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Growing popularity

They were once considered niche. But thematic equities
have in recent years evolved into mainstream investments.
Their ability to transform broad, long-term macro-economic,
technological and ecological trends into investments has
struck a chord with a growing circle of investors.

Even so, questions remain over how to incorporate
such stocks within portfolios that use traditional asset allo-
cation frameworks.

In 2019, Pictet Asset Management provided some pre-
liminary guidance on this matter, drawing on well-estab-
lished portfolio construction concepts and portfolio opti-
misation tools.

The purpose of this update is two-fold. First, we wish to
incorporate revised capital market assumptions into our
analysis. Second, the report is an opportunity to explain
our evolving thinking on the inclusion of thematic strategy
combinations as core portfolio holdings.

In our view, thematic equities can be incorporated into
diversified portfolios using any of three broad approaches.
Thematic equities can function as:

— Satellite allocations within a core-satellite
framework;

— Investments within a global equity asset allocation;

— Alternatives to fully diversified equity portfolios.
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SECTION 2 I ADDING THEMATIC EQUITIES TO DIVERSIFIED PORTFOLIOS

Thematic equities as
satellite allocations

Investors pursuing a core-satellite approach will find that
thematic equities can work particularly effectively as satel-
lite investments.

Under this approach, a portfolio is splitinto two distinct
parts. The ‘core’ is well diversified and typically contains
traditional investments such as equities and bonds. It is
built using a standard asset allocation framework and its
goal is to capture the market return from various asset
classes, or their ‘beta’. ‘Satellites’, in contrast, allocate
capital to assets that fall outside the boundaries of the tra-
ditional asset allocation framework. They account for a
smaller portion of the total portfolio, typically up to a maxi-
mum of quarter of total assets. Allocations to satellites are
either made to express an investors’ structural, long-term
view or to take advantage of opportunities that unfold over
much shorter timeframes. Either way, the objective is ei-
ther to access additional sources of alpha (a return that’s
in excess — or independent of — the market) or to diversify
risk.

How do thematic equities fare as satellites? FiG. 1 pro-
vides the results of our simulation and optimisation model
that combines portfolios consisting of an allocation to
mainstream global equities (MSCI All Countries World In-
dex) with a global government bond index and a represent-
ative allocation to a single thematic equity strategy from
the Pictet Asset Management range. The results suggest
that for portfolios with higher targeted return and risk tol-
erance, up to 20 per cent of investible assets should be al-
located to thematic equities. More details on the method-
ology are provided in Appendix 1.



FIG. 1

OPTIMISED ALLOCATION TO THEMATIC SATELLITE
(NO RETURN ADVANTAGE ASSUMED)
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RETURN TARGET FOR TOTAL PORTFOLIO

Source: Pictet Asset Management;
data covering period 31.12.2008-28.02.2021!

This result, we believe, testifies to the focused targeted
and benchmark-unconstrained approach that thematic
strategies pursue.

By investing in specialised companies operating in sec-
tors of the economy that defy traditional classification, the
thematic equity investment universe is very distinct from
what is represented by global stock indices such as the
MSCI World. The fact that portfolio managers do not invest
with reference to a market benchmark provides additional
flexibility. The result is a portfolio that bears very little re-
semblance to mainstream equity indices.

1 Thematic portfolio randomly drawn
every month from available thematic
strategies. Simulation based on
100 random draws and subsequent
calculation of efficient frontier.
Chart represents the bottom third
allocation to thematic equities
acrossall simulations. For more
details on methodology and capital
market assumptions, see Appendix
sections 1 and 4.

6.9%

7.5%
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Thematic equities as global
equility allocations

Although the core-satellite approach is fairly popular, the
majority of professional and non-professional investors al-
locate capital by region. It's a strategy that divides the in-
vestible universe into large regional blocks such as North
America, Western Europe and Asia-Pacific.

Yet there is a strong case for creating a ‘global equity’
allocation to sit alongside larger regional ones.

Because the correlation of returns among regional
markets is generally fairly high, the addition of a differenti-
ated global asset class such as thematic equity can help
diversify sources of risk and return.

Some thematic equity strategies work more effectively
than others as a complement to regional or country-based
portfolios. Those that function best invest across multiple
investment themes simultaneously and are therefore more
broadly diversified. Strategies with these characteristics
can account for a larger portion of a global equity alloca-
tion.

