Contact: +331 78 40 56 90 or info@ossiam.com

European Sector Rotation Allocation Based on US
Economist Robert Shiller CAPE® Ratio

Ksenya Rulik, CFA
Head of Quantitative Research

Ksenya Rulik joined Ossiam in August 2010. She
entered quantitative research field in 2007, after a 7year experience in academic research. She worked
as a quantitative analyst first at Systeia Capital
Management, then at Amundi. She has designed
systematic trading strategies on equities and
conducted numerous research projects on data
modeling,
portfolio
construction
and
risk
management. Ksenya Rulik holds a PhD in
theoretical physics and a Master’s Degree in
Quantitative methods in Finance from the University
of Turin. She also is a CFA Charterholder.

1
Ossiam – 80, avenue de la Grande Armée 75017 Paris, France

Contact: +331 78 40 56 90 or info@ossiam.com

A new ETF to invest in the most attractive European
stock market sectors from a valuation perspective –
using the CAPE® ratio method developed by
Professor Robert Shiller has been launched by
Ossiam.

US economist professor Robert Shiller, who joined
forces with Barclays to develop the Shiller Barclays
CAPE® Sector index family, laid the foundations for
identifying attractive sectors as long ago as 1988. He
argued that valuation metrics with long-term focus
are helpful in detecting in advance the future poor
performers. Together with his graduate student John
Campbell he devised the CAPE® ratio as the
relevant valuation metric and published it in The
Journal of Finance in an article entitled “Stock Prices,
Earnings, and Expected Dividends”. CAPE® stands
for cyclically adjusted price earnings. The idea behind
the CAPE® ratio is simple: compare the current value
of a portfolio to inflation-adjusted aggregated
earnings of its constituents averaged over sufficiently
long period of time to remove the effects of business
cycles.

In recent years, smart beta strategies have become
more popular. Constructed systematically to counter
the weaknesses of traditional equity, bond or
commodity indices, smart beta methods aims to
deliver better risk/adjusted returns by relying on an
alternative weighting process. Because the strategies
follow specific rule based indices, they are ideal for
passive investments using ETFs.
By means of different approaches, an improved risk
return trade-off or specific investment objectives can
be achieved. Smart beta solutions can be based on
diversification principles, for example by assigning all
securities in the index an equal weighting (so-called
equal weight indices). They can be geared towards a
specific investment objective such as volatility
reduction, with minimum variance or risk-weight
indices being good examples. Or they can be
constructed towards an allocation based on
fundamental criteria such as dividend yields or P/E
ratio, or another measure of value.

The price/earnings ratio is one of the most
widespread variables used to evaluate equities, but
Professor Shiller showed that it has disadvantages
specifically for investors with a long-term focus. The
CAPE® ratio therefore relies not on the earnings of a
single year, which is what the classic P/E ratio does,
but on an inflation-adjusting sliding average for
earnings over the prior decade. This enables the
economist to factor out short-term volatility in
earnings to get a smoothed-out P/E ratio that
considers earnings independent of the respective
point in the cycle. Unlike classic P/E ratios, the
CAPE® ratio therefore provides no short-term signals
that active traders can use in their work, and instead
an orientation for investors with a long-term
approach.

The Shiller Barclays CAPE® Europe Sector Value
TR index launched in August 2013 belongs to the
third category. Like the US index family established in
2012 by Professor Robert Shiller and Britain’s
Barclays Bank, the index sets out to identify the most
attractive European equity sectors from a long-term
valuation perspective.

Shiller and Campbell succeeded in showing that high
CAPE® ratios in the US equities market reliably
indicated a weak performance in subsequent years.
For example, the historical Shiller CAPE® ratio for
the S&P 500 since the 1880s reveals a pronounced
negative correlation to the index performance in the
respective next decade.

The idea behind it is simple: equity sectors
performance can be volatile. Each year there are
significant differences between the performance of
the best sector and that of the worst. For example in
2014 the energy sector shed some 10 percent in the
wake of the collapse in the oil price, while the
defensive healthcare sector surged 17 percent. The
difference of an immense 27 percentage points but is
actually mild on an historical comparison; in volatile
crisis years it is often far higher. If the best sectors
can be identified in advance then you can
consistently invest in them and ignore the weak
sectors.

