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Praise for FTSE

‘FTSE is a story which should inform and fascinate anyone interested in capital markets.’

Sir Donald Brydon CBE, chairman of the Sage Group and former chairman of the London Stock Exchange Group

‘An inspiring success story; how a clear vision, relentless commitment and two great British brands combined to create a global leader.’

Rona Fairhead, Baroness Fairhead CBE, former chief executive of the Financial Times Group and former Minister of State at the Department for International Trade

‘Richly detailed, and written with an attractively light touch, bringing out personalities as well as indices, this is an important contribution to our understanding of how the modern City has developed.’

David Kynaston, social historian and author of City of London: The History and Austerity Britain 1945–1951

‘Mark Makepeace takes us on a 35-year journey from a sedentary world of top hats, long lunches and fixed commissions to a dynamic global marketplace dominated by computers and algorithms, a marketplace of infinite choice. In the process he not only tells the story of a brilliant British company that kept pace with this dizzy change but he charts the development of financial markets transformed within a generation by the forces of technology and globalization.’

John Makinson, founder of Makinson & Cowell, former CFO of Pearson, and former CEO of Penguin

‘FTSE and Mark have had a ring-side seat for every major change in the UK stock market - and have been active players in many of the deals and mergers that have re-shaped the sector internationally. It is a fascinating story of a crucial phase in the investment landscape.’

John Ridding, CEO of the Financial Times Group and former editor of the Financial Times, Asia
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About the Author

Mark Makepeace offers a unique perspective on the financial services industry. During a 35-year career he was founding Chief Executive of FTSE International and turned a small UK start-up into one of the largest and most successful global index providers - and one of Britain’s most famous brands. In 1985, he arrived in the City at the London Stock Exchange as a clerk to co-ordinate Big Bang - and never left. He recently stepped down as Chief Executive of FTSE Russell and from his role as Executive Director responsible for the LSE’s information services division.

James Ashton is a senior financial journalist who has covered some of the biggest economic and corporate stories of recent times. He was City Editor and Executive Editor of the London Evening Standard and Independent titles and before that City Editor of the Sunday Times. Today he is a business commentator and interviewer for the Telegraph and Times and produces his own influential leadership podcast, ‘Leading with James Ashton’.




Foreword

As a member of the board of the London Stock Exchange in the 1990s, I came across Mark Makepeace as he led the development of our indexing activities. As the possibility of creating an index business came into focus, I argued strongly that he was the man to lead it. The representative of our joint venture vpartner the Financial Times disagreed. Now, looking back over 25 years later, I am glad that my judgement has been vindicated. As I returned as Chairman in 2015 I found that LSEG was almost unique among major exchange groups in wholly owning one of the world’s leading index businesses; the business Mark Makepeace had proposed had become a huge profit generator.

My dictionary defines an index as ‘a figure indicating the relative level of prices or wages compared with that of a previous date’. It is unlikely that the author of that statement would ever have envisaged the role that capital market indices play today in the way in which capital is allocated around the world. Initially, a barometer of the performance of an economy, an index today has taken on a spectrum of other roles and this has raised some major questions about the governance and processes of calculation involved.

Mark Makepeace has lived through this entire evolution with a front row seat and has laid out here a narrative of the drivers of that evolution. This is a personal and a corporate journey seen through both micro- and macro-lenses. It is also the story of a British global success.

It is a journey that owes much to changes in computing power. The arrival of the PC transformed the ability of investment managers to understand the risks in their portfolios in a quantitative manner. The arrival of huge computing power allowed the analysis of massive quantities of data to discover patterns of relationships invisible to the eyes of past investors. Over the last fifty years there has been a complete revolution in how savings are managed as a result.

I recall in the early 1970s, as young investment analyst, asking my boss why he had just bought 100,000 shares in Lucas Industries for the pension fund of the newly formed British Airways. He explained the merits of Lucas, but that was not the question to which I was seeking an answer. I wanted to know why he had chosen 100,000 and not some other number. The reply was deeply dissatisfying: it was a round number.

Now portfolios can be managed with precision and, in parallel, the consequences of the investment decisions can be accurately measured. Indices have become benchmarks which offer the user the ability to analyse deviations in performance in minute detail. They also reflect, and possibly encourage, the application of different and innovative investment strategies.

