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1. Executive Summary
The SWIX 40 and SWIX ALSI indices use a SWIX Free Float factor to down-weight dual listed constituents.  The current SWIX Free Float is based on the proportion of listed share capital owned by South African investors.  All other constituents use their full company free float in these indices.

FTSE/JSE proposes two changes to the methodology to calculate the SWIX Free Float:
· A down-weighting based on the STRATE Register should be applied to all constituents, and not just dual listed instruments
· SWIX Free Float should be based on the number of shares held on the South African share register, rather than the nationality of the shareholder

Please submit any comments on this methodology change to indices@jse.co.za.  All feedback received by 11 May 2012 will be discussed at the next FTSE/JSE Advisory Committee (AC) meeting in June, and the market will be informed of any decisions taken, subsequent to the meeting.
2. Introduction
In November 2011 a Market Consultation was published, which proposed that all SWIX constituents be down-weighted by the location of the shareholders i.e. exclude the foreign portion on the STRATE Register.

It was clear from the market response that the preference was for SWIX weights to be based on the total number of instruments available to South African investors (i.e. the full STRATE Register), as opposed to the portion of the STRATE Register owned by South African investors.  The AC decided to not implement the proposal as presented in the November Market Consultation, but to rather investigate the impact of an amended proposal whereby all SWIX constituents would be down-weighted by using the full STRATE register.
3. Background
The FTSE/JSE Ground Rules describes the current methodology of the SWIX indices as follows:
The shareholder weighting will be achieved by excluding foreign held free float.  Each index will follow the construction of the existing FTSE/JSE All-Share Index with regards to constituents, but additionally certain constituents’ weights will be further adjusted for non South African shareholdings. The goal is to eventually down weight (exclude) all foreign free float holdings. Therefore the free float figure of a company in the index will be adjusted to reflect only the locally held free float. Due to the fact that this data on foreign free float holdings is not readily available, the shareholder weighting adjustment will commence with dual listed companies only. A dual listed company, in this context, is one which has a listing (secondary or primary) on any foreign index.

The SWIX indices use the STRATE Share Register in order to reduce constituent weights of dual-listed constituents, in addition to the adjustments already made for cross-holdings and strategic holdings.  When the SWIX Free Float is higher than the FTSE/JSE company free float, the SWIX Free Float is reduced to the level of the FTSE/JSE company free float.

The data received from STRATE splits the South African Share Register into “Dematerialised Shares held by SA Clients” and “Dematerialised Shares held by Foreigners”.  Currently only the “Dematerialised Shares held by SA Clients” portion of the STRATE Register is reflected in the SWIX indices (i.e. counted as free float).  The “Dematerialised Shares held by Foreigners” portion of the STRATE Register is excluded from the SWIX indices.

Currently only dual-listed companies are adjusted for foreign holdings.  In this context, a dual-listed company is a JSE listed company with an additional listing (secondary or primary) on a foreign exchange other than Namibia.

FTSE/JSE is of the opinion that the current methodology of the SWIX indices is not very clear, consistent or easy to follow.  The index methodology is not ideal and there are quite a few anomalies and inconsistencies, which should ideally be improved.
4. Proposed SWIX Free Float Methodology
It was agreed by the AC that a more consistent treatment of constituents should be investigated for the SWIX indices.  The feeling was that the SWIX indices should represent a benchmark of the equity available to trade in South Africa and, in particular, on the JSE, irrespective of shareholder domicile.  The aim was that the location of the Share Register, rather than the domicile of the investor, should be used as the basis for constituent weighting in the SWIX indices.  The intention was to create a slightly more representative benchmark of shares available to trade for domestic investors.  It should not matter whether it is a US or UK investor holding a company’s shares on the SA Share Register, or whether it is a domestic competitor; all players contend for shares registered domestically on an equal footing.

It was feared that a shareholder domicile-based approach, focusing on the split between local and foreign holdings on the STRATE Register, could cause unintended volatility in the SWIX indices.  The foreign/local split could possibly change frequently and significantly due to global investor sentiment and other economic events.  The constituent weights in the index could perhaps be influenced by the stance of foreign investors.  However, this risk is somewhat mitigated by free float banding and using a three month average of the data received from STRATE.

