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Buy-and-write index fund product concept
The ASX has produced a ‘buy-and-write’ investment strategy index with back-filled data back to 1991.

The strategy works by holding an index portfolio and writing at-the-money 3-month calls over the index.

Returns over the past five years were 11.8% p.a. vs. the market of 9.5% p.a. with also lower absolute risk of 5.78 vs. market of 6.15. 
For an index-like fund out-performance of 2.3% p.a. is obviously quite substantial.
Also this process has the benefit that it outperforms in falling markets (by its inherent nature, not just most of the time).
Target market

Large super funds, as a replacement for part of an indexed core portfolio.

Investment process

Mechanically replicate the process used by the ASX in creation of their index

Fees

Proposed 20 basis points, higher than index funds (which are down to a few b.p.) but lower than active equity fees of 30-50 b.p.

Minimum investment

Something like $20M, which equates to 40K in fees p.a.

Issues involved in launching this fund as a product
There would obviously be a lot of issues involved in actually launching this idea as a real product but a few of the key ones are:

· Licensing – corporations law dealer’s license, Australian Financial Services license as a fund manager, etc.

· Funding – sourcing funds to meet costs for legal work, auditing etc. There are several possibilities here
(a) Funding from the resources of the principals, probably the ideal approach but unlikely to be feasible

(b) Sourcing funding from a major partner such as a commercial bank

(c) A joint-venture with an existing fund manager (to supply office space and the infrastructure for bank office, legal work etc).