FIG. 2

THEMATIC EQUITIES WITHIN GLOBAL EQUITY ALLOCATION

@ GLOBAL EQUITIES

@ THEMATIC EQUITIES
US EQUITIES

@ EUROPEAN EQUITIES

@ ASIAN EQUITIES

© LATAM EQUITIES

Source: Pictet Asset Management.?

2 Forillustrative purposes only.
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Indeed, in building customised thematic portfolios for
some of our clients, we have discovered that combining
two or more thematic strategies into one allocation has
much to commend it. The advantages are twofold.

First, grouping thematic portfolios can make sense
from a fundamental perspective. Some thematic portfolios
complement one another — in other words, strategies that
are underpinned by the same structural trends naturally fit
together. By combining such portfolios into one larger in-
vestment, investors have the opportunity to harness the
same megatrends but through a much broader range of in-
vestments.

The second advantage comes in the form of diversifica-
tion. Combining thematic strategies in this way can diversi-
fy sources of return and risk, resulting in a portfolio with a
potentially superior risk-return profile.

This can be illustrated by studying the performance of
several thematic portfolio combinations. The combina-
tions chosen for this study are described briefly in the box
at the bottom of this chapter. A more detailed analysis that
includes a wider set of thematic combinations is provided
in Appendix 2 alongside a description of our methodology.

When conducting a portfolio optimisation study, it is
helpful to combine higher and lower risk investments in or-
der to obtain intermediate risk combinations. The combi-
nations used for the study have been designed to illustrate
why such portfolios can have a place within a broader asset
allocation, based on standard optimisation techniques.
The illustration is by no means exhaustive. The portfolio
weights provided should be viewed as a loose indication,
not a recommendation.

FIG. 3
RISK PROFILE OF SELECTED THEMATIC STRATEGIES
RISK PROFILE THEMATIC STRATEGIES
Below average Nutrition, Health, SmartCity, Water
Intermediate Digital, Security
Above average Timber, Clean Energy, Premium Brands,

Human, Biotech, Robotics

Source: Pictet Asset Management.
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FIG.4

We can illustrate the role that such strategy configura-
tions can play in a well-diversified portfolio by using the
same portfolio optimisation tools introduced in Section 2
(Fi1G. 4; see Appendix 3 for a full explanation). Using data
from January 2017 to February 2021, we construct the ef-
ficient frontier consisting of allocations to global equities,
global government bonds (using the MSCI World and the
Bloomberg Barclays Global Aggregate, respectively, as ref-
erence indices) and thematic portfolio combinations. For
presentational purposes, we only show the portfolio com-
position for an intermediate return / risk target (target an-
nualised return of 4.9 per cent).

Interestingly, the portfolio optimisation exercise indi-
cates that sizeable allocations to thematic equities make
sense even when excess returns from such stocks over the
MSCI World Index are assumed to be zero or, in instances
inwhich volatility readings were higher, just 25 basis points
annualised.

OPTIMISED PORTFOLIO COMPOSITION FOR INTERMEDIATE RISK/RETURN

PROFILE, SELECTED THEMATIC PORTFOLIO COMBINATIONS
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THEMATIC EQUITIES AS % OF PORTFOLIO
® GLOBAL EQUITIES AS % OF PORTFOLIO
@ GOVERNMENT BONDS AS % OF PORTFOLIO
@ THEMATIC EQUITIES AS % OF TOTAL EQUITIES

Source: Pictet Asset Management.

* Observations in which the
25 basis point excess return was
assumed are identified with
an asterisk (*)
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Rather than placing too much emphasis on the specific
allocation figures, which can be quite sensitive to small dif-
ferences in assumptions, the general conclusion to draw is
that, under reasonable assumptions, it is possible to cre-
ate thematic combinations that warrant a significant allo-
cation; in some cases the indicative allocation is larger
than that suggested for global equities. This supports the
notion that a diversified allocation to thematic equities can
account for substantial portion of a global equity portfolio.

One explanation for the portfolio benefits that arise
from combining themes is the greater sector diversifica-
tion the approach provides. As FiG. 5 illustrates, the the-
matic combinations provide exposure to between eight
and 10 of the 11 major industry sectors within the MSCI
World reference index. The Herfindahl index, which cap-
tures a more systematic picture of sector concentration,
indicates industry concentration levels are in line with
portfolios that are equally-weighted across between four
and seven sectors, whereas global equities exhibit levels
compatible with an eight sector equally-weighted portfolio.
So, while these thematic combinations do not typically
reach the same level of sector diversification as a global
equity portfolio, their diversification across industry sec-
tors is nonetheless quite broad.