It was therefore recommended that the scenario be investigated whereby the full portion of shares, as reflected on the SA Share Register, are included in the SWIX indices, regardless of the location of the holder of the shares.  Therefore the sum of the “Dematerialised Shares held by SA Clients” and “Dematerialised Shares held by Foreigners”, which totals the shares held on the SA Register, should be represented in the index.  When the SWIX Free Float is higher than the FTSE/JSE company free float, the SWIX Free Float should still be reduced to the level of the FTSE/JSE company free float.  It was proposed to investigate whether this treatment should be applied consistently to all constituents of the SWIX indices and not only the dual-listed constituents of the index, regardless of their country of domicile.  Shares that have not yet been dematerialised will be counted as restricted.
5. Impact of the Proposed Methodology on the SWIX Indices
FTSE/JSE calculated a three year history for the Proposed SWIX Top 40 Index and the Proposed SWIX All Share Index.  The proposed indices followed the same constituent additions and deletions as the existing FTSE/JSE SWIX indices.  The only difference in methodology was to calculate a Proposed SWIX Free Float which represented the total holding on the SA Share Register and this was applied to all constituents of the proposed indices.  The minimum banded free float between the FTSE/JSE company free float and the SWIX Free Float was used.
5.1 Impact on Capital Index Values 
From the graph below it can be seen that the relative performance of the Proposed SWIX Top 40 index has a strong correlation to the performance of the current FTSE/JSE SWIX Top 40 index, with a daily return correlation coefficient of 0.994613 over the three year period.


Graph 1:  Relative performance of the FTSE/JSE SWIX Top 40 and Proposed SWIX Top 40 indices

From the graph below it can be seen that the relative performance of the Proposed SWIX All Share index has a strong correlation to the performance of the current FTSE/JSE SWIX All Share index, with a daily return correlation coefficient of 0.994687 over the three year period.


Graph 2:  Relative performance of the FTSE/JSE SWIX All Share and Proposed SWIX All Share indices
5.2 Impact on SA Sector Weights
An important consideration when amending the methodology of an index would be to prevent unintended consequences.  The SWIX indices are very popular due to the fact that the SA Resources sector is down-weighted relative to Financials and Industrials, in comparison to the FTSE/JSE Top 40 and All Share indices.  Applying the proposed methodology to the SWIX Top 40 and SWIX All Share Indices has an effect on the weighting by SA Sector Weights in the indices.  The weight of Industrials and Financials is pushed slightly lower, while the weight of Resources increases by between 3.18% - 5.72% from current levels.

The graphs below illustrate the movement of the weight of the SA Sectors in the SWIX Top 40 and All Share indices.

One should also consider the once-off impact and cost involved to rebalance investment portfolio’s based on the particular indices.  The cost implications could be material for certain funds.

Please refer to 5.3 below for the weight changes of individual dual listed constituents, which are most affected by the proposed change in free float methodology.  Non-dual listed company free floats are generally not largely impacted since the STRATE Register is almost identical to the listed instruments for these companies.

Graph 3 below, gives an indication of the average weight by SA sector in the SWIX Top 40 and the SWIX All Share indices for the period March 2009 to December 2011.

On average the weight of Resources moved from 36% in the FTSE/JSE SWIX Top 40 Index to 39% in the Proposed SWIX Top 40 Index, while SA Industrials and Financials moved from 40% to 39% and 24% to 22% respectively.

On average the weight of Resources moved from 28% in the FTSE/JSE SWIX All Share Index to 33% in the Proposed SWIX All Share Index, while SA Industrials and Financials moved from 47% to 44% and 25% to 23% respectively.



Graph 3:  Average Weight by SA Sector for the period March 2009 – December 2011


Graph 4:  Weight of SA Sector in the FTSE/JSE SWIX Top 40 Index


Graph 5:  Weight of SA Sector in the Proposed SWIX Top 40 Index



Graph 6:  Weight of SA Sector in the FTSE/JSE SWIX All Share Index


Graph 7:  Weight of SA Sector in the Proposed SWIX All Share Index


5.3 Impact on SWIX Free Float and Weight of Individual Dual Listed Constituents
	Date
	Alpha
	Instrument
	FTSE/JSE SWIX FF
	Proposed SWIX FF
	% Weight in FTSE/JSE SWIX 40 
	% Weight in Proposed SWIX 40 

