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Section 1 

Introduction 

 

1. Introduction 

1.1 This document sets out the Ground Rules for the construction and management of the Custom Volatility 
Target Index Series.  

1.2 The Custom Volatility Target Index Series deleverages (leverages) i.e., decreases (increases) the allocation 
to the underlying equity index and increases (decreases) exposure to a risk-free cash return component, as 
the volatility of the underlying index increases (decreases), in order to target a pre-specified level of 
volatility. The Total Return and the Excess Return Indices include a cash return component. 

1.3 Details of the indices included in the Custom Volatility Target Index Series are shown in Appendices A-D. 

1.4 The Custom Volatility Target Index Series contains certain indices which take account of ESG factors in 
their index design. Please see the underlying index Ground Rules for further details.  

1.5 These Ground Rules should be read in conjunction with the corresponding index rules of the component 
indices, which are available at www.lseg.com/en/ftse-russell/. 

1.6 The base currency of the benchmark is US Dollars. Index values may also be published in other currencies. 

1.7 FTSE Russell 

1.7.1 FTSE Russell is a trading name of FTSE International Limited, Frank Russell Company, FTSE Global Debt 
Capital Markets Limited (and its subsidiaries FTSE Global Debt Capital Markets Inc. and FTSE Fixed 
Income Europe Limited), FTSE Fixed Income LLC, FTSE (Beijing) Consulting Limited, Refinitiv Benchmark 
Services (UK) Limited, Refinitiv Limited and Beyond Ratings. 

1.7.2 FTSE Russell hereby notifies users of the index series that it is possible that circumstances, including 
external events beyond the control of FTSE Russell, may necessitate changes to, or the cessation of, the 
index series and therefore, any financial contracts or other financial instruments that reference the index 
series or investment funds which use the index series to measure their performance should be able to 
withstand, or otherwise address the possibility of changes to, or cessation of, the index series. 

1.7.3 Index users who choose to follow these indices or to buy products that claim to follow these indices should 
assess the merits of the indices’ rules-based methodology and take independent investment advice before 
investing their own or client funds. No liability whether as a result of negligence or otherwise is accepted by 
FTSE Russell for any losses, damages, claims and expenses suffered by any person as a result of: 

– any reliance on these Ground Rules, and/or 

– any inaccuracies in these Ground Rules, and/or 

– any non-application or misapplication of the policies or procedures described in these Ground Rules, 
and/or 

– any inaccuracies in the compilation of the index or any constituent data. 

1.8 These Indices are published at the end of each working day. The Total Return Indices are based on ex 
dividend adjustments. 

http://www.lseg.com/en/ftse-russell/
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Section 2 

Management responsibilities 

 

2. Management responsibilities 

2.1 FTSE is the benchmark administrator of the index series1. 

2.2 FTSE is responsible for the daily calculation, production and operation of the index series and will: 

– maintain records of the weights of the Custom Volatility Target Index Series; 

– make changes to the components and their weightings in accordance with the Ground Rules; 

– carry out the periodic reviews of the index series and apply the changes resulting from the reviews as 
required by the Ground Rules; 

– publish changes to the constituent weightings resulting from their ongoing maintenance and the 
period reviews; 

– disseminate the indices. 

These Ground Rules set out the methodology and provide information about the publication of the Custom 
Volatility Target Index Series. 

2.2.1 The client stipulates the volatility target, cash rates and daily count basis to be used in the calculation of 
the indices. 

2.3 Amendments to these Ground Rules 

2.3.1 These Ground Rules shall be subject to regular review (at least once a year) by FTSE Russell to ensure that 
they continue to best reflect the aims of the index series. Any proposals for significant amendments to these 
Ground Rules will be subject to consultation with FTSE Russell advisory committees and other stakeholders 
if appropriate. The feedback from these consultations will be considered by the FTSE Russell Index 
Governance Board before approval is granted. 