In his later research, Professor Shiller proved that the
negative correlation between the CAPE® ratio and
the long-term performance of the US stock market,
following the point in time when the data was
collected, also applied to studying individual sectors.
In order to identify the most attractive (i.e.
undervalued) sectors in terms of CAPE® ratio, it is
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not enough to simply compare the figures for the
individual sectors. Since sectors differ in terms of
degree of maturity (and by extension how dynamic
profits are) and other factors such as regulatory
regime, volatility levels can vary, as can the average
CAPE® ratio for a particular industry. A figure of 25
is, for example, close to the historical max for utilities
and points to a clear over-valuation of the sector,
whereas in the case of industrial corporations the
same figure is bang in the middle of the historical
corridor and thus points to a fair valuation. The figure
is often even higher for tech stocks. In other words,
considering the absolute figure hardly provides
reliable data for a sector strategy. Indeed, using the
CAPE® ratio you would invariably prefer defensive
utilities to tech corporations for an investment
portfolio.

Value trap is a well-known issue in value investing,
representing the risk that investors purchase a
distressed stock or sector that takes a significant
amount of time to improve, if ever.
Computations of what the performance of the Shiller
Barclays CAPE® Europe Sector Value TR index
would have been in the past show that the strategy
would have outperformed the MSCI Europe between
September 2008 and year-end 2014 by an annual
5.67 percent – assuming comparable volatility and a
slightly lower maximum loss of 21.05 percent as
opposed to 24.63 for the classic index.
The five undervalued sectors initially chosen
performed on average 4.74 percent better than the
five that were rejected; the momentum filter garnered
an additional 2.73 percent compared to the five
eliminated sectors. In seven of the ten sectors the
index succeeded in identifying periods of aboveaverage performance.

The partnership of Professor Shiller and Barclays
resulted in a normalized CAPE® ratio, called Relative
CAPE® ratio, in order to be able to compare two
sectors at the same point of time. This new indicator
is just the CAPE® ratio divided by its mean value
over past several years. The averaging produces a
valuation metrics with comparable scale across the
sectors: a Relative CAPE® of 1 indicates that the
current valuation is in line with the historical average,
while the values smaller than 1 point at
undervaluation of the sector.

The Ossiam ETF, tracking this index is therefore an
ideal substitute or supplement for a value portfolio or
a sector rotation strategy. The strategy aims at
achieving consistent outperformance in the long-term
due to its value focus and its timing ability to select
the industries during the periods of above-average
performance.

The Shiller Barclays CAPE® Sector Indices therefore
rely on the relative CAPE® ratio, which for the US
stock market is composed of the current CAPE®
value in relation to the 20-year average and adjusted
for extreme fluctuations that distort the picture. Since
there is not yet sufficient historical data available on
the European equity markets, the relative CAPE®
indicator for the European index version differs from
the US indices by relying on average figures since
the beginning of 2008, and thus at present has an
average covering seven years. As time progresses,
the period considered automatically grows. Using this
relative CAPE® ratio, the Shiller Barclays CAPE®
Europe Sector Value Index first of all identifies the
five most undervalued sectors from ten in the
European stock market. As a next step, the sector
that exhibited the weakest momentum over the prior
12 months is eliminated from the remaining five. This
additional step in the index methodology is designed
to avoid the so-called “value trap”, i.e., the sector
with the worst market sentiment in recent history.
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Disclaimers