	2009/12/31
	AGL
	Anglo American Plc
	30
	40
	            6.49 
	            7.27 

	
	ANG
	Anglogold Ashanti Ltd
	30
	100
	            1.68 
	            4.70 

	
	ARI
	African Rainbow Minerals
	40
	40
	            0.74 
	            0.62 

	
	BIL
	Bhp Billiton Plc
	30
	20
	            8.00 
	            4.48 

	
	CFR
	Compagnie Fin Richemont
	40
	100
	            2.62 
	            5.50 

	
	GFI
	Gold Fields Ltd
	30
	100
	            1.04 
	            2.92 

	
	HAR
	Harmony G M Co Ltd
	50
	100
	            0.81 
	            1.36 

	
	IMP
	Impala Platinum Hlgs Ld
	75
	100
	         4.84 
	            5.42 

	
	INP
	Investec Plc
	75
	75
	            0.90 
	            0.76 

	
	LBT
	Liberty Internationl Plc
	40
	40
	            0.74 
	            0.62 

	
	LON
	Lonmin Plc
	5
	6
	            0.11 
	            0.11 

	
	NPN
	Naspers Ltd -N-
	75
	100
	            4.57 
	            5.12 

	
	OML
	Old Mutual Plc
	40
	50
	            1.46 
	            1.53 

	
	REI
	Reinet Investments 
	100
	100
	            1.19 
	            1.00 

	
	SAB
	Sabmiller Plc
	30
	30
	          5.38 
	            4.52 

	
	SOL
	Sasol Ltd
	75
	100
	            7.17 
	            8.03 

	
	TKG
	Telkom Sa Ltd
	50
	50
	            0.50 
	            0.42 

	 
	 
	 
	 
	 
	 
	 

	2010/12/31
	AGL
	Anglo American Plc
	30
	40
	            6.03 
	            6.50 

	
	ANG
	Anglogold Ashanti Ltd
	30
	100
	            1.63 
	            4.39 

	
	ARI
	African Rainbow Minerals
	40
	40
	            0.77 
	            0.63 

	
	BIL
	Bhp Billiton Plc
	30
	30
	            7.75 
	            6.26 

	
	CFR
	Compagnie Fin Richemont
	30
	100
	            2.67 
	            7.18 

	
	CSO
	Capital Shopping Centres Group Plc
	40
	50
	            0.51 
	            0.52 

	
	GFI
	Gold Fields Ltd
	30
	100
	            1.14 
	            3.06 

	
	HAR
	Harmony G M Co Ltd
	50
	100
	           0.78 
	            1.26 

	
	IMP
	Impala Platinum Hlgs Ld
	75
	100
	            4.81 
	            5.18 

	
	INP
	Investec Plc
	75
	75
	            0.97 
	            0.78 

	
	LON
	Lonmin Plc
	8
	9
	            0.14 
	            0.13 

	
	MNP
	Mondi Plc
	40
	50
	            0.34 
	            0.35 

	
	NPN
	Naspers Ltd -N-
	75
	100
	            5.12 
	            5.52 

	
	OML
	Old Mutual Plc
	40
	50
	            1.28 
	            1.30 

	
	REI
	Reinet Investments 
	100
	100
	            1.00 
	            0.80 

	
	SAB
	Sabmiller Plc
	30
	30
	            5.07 
	            4.10 

	
	SOL
	Sasol Ltd
	75
	100
	            7.22 
	           7.78 

	 
	 
	 
	 
	 
	 
	 

	2011/12/15
	AGL
	Anglo American Plc
	30
	40
	            5.32 
	            5.69 

	
	AMS
	Anglo American Platinum
	30
	30
	            1.83 
	            1.47 

	
	ANG
	Anglogold Ashanti Ltd
	30
	100
	            1.77 
	            4.74 

	
	ARI
	African Rainbow Minerals
	40
	40
	            0.62 
	            0.49 

	
	BIL
	Bhp Billiton Plc
	30
	30
	            6.77 
	            5.43 

	
	CFR
	Compagnie Fin Richemont
	30
	100
	            2.82 
	            7.54 

	
	CSO
	Capital Shopping Centres Group Plc
	40
	40
	            0.59 
	            0.47 