 
1 The term administrator is used in this document in the same sense as it is defined in Regulation (EU) 2016/1011 of the European Parliament and of the Council of 8 June 2016 on 

indices used as benchmarks in financial instruments and financial contracts or to measure the performance of investment funds (the European Benchmark Regulation) and The 
Benchmarks (Amendment and Transitional Provision) (EU Exit) Regulations 2019 (the UK Benchmark Regulation). 

http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016R1011&from=EN
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32016R1011&from=EN
https://www.legislation.gov.uk/uksi/2019/657/made
https://www.legislation.gov.uk/uksi/2019/657/made
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Section 3 

FTSE Russell index policies 

 

3. FTSE Russell index policies 

These Ground Rules should be read in conjunction with the following policy documents which can be 
accessed using the links below: 

3.1 Queries, Complaints and Appeals 

FTSE Russell’s complaints procedure can be accessed using the following link: 

Benchmark_Determination_Complaints_Handling_Policy.pdf 

3.2 Index Policy for Trading Halts and Market Closures 

3.2.1 Guidance for the treatment of index changes in the event of trading halts or market closures can be found 
using the following link: 

Index_Policy_for_Trading_Halts_and_Market_Closures.pdf 

3.3 Index Policy in the Event Clients are Unable to Trade a Market or a Security 

3.3.1 Details of FTSE Russell’s treatment can be accessed using the following link: 

Index_Policy_in_the_Event_Clients_are_Unable_to_Trade_a_Market_or_a_Security.pdf 

3.4 FTSE Russell Policy for Benchmark Methodology Changes 

3.4.1 Details of FTSE Russell’s policy for making benchmark methodology changes can be accessed using the 
following link: 

Policy_for_Benchmark_Methodology_Changes.pdf 

3.5 FTSE Russell Governance Framework 

3.5.1 To oversee its indices, FTSE Russell employs a governance framework that encompasses product, service 
and technology governance. The framework incorporates the London Stock Exchange Group’s three lines of 
defence risk management framework and is designed to meet the requirements of the IOSCO Principles for 
Financial Benchmarks2, the European benchmark regulation3 and the UK benchmark regulation4. The FTSE 
Russell Governance Framework can be accessed using the following link: 

FTSE_Russell_Governance_Framework.pdf 

 
2 IOSCO Principles for Financial Benchmarks Final Report, FR07/13 July 2013. 
3 Regulation (EU) 2016/1011 of the European Parliament and of the Council of 8 June 2016 on indices used as benchmarks in financial instruments and financial contracts or to 

measure the performance of investment funds. 
4 The Benchmarks (Amendment and Transitional Provision) (EU Exit) Regulations 2019. 

https://research.ftserussell.com/products/downloads/FTSE_Russell_Benchmark_Determination_Complaints-Handling_Policy.pdf?_ga=2.68710545.1015990945.1601892371-1548400649.1593679882
https://research.ftserussell.com/products/downloads/FTSE_Russell_Index_Policy_for_Trading_Halts_and_Market_Closures.pdf
https://research.ftserussell.com/products/downloads/FTSE_Russell_Index_Policy_in_the_Event_Clients_are_Unable_to_Trade_a_Market_or_a_Security.pdf
https://research.ftserussell.com/products/downloads/FTSE_Russell_Index_Policy_in_the_Event_Clients_are_Unable_to_Trade_a_Market_or_a_Security.pdf
https://research.ftserussell.com/products/downloads/FTSE_Russell_Policy_for_Benchmark_Methodology_Changes.pdf
https://research.ftserussell.com/products/downloads/FTSE_Russell_Governance_Framework.pdf
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Section 4 

SI data inputs 

 

4. SI data inputs 

4.1 Further information on SI data provided by FTSE Russell and third parties used in this index series can be 
found in the following guide: 

Guide_to_FTSE_and_Third_Party_Sustainable_Investment_Data_used_in_FTSE_Russell_Indices 

4.2 Sustainable Investment Metrics 

4.2.1 Please see the FTSE Russell Sustainable Investment Metrics website for the scores and values of the 
environmental, social and governance (ESG) factors listed in Annex II to Delegated Regulation (EU) 
2020/1816 which are taken into account in the benchmark methodology for the benchmarks within this index 
series. 

https://research.ftserussell.com/products/downloads/Guide_to_FTSE_and_Third_Party_Sustainable_Investment_Data_used_in_FTSE_Russell_Indices.pdf
https://www.ftserussell.com/sustainable-investment-metrics


Custom Volatility Target Index Series, v2.3, March 2025 

FTSE Russell  7 of 16 

Section 5 

Target risk exposure and return on 
cash 

 

5. Target risk exposure and return on cash 

5.1 Target risk exposure 

5.1.1 The Custom Volatility Target Index Series determines exposure to the underlying index from the volatility of 
that index. 