Ossiam, a subsidiary of Natixis Global Asset Management, is a French asset manager authorized by the Autorité des Marchés
Financiers (Agreement No. GP-10000016). Although information contained herein is from sources believed to be reliable,
Ossiam makes no representation or warranty regarding the accuracy of any information of which it is not the source. The
information presented in this document is based on market data at a given moment and may change from time to time. This
material has been prepared solely for informational purposes only and it is not intended to be and should not be considered as
an offer, or a solicitation of an offer, or an invitation or a personal recommendation to buy or sell participating shares in any
Ossiam Fund, or any security or financial instrument, or to participate in any investment strategy, directly or indirectly. It is
intended for use only by those recipients to whom it is made directly available by Ossiam. Ossiam will not treat recipients of this
material as its clients by virtue of their receiving this material. This material reflects the views and opinions of the individual
authors at this date and in no way the official position or advices of any kind of these authors or of Ossiam and thus does not
engage the responsibility of Ossiam nor of any of its officers or employees. All performance information set forth herein is based
on historical data and, in some cases, hypothetical data, and may reflect certain assumptions with respect to fees, expenses,
taxes, capital charges, allocations and other factors that affect the computation of the returns. Past performance is not
necessarily a guide to future performance. Any opinions expressed herein are statements of our judgment on this date and are
subject to change without notice. Ossiam assume no fiduciary responsibility or liability for any consequences, financial or
otherwise, arising from, an investment in any security or financial instrument described herein or in any other security, or from
the implementation of any investment strategy. This information contained herein is not intended for distribution to, or use by,
any person or entity in any country or jurisdiction where to do so would be contrary to law or regulation or which would subject
Ossiam to any registration requirements in these jurisdictions. Some degree of performance difference between OSSIAM ETF
product and the underlying index is to be expected as a result of index replication costs and tracking error
OSSIAM SHILLER BARCLAYS CAPE® EUROPE SECTOR VALUE TR UCITS ETF 1C (EUR) is in no way sponsored,
endorsed, sold or promoted by BARCLAYS. BARCLAYS will have no liability for any errors, omissions or interruptions in the
Shiller Barclays CAPE® Europe Sector Value Net TR Index. Barclays Bank PLC and its affiliates ("Barclays") is not the issuer or
producer of OSSIAM SHILLER BARCLAYS CAPE® EUROPE SECTOR VALUE TR UCITS ETF 1C (EUR) and Barclays has no
responsibilities, obligations or duties to investors in OSSIAM SHILLER BARCLAYS CAPE® EUROPE SECTOR VALUE TR
UCITS ETF 1C (EUR) except in connection with their distribution pursuant to an agreement with OSSIAM and NGAM S.A. The
Shiller Barclays CAPE® Europe Sector Value Net TR Index is a trademark owned by Barclays Bank PLC or Barclays Capital
Inc., and licensed for use by OSSIAM as the Issuer of OSSIAM SHILLER BARCLAYS CAPE® EUROPE SECTOR VALUE TR
UCITS ETF 1C (EUR). While OSSIAM of OSSIAM SHILLER BARCLAYS CAPE® EUROPE SECTOR VALUE TR UCITS ETF
1C (EUR) may for itself execute transaction(s) with Barclays in or relating to the Shiller Barclays CAPE® Europe Sector Value
Net TR Index in connection with OSSIAM SHILLER BARCLAYS CAPE® EUROPE SECTOR VALUE TR UCITS ETF 1C (EUR)
investors acquire OSSIAM SHILLER BARCLAYS CAPE® EUROPE SECTOR VALUE TR UCITS ETF 1C (EUR) from OSSIAM
and investors neither acquire any interest in Shiller Barclays CAPE® Europe Sector Value Net TR Index nor enter into any
relationship of any kind whatsever with Barclays upon making an investment in OSSIAM SHILLER BARCLAYS CAPE®
EUROPE SECTOR VALUE TR UCITS ETF 1C (EUR). The OSSIAM SHILLER BARCLAYS CAPE® EUROPE SECTOR VALUE
TR UCITS ETF 1C (EUR) are not sponsored, endorsed, sold or promoted by Barclays and Barclays makes no representation
regarding the advisability of the OSSIAM SHILLER BARCLAYS CAPE® EUROPE SECTOR VALUE TR UCITS ETF 1C (EUR)
or use of the Shiller Barclays CAPE® Europe Sector Value Net TR Index or any data included therein [except in connection with
their distribution pursuant to an agreement with OSSIAM and NGAM S.A. Barclays shall not be liable in any way to the Issuer,
investors or to other third parties in respect of the use or accuracy of the Shiller Barclays CAPE® Europe Sector Value Net TR
Index or any data included therein.
The Shiller Barclays CAPE® Europe Sector Value Net TR Index has been developed in part by RSBB-I, LLC, the research
principal of which is Robert J. Shiller. RSBB-I, LLC is not an investment advisor, and does not guarantee the accuracy or
completeness of the Shiller Barclays CAPE® Europe Sector Value Net TR Index, or any data or methodology either included
therein or upon which it is based. Neither RSBB-I, LLC nor Robert J. Shiller shall have any liability for any errors, omissions, or
interruptions therein, and makes no warranties, express or implied, as to performance or results experienced by any party from
the use of any information included therein or upon which it is based, and expressly disclaims all warranties of merchantability
or fitness for a particular purpose with respect thereto, and shall not be liable for any claims or losses of any nature in
connection with the use of such information, including but not limited to, lost profits or punitive or consequential damages, even
if RSBB-I, LLC is advised of the possibility of same.
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