strategy has performed in the past is 
a crucial step in the adoption of a new strategy.
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The One 
to Bond  
With

An independent formula is 
taking the lead in fixed income. 
Synchronize with the team you 
trust at S&P Dow Jones Indices 
and accelerate with precise 
bond signals across traditional, 
smart beta or multi-asset 
class indices. Success follows 
Indexology—fueling ideas 
whose time is now.

The S&P Aggregate™  
and S&P 500 Bond Indices

indexology®  
shapes investing   
www.spdji.com/indexology 

© 2016 by S&P Dow Jones Indices LLC, a part of  McGraw Hill Financial. All rights reserved. S&P®, S&P 500®, Indexology® and S&P Aggregate™ are trademarks of  Standard 
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Join S&P DJI and leading smart beta gurus to learn how financial advisors are applying factor and alternatively 
weighted approaches for risk and return enhancement. Don’t miss Tom Dorsey, President of Dorsey Wright & 
Associates; Ben Fulton, CEO of Elkhorn Investments; and Jason Hsu, Co-founder of Research Affiliates, as they share 
perspectives on the market landscape and debate what’s next for smart beta in 2016.  
 
Join us in person or by live webcast.  Register Now 

EVENTS
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EVENTS

For up-to-date information or to register for upcoming events, visit www.spdji.com/events/sp-hosted/.

Global Bonds 2.0 Examine the growing transparency 
of the bond market, critically evaluate recent research 
around liquidity, and dissect bond duration target 
investing. 

What’s Driving Bond Transparency? Regulatory 
changes meant to increase transparency in the bond 
market have been implemented. Are they enough 
and are they working? What role do ETFs play in 
transparency? Does more transparency lead to better 
price execution?  

Is Liquidity Changing for the Worst? Everyone talks 
about liquidity, but what does it mean in practical 
terms? Are trading volumes the best measure of 
liquidity, and what other factors need to be considered? 
Is the high-yield corporate bond market at risk?  
 

What to do About Duration? Fed rate policy limbo 
paired with recent dramatic price movements have 
made the bond market hard to navigate. We’ll discuss 
how duration-targeted investments may help to reduce 
market sensitivity while maintaining return. 

Show Me the Muni Explore the benefits of low-cost muni 
bond ETFs, whether liquidity in this market signals crisis 
or opportunity, the potential blowback from a Puerto Rico 
default, and muni laddering as a tool to deal with these 
issues. 

Bonds vs. Funds: Should Liquidity Drive Your Buying 
Decision? Taking into account muni liquidity and the 
efficiency of retail trades, we’ll debate the role that liquidity 
should play in decision-making. 

Is Puerto Rico the First Domino? Now that Puerto Rico 
has defaulted, what is next? Where are the new stress 
points for the muni market? 

Effectively Using Muni Bond ETFs. Is there a place for 
munis in core asset allocations? Can laddering defend 
against “zombie” rates? Panelists will explore these 
questions. 

Perspectives on Funding Infrastructure Needs Through 
the Muni Bond Market. 

Events On-Demand 
Chasing Certainty In Uncertain Times - 4th Annual Municipal and Global Bond Forum  
S&P DJI’s 4th Annual Municipal and Global Bond Forum, which took place in the 4th quarter of 2015, explored the 
impact of economic and financial trends on Municipal and Global Bond markets. Hear industry experts share their 
ideas on how to navigate pitfalls and identify opportunities for bond investors against a backdrop of global growth 
uncertainty, market volatility, and Fed rate policy. This year’s expanded two-part program included:

Watch

Watch

Watch

Watch

Watch

Watch

Watch

Watch

Watch
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Webcasts On-Demand 
How Does Indexing Make for Creative Asset Allocation?
The breadth and depth of index-based tools offers 
creative ways for advisors to construct asset allocations. 
Today, the wide availability of index products lets 
advisors focus more directly on deriving alpha from 
the asset allocation mix. What innovations in indices 
and products across the asset class spectrum can help 
simplify and optimize allocations? 

COP21 Could Change the Face of Your Investment 
World Demand for low-carbon investment options is 
surging as climate change continues to grab global 
headlines. What tools are available to institutional 
investors looking to proactively hedge their climate risk? 
What factors are affecting carbon efficient performance 
in the current market and could strategies shift after 
world leaders weigh in on fossil fuel divestment at the 
UN Climate Change Conference (COP21) in Paris? 
 