5.1.2 The volatility of the underlying index is calculated using an exponential weighted moving average based on 
daily underlying index returns. 

5.1.3 Two volatility estimates: a short period and a long period estimate, σS and σL respectively, are calculated 

over the volatility calculation period of K days at time: 

σs(t)=√252∑
αs(t-k+1)

∑ αs(k)
K
k=1

t
k=t-K+1 × (ln

S(k)

S(k-1)
)

2

 (1) 

σL(t)=√252∑
αL(t-k+1)

∑ αL(k)
K
k=1

t
k=t-K+1 × (ln

S(k)

S(k-1)
)

2

 (2) 

where, 

– S(k) is the underlying index value at time k 

– K is the number of days over which volatility is calculated 

– αL(k)=(1-λL)×λL
k-1

 is the long period exponential weighting factor at time k where λL≤1 is the long period 
decay factor 

– αS(k)=(1-λS)×λS
k-1

 is the short period exponential weighting factor at time k where λS≤ 1 , λS<λL is the 
short period decay factor 

5.1.4 σS(t) and σL(t) are calculated each day for T days. The larger of the short and long horizon volatility 

estimates over the T days, σMAX(t), is used to determine the target level of risk exposure. 

5.1.5 On any business day t, the target level of risk exposure of Custom Volatility Target Indices to the underlying 
index is calculated as: 

E(t)= min (LM,
αT

σMAX(t-d)
) (3) 
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where: 

– LM  is maximum leverage 

– αT is the volatility target  

– 𝑑 is the time lag (in days) 

5.1.6 The parameters used in Rules 3.1.1 to 3.1.4 are detailed in Appendix C for each index of the Custom 
Volatility Target Index Series. 

5.2 Cash return 

5.2.1 The Custom Volatility Target Index Series uses the relevant overnight interbank rate as the return on cash. 

rC(t)= r(t-1)×
d(t,t-1)

DayCount
 (4) 

where, 

– r(t-1) is the overnight interbank rate. The rate applicable to each index is detailed in Appendix B 

– d(t,t-1) is the number of calendar days between t-1 and t 

– DayCount is the number of days in a year used in the convention of the corresponding interest rate. 
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Section 6 

Calculation of index 

 

6. Calculation of index 

6.1 Price Return Indices 

6.1.1 The Custom Volatility Target Price Return Indices are calculated as follows: 

PI(t)=PI(t-1)×(1+E(t)×rU(t)) (5) 

where: 

– PI is the Price Return Index  

– E is the target level of risk exposure  

– rU is the underlying index return 

6.2 Total Return Indices 

6.2.1 The Custom Volatility Target Total Return Indices are calculated as follows: 

TRI(t)=TRI(t-1)×[E(t)×rU(t)+(1-E(t))×rC(t)+1]  (6) 

where: 

– TRI  is the Total Return Index  

– E is the target level of risk exposure  

– rU is the underlying index return 

– rC is the return on cash on day t 

6.3 Excess Return Indices 

6.3.1 The Custom Volatility Target Excess Return Indices are calculated as follows: 

EI(t)=EI(t-1)×[1+E(t)×(rU(t)-rC(t))]  (7) 

where, 

– EI is the Excess Return Index  

– E is the target level of risk exposure  

– rU  is the underlying index return 

– rC is the return on cash on day t 

6.3.2 The FTSE Divest-Invest Developed 200 Volatility Target Excess Return Index is calculated as follows: 

EI(t)=EI(t-1) × (
TRI(t)

TRI(t−1)
− ExcRt ×

D(T,t−1)

DayCount
) (8) 
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where, 

– EI is the Excess Return Index  

– 𝑇𝑅𝐼 is the Total Return Index  

– 𝐸𝑥𝑐𝑅𝑡 = 3.0% 

– 𝐷(𝑡, 𝑡 − 1) = Number of calendar days between t and t-1 

– DayCount  is the number of days in a year used in the convention of the corresponding interest rate. 

