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In this paper we investigate smart beta investing, especially low volatility investing, in policy port-
folio selection by institutional investors. Most of smart beta strategies except for Fundamental Index
are sometimes called "factor funds". We can distinguish factor funds from classical active strategies,
if we know whether a group of stocks is considered as a factor or a style. Institutional investors
choose their own securities portfolio in two steps generally. Policy asset allocation is chosen first, and
then individual securities portfolio selection is outsourced to professional fund manager(s). We can
infer that most of investments in both active and smart beta strategies don't make this two-step de-
cision-making inefficient, except for low volatility investing. We reveal low volatility investing makes
this decision-making inefficient in principle, and demonstrate in a real quantitative simulation how
much inefficient it becomes. A financial technique of leverage can resolve this problem, if the risk pre-
mium of low volatility investing is a reasonable negative value. Also we find by an empirical analysis
that low volatility investing has rather unfavorable tendency in gain/loss asymmetry in both U.S. and

Japan.

Keywords: Policy portfolio, Policy benchmark, Active investing, Smart beta, Low volatility investing,
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