Mark Makepeace has shown how this evolution took place, the commercial decisions that were the drivers of change and the vision of the future which he, and others, led to create an index industry.

FTSE is today a far cry from the FT30 which was intended as a simple barometer of the health of the British economy. Its executives now influence how capital is raised, how much is raised and how flows move around the world.

It is as if the scoreboard at a cricket match is a determinant of how the game is played. Decisions about inclusions or non-inclusions in an index can cause large amounts of capital to move. This raises interesting questions about who is responsible for the decisions throughout that process and what accountability they have. Mark Makepeace cleverly discusses the impact on South Korea, China and Saudi Arabia of decisions that he and his team made. He rightly stresses the importance of good governance and transparency of process, in which FTSE has undoubtedly been a leader, but the trends towards regulation that he notes are only likely to become stronger.

The investment managers who track indices have laid out clearly what they are doing but, in doing so, are committing to a future where decisions are effectively made by someone else. Of course they could choose to renegotiate their mandates, but the reality is that this is very unlikely other than in circumstances of an exceptional nature. This all points to the increased importance of the index producers.

As Mark Makepeace points out, FTSE was early in the movement towards ESG with its innovative FTSE4Good series. Here we can all see the way in which indices can help lead the market and behaviour whilst simultaneously responding to new trends. The rise of ESG investing, the obligations on corporates to report their path to net-zero carbon use and issues around diversity will all play an increasing role in the evolution of the indices.

Looking forward, Mark Makepeace hints at the index producers turning into virtual investment managers. After all an index is composed of a portfolio of stocks. The boundaries between investment management and index production are likely to get increasingly blurred. At the same time, he highlights the growth in self-indexing. He also shows how these trends have been driven by giants such as Vanguard and BlackRock.

We are entering the ‘Age of Data Wars’ and index producers will be at its heart. The advent of new technologies such as machine learning and artificial intelligence are already propelling the investment management industry forward with a vigour similar to that which came from the advent of widely available computing power. Curating and manipulating data will become increasingly valuable activities and anyone who can add value to the data in a systematic way, and efficiently distribute the results, will have the foundations of a very interesting business model. Scale will also be important. It is interesting to speculate how different the world of 2070 will look as a consequence; the evidence of the changes since 1970 to date are that there is new and profound change to come.

Mark Makepeace has shown in this memoir how this is not just a story about high-level business growth but also about the way in which one individual has helped shape the future. He has shown how, in touching detail, his personal journey has been entangled with these big trends. Entanglement starts to raise questions about quantum physics too! For now though, the development of FTSE is both a successful personal and institutional story which should inform and fascinate anyone professionally interested in capital markets or personally in what happens to their savings. It is a story, full of life, chronicling markets over the last fifty years.

Sir Donald Brydon

London

2 July 2020




Abbreviations

Amex  American Stock Exchange

BMR  Benchmarks Regulation (EU)

BT  British Telecommunications

CalPERS  California Public Employees Retirement System

CAPS  Combined Actuarial Performance Services (UK)

CBI  Confederation of British Industry

CBOE  Chicago Board Options Exchange

CDO  Collateralized Debt Obligation

CEP  Council on Economic Priorities

CFTC  Commodity Futures Trading Commission (USA)

CMA  Capital Market Authority (Saudi Arabia)

CME  Chicago Mercantile Exchange

CNS  Company News Service

CSRC  China Securities Regulatory Commission

DJI  Dow Jones Indices

DMGT  Daily Mail and General Trust

EIRIS  Ethical Investment Research Service

Epra  European Public Real Estate Association

ESG  Environmental, Social and Governance Practices

ETF  Exchange-Traded Fund

FCA  Financial Conduct Authority (UK)

FSA  Financial Services Authority (UK)

GEIS  FTSE Global Equity Index Series

RAFI  Research Affiliates Fundamental Index

HSBC  Hong Kong & Shanghai Banking Corporation

ICB  Industry Classification Benchmark

ICEM  International Federation of Chemical, Energy, Mine and General Workers’ Unions

IDC  International Data Corporation

IIA  Index Industry Association

IOSCO  International Organization of Securities Commissions

IPO  Initial Public Offering

IRRC  Investor Responsibility Research Center (USA)