The Low Volatility Effect in Global Equities Given the 
broad range of low volatility indices available, advisors 
have the advantage of dialing up or down volatility 
exposure on a global scale. Can low volatility strategies 
be applied across global benchmarks with the same 
success as in the U.S.?   

Made in Chindia – A New World Economy? Can Chindia, 
or the joint economies of China and India, alter their 
positions in the global economy? The impact of China’s 
latest stock market slump, as well as India’s emerging 
market slowdown, has certainly caused the world to take 
notice. But how powerful are the resounding economic 
forces of these economies both together and apart?
  

Why Munis Have a Place in Core Holdings Corporate 
bonds are synonymous with core fixed income holdings, 
but what role can munis play in a taxable account 
portfolio? As the multi-trillion dollar muni market grows 
and becomes increasingly transparent thanks to the 
innovation of muni index-based ETFs, the opportunity 
in this space becomes harder to miss and simpler than 
ever to access.

Smartly Drawing out Yield in Australian Markets Is 
shareholder yield a viable option for investors searching 
for income in Australian markets? According to recent 
research, shareholder yield strategies, which account 
for both the contribution of dividends and corporate 
share buybacks, have produced higher annualized 
returns and higher average monthly excess returns in 
up markets over the long term. 

Sector Strategies for Riding the Market’s Ups and Downs 
As investors confront concerns generated by Greece default 
and a shrinking China, as well as the possibility of a U.S. 
recession despite earnings season revving up, many wonder 
how and whether they should reposition their portfolios. 
While some may cash out and wait on the sidelines, 
historical data shows how sector-based strategies do at 
times outperform their parent benchmarks in bear market 
cycles, or over longer-term horizons. 

Why Does the S&P 500 Matter to Hong Kong? More and 
more investors are recognizing the need to diversify 
beyond local equity market exposure. But why do they 
often turn to the S&P 500®, the well-known benchmark 
of the U.S. equity market, to help meet this need? 
 

Not All Small-Cap Indices Are Created Equal Do small-
cap indices only work in a “risk-on” environment, or do 
they perform throughout?  The S&P SmallCap 600® 
tells a full story by historically outperforming most 
actively managed small-cap funds over 1-, 3-, 5-, and 
10-year periods. 

Get Smarter with Factors It’s no surprise that more 
investors around the globe are turning to factors like low 
volatility, equal weight, and momentum to help deliver 
desired portfolio returns. But what is the smartest way 
to make practical use of this approach? 

What Does the Changing ETF Landscape Mean for 
India? The popularity and use of ETFs is undeniably 
expanding on a global scale. How does the continually 
evolving landscape of these investment vehicles fit into 
the India market? 

EVENTS
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GLOBAL INDEX NEWS FEED
GLOBAL 
The S&P 500 Bond Index, a first of its kind fixed 
income index, allows for side-by-side analysis of the 
performance differential between U.S. equity and bond 
markets. The index is priced real-time throughout 
the day and directly corresponds to movement in the 
U.S. bond market, tracking the debt of 430 S&P 500 
companies and over USD 3 trillion in debt outstanding.

The Dow Jones Brookfield Global Infrastructure Broad 
Market Corporate Bond Index, the S&P U.S. Preferred 
Infrastructure Stock Index, the S&P Municipal Bond 
Infrastructure Index, and the S&P Taxable Municipal 
Revenue Bond Infrastructure Index provide new fixed 
income benchmarks for global infrastructure debt. 

The S&P/JPX JGB VIX® Index, the first ever full-scale 
fixed income volatility index available in the Japanese 
market, expands S&P DJI’s volatility and fixed income 
offerings. The index, launched in partnership with the 
Japan Exchange Group (JPX), is constructed using VIX 
methodology licensed from the Chicago Board Options 
Exchange (CBOE) and is only the second of its kind in 
the global fixed-income space.

The S&P China 500, which features enhanced sector 
diversification and covers all Chinese share classes 
including A-shares and offshore listings, brings a new 
headline index to the region and is designed to capture a 
complete China story.

The S&P 500 Environmental & Socially Responsible 
Index and the S&P International Environmental & 
Socially Responsible Index expand the global offerings 
of Environmental, Social, and Governance (ESG) indices.