6.4 Calculation frequency 

6.4.1 The Custom Volatility Target Index Series is calculated end-of-day (EOD) after the close of the 
underlying index. 
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Section 7 

Periodic rebalancing 

 

7. Periodic rebalancing 

7.1 Periodic rebalancing 

7.1.1 The target level risk exposure is re-estimated at a fixed frequency detailed in Appendix A for each index in 
the Custom Volatility Target Index Series. 
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Appendix A 

List of custom volatility target indices 

 

Index Name Index Code Volatility Target Rebalancing 

Custom US Factor Volatility Target Excess Return Index  5% Daily 

FTSE Divest-Invest Developed 200 Volatility Target Excess Return Index GBP  12% Daily 

FTSE Divest-Invest Developed 200 Volatility Target Excess Return Index USD  12% Daily 

FTSE Divest-Invest Developed 200 Volatility Target Excess Return Index 15 GBP  15% Daily 

FTSE Divest-Invest Developed 200 Volatility Target Excess Return Index 15 USD  15% Daily 

FTSE Divest-Invest China A50 Volatility Target Excess Return Index 15 USD  15% Daily 
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Appendix B 

Underlying indices and cash rates 

 

Index Name Underlying Cash Rate Day Count Basis 

Custom US Factor Volatility Target Excess 
Return Index 

Custom Russell 1000 Mom/2Val Factor 
Long Short Excess Return Index 

Not Applicable Not Applicable 

FTSE Divest-Invest Developed 200 Volatility 
Target Excess Return Index GBP 

FTSE Divest-Invest Developed 200 Net 
Tax Index GBP 

Sterling Over Night Index 
Average (SONIA) 

365 

FTSE Divest-Invest Developed 200 Volatility 
Target Excess Return Index USD 

FTSE Divest-Invest Developed 200 Net 
Tax Index USD 

Federal Funds Rate 360 

FTSE Divest-Invest Developed 200 Volatility 
Target Excess Return Index 15 GBP 

FTSE Divest-Invest Developed 200 Net 
Tax Index GBP 

Sterling Over Night Index 
Average (SONIA) 

365 

FTSE Divest-Invest Developed 200 Volatility 
Target Excess Return Index 15 USD 

FTSE Divest-Invest Developed 200 Net 
Tax Index USD 

Federal Funds Rate 360 

FTSE Divest-Invest China A50 Volatility 
Target Excess Return Index 15 USD 

FTSE Divest-Invest China A50 Net Tax 
Index USD 

Federal Funds Rate 360 

 



Custom Volatility Target Index Series, v2.3, March 2025 

FTSE Russell  14 of 16 

Appendix C 

Index parameters 

 

Index Name 

Short 
Period 
Decay 

Half life 
of the 
short 
decay 

Long 
Period 
Decay 

Half life 
of the 
long 

decay 

Volatility 
period 
(Days) 

Max 
Volatility 
Window 
(Days) 

Max Risk 
Exposure 

Time Lag 
(Days) 

 λS days λL days K T Lm d 

Custom US Factor Volatility 
Target Excess Return 
Index 

0.94 11.21 0.97 22.76 120 5 1.5 1 

FTSE Divest-Invest 
Developed 200 Volatility 
Target Excess Return 
Index GBP 

0.95 11.21 0.98 22.76 120 5 1 3 

FTSE Divest-Invest 
Developed 200 Volatility 
Target Excess Return 
Index USD 

0.95 11.21 0.98 22.76 120 5 1 3 

FTSE Divest-Invest 
Developed 200 Volatility 
Target Excess Return 
Index 15 GBP 

0.95 11.21 0.98 22.76 120 5 1 3 

FTSE Divest-Invest 
Developed 200 Volatility 
Target Excess Return 
Index 15 USD 

0.95 11.21 0.98 22.76 120 5 1 3 

FTSE Divest-Invest China 
A50 Volatility Target 
Excess Return Index 
15 USD 

0.95 11.21 0.98 22.76 120 5 1 3 
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Appendix D 

Further information 

 

A Glossary of Terms used in FTSE Russell’s Ground Rule documents can be found using the following link: 

Glossary.pdf 

The FTSE Russell Sustainable Investment Metrics website can be found using the following link: Sustainable 
Investment Metrics 

Further information on the Custom Volatility Target Indices is available from FTSE Russell. 

For contact details please visit the FTSE Russell website or contact FTSE Russell client services at 
info@ftserussell.com. 

