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S&P DJI: Following the 2008 Global Financial Crisis (GFC),
many investors with longer-term time horizons and liabilities
found themselves more averse to volatility. How did this give
rise to the S&P Risk Control Indices?
Phillip Brzenk, CFA

Head of Multi-Asset Indices
S&P Dow Jones Indices

Phil: The GFC brought significant disruption to the markets, with U.S. equities
(as measured by the total return of the S&P 500®) dropping over 55% from
Oct. 9, 2007, to March 9, 2009. In addition, correlations between asset classes
increased, reducing potential diversification benefits normally associated
with standard allocation strategies. Coming out of the crisis, there was a clear
need to develop a systematic asset allocation framework that could react
quickly to changing market conditions, with a particular focus on controlling
volatility—and with that, S&P DJI was a pioneer in the market when we
launched the first S&P Risk Control Indices in 2009.

S&P DJI: Some practitioners might ask, why manage risk when
it can be avoided?
Aaron Sorbel, FSA, MAAA
Senior Actuary
Allianz Life

Phil: The S&P Risk Control Indices attempt to give asset class exposure
to equities and cash (Risk Control 1 [RC]) or equities and Treasury bonds
(Risk Control 2 [RC2]) for potential long-term return premium over short-term
cash. The index series incorporates a reactionary asset allocation framework
that shifts between the asset classes in order to target a specific volatility
target percentage. While volatility is not precisely equivalent to risk, having a
volatility target enables participants to match their appetite for risk taking.
The asset allocation framework and volatility target in S&P DJI’s risk control
indices have historically enabled them to achieve reduced tail risk and higher
risk-adjusted returns compared to standard equity exposure.
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S&P DJI: How does Allianz Life approach risk when it considers the clients
it serves and the products it develops to meet client needs?
Aaron: Clients turn to us for security in retirement, and they are putting their trust in us. As a
result, we avoid any unnecessary risks in our business. The products we develop strive to reduce
some of the most common risks associated with retirement, such as longevity, inflation and
sequence of returns, by embedding risk management into a consumer’s retirement plan, thereby
increasing their probability of quantitatively achieving their retirement objectives. When it comes
to crediting options, we recognize that risk profiles of individual clients vary. As a result, we offer
a variety of different allocation options.

S&P DJI: How has the S&P Risk Control Indices framework evolved over time
to meet investors’ evolving needs? In particular, what gave rise to the latest
variation: S&P Risk Control 2 Minimum Variance?
Phil: Our first RC indices were launched in 2009, which allocate to equities and de-risk to cash.
Two years later, in an attempt to potentially further increase risk-adjusted returns by adding
Treasuries, the S&P Risk Control 2 Index Series was launched. Historically, these strategies have
effectively shown to limit volatility and produce relatively high risk-adjusted returns. However,
to keep the volatility close to the target, they necessitate frequent rebalancing, which leads to
significant turnover. In 2020, with the COVID-19 sell-off fresh in our minds, we began exploring
if we could develop a next generation volatility management strategy that builds upon the RC
framework while addressing some potential shortcomings; this gave rise to the Risk Control 2
Minimum Variance methodology.

S&P DJI: The S&P 500 Futures Daily Risk Control 5% Index applies the S&P
Risk Control 2 Minimum Variance framework. What makes this index unique?
Phil: One of the key differentiators in this index is that it seeks to limit turnover, while still
producing the risk/return profile desired by volatility-controlled strategies. Turnover is limited
relative to standard risk control in two ways. First, there is a daily allocation change limit of 15%
for equities and Treasuries. Second, our standard RC2 indices have two options: either allocate
to equities and Treasuries, or equities and cash. In times of high market volatility, this can lead
to significant turnover when an index is attempting to maintain its volatility target, potentially
switching between high allocations of Treasuries and cash multiple times. In this new framework,
we de-risk equities into both Treasuries and cash as needed. This framework has led turnover
to be reduced by approximately half over the long term, along with higher average allocations to
Treasuries versus cash compared to standard RC2. The new framework has historically produced
higher absolute returns with relatively similar volatility, leading to higher risk-adjusted returns
over the long term.1

Anguiano, Cristopher and Laura Assis Iragorri, “Incorporating a Minimum Variance Framework into Risk Control 2,”
S&P Dow Jones Indices.
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S&P DJI: Allianz Life recently licensed this index. What characteristics were
appealing when considering clients’ needs?
Aaron: Volatility-controlled indices in general are appealing because they are designed to offer
a smoother return experience. This is important considering many clients would like to reduce
volatility. Allianz Life is excited about this particular index because of its straightforward
construction. With so many volatility-controlled indices available, it can be hard to keep track
of all of them. The S&P 500 Futures Daily Risk Control 5% Index leverages a strategy with the S&P
DJI brand name that is universally recognized, which is something our clients value.