	
	GFI
	Gold Fields Ltd
	30
	100
	            1.20 
	            3.21 

	
	HAR
	Harmony G M Co Ltd
	50
	100
	            0.95 
	            1.53 

	
	IMP
	Impala Platinum Hlgs Ld
	75
	100
	            3.46 
	            3.70 

	
	INP
	Investec Plc
	75
	75
	            0.77 
	            0.62 

	
	LON
	Lonmin Plc
	14
	15
	            0.15 
	           0.13 

	
	MNP
	Mondi Plc
	50
	50
	            0.46 
	            0.37 

	
	NPN
	Naspers Ltd -N-
	75
	100
	            4.54 
	            4.86 

	
	OML
	Old Mutual Plc
	40
	50
	            1.64 
	            1.64 

	
	SAB
	Sabmiller Plc
	30
	30
	            6.14 
	            4.93 

	
	SOL
	Sasol Ltd
	75
	100
	            7.87 
	            8.41 

	
	WHL
	Woolworths Holdings
	100
	100
	            1.43 
	          1.15 


Table 1:  Changes in SWIX Free Float and Weight from FTSE/JSE SWIX to Proposed SWIX



Table 2 below, shows the proposed SWIX Free Floats for companies previously classified as Inward Foreign Listings (IFL).  The SWIX Free Float is applied to all IFLs in the Index Series.  Therefore their free float in the remainder of the Index Series will be affected by this proposed change.

	Alpha
	Company
	FTSE/JSE SWIX Mar ‘12 QR
	Proposed SWIX FF

	BTI
	British American Tobacco Plc
	10%
	11%

	CCO
	Capital & Counties Properties Plc
	30%
	20%

	CZA
	Coal of Africa Limited
	30%
	30%

	NEP
	New Europe Property Investments Plc
	40%
	40%

	PAN
	Pan African Resources Plc
	75%
	100%

	PGL
	Pallinghurst Resources Limited
	75%
	100%


Table 2:  Proposed SWIX Free Float for IFLs
6. Conclusion
FTSE/JSE would like to propose the changes below to the free float methodology of the SWIX indices.
· Down-weighting be applied to all constituents, and not just dual listed instruments
· SWIX Free Float be based on the number of shares held on the South African share register, rather than the nationality of the shareholder

This would bring about a marginal theoretical change to the index methodology and would get rid of the inconsistency of only applying the methodology to dual listed stocks.  A once-off rebalance would be required in order to change the free float of dual listed stocks to reflect the total SA Register, which would carry costs for market participants.  The SWIX Free Float of non-dual listed companies are generally not largely impacted since the STRATE Register is almost identical to the listed instruments for these companies.

Market Participants are asked for their comments on the proposed change, as well as any other related inputs.
7. Responding to the consultation
It is important to FTSE/JSE to be aware of any unintended consequences of the change and the impact on clients.  Therefore, FTSE/JSE would appreciate comments on the proposed change and its possible impact, on tracker funds, derivative products and benchmark functions.  All feedback received by 11 May 2012 will be presented at the June 2012 AC Meeting, followed by a public announcement on any decision taken.  When determining the timeline for the implementation of any decision, FTSE/JSE needs to be mindful of the broad usage of these indices in the market and need to provide appropriate notice.  Your preference on this timeline and the possible implementation would be very useful.

Please provide us with your comments and suggestions by Friday, 11 May 2012 to the following email address: indices@jse.co.za