FIG.5

SECTOR COMPOSITION AND CONCENTRATION FOR SELECT THEMATIC
PORTFOLIO COMBINATIONS
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Source: Pictet Asset Management.3

3 The Herfindahl index is calculated
as the sum of the squared sector
portfolio shares. It would be 0.5 for
an equal-weighted 2-sector portfolio,
0.25 for an equal-weighted 4-sector
portfolio and 0.125 for an
equal-weighted 8-sector portfolio.
For further reference, for the MSCI
ACWI, the Herfindahl value is 0.12.
Moreover, for the underlying
single-theme portfolios, the index
ranges from 0.45 to 0.2, suggesting
that the thematic combinations
contribute reducing sector
concentration considerably, thereby
increasing diversification.
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Another way to gauge how concentrated or diverse
such portfolios are is to conduct a style analysis. The re-
sults of such a study are shown in FiG. 6. While the analysis
indicates that all portfolio combinations exhibit a growth
and size bias, they differ meaningfully in their exposure to
all other factors.

FIG. 6

SELECT STYLE FACTOR EXPOSURES:
THEMATIC PORTFOLIO COMBINATIONS VS. MSCI ACWI

SIZE

MEDIUM-TERM MOMENTUM

GENERATIONAL
INFRASTRUCTURE

SHIFTS
21ST CENTURY

CLIMATE
CHANGE
HIGH TECH
INNOVATION

MARKET SENSITIVITY

VOLATILITY

@® HIGHLY NEGATIVE EXPOSURE TO FACTOR
@ HIGHLY POSITIVE EXPOSURE TO FACTOR

Source: Pictet Asset Management.*
4 Data based on observations
of average exposure from 30.04.2018

t0 30.04.2021 and Axioma risk
model.
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Better together: thematic
portfolio combinations

Generational Shifts

Health, Digital, Premium Brands, Human (each 25%)
The baby boom and the echo-boom / millennial generation are two
large cohorts whose behaviour has a disproportionate affect on the
economy. This combination captures both, emphasising old age-
related care, leisure in retirement, but also the consumption of dig-
ital services.

Climate Change

Clean Energy (20%), Timber (20%),

Nutrition (30%), Water (30%).
Invests in solutions to climate change through renewable energy,
energy efficiency, natural carbon capture and storage, less resource-
intensive food systems and climate resilience through efficient wa-
ter provision.

21st Century Infrastructure

Digital, SmartCity, Clean Energy, Water (each 25%).
Focuses on digital technology, clean environmental tech and new
industrial applications and materials to cater to the urban societies
of the future.

High Tech Innovation

Digital, Security, Robotics, Biotech (each 25%).
When dealing with the challenges of the modern world, high tech-
nology innovation provides a constant flow or solutions and is bound
to remain provide an area of strong secular growth.

15
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FIG.7

Fully diversitied thematic
portfolios

Thematic equity strategies can also serve as alternative to
— or replacements for - global equity portfolios that invest
across industry sectors.

As the thematic equity landscape has expanded, the
number and range of thematic equity investments has
grown. This means that, by investing thematically, inves-
tors can now hope to achieve the same degree of diversifi-
cation as they would investing in a strategy referenced to
mainstream stock indices.

To illustrate this point, we conducted an analysis using
the two broadest thematic strategies at Pictet Asset Man-
agement — Global Megatrend Selection (GMS), which
equally allocates across the firm’s twelve single-themed
strategies, and Global Thematic Opportunities (GTO),
which is a high-conviction, concentrated thematic portfo-
lio.

OPTIMAL ALLOCATION TO A FULLY DIVERSIFIED THEMATIC PORTFOLIO
(GLOBAL MEGATREND SELECTION)
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Source: Pictet Asset Management.®

5 The optimisation procedure relies
on monthly data from 01.12.2008
t0 28.02.2021 to calculate the
covariance matrix, uses return
estimates for global equities and
government bonds provided in
Appendix 4 and assumes no return
advantage for thematic equities
(Global Megatrend Selection)
relative to global equities.



The approach could of course be illustrated with a vari-
ety of well-diversified thematic portfolios.

Using the same optimisation technique deployed in the
analysis described in Section 2 and Appendix 3, the opti-
mal portfolio allocation to global equities, government
bonds and GMS is depicted in FiG. 7 for different return tar-
gets. FiG. 8 provides the same analysis for GTO.

