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A Robust Rotation Strategy Designed to  
Reflect Equity Market Dynamics 

Insurance Talks is an interview series where 
insurance industry thinkers share their thoughts and 
perspectives on a variety of market trends and themes 
impacting indexing.
Kun Qiu is Co-Head of Derivatives Trading and Analytics at Security Benefit where 
his team manages a notional fixed index annuity (FIA) derivatives portfolio of more 
than USD 19 billion and seeks to help develop the next generation of FIA products.

S&P DJI: Security Benefit has been a leader in so-called custom 
indices in FIA products. How did that happen, and why was it 
important to Security Benefit to innovate in that way?

Kun: After the Global Financial Crisis, the industry was ripe for change in terms 
of smarter diversification and downside protection. We stepped up our game 
and became a pioneer of sorts by bringing to market a broad range of underlying 
index options—across asset types—in our FIA product line that the industry 
has followed. Later in 2014, we began a strategic focus on building a premier 
investment team at Security Benefit. The team has been diving deeply into 
the existing FIA market. We keep looking for innovative index strategies driven 
by historically proven academic research. We are continuously pushing our 
technology to achieve better hedging efficiency as well, as we seek to deliver 
more interest potential for our customers.

S&P DJI: What role do indices play in the information  
Security Benefit provides to consumers?  

Kun: At Security Benefit, our products that are based on indices (like FIAs) are 
sold through independent, third-party financial professionals who choose to do 
business with us. We don’t sell directly to consumers, and we have an indirect 
line of communication to them through the materials we create to explain how 
our products may be used. Consumers, along with their financial professionals, 
are better positioned to make the investment planning decisions for their 
individual situations.  
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We believe FIAs can serve as an important portion of a retirement plan for many consumers, one that 
may transfer certain risk to Security Benefit in a way designed to protect against the potential of 
market loss, while still allowing for the potential increase in their contract values over time.

FIAs, like all annuities, also have the benefit of tax deferral, so the contract value has the potential to 
increase without tax impact each year. This allows for both the additional compounding of interest 
and the deferral of tax payments until withdrawals are taken.

S&P DJI: 2020 was a year of notable volatility. How have those equity market 
dynamics affected the way Security Benefit thinks about the solutions it delivers 
to customers and the indices that underlie these solutions?

Kun: 2020 was indeed a challenging year, given the historically high volatility and low interest rate 
environment. The principal protection feature of an FIA is designed to help consumers ride out those 
volatile times and have the potential to eventually deliver performance in terms of interest crediting. 
Our general account had been positioned well during COVID-19, but that doesn’t mean we ever stop 
trying to understand how FIA products work and how we could do better. It’s what drives us. As a result, 
we are constantly thinking about how and when to put the latest index innovations to work.

S&P DJI: One of those index innovations Security Benefit has licensed is the  
S&P 500® Factor Rotator Risk Control 2.0 (RC2) 7% Index. Can you tell us what  
the index is designed to do and how it works?

Phil: We designed the S&P 500 Factor Rotator Daily RC2 7% Index to track the S&P 500 Factor 
Rotator Index and added a dynamic risk control framework using a mix of the S&P 2-Year U.S. Treasury 
Note Futures Index and cash to help manage volatility. Factor risk premia are well-established 
tools for seeking to alter risk and return, but determining which factor may be best suited for a 
particular point in time can be challenging since factor outperformance is cyclical. Instead of using 
a complicated model to determine current market conditions to try and identify the right factor, 
we kept it simple, using one of the most basic signals of past price performance—momentum—to 
identify and select which factors to rotate to.

The index tracks five S&P 500 factors: quality, enhanced value, momentum, low volatility, and high 
dividend. It calculates the historic risk-adjusted momentum for each of the five factors based on short-, 
medium-, and long-term return horizons. The two factors with the highest composite scores at that 
point in time are selected. The index uses a 75:25 weighting scheme, allocating three-quarters to the 
highest-ranking factor and the remaining quarter to the next highest factor. Calculations are tracked 
daily and rebalanced monthly to ensure targeting is aligned with market movements.
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S&P DJI: Can you explain how the index’s risk control mechanism works?  