KOSPI  Korea Composite Stock Price Index

Libor  London Inter-bank Offered Rate

LIFFE  London International Financial Futures and Options Exchange

LBS  London Business School

LSE  London Stock Exchange

LTOM  London Traded Options Market

MBA  Master of Business Administration

MBS  Mohammed bin Salman (Crown Prince of Saudi Arabia)

MiFID  Markets in Financial Instruments Directive (EU)

MPDS  Market Price Display Service

MSCI  Morgan Stanley Capital International (now trade name)

Nareit  National Association of Real Estate Investment Trusts (USA)

OECD  Organization for Economic Co-operation and Development

OPEC  Organization of the Petroleum Exporting Countries

PRI  Principles for Responsible Investment (UN)

RNS  Regulatory News Service (LSE)

RPC  Restrictive Practices Court (UK)

S&P  Standard & Poor’s

SEAQ  Stock Exchange Automated Quotations

SEC  Securities and Exchange Commission (USA)

SETS  Stock Exchange Electronic Trading Service

SGX  Singapore Exchange

SME  Small to Medium-size Enterprise

Sonia  Sterling Overnight Index Average

SPDR  Standard & Poor’s-500 Depositary Receipts

SRI  Socially Responsible Investing

TCFD  Task Force on Climate-related Financial Disclosures

TMX  Toronto Stock Exchange

TPI  Transition Pathway Initiative

UKLA  UK Listings Authority

UNICEF  United Nations Children’s Fund

Webs  World Equity Benchmark Shares

WHO  World Health Organization

WTO  World Trade Organization

XFN  Xinhua Financial Network
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1

World vision

When television networks cut to the Oval Office on the evening of 11 March 2020, America was expectant. US presidents through history have reserved live, primetime addresses to the nation for the gravest of circumstances. John F. Kennedy spoke of the Cuban Missile Crisis, George W. Bush of the 9/11 terror attacks on New York’s World Trade Center and Barack Obama of BP’s Deepwater Horizon oil spill.

Designed to convey reassurance and solidity, the trans mission format sees the Leader of the Free World sitting behind the Resolute Desk, a present from Queen Victoria hewn from English oak, and before two further familiar emblems, the Stars and Stripes and the President’s flag.

It was Donald Trump’s only second such address. US networks are reluctant to hand over so much airtime for political reasons these days, and, in any case, the 45th President favours the immediacy of Twitter to communicate with citizens. But the USA was facing a national emergency because of COVID-19, the novel coronavirus that had spread around the world since first being detected in the Chinese city of Wuhan in late December 2019. On the day that the World Health Organization designated the outbreak as a global pandemic, Trump decided to speak out.

What is traditionally a careful, heavily scripted and statesmanlike broadcast quickly went wrong. ‘Smart action today will prevent the spread of the virus tomorrow,’ Trump said halfway through the nine-minute address, but by then the damage had been done. His stumbling delivery as he strayed from the autocue did little to allay American fears that the US government was not on top of things. The shock announcement of a 30-day ban on European travellers coming to the USA was muddled when Trump stated it would affect cargo arrivals and trade, which it would not.

The reaction was instant. After a 10-week build-up, rising fear solidified into panic over the following 24 hours. With fresh impetus, countries closed borders and schools. Sports bodies including the National Basketball Association suspended tournaments. Pictures of deserted tourist destinations, from Rome’s Colosseum to the Broadway theatre district, were beamed around the world. Call it a slowdown, a lockdown, whatever: the world was pulling down the shutters for perhaps its greatest peacetime crisis.

The severity of the situation was measured nowhere better than on the world’s stock markets, which fell like dominoes as alarm at Trump’s outburst rolled around the globe. Airlines, tourism, the global supply chain and day-to-day business was under threat from drastically reduced demand. But most frantic traders glued to their desktop screens and fevered workers and homeowners scrolling through the news on their smartphones did not immediately clock how far individual shares had fallen. For them the story of this sharply deteriorating economic environment was told first through one or two numbers that in modern society and fast-moving money markets have come to codify confidence – or a lack of it.

Those single values are distilled from a miasma of data, the product of stock indices which are calculated many times per second from the average of a basket of prices. That is how Japan’s Nikkei, which dived while Trump was still talking, put a value on what one asset manager quickly dubbed ‘the most expensive speech in history’. It is how, later that same day, billions of dollars were sliced from the value of the Dow Jones Industrial Average, which entered bear market territory as it slid 10 per cent, and the S&P 500, which fell almost as far. And bang in the middle, where East meets West, tumbled one of the world’s most famous share indices: the FTSE 100.