AMERICAS 
The Dow Jones Sustainability™ Chile Index, launched 
jointly by S&P DJI and the Bolsa de Santiago (“Santiago 
Exchange”) is the first sustainability index in Chile 
and the first to use the Santiago Exchange’s blue chip 
IPSA Index (Indice de Precios Selectivo de Acciones) 
as the underlying universe. S&P DJI and the Santiago 
Exchange also reached a strategic agreement to explore 
the possibility of future jointly developed indices.

The S&P U.S. Spin-Off Index, the S&P U.S. IPO Index, 
and the S&P U.S. Activist Interest Index, expand S&P 
DJI’s event driven index offerings. Along with the S&P 
Merger Arbitrage Index, the indices provide sophisticated 
and transparent strategy benchmarks that reflect how 
significant events can impact a company’s performance. 

The S&P 500 Catholic Values Index is the first Catholic 
index based on a prominent headline benchmark and 
is designed to include companies that adhere to the 
Socially Responsible Investment Guidelines, as outlined 
by the United States Conference of Catholic Bishops.

ASIA PACIFIC
The S&P BSE MidCap Select Index, the S&P BSE SmallCap 
Select Index, the S&P BSE India Manufacturing Index, 
and the S&P BSE Dividend Stability Index, equity indices 
developed by Asia Index Private Limited, a joint venture 
between S&P DJI and BSE Ltd., expand offerings in the 
region. The S&P BSE India Manufacturing Index, designed 
to measure production and manufacturing activities in the 
country is the first of its kind in India.

The S&P/ASX 300 Shareholder Yield Index, expands S&P 
DJI’s offerings in the region for equity investors seeking yield 
derived from dividends and buybacks.

S&P DJI wins Best Index Provider, Asia Pacific and 
Best Calculation Agent, Asia Pacific in Structured Retail 
Products Magazine’s Asia-Pacific Structured Products & 
Derivatives Awards. 

S&P DJI wins Best Index Provider for ETFs – Equity, in The 
Asset Magazine’s Triple A Asia ETF Awards.

S&P DJI wins Index Provider of the Year in Structured Products 
Awards Asia, hosted by Structured Products Magazine.

EUROPE
The S&P Global 1200 Carbon Efficient Index Series, 
S&P Global 1200 Carbon Efficient Select Index Series, 
and S&P Global 1200 Fossil Fuel Free Index Series, are 
now available.

S&P DJI wins Index Provider of the Year at the Global 
Derivatives Awards, hosted by GlobalCapital.
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MIDDLE EAST & AFRICA
The S&P South Africa Environmental, Social, and 
Governance Index is the first ESG index launched in Africa.

The Dow Jones Sustainability South Africa Composite 
Diversified Index, expands S&P DJI’s sustainability index 
family with a standalone country version of the index, 
which incorporates Corporate Sustainability Assessment 
scores assigned by RobecoSAM, for South Africa. 

S&P Pan Arab Shariah Balanced Index Family, a family 
of three indices that combine the S&P Composite 
Shariah and Dow Jones Sukuk Index, expand S&P DJI’s 
Shariah compliant indices. The new family includes the 
S&P Pan Arab Shariah Balanced – Conservative, the 
S&P Pan Arab Shariah Balanced - Moderate, and the 
S&P Pan Arab Shariah Balanced - Growth Indices are 
designed as multi-asset Shariah-compliant benchmarks.

28
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Read the full posts at www.indexologyblog.com

Losing My Religion: Value 
in the USA

How have value indices performed and will 
value investing “work” in the future?

Energy Stocks and Bonds Say Oil 
May Have Bottomed

Has oil reached its bottom or is this just the 
market sentiment?

How Did European Active 
Managers Perform Over the Past 
10 Years?

What were the results of the 2015 mid-year 
SPIVA® Europe Scorecard?

The Rieger Report: Munis Lead 
the Pack in the Final Lap 
How did the municipal bond market perform 
in 2015?

DJSI: A Journey Toward 
Sustainability and Beyond

How have the DJSI played a supporting role 
in leveraging sustainability as a key business 
driver for corporate success?

ETF Industry in India Over the 
Years

How has the ETF industry in India advanced 
over the years?

INDEXOLOGY ® TOP BLOGS
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There’s more action in smart beta than  
ever before. Get smarter with S&P Dow  
Jones Indices’ market-leading intelligence  
to tackle new beta plays ranging from  
the simple to the most advanced.  
Success follows Indexology—indexing  
with a purpose you can understand.