S&P DJI: What do you feel are unique potential benefits of this index strategy?
Aaron: Volatility-controlled indices in general have a lower cost to hedge the index returns,
meaning we can offer higher participation rates. This particular index has even lower transaction
costs than our existing volatility-controlled indices, meaning that in many cases, it could offer
a higher participation rate. Lastly, the structure of this index allows us to offer our unique index
lock and multi-year point-to-point strategies alongside the index.
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GENERAL DISCLAIMER
© 2022 S&P Dow Jones Indices. All rights reserved. S&P, S&P 500, S&P 500 LOW VOLATILITY INDEX, S&P 100, S&P COMPOSITE 1500, S&P 400, S&P
MIDCAP 400, S&P 600, S&P SMALLCAP 600, S&P GIVI, GLOBAL TITANS, DIVIDEND ARISTOCRATS, S&P TARGET DATE INDICES, S&P PRISM, S&P STRIDE,
GICS, SPIVA, SPDR and INDEXOLOGY are registered trademarks of S&P Global, Inc. (“S&P Global”) or its affiliates. DOW JONES, DJ, DJIA, THE DOW and
DOW JONES INDUSTRIAL AVERAGE are registered trademarks of Dow Jones Trademark Holdings LLC (“Dow Jones”). These trademarks together with
others have been licensed to S&P Dow Jones Indices LLC. Redistribution or reproduction in whole or in part are prohibited without written permission of
S&P Dow Jones Indices LLC. This document does not constitute an offer of services in jurisdictions where S&P Dow Jones Indices LLC, S&P Global, Dow
Jones or their respective affiliates (collectively “S&P Dow Jones Indices”) do not have the necessary licenses. Except for certain custom index calculation
services, all information provided by S&P Dow Jones Indices is impersonal 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 and providing custom calculation services. Past
performance of an index is not an indication or guarantee of future results.
It is not possible to invest directly in an index. Exposure to an asset class represented by an index may be available through investable instruments 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 is offered
by third parties and that seeks to provide an investment return based on the performance of any index. S&P Dow Jones Indices makes no assurance that
investment products based on the index will accurately track index performance or provide positive investment returns. 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. A decision to invest in any such investment fund or other investment vehicle should not be made in reliance on any of the statements
set forth in this document. Prospective investors are advised to make an investment in any such fund or other vehicle only after carefully considering the
risks associated with investing in such funds, as detailed in an offering memorandum or similar document that is prepared by or on behalf of the issuer of
the investment fund or other investment product or vehicle. S&P Dow Jones Indices LLC is not a tax advisor. A tax advisor should be consulted to evaluate
the impact of any tax-exempt securities on portfolios and the tax consequences of making any particular investment decision. Inclusion of a security
within an index is not a recommendation by S&P Dow Jones Indices to buy, sell, or hold such security, nor is it considered to be investment advice.
These materials have been prepared solely for informational purposes based upon information generally available to the public and from sources believed
to be reliable. No content contained in these materials (including index data, ratings, credit-related analyses and data, research, valuations, model,
software or other application or output therefrom) or any part thereof (“Content”) may be modified, reverse-engineered, reproduced or distributed in
any form or by any means, or stored in a database or retrieval system, without the prior written permission of S&P Dow Jones Indices. The Content shall
not be used for any unlawful or unauthorized purposes. S&P Dow Jones Indices and its third-party data providers and licensors (collectively “S&P Dow
Jones Indices Parties”) do not guarantee the accuracy, completeness, timeliness or availability of the Content. S&P Dow Jones Indices Parties are not
responsible for any errors or omissions, regardless of the cause, for the results obtained from the use of the Content. THE CONTENT IS PROVIDED ON AN
“AS IS” BASIS. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY
WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION.
In no event shall S&P Dow Jones Indices Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special
or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and opportunity costs) in
connection with any use of the Content even if advised of the possibility of such damages.
S&P Global keeps certain activities of its various divisions and business units separate from each other in order to preserve the independence and
objectivity of their respective activities. As a result, certain divisions and business units of S&P Global may have information that is not available to
other business units. S&P Global has established policies and procedures to maintain the confidentiality of certain non-public information received in
connection with each analytical process.
In addition, S&P Dow Jones Indices provides a wide range of services to, or relating to, many organizations, including issuers of securities, investment
advisers, broker-dealers, investment banks, other financial institutions and financial intermediaries, and accordingly may receive fees or other economic
benefits from those organizations, including organizations whose securities or services they may recommend, rate, include in model portfolios, evaluate
or otherwise address.
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