A British institution

The FTSE 100 is a modern British brand recognized the world over, like the Royal Family, the BBC or Sir Richard Branson’s Virgin empire. They are just four letters on an electronic ticker tape, trading screen or radio bulletin. Yet in the space of a few decades FTSE – or Footsie, as it is commonly known – has become a byword for money, power, influence and – crucially after numerous financial crises – confidence.

On a daily basis, from when trading begins in London’s Square Mile at 8am every morning, the value of the FTSE 100 is used as a shorthand for prosperity or hardship, part of the visual language of how well the world is doing. Green is for good, the colour of prices on the rise, and traders punching the air. Red is for decline and sometimes danger and heads clasped in hands, shaking in disbelief as trading concludes at 4.30pm.

In both the short and long term, FTSE read-outs spark a multitude of investment decisions and political manoeuvres. Its reach extends far beyond the high-pressure trading rooms of London, New York and Hong Kong to impact the wealth of nations and how much almost every worker will have to live on when they retire.

The flagship FTSE 100 Index has since 1984 compiled the performance of the UK’s 100 largest listed companies into a single figure for all to see. It takes the price of each share – every one a small slice of ownership that is valued according to the company’s prospects and how much dividend it is expected to pay out to its owners – and weights them according to the market value of their outstanding shares. As a capitalization-weighted – or cap-weighted – index, the giants of the FTSE 100 such as HSBC in banking and GlaxoSmithKline in pharma-ceuticals have greater impact on its value than firms that are fellow members but could be 5 per cent of their size. What began life with an arbitrary value of 1,000 points has so far peaked at 7,903.50 points during trading on 22 May 2018 after a long bull run of rising equity values. The FTSE 100 ended that day at 7,877.45 points, to date the highest close.

From its birth in Thatcherite Britain, it has kept pace with the changing financial markets better than the fashion for bowler hats and pinstripe suits that dominated the City at the time. Latterly, those 100 constituents – which face promotion or relegation once a quarter to ensure only the biggest remain as members – have taken on a more international flavour. The Footsie is now a global indicator.

It is one of many indices that have been housed within FTSE International, the company I founded in 1995 to capitalize on the FTSE 100’s appeal and an increasing appetite for financial data. FTSE has grown to become a vital piece of trusted financial infrastructure, and since 2011 it has been wholly owned by the London Stock Exchange (LSE), changing its corporate name to FTSE Russell in 2014 when we acquired the American index provider Russell. In 25 event-packed years, FTSE – the company – has gone from a start-up of just nine people to a company big enough to be a member of the FTSE 100 in its own right.

Operating at the heart of the City of London, the FTSE 100 has become a magnet for international businesses seeking deep pools of capital and a kitemark of respectability. FTSE Russell’s renown has travelled in the other direction, collating investments in emerging markets in every corner of the globe as well as the value of sovereign wealth. Today, this British start-up runs indices for everything – countries, asset classes, industries – by size and increasingly by investment style and strategy. FTSE can help investors measure the relative performance of Vietnam versus South Korea, energy stocks versus retail and equities versus bonds. Our indices help investors identify and manage risks within their portfolios, measure the performance and regulate the pay of fund managers, and keep track of the strategy they follow. Increasingly, indices are being used to replicate the work of ‘active’ managers in cheaper and more transparent ‘passive’ index funds. As capitalism has globalized and a data revolution has transformed the investment industry, FTSE leads its field and guides the fortunes of an astonishing $16 trillion of funds.



How – and why – FTSE works

An index is no more than a gauge of the value of the stock market. It tells us – every second – the stock market’s view of the collective value of companies. This market is a crowd of investors – buyers and sellers – all coming together trying to predict the value of their investments, both now and in the future. Fear sparks panic and pulls the market down. Greed spurs buying frenzies and pushes the market up. Investors who can judge when best to buy or sell shares are rare because they must be better than the crowd, which is complex, constantly changing and constantly learning. The crowd feeds on analysis, information and news – fake and real – and tries to interpret the impact on industries and companies. The role of the index provider is to ensure that the index represents the market accurately, truthfully and without bias. We observe, we try to understand the mood of the crowd, but we stay on the sidelines – most of the time.