Over $114 billion invested in smart beta ETPs  
linked to S&P DJI. More than to any other provider.*

indexology®  
shapes investing   
www.spdji.com/indexology 

The One 
     to Outsmart  

the Rest

*Source: S&P Dow Jones Indices as of February 2015, derived from internal data and using Morningstar Direct’s classification of Strategic Beta exchange traded products (ETPs).

© 2016 by S&P Dow Jones Indices LLC, a part of McGraw Hill Financial. All rights reserved. S&P® and Indexology® are registered trademarks of Standard & Poor’s Financial 
Services LLC. Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC. It is not possible to invest directly in an index. S&P Dow Jones Indices receives 
compensation for licensing its indices to third parties. S&P Dow Jones Indices LLC does not make investment recommendations and does not endorse, sponsor, promote or sell 
any investment product or fund. This is not an offer of services in any jurisdiction where S&P Dow Jones Indices does not have the necessary licenses.



31

SOUNDBITES...

 WWW.SPDJI.COM

Over the past five years ending in 2014, active funds levied higher charges, 
at least double those of passive funds, regardless of where the funds were 
domiciled. The active management fee in the developed world witnessed a 

general downward trend over the same five-year period.
- Utkarsh Agrawal of S&P DJI in his Indexology blog post, SPIVA Global

Look at 30, 40 years of the history of 
the 30-year or 10-year U.S. Treasury 
rates, and tell me where the rising rate 

environment is there. So I’m not sure that the 
market’s reading that the right way.
- Matt Forrester of CFG Asset Management during S&P DJI’s 

webinar, Why Munis Have a Place in Core Holdings

Many researchers say 
that as much as two-
thirds of the current 

existing fossil fuel reserves 
will stay in the earth, will stay 
unexploited, as a result of the 
tightening carbon regulation 
aiming to keep climate change 
within the two degrees limit.

- Julia Kochetygova of S&P DJI in S&P 
DJI’s video, Fossil Fuel Free 

as an Investment Topic

For an investor 
who is willing to 
forgo some of 

the upside in exchange for 
having a smoother ride on 
the downside, low volatility 
strategies can [offer] a very 
congenial outcome.

- Craig Lazzara of S&P DJI in 
S&P DJI’s video, Low Volatility: 

The Big Picture

Think your gas prices are cheap? 
Think again. The oil price drop 
since June 2014 has moved to 

become one of the most important factors 
in the global economy. Despite agreement 
on a chance to change policy, it has divided 
the world into winners and losers based on 
importers and exporters.

- Jodie Gunzberg of S&P DJI in her Indexology blog 
post, Your Gas Prices Should be Cheaper

There’s more action in smart beta than  
ever before. Get smarter with S&P Dow  
Jones Indices’ market-leading intelligence  
to tackle new beta plays ranging from  
the simple to the most advanced.  
Success follows Indexology—indexing  
with a purpose you can understand.

Over $114 billion invested in smart beta ETPs  
linked to S&P DJI. More than to any other provider.*

indexology®  
shapes investing   
www.spdji.com/indexology 

The One 
     to Outsmart  

the Rest

*Source: S&P Dow Jones Indices as of February 2015, derived from internal data and using Morningstar Direct’s classification of Strategic Beta exchange traded products (ETPs).

© 2016 by S&P Dow Jones Indices LLC, a part of McGraw Hill Financial. All rights reserved. S&P® and Indexology® are registered trademarks of Standard & Poor’s Financial 
Services LLC. Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC. It is not possible to invest directly in an index. S&P Dow Jones Indices receives 
compensation for licensing its indices to third parties. S&P Dow Jones Indices LLC does not make investment recommendations and does not endorse, sponsor, promote or sell 
any investment product or fund. This is not an offer of services in any jurisdiction where S&P Dow Jones Indices does not have the necessary licenses.
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Contact Us