Across target returns, the allocation to global equities
and GMS is approximately evenly split, suggesting that,
when it comes to diversifying a portfolio, allocating across
themes is on par with a traditional regional approach. For
GTO, which is a more focused portfolio, the proportion of
total equities consisting of thematics varies from one fifth
to a third from moderate to aggressive risk profiles. This
too is consistent with the notion that diversified thematic
equities can be viewed as core portfolio holdings.

FIG.8

OPTIMAL ALLOCATION TO A FULLY DIVERSIFIED THEMATIC PORTFOLIO

(GLOBAL THEMATIC OPPORTUNITIES)
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Source: Pictet Asset Management.®

6 The optimisation procedure relies
on monthly data from 01.10.2016
t0 28.02.2021 to calculate the
covariance matrix, uses return
estimates for global equities and
government bonds provided in
Appendix 4 and assumes no return
advantage for thematic equities
(GTO) relative to global equities.
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Discussion and outlook

The analysis provided in this study makes a strong case for
the inclusion of thematic equities in a diversified portfolio.

A potential shortcoming of this analysis is that the data
were taken during a period in which equity markets were
enjoying an almost uninterrupted rally thanks mainly to ex-
ceptionally low interest rates.

During this period, thematic equities have on average
outperformed global equities. However, the results are not
heavily reliant on forward-looking return assumptions. For
a number of optimisation runs, no return advantage was
assumed for thematic over global equities. In other in-
stances, when the portfolio’s estimated risk was higher,
the excess return required to justify a significant allocation
to thematic stocks was a modest 25 basis points per year.

This means that, for these results to be no longer valid,
it would require a profound change in both the correlation
of returns between thematic stocks and mainstream asset
classes and in thematic stocks’ risk.

While we cannot exclude this possibility, such a sce-
nario looks improbable — thematic stocks should retain
their distinctive risk-return profile. This is likely for a num-
ber of structural reasons.

To begin with, there’s the make-up of thematic invest-
ment universe itself. It consists to a much less degree of
large mega-cap companies than traditional indexes. This
has significant investment implications.

There is a large body of evidence showing that the
stocks of specialised firms do better than those of large,
diversified companies over the long run. Essentially, large
firms suffer from what is known as the “conglomerate dis-
count”. Put another way, broadly diversified companies are
worth less than the sum of their parts.

Thematic equities have on average
outperformed global equities.

18



By contrast, specialised firms — sometimes known as
“pure play” companies — typically have a much clearer
view of their strategic priorities and concentrate spending
in areas that promise the strongest growth. Their capital
allocation is more efficient which, in turn, builds a premi-
um into their share prices over time, the BCG research
found. Our thematic strategies are designed to take advan-
tage of this tendency. For each thematic strategy we man-
age, there are explicit rules for the construction of the
portfolio. Each stock must have a high “thematic purity”
for it to qualify as a potential thematic investment. The-
matic purity is a proprietary, numerical indicator of how
specialised and thematically-aligned a company’s activi-
ties are.

Companies that qualify as thematic investments share
another attractive attribute that has a bearing on invest-
ment returns. Because they are specialised in their activi-
ties, they have little in common with the huge, diversified
multi-nationals that dominate mainstream equity indices
such as the MSCI World or the S&P 500 Index.

This carries over to the portfolio. The investment ap-
proach is index-unconstrained, delivering a portfolio that
bears little, if any, resemblance to those whose reference
index is a mainstream equity benchmark. Thematic strate-
gies’ high active share is an indication of this.

And while the risk and performance of thematic equi-
ties may vary over the different phases of the market cycle,
their structural design features should lead to portfolios
with market characteristics that are relatively predictable
over full market cycles.