FTSE works because humans gravitate to order, making sense of information by grouping it into families to rank and review. This process has taken place for centuries in libraries where information used to be organized manually by index cards and today by huge computer databases. At the Library of Congress in Washington, DC, the largest library in the world, a collection of more than 168 million items including more than 39 million catalogued books and other print materials in 470 languages are carefully catalogued so they can be searched and studied. As a handy navigational tool, this book is indexed too.

The Internet giant Google’s mission is to organize the world’s information to make it universally accessible. Its search function has become ubiquitous and is used an estimated 2 trillion times per day. Google ranks web pages based on their usefulness and the expertise of sources. It says: ‘The index is like a library, except that it contains more info than in all the world’s libraries put together.’ Google’s search index contains hundreds of billions of web pages and is well over 100,000,000 gigabytes in size.

Financial indexation is not so large, but has grown exponentially. At the last count, the Index Industry Association (IIA) found that there are 2.96 million indices globally. It is an astonishing number, given that there are only 60,000 stocks in the world. And, as the number of stocks listed on stock exchanges around the world shrinks each year, the number of indices continues to grow exponentially. Today nearly all of the $74 trillion total invested internationally will make some use of a benchmark.

The growth can be explained by the changing use of financial indices. They started life as confidence barometers that swung whenever a catalyst for buying or selling shares (the equivalent of a Donald Trump tweet) took place. Then they were adopted by the investment industry as performance benchmarks in particular for mutual funds that pool money from a large number of investors and pick a series of stocks to back. Fund managers whose investment decisions outpaced a particular index – hence were above average – were feted for their wisdom and rewarded with great personal wealth as well as fresh assets to steer. Underperformers had some explaining to do and faced an outflow of funds.

But mushrooming demand over the last two decades is thanks to the trend for tracking the index, not beating it. Rather than singling out stocks to invest in, money managers – or the algorithms they rely on – spread their risk today by picking trends or topics they think will prosper in the long term. Exchange-traded funds (ETFs) – of which more in Chapter 6 – are baskets of stocks created to replicate the FTSE 100 or others but trade on an exchange just like an individual stock and account for about 10 per cent of all funds invested.

Their popularity is behind the tectonic shift from active to passive investing, where assets follow indices at lower cost than paying for less predictable human intervention. The value of passive funds has swung from 9 to 27 per cent in 12 years to 2019 according to data from financial analysts Morningstar, led by equities which have gone from 16 to 43 per cent over the same period. Passive funds are on track to exceed active funds in less than a decade according to many stock market analysts, with the USA leading the way. This trend throws up questions about the ethics and regulation of index providers that I will address in this book. Three fund managers have grown to dominate passive investing – BlackRock, Vanguard and State Street – of which more later, too. For its part, FTSE creates new indices to stimulate or meet market demand across a melting pot of asset classes. With coverage in more than 70 countries, covering 98 per cent of the investable equity market globally, it also creates bespoke indices for particular clients.

This range can be simplified. FTSE manages around 200 index families but within each the permutations are vast. Take real estate as an example. The FTSE Epra/Nareit Global Real Estate Index Series is designed for property investors whether they are interested in office, industrial, retail or residential bricks and mortar. It is a project jointly run with the respective experts in their region, the National Association of Real Estate Investment Trusts (Nareit) of the USA and the Brussels-based European Public Real Estate Association (Epra) who supply in-depth data about company performance.

This industry category does not necessarily behave in the same way as the broader equity market but typically pays consistent dividends so may attract investors who favour reliable income over hopes of growth.

Choosing property is not the end of the decision making. There isn’t just one FTSE Epra/Nareit index: there are 17. Investors can select almost any property permutation, whether that is an index that tracks property in developed markets, in the Americas or across the globe excluding the USA. There is even an offshoot series of green property indices that upweights those stocks that score highly for green building certification and energy usage.



Revenues and rivals

Our business model has two strands. I liken it to the way copy-righting works in the music industry. On the one hand, you license the words of the song you have written. On the other, you take a small licensing fee every time the song is played or if someone records a new version.

First of all, we receive subscriptions fees from fund managers, asset owners, actuarial consultants and investment banks who use our data in the investment process, typically as a benchmark against which to measure investment performance or analyse risks to the investment portfolio. The world is increasingly data-driven so the volumes of information we provide have increased sharply. Renewal rates are extremely high, running at more than 90 per cent.