This document is not confidential and should be distributed as widely as possible to all stakeholders.
FTSE/JSE SWIX Top 40 Index
Average Weight by SA Sector for the period March 2009 - December 2011
SA Industrials	SA Resources	Financials	40.163069166077207	35.436548826681914	24.400382007240989	Proposed SWIX Top 40 Index
Average Weight by SA Sector for the period March 2009 - December 2011
SA Industrials	SA Resources	Financials	38.785061714970681	39.014788389820275	22.200149895208913	FTSE/JSE SWIX All Share Index
Average Weight by SA Sector for the period March 2009 - December 2011
SA Industrials	SA Resources	Financials	46.733269427517875	28.555811361207201	24.710919211274916	Proposed SWIX All Share Index
Average Weight by SA Sector for the period March 2009 - December 2011
SA Industrials	SA Resources	Financials	44.218833799112204	32.703964222051411	23.077201978836399	Weight of SA Sector in the FTSE/JSE SWIX Top 40 Index
March 2009 - December 2011
SA Industrials	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	35.427087647837183	37.629135351258213	38.67815481815736	38.126793827621583	38.66004987154173	39.394576490196194	41.298443048260992	41.361435555606839	40.932560998491311	41.916904429981194	44.279544867532294	44.252143086441258	SA Resources	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	40.821916164067005	37.103052921582069	35.691760703290377	36.494458190908112	34.630228423051435	35.759461364244871	33.259131602126423	35.020666858490394	35.755802458200094	34.217330613133115	33.255365261231887	33.229411359854161	Financials	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	23.750996188095591	25.267811727159824	25.63008447855233	25.378747981470223	26.709721705406842	24.84596214555863	25.442425349612726	23.61789758590233	23.311636543308587	23.86576495688567	22.465089871235602	22.518445553704584	% Weight in Index
Weight of SA Sector in the Proposed SWIX Top 40 Index
March 2009 - December 2011
SA Industrials	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	32.705721084878611	36.082709489739997	36.942612489837494	36.913807885011984	37.810127969071246	37.911444208245058	39.880156716421112	39.894424994560723	40.587985360377346	41.275577756421413	42.721970837783331	42.694201787298994	SA Resources	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	45.867411027831999	40.5600206234027	39.256610778514066	39.6745438206	37.239556723618065	39.023760961372787	36.529216830905419	39.094779676719817	38.322981809485576	37.609836413952145	37.556975669228954	37.441766342211999	Financials	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	21.426867887289401	23.35726988685726	23.800776731648405	23.411648294387689	24.950315307310678	23.064794830381654	23.590626452673689	21.010795328719531	21.089032830136833	21.114585829626591	19.721053492987707	19.864031870488816	% Weight in Index
Weight of SA Sector in the FTSE/JSE SWIX ALSI Index
March 2009 - December 2011
SA Industrials	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	42.825682647665495	45.725809786136963	46.416469837196608	45.897116419600444	46.472976127274961	46.371990882421812	48.197257858872156	47.728818175812009	46.646521363754751	47.605997008273555	48.357036056732014	48.553556966473558	SA Resources	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	33.609591543580372	30.09599162554829	28.848593950680783	29.558613506829122	27.909766783803189	28.895958954812269	26.687073894390302	28.035886496895731	28.939026147030827	27.204895478232526	26.558479580596529	26.325858372086635	Financials	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	23.564725808754126	24.178198588314913	24.734936212122307	24.544270073570189	25.617257088921853	24.732050162766033	25.115668246737528	24.235295327292651	24.414452489214522	25.189107513494037	25.084484362671027	25.120584661439914	% Weight in Index
Weight of SA Sector in the Proposed SWIX ALSI Index
March 2009 - Decmeber 2011
SA Industrials	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	38.806281820737269	42.741215078595332	43.268583152142455	43.356839077091841	44.377388029325104	43.781339267628255	45.688976758774423	45.127968106653093	45.213678598037973	45.895967947920063	46.079188304658068	46.288579447782077	SA Resources	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	39.33279588589145	34.289799476014075	33.069517003124062	33.384666122823432	31.106845373258295	32.716742689439371	30.442910322402874	32.631853260099355	32.153499545050444	31.153440313583687	31.246659792424726	30.918840880504629	Financials	Mar 09	Jun 09	Sep 09	Dec 09	Mar 10	Jun 10	Sep 10	Dec 10	Mar 11	Jun 11	Sep 11	Dec 11	21.860922293370894	22.96898544539059	23.661899844733487	23.258494800084183	24.515766597416643	23.50191804293237	23.868112918822689	22.240178633247552	22.632821856911537	22.950591738496257	22.674151902917195	22.792579671713071	% Weight in Index
Relative performance of Proposed SWIX Top 40 and the FTSE/JSE SWIX Top 40
For the period 2008/12/31 to 2011/12/15
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Relative performance of the Proposed SWIX ALSI and the FTSE/JSE SWIX All Share
For the period 2008/12/31 to 2011/12/15
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