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In line with a certain easing of the negative effects

of the corona virus, the financial markets also continued Market data
to recover in the third quarter. When comparing global

indices, there are considerable differences in perfor-

- Markets and strategies

mance properties that investors are so often unaware
of. The reasons can be found in the different index

compositions. In our special article we point out some
important points in this regard. Specialist article
+ Index Products -

What to look out for
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MARKETS AND STRATEGIES

In the third quarter, the asset classes leading were

bonds (high yield). US equities, commodities and

gold. They gained in between 4% and around 10 %.

In US equities, the technology sector was the
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In the 3rd quarter, all investment strategies had

positive returns. In addition to equities, the riskier

bond segments also gained in value.
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winner. Commodities and gold benefited from shifts

in real assets, mainly due to the zero or negative

interest rate environment and the ever-increasing debt

at all levels.

Index

SBI Total AAA-BBB
Bloomberg Barclays Cap. Euro-Aggr.
Bloomberg Barclays Cap US. Aggr.

Bloomberg Barclays EM Hard Currency Agg Unh. USD
Bloomberg Barclays Gl Inflation-Linked TR Unh. USD
Bloomberg Barclays Gl High Yield TR Unh. USD

Bloomberg Barclays Cap GA
MSCI Switzerland Net

MSCI Europe Net

MSCI USA Net

MSCI Pacific Net

MSCI EM Net

MSCI AC World Net

FTSE EPRA/NAREIT Glb USD
Bloomberg Commodity Index
Gold (1 ounce)

LPX 50 Index

HFRX Global HF Index USD

Once again, the higher the equity allocation, the better

the investment result in the third quarter. Overall,

the quarterly gains further reduced the annual losses

since the beginning of the year.

Investment strategies in EUR
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Source Bloomberg; reference date 30.09.2020

Calculation LMM; Period 01.01-30.09.2020
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INDEX PRODUCTS - WHAT TO LOOK OUT FOR

Indices enable investors to quickly find out about

the mood on the stock market. In practice, they

are also used to assess investment results in asset
management (benchmarking). Financial products
based on the development of indices (e.g. ETFs or
structured products) are also increasingly represented
in portfolios. Accordingly, it is important to consider
the calculation method and composition of indices in
order to be able to assess developments accurately.

Basically, two different types of indices, that can be
calculated, differentiate:

Price indices: Only share prices are used for
calculation.

Performance indices (total return indices):

In addition to price changes, these also include
dividend payments.

In addition to the method of calculation, the index
composition is essential. Most major indices (e.g. DAX,
S&P 500, etc) are capital weighted. These take into
account the absolute size (market capitalisation) of the
stock corporation. The share prices are multiplied

by the number of shares, whereby only that part of the
shares which is in free float is taken into account.

Taking the US stock market (S&P 500) as an example,
the 10 largest companies currently (as of 31.08.2020)
account for around 29% of the S&P 500. In addition,
the top five positions are occupied by the technology
giants Apple, Microsoft, Amazon, Facebook and
Alphabet (23.6 % in total). Before the Corona crisis,
the share of these companies was just around 20 %.

Investors are often unaware of the impact on diver-
sification in a portfolio of ETFs based on a capital-
weighted index. In the case of the S&P 500, the aver-
age weighting of a share is 0.2%. Currently, Apple

with almost seven percent and Microsoft with around
six percent are the two most heavily weighted shares.
This can be seen even more impressively on the

Swiss share index SPI. The three largest stocks account
for around 50 % of the index (Nestlé 22 %, Roche 15%
and Novartis 13%). In the belief that a diversified
index product has been bought, this can create cluster
risks that investors are not aware of at first glance.

In addition, ETFs based on capital-weighted indices
do not offer the possibility of giving a share a

lower weighting after an above-average price increase.
The weighting of investment styles such as growth

or value is determined by the index provider.

S&P 500 DAX SPI
Apple Linde Nestlé
6.9% 10.6 % 219%
) SAP Roche
Microsoft 106% 150%
59% )
Siemens )
Novartis
8.8% ——
Amazon 131%
9 Alianz
49% ZurichIns.
76 %
Alphabet 34%
33% Bayer
54% Lonza
Facebook 28%
24%
Rest Rest Rest
76.6 % 57% 438%
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Market capitalization compared

DAX

1389 Mrd. USD

1794 Mrd. USD

S&P 500
29497 Mrd. USD

The proportion of shares that show good momentum
increases automatically. So-called equal weight
strategies, which gives all shares included in the index
the same weight, avoids these "bias” effects.

When comparing the performance of stock indices,
the weightings of the individual sectors must
therefore also be analysed. A comparison of the US
stock market with its German counterpart shows
significant differences in the weighting of the individ-
ual sectors.

In the current environment we would like to point

out another aspect: A comparison of the capitalisation
of all companies in an index highlights the differences
in size between the US and Europe. The DAX 30
companies currently have a total valuation (market
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Nestlé
344 Mrd. USD

Tesla
396.6 Mrd. USD

Apple
1992 Mrd. USD

capitalisation) of USD 1389 billion. Apple alone

has a market capitalisation of USD 1992 billion, which
is around 1.4 times the value of all DAX companies.
The five tech giants have a total valuation of around
USD 6900 billion. In the global share index MSCI
World (MSCI ACWI) with a total of 2984 companies,
these companies now represent a share of 13.2%.

Conclusion

These explanations make it clear that investors
should be aware of the composition of the underlying
index when selecting and weighting index products.
This statement applies to all indices and index
products. Otherwise, investment results in terms of
risk and performance may be different from what

the investor expects.

www.lmm-ic.com

LMM Investment Controlling Ltd. is an independent provider of Investment Controlling services and represents the interests of
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Frankfurt, Vienna, Dubai and Sydney.

Disclaimer: LMM takes the utmost care in compiling the information. We don't grant any warranty, including liability towards third parties, with respect to
the accuracy. relevance and completeness of the information and opinions published in this newsletter. Pease take note of our amended data privacy policy

on our website.

4 LMM COMPASS / 4TH QUARTER 2020