And then there is income from licensing the FTSE trademark for use in financial products. This is mainly to passive funds whose ETFs or mutual funds are linked to our indices. This activity builds on our reputation in data. Our cut is small, typically 0.01 per cent and rarely more than 10 per cent of the product issuer’s fees, but is linked to the volume of assets which has multiplied in recent years. We also take a transaction fee of a few pennies or cents on derivatives that trade on the indices – for example, from every FTSE 100 futures contract that is bought or sold based on expectations of which direction the index is predicted to turn next.

Taken together, FTSE revenues and profits have risen sharply. In 2019, FTSE Russell generated revenues of £649 million and the Information Services Division in which it is the largest component an operating profit of £449 million. FTSE alone accounted for just less than a third of LSE group revenues and our division contributed 42 per cent of the LSE’s entire operating profit. The profits of our division have gone up by one-third from 2016 to 2019 and, because of the benefits of scale enjoyed by all of the largest index providers, they all have healthy profit margins in excess of 50 per cent.

FTSE is not alone in this market. It competes with two large American rival index providers of roughly our size, plus a wide range of smaller competitors. The big three have also been growing at or close to 10 per cent per year. MSCI, once part-owned by the investment bank Morgan Stanley, disclosed $921 million of sales at its index division in 2019, which accounted for more than half the group. That converted into an underlying earnings contribution of $670 million and made for a chunky 73 per cent divisional profit margin. S&P Dow Jones Indices is majority owned by the data business S&P Global alongside the Standard & Poor’s credit ratings arm and Platts, the commodities and energy expert. It recorded $630 million of profit from sales of $918 million.

The worth of these companies can be seen on the stock market but is also reflected in analysis by Brand Finance. According to the independent brand valuation consultancy’s own Brand Strength Index, FTSE Russell had a brand value of £2.56 billion at the start of 2020. Brand Finance arrived at this figure by taking into account a range of metrics including financial data, marketing efforts, product development, online presence and perceptions among customers and the general public. Notably, the figure accounts for 80 per cent of the value of the LSE’s entire portfolio of brands, which underlines how important our name has become over the years. In the orbit of banks, brokers, stock exchanges, asset managers and data firms, index providers have become a valuable part of global financial markets. Taken together, over $40 trillion of investor funds are benchmarked against the largest three players.



The beating heart of the city

Compared to the nerve-shredding moments on trading floors around the world on 12 March 2020, one building in the centre of London maintained its steady calm. The location of the LSE in the heart of the Square Mile is truly where God meets Mammon. Its main entrance is on Paternoster Square where the clergy of nearby St Paul’s Cathedral used to process as they recited prayers. Now it is a pedestrian plaza bustling with City workers and decorated with a bronze sculpture by Elisabeth Frink depicting a shepherd driving his sheep over the site of what was once the Newgate meat market.

Through the revolving door past the security bag check lies the atrium where FTSE comes alive. Here, an upturned cube on a central pedestal pulses with the latest value of numerous indices and the telltale colours of red or green. On the surrounding walls a bank of world indices is constantly updated next to an electronic world map. A ticker of FTSE 100 share prices and company codes threads its way between the first and ground floors, with a CNBC newsfeed conveying to waiting visitors the latest headlines one floor above that.

Up on the fourth floor is FTSE’s London headquarters. It is a modern tech environment with hot desks, break-out areas, comfortable seating and probably the best coffee in London, influenced by our Italian colleagues in Milan. Glass meeting rooms are busy morning, noon and sometimes late into the evening with screens connecting the London staff to the operations and sales teams in all major financial centres around the world. Our day starts when the Australian market opens and closes when the US one closes. Analysts collect and sift through huge amounts of corporate and financial data published in numerous languages. Large data teams in Kuching in Malaysia, Taipei in Taiwan, and Charlotte and Buffalo in the USA update data to the cloud which is drawn down, vetted and updated by senior analysts around the world.

On days like this it is quite a show. But, up or down, the method by which the indices are managed varies little day to day. In the nerve centre, a bank of 10 staff are glued to computer screens. Here, flashing red doesn’t mean the market is falling; it is an indicator that something has gone wrong with the real-time calculation of the indices that continues during the trading day. All the major indices are calculated in real time. Every price change from every stock market around the world is checked by our systems with an algorithm ensuring any suspicious price which may influence an index is highlighted and checked by an analyst. Rogue prices are discarded and true prices are released. If an index opens too high or too low, the operations staff are alerted. If an index stops publishing for any reason, an alert goes out worldwide.