Website: www.lseg.com/en/ftse-russell/ 

 

https://research.ftserussell.com/products/downloads/Glossary.pdf
https://www.ftserussell.com/sustainable-investment-metrics
https://www.ftserussell.com/sustainable-investment-metrics
mailto:info@ftserussell.com
http://www.lseg.com/en/ftse-russell/


 

Disclaimer 

© 2025 London Stock Exchange Group plc and its applicable group undertakings (“LSEG”). LSEG includes (1) FTSE International Limited (“FTSE”), (2) Frank Russell Company (“Russell”), (3) FTSE 
Global Debt Capital Markets Inc. and FTSE Global Debt Capital Markets Limited (together, “FTSE Canada”), (4) FTSE Fixed Income Europe Limited (“FTSE FI Europe”), (5) FTSE Fixed Income LLC 
(“FTSE FI”), (6) FTSE (Beijing) Consulting Limited (“WOFE”), (7) Refinitiv Benchmark Services (UK) Limited (“RBSL”), (8) Refinitiv Limited (“RL”) and (9) Beyond Ratings S.A.S. (“BR”). All rights 
reserved. 

The Custom Volatility Target Index is calculated by or on behalf of FTSE International Limited or its affiliate, agent or partner. FTSE International Limited is authorised and regulated by the Financial 
Conduct Authority as a benchmark administrator. Refinitiv Benchmark Services (UK) Limited is authorised and regulated by the Financial Conduct Authority as a benchmark administrator. 

FTSE Russell® is a trading name of FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, WOFE, RBSL, RL and BR.  “FTSE®”, “Russell®”, “FTSE Russell®”, “FTSE4Good®”, “ICB®”, “WMR™”, 
“FR™”, “Beyond Ratings®” and all other trademarks and service marks used herein (whether registered or unregistered) are trade marks and/or service marks owned or licensed by the applicable 
member of LSEG or their respective licensors and are owned, or used under licence, by FTSE, Russell, FTSE Canada, FTSE FI, FTSE FI Europe, WOFE, RBSL, RL or BR.  

All information is provided for information purposes only. All information and data contained in this publication is obtained by LSEG, from sources believed by it to be accurate and reliable. Because of 
the possibility of human and mechanical inaccuracy as well as other factors, however, such information and data is provided "as is" without warranty of any kind. No member of LSEG nor their respective 
directors, officers, employees, partners or licensors make any claim, prediction, warranty or representation whatsoever, expressly or impliedly, either as to the accuracy, timeliness, completeness, 
merchantability of any information or LSEG Products, or of results to be obtained from the use of LSEG products, including but not limited to indices, rates, data and analytics, or the fitness or suitability 
of the LSEG products for any particular purpose to which they might be put. The user of the information assumes the entire risk of any use it may make or permit to be made of the information. 

No responsibility or liability can be accepted by any member of LSEG nor their respective directors, officers, employees, partners or licensors for (a) any loss or damage in whole or in part caused by, 
resulting from, or relating to any inaccuracy (negligent or otherwise) or other circumstance involved in procuring, collecting, compiling, interpreting, analysing, editing, transcribing, transmitting, 
communicating or delivering any such information or data or from use of this document  or links to this document or (b) any direct, indirect, special, consequential or incidental damages whatsoever, 
even if any member of LSEG is advised in advance of the possibility of such damages, resulting from the use of, or inability to use, such information.  

No member of LSEG nor their respective directors, officers, employees, partners or licensors provide investment advice and nothing in this document should be taken as constituting financial or 
investment advice. No member of LSEG nor their respective directors, officers, employees, partners, or licensors make any representation regarding the advisability of investing in any asset or whether 
such investment creates any legal or compliance risks for the investor. A decision to invest in any such asset should not be made in reliance on any information herein. Indices and rates cannot be 
invested in directly. Inclusion of an asset in an index or rate is not a recommendation to buy, sell or hold that asset nor confirmation that any particular investor may lawfully buy, sell or hold the asset 
or an index or rate containing the asset. The general information contained in this publication should not be acted upon without obtaining specific legal, tax, and investment advice from a licensed 
professional.  

No part of this information may be reproduced, stored in a retrieval system or transmitted in any form or by any means, electronic, mechanical, photocopying, recording or otherwise, without prior written 
permission of the applicable member of LSEG. Use and distribution of LSEG data requires a licence from LSEG and/or its licensors. 
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