19
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APPENDIX

Appendix 1:
methodology followed
in section 2

The results presented in FiG. 1 are derived through
mean-variance optimisation across global equities (MSCI
ACWI), global government bonds (BofAML) and a repre-
sentative thematic equity strategy from the Pictet Asset
Management range. Such a representative return series is
generated through simulation. For each simulation run, a
time series of thematic returns is generated by assigning to
each month areturnrandomly selected among the themat-
ic strategies available at that point in time. The covariance
matrix is calculated across the three asset classes and
used to compute the optimal weights across the three as-
set classes. These optimal weights are designed to gener-
ate the lowest estimated portfolio volatility for every port-
folio return target over a realistic range. The return
expectations are derived from the Pictet Asset Manage-
ment Secular Outlook 2020 report (see Appendix 4) and
represent 5-year return estimates. For the results present-
ed here, we assumed equal returns for the thematic equity
portfolio and the global equity market. Since the repre-
sentative thematic series was randomly generated, we
need to run the same process multiple times in order to es-
tablish what typical outcomes look like. We therefore run
100 simulation of the thematic returns with a portfolio op-
timization each time and derive 100 efficient frontiers de-
tailing the optimal allocation among the three asset class-
es. The thematic equity allocations quoted and shown in
FIG. 4 represent the 33rd percentile of the allocation to the-
matic equities for each return target. This means that in
two thirds of the simulations, the suggested allocation is
higher than the figure shown in the chart.
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The strategies included in the study were Water, Secu-
rity, Health, Biotech, Premium Brands, Clean Energy, Digi-
tal, Timber, Nutrition, Robotics, SmartCity, Human, Global
Environmental Opportunities and Global Thematic Oppor-
tunities. This process assumes no skill in strategy selection
since thematic portfolios were chosen randomly. The the-
matic strategy returns used are in US dollar terms, are net
of fees and are I-share classes. They were sourced from
fund data published on Bloomberg. We use historical data
covering the period between December 2008 and Febru-
ary2021.

For a more detailed description of mean-variance port-
folio optimisation, see Martin Haugh, Mean-Variance Opti-
misation and the CAPM.”

7 Link: http://www.columbia.

edu/~mh2078/FoundationsFE/
MeanVariance-CAPM.pdf
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Appendix 2: thematic
portfolio combinations

This appendix section provides a broader set of thematic
portfolio combinations, relying on the same approach asin
Section 3.

New Consumer: 25% Human, 50% Nutrition,

25% Premium Brands

The new consumer basket offers a mix of goods and
services experiencing growing demand from the contem-
porary consumer. Nutrition, Human and Premium brands
occupy different points along the Maslow hierarchy of
needs. While Nutrition serves to provides us with the basic
tangible need of sustenance, Premium Brands serves to
give a sense of belonging and aspiration through material
goods, and Human encompasses the top of the Maslow
pyramid through services catering to the intangible needs
of individuals that look to experiences, education, care
and enjoyment. The “new consumer” is one that lives very
much a 21st century life — complex and dynamic, and
looks for the goods and services that support us in this con-
text.

Consumer Goods: 50 % Nutrition,

25 % Premium Brands, 25 % Timber

This basket focuses on the full value chain of the goods
and services demanded by our “new consumer” described
above. Consumers are ever more vocal in their demands for
quality and sustainability — not just in the final product, but
across the supply chain whether in raw material inputs,
manufacturing process or packaging. Governments are
backing these vocal consumer demands for quality/sus-
tainability, e.g. through the EU Green Deal or the Biden Ad-
ministration’s environmental policies. This basket repre-
sentsthecrossroadsatwhichconsumertastes, government
policies and technological advances are converging to en-
courage sustainable quality whether in food, industrial ma-
terials or consumer goods more generally.
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FIG.A1

OPTIMISED PORTFOLIO COMPOSITION FOR INTERMEDIATE RETURN/RISK

1l

& & N & &0 N & .
N o & A N > N >
N) o < 3 & Q Q
S & S N SS N S N
S & > X <& &E < &
S & & & & S S 5 3
A S S & < SN N Q S
& < Y N (9 AN Q & N
S S N s é? & X & AN
S < & R & <& 3 >
v F & & T S &
Y & © S A
@ NS
$0
THEMATIC EQUITIES AS % OF PORTFOLIO @ GOVERNMENT BONDS AS % OF PORTFOLIO

® GLOBAL EQUITIES AS % OF PORTFOLIO

Source: Pictet Asset Management.

Health & Wellbeing: 25% Health, 25% Biotech,

25% Nutrition, 25% Human

We need products and services to help improve our
quality of life for longer as life expectancy has increased,
we start families later and live more alone. This basket ad-
dresses businesses providing improvements to the physi-
cal parts of our lives: through better nutrition and disease
prevention, but also better diagnosis and treatment. It also
addresses improvements to the mental and emotional
parts of our lives: through the comfort and support of com-
munity, family and pets; a sense of achievement through
education and work prospects, as well as a sense of enjoy-
ment through travel, leisure and cultural experiences.