FTSE’s computer systems are designed to be fully resilient, available 99.9 per cent of a trading day. Hardware and software upgrades are constantly required, with changes implemented most weekends. These systems ingest the details of every trade, churning the numbers and updating index values every time a stock price changes. On a normal day you can watch the indices tick over two or three times a second when the markets are active. When markets crash, the index updates are too frequent for the human eye and can only be read by the many computers attached to our electronic feeds. The screens only show the index changes the eye can read, constantly ticking over and skipping ahead when required. It is a non-stop system that needs non-stop monitoring. All three centres have to operate in sync. Taipei passes the baton to London when Asia closes. After the European markets close, London passes the baton to Fort Mill, a small town in South Carolina famous for its local peach orchards. After the American markets close, Asia is already beginning to open so the baton then gets passed to Taipei before returning to London again. Each time, our data experts must make sure that the indices tick over, as well as inputting any changes – such as new market entrants, stock offers, takeovers – anything that will affect the weighting of a stock and the behaviour of indices overall.

FTSE Russell has almost 1,000 staff in over 20 offices around the world. They are involved in client support, research, IT, operations, sales, marketing, and all the functions required to support a modern global company. What they don’t get involved in is making investment decisions.

Each of our family of indices is governed by a set of rules that have been adapted over time. These rules are mechanical, instructing the system to screen stocks in a certain way, rank them on a particular measure, update them at a specific frequency. The human input, as seen by our round-the-world index management teams, is there to make sure the machines work, but as far as possible we aim to keep it to a minimum.

Of course, there are prior decisions made as to what index construction should look like. There are historic standards, such as the Industry Classification Benchmark (ICB) which is widely used to identify to which sector stocks should belong. And there is an expert advisory committee made up of index users including asset managers and representatives from investment banks that oversees each family and the decisions FTSE takes about how it is operated. Then the machine is set running with daily monitoring and quarterly or half yearly reviews which could include the criteria for eligibility or a change in the test for liquidity, which ensures that index members have enough shares freely trading to satisfy demand. Most stock indices are not owned by stock exchanges. FTSE’s ownership among the big three index providers is unique in that respect. Nevertheless, it does not mean that share listing guarantees index membership.

Decision making is disclosed wherever possible. For example, minutes carried on FTSE’s website from a policy advisory board meeting on 26 June 2019 noted discussions around new industry classifications for financial data providers, professional business support services and marijuana producers and the best timing for future category changes. It also disclosed FTSE Russell was exploring whether it could create a benchmark for digi-tal assets working in partnership with Digital Asset Research, a start-up that gathers data in this space. What is kept confidential are the names of most committee members, to frustrate efforts to lobby for a particular policy decision.

New indices go through a rigorous process before they can be launched. Such is demand for new ways of tracking equities, fixed income, commodities and even privately held assets that managing the new product pipeline is one of FTSE’s great challenges, in particular for Chris Woods, FTSE’s managing director for governance and index policy.

Whether new indices are proposed internally or at the request of a client, Chris’s policy team undertakes several stages of assessment. First of all, technical criteria: does this idea make sense? Then, operational: can FTSE run this index in practice without manual intervention? Does it have enough timely data? And finally, methodological: are the proposed rules clear and fair? If it is judged to have passed all three, the index is passed to FTSE’s product team for construction. The last thing we want to do is create a product that we can’t run, doesn’t make technical sense or suffers from poorly written rules. The name of the game is accuracy and reliability.

Index construction has become more complicated over the years. To begin with, the only thing we needed to know was the number of shares a company had issued and the price of those shares. Then investors wanted greater accuracy and liquidity so we added what is called ‘investability weighting’, which is what proportion of those shares make up the free float that can be easily traded. And then investors have sought to replicate investment strategies and to create more tailored indices that meet their policy or investment strategy requirements. These demands will only get greater and the challenge for index providers will be to create data collection and research capabilities able to meet these needs. New data collection methods using digital technologies and new AI algorithms to cleanse and create further derived data for the investment community will all lead to new and innovative forms of indices.