GENERAL DISCLAIMER
S&P Dow Jones Indices LLC, a subsidiary of the McGraw-Hill Companies, Inc., 2016. All rights reserved. Redistribution, reproduction and/or photocopying in whole or in part are prohibited without written permis-
sion. S&P is a registered trademark of Standard & Poor’s Financial Services LLC (“S&P”), a subsidiary of The McGraw-Hill Companies, Inc. Dow Jones is a registered trademark of Dow Jones Trademark Holdings 
LLC (“Dow Jones”). S&P Dow Jones Indices LLC, Dow Jones, S&P and their respective affiliates (“S&P Dow Jones Indices”) makes no representation or warranty, express or implied, as to the ability of any index 
to accurately represent the asset class or market sector that it purports to represent and S&P Dow Jones Indices shall have no liability for any errors, omissions, or interruptions of any index or the data included 
therein. Past performance of an index is not an indication of future results. This document does not constitute an offer of any services. All information provided by S&P Dow Jones Indices is general in nature and 
not tailored to the needs of any person, entity or group of persons. S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties. It is not possible to invest directly in an 
index. Exposure to an asset class represented by an index is available through investable instruments offered by third parties that are based on that index. S&P Dow Jones Indices does not sponsor, endorse, sell, 
promote or manage any investment fund or other investment vehicle that seeks to provide an investment return based on the performance of any Index. S&P Dow Jones Indices LLC is not an investment advisor, 
and S&P Dow Jones Indices makes no representation regarding the advisability of investing in any such investment fund or other investment vehicle. Credit-related and other analyses, including ratings, are 
generally provided by affiliates of S&P Dow Jones Indices, including but not limited to Standard & Poor’s Financial Services LLC and Capital IQ, Inc. Such analyses and statements are opinions as of the date they 
are expressed and are not statements of fact. S&P Dow Jones Indices LLC is analytically separate and independent from any other analytical department. For more information on any of our indices please visit 
www.spdji.com or www.spdji.com.

PERFORMANCE DISCLOSURE 
S&P Dow Jones Indices defines various dates to assist our clients in providing transparency on their products. The First Value Date is the first day for which there is a calculated value (either live or back-tested) 
for a given index. The Base Date is the date at which the Index is set at a fixed value for calculation purposes. The Launch Date designates the date upon which the values of an index are first considered live; index 
values provided for any date or time period prior to the index’s Launch Date are considered back-tested. S&P Dow Jones Indices defines the Launch Date as the date by which the values of an index are known to 
have been released to the public, for example via the company’s public Web site or its datafeed to external parties. For Dow Jones-branded indices introduced prior to May 31, 2013, the Launch Date (which prior 
to May 31, 2013, was termed “Date of Introduction”) is set at a date upon which no further changes were permitted to be made to the index methodology, but that may have been prior to the Index’s public release 
date.

Past performance of the Index is not an indication of future results. Prospective application of the methodology used to construct the Index may not result in performance commensurate with the back-test returns 
shown. The back-test period does not necessarily correspond to the entire available history of the Index. Please refer to the methodology paper for the Index, available at www.spdji.com for more details about the 
index, including the manner in which it is rebalanced, the timing of such rebalancing, criteria for additions and deletions, as well as all index calculations.

 Another limitation of using back-tested information is that the back-tested calculation is generally prepared with the benefit of hindsight. Back-tested information reflects the application of the index methodology 
and selection of index constituents in hindsight. No hypothetical record can completely account for the impact of financial risk in actual trading. For example, there are numerous factors related to the equities (or 
fixed income, or commodities) markets in general which cannot be, and have not been accounted for in the preparation of the index information set forth, all of which can affect actual performance.

Additionally, it is not possible to invest directly in an Index. The Index returns shown do not represent the results of actual trading of investable assets/securities. S&P Dow Jones Indices maintains the Index and 
calculates the Index levels and performance shown or discussed, but does not manage actual assets. Index returns do not reflect payment of any sales charges or fees an investor may pay to purchase the securi-
ties underlying the Index or investment funds that are intended to track the performance of the Index. The imposition of these fees and charges would cause actual and back-tested performance of the securities/
fund to be lower than the Index performance shown. For example, if an index returned 10% on a US $100,000 investment for a 12-month period (or US$ 10,000) and an actual asset-based fee of 1.5% was imposed 
at the end of the period on the investment plus accrued interest (or US$ 1,650), the net return would be 8.35% (or US$ 8,350) for the year. Over a three-year period, an annual 1.5% fee taken at year end with an 
assumed 10% return per year would result in a cumulative gross return of 33.10%, a total fee of US$ 5,375, and a cumulative net return of 27.2% (or US$ 27,200).
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