Phil: S&P DJI’s Risk Control 2.0 (RC2) framework is applied with a volatility target of 7%. As market 
conditions change, the RC2 framework dynamically adjusts between its underlying index’s mix of 
equities, U.S. Treasuries, and cash. When volatility goes up, the S&P 2-Year U.S. Treasury Note Futures 
Index weight generally increases. In more extreme volatility scenarios, the index is designed to 
increase its weight to cash instead of Treasuries to maintain its volatility target. When volatility goes 
down, the S&P 500 Factor Rotator Index weight generally increases, participating up to 150% in the 
equity index to capitalize on potential index outperformance. All of these adjustments are built into 
the rules of the index to help limit downside risk without compromising potential gains.1

S&P DJI: Can you talk about why Security Benefit licensed this particular index?  

Kun: Like I previously mentioned, we have been consistently pushing ourselves to create better 
products for our customers. Inspired by the recent success of single-equity factor indices in the FIA 
space, we started asking ourselves how we could create a product based on an index designed to 
track historically proven factors. Our own academic research demonstrated that a simple, efficient, 
and index-based approach to factor rotation was the type of innovation we were looking to employ 
within an FIA structure that would offer an additional layer of hedge protection and interest credits. 
We selected S&P DJI because not only is S&P DJI one of the most sophisticated index sponsors in 
the FIA space, but it also has an excellent track record on its existing single-factor index suite. There 
are certain factors that appear to have driven returns in the markets, but some performed better in 
certain environments (e.g., COVID-19 pandemic) than others. We selected the S&P 500 Factor Rotator 
RC2 7% Index as the basis of our strategy because its design allows for a simple and systematic 
approach to factor diversification, volatility exposure, and dynamic rebalancing over time to increase 
the potential of longer-term success.

S&P DJI: What do you feel are unique potential benefits to this index strategy?

Kun: It’s definitely the broad diversification from exposure to five different factor strategies. When 
you look at historical performance, these factors (momentum, value, high dividend, low volatility, and 
quality) tend to exhibit outperformance versus the S&P 500 in different time periods. For example, 
late in the business cycle, momentum has generated higher returns than the other factors, while 
more defensive strategies such as value or low volatility typically have led during market corrections.2 
In addition, the risk overlay provides a rotation between equity and U.S. Treasuries. As Phil mentioned, 
the index allocates more weight to U.S. Treasuries when markets are volatile and more to equity 
exposure when markets are less volatile. An index design that employs a simple, rules-based 
approach to factor rotation with a built-in mechanism for mitigating risk is what we were looking for 
when we initially discussed our objectives with S&P DJI. They had the index building blocks to make it 
happen, and the end result is an innovative strategy we’ve added to our lineup.
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1For a full description of the index methodology, please see  
https://www.spglobal.com/spdji/en/documents/methodologies/methodology-sp-risk-control-2-indices.pdf.

2Source: S&P Dow Jones Indices LLC. Factor performance calculated by Security Benefit averaging the rolling 12-month simple return in 
the calendar year. Momentum outperformance occurred from 1998-2000 and 2005-2006. Low volatility outperformance occurred from 
2001-2005 and 2008-2009. Value outperformance occurred from 2001-2002 and 2010.
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Disclaimer
Annuities are issued by Security Benefit Life Insurance Company in all states except NY. Fixed index annuities are not stock market investments and do 
not directly participate in any equity, bond, other security, or commodities investments. Indices do not include dividends paid on the underlying stocks 
and therefore do not reflect the total return of the underlying stocks. Neither an index nor any fixed index annuity is comparable to a direct investment in 
the equity, bond, other security, or commodities markets.

“S&P 500® Index,” and ” “S&P 500® Factor Rotator Daily RC2 7% Index” are products of S&P Dow Jones Indices LLC, a division of S&P Global, or its affiliates 
(SPDJI), and have been licensed for use by Security Benefit Life Insurance Company (SBL). S&P® and S&P 500® are registered trademarks of Standard & 
Poor’s Financial Services LLC, a division of S&P Global (S&P); Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC (Dow Jones); 
and these trademarks have been licensed for use by SPDJI and sublicensed for certain purposes by SBL. SBL’s Annuity on which the Index  is based is not 
sponsored, endorsed, sold, or promoted by SPDJI, Dow Jones, their respective affiliates, and none of such parties make any representation regarding the 
advisability of investing in such product nor do they have any liability for any errors, omissions, or interruptions of the S&P 500® Index or S&P 500® Factor 
Rotator Daily RC2 7% Index.

General Disclaimer
© 2021 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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