Weathering the storms

The spread of coronavirus was not the first crisis to be measured through the prism of the FTSE 100. Since its launch in 1984, the index has tracked economic ups and downs, exuberance and despair and great shocks to the financial system. In every case, the index is aligned to the stock market but distinct from it, providing investors with a front-row seat to observe what is really going on.

The largest single day loss remains 20 October 1987, the day after Black Monday, as fears of a repeat of the US Great Depression swept markets. The FTSE 100 dropped 12.2 per cent, following a 10.8 per cent fall the day before. The previous Friday, trading had closed at lunchtime. The Great Storm that wrought havoc across Kent and much of the south-east of London the night before meant that few market makers made it into the City that day. Traders joked that the Kentish town of Sevenoaks which suffered badly in the storms and lost many of its ancient trees should be renamed Oneoak.

In comparison, the FTSE 100 fell 10.9 per cent on 12 March 2020, the day after Trump’s coronavirus address. However, it rallied in the following days as the President attempted to take a tighter grip of the situation.

The largest single-day gain for the FTSE 100 was 24 November 2008 during the 2007–8 financial crisis. The world was in a precarious place. That autumn Lehman Brothers had filed for Chapter 11 bankruptcy protection and the UK banks Lloyds and Royal Bank of Scotland required government rescue. The 9.8 per cent bounce came off the back of tax cuts announced in the Chancellor Alistair Darling’s pre-Budget report and the bailout of the ailing Wall Street bank Citigroup. A similar rally took place on 24 March 2020, when Boris Johnson’s UK lockdown of homes and businesses combined with the approval of a $2 trillion bond-buying programme in the USA to cheer investors. The FTSE 100 closed up 9.1 per cent higher, marking its second-largest one-day gain.

These major market-moving events were watched by us at FTSE, but our role was to ensure that the FTSE 100 and our other major indices were being calculated accurately and disseminated around the world so that investors had the information that they required to continue to make informed investment decisions.

When the planes crashed into the World Trade Center on 9 September 2001, I was standing in FTSE’s operations centre at our first office, St Alphage House, in central London watching on television. As the second plane went into the South Tower 16 minutes after the first entered the North Tower, the markets began to react. Stocks went into freefall, and the indices followed them down. Even in a moment of great tragedy, we knew that our job is to be a bystander and make sure we accurately capture those trades and their impact. For the index to stop collating prices would only feed the sense of panic that terrorists would welcome.

Anthony Cloke, who headed our operations at that time and who had joined our team straight from school shortly before FTSE was set up, had called me over to the operations centre. The first thing I told Anthony to do was to take off all the automated price checks and controls which are in-built to detect rogue price movements. The market was moving fast, so prices were hugely volatile and moving at incredible speeds, but each trade tended to be a small increment. Usually, if a share price moves more than a certain percentage in short order, it is because someone is trying to game the system. We can hold and check a price before releasing it. But in moments of high drama we do not employ the same circuit breakers favoured by the S&P 500 in New York. Better to let the index find its own value, whatever that may be.

Trading volumes that day were a multiple of those we had experienced before, but our systems were built for high volumes and were coping well. And then the phone rang. It was the LSE’s deputy chief executive, Martin Wheatley. Wheatley and I had worked together at the LSE for some years and we knew each other well. When I left to set up FTSE, he ran the gilt markets for the exchange. Wheatley was bright and ambitious and quickly rose up through the ranks encouraged by Giles Vardey, who played a key role in FTSE’s creation.

Wheatley had the Bank of England on the other line. Both wanted to know my view on whether we were going to be able to sustain the index calculation given the spike in trading volumes. The alternative was to switch to an indicative measure, the kind of estimate that is used before trading opens each day. My view was simple. ‘I’ll keep the index going as long as you keep the market open,’ I said. Wheatley was minded to keep the market open, and I agreed.

It was a huge test of the resilience of FTSE and our systems. The company was only six years old at this point. The way we designed the system, if it became overwhelmed, it would calculate the index from as many prices as it could cope with and the rest would be ignored. I’m pleased to say we never got to that point that day. The screens were red, but accurate from our point of view.

I felt much more confident about the day after the Brexit referendum. Unlike the bolt from the blue that was 9/11, there was always a chance that the British people would vote to take the UK out of the European Union after 43 years of membership. At the time
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