Generational Shifts: 25% Health, 25% Digital,

25% Premium Brands, 25% Human

The baby boom and the echo-boom / millennial genera-
tion are two large cohorts that affect large parts of the
economy and society as they move through different phas-
es of their life-cycle. This combination captures both of
these generational shifts. It focuses on old age-related
care (Health, Human), leisure in retirement (Premium
Brands), but also the consumption of digital services (Digi-
tal, Human) and millennial-driven discretionary consump-
tion (Premium Brands).

* Observations in which the
25 basis point excess return was

assumed are identified with
an asterisk (*)
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Climate Change: 25% Clean Energy, 25% Timber,

25% Nutrition, 25% Water

Mitigating climate change is undoubtedly one of the
key challenges of our lifetime. It requires a three-pronged
strategy: 1) investing heavily in renewable energy and en-
ergy efficiency-enhancing technologies (Clean Energy), 2)
developing carbon capture and storage, which can be
achieved highly effectively with sustainable forestry and
higher wood content in the economy (Timber) and 3) sub-
stituting our food consumption patterns away from ener-
getically inefficient and environmentally problematic ani-
mal protein, in particular beef (Nutrition).

FIG.A2

SECTOR COMPOSITION AND CONCENTRATION FOR SELECT THEMATIC
COMBINATIONS
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©® MATERIALS @ CONS. STAPLES @IT @ REAL ESTATE CONCENTRATION INDEX
INDUSTRIALS @ HEALTH CARE COMMS. SVCS. @ CASH (RHS)

Source: Pictet Asset Management.®

8 The Herfindahl index is calculated
as the sum of the squared sector
portfolio shares. It would be 0.5 for
an equal-weighted 2-sector portfolio,
0.25 for an equal-weighted 4-sector
portfolio and 0.125 for an
equal-weighted 8-sector portfolio.
For further reference, for the MSCI
ACWI, the Herfindahl value is 0.12.
Moreover, for the underlying
single-theme portfolios, the index
ranges from 0.45 to 0.2, suggesting
that the thematic combinations
contribute reducing sector
concentration considerably, thereby
increasing diversification.
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Agroforestry: 50% Timber, 50% Nutrition

Agroforestry is typically a term to describe a type of
land management that combines trees with crops or live-
stock. More broadly we can refer here to the benefits of
both a sustainable forestry and timber value chain and a
food value chain focused on access to high-quality nutri-
tion and sustainable food production. Both Timber and
Nutrition provide important solutions to two of our largest
environmental challenges today: climate change and agri-
cultural land use. Agriculture is the world’s largest land
user, and produces circa 40 per cent of global greenhouse
gas emissions. This highlights the vast, largely untapped
potential for precision farming, sustainable aquaculture
and plant-based diets to positively contribute to climate
change mitigation, soil and water quality, biodiversity, and
ultimately better human health. Forests, in contrast, are
nature’s own carbon sink through its net absorption of CO,,
Forests are also important habitats for a diverse number of
species, vital to water and soil quality. The environmental
benefits of investing in the sustainable timber and food
chains are considerable.

Urbanization winners / Urban society:

50% SmartCity, 50% Premium Brands

Economic development over the world has spurred the
growth of cities — from third tier to mega metropolises. This
increases the need for supporting infrastructure, afforda-
ble residential housing, convenience retail and a new logis-
tics paradigm supporting last mile distribution to cater to
the demands of urban consumers. It has also upped the
ante for aspirational consumption activities tightly linked
to urban life. In particular, it strengthens the tendency of
diverse populations living in close proximity to get new in-
sights into their neighbours and encourages “keeping up
with the Jones”. Ultimately, urban life encourages a pre-
miumization of consumption.
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Virtual future: 20% Digital, 20% Human,

20% Premium Brands, 20% SmartCity, 20% Security

The COVID-19 pandemic has spurred an acceleration
in consumer adoption of online tools and services, in com-
panies’ online presence and reliance on cloud computing,
and in cities commitment to technological infrastructure.
More than ever, society is turning towards virtual solutions
for everyday needs from education and work, to health-
care, shopping and entertainment. Companies across
every sector are better establishing themselves for the 4th
industrial revolution — investing in omnichannel delivery
strategies to weather the future and its uncertainties. While
Digital provides comprehensive exposure to the digital
transformation through a wide range of data-driven web-
based business models and Security provides the needed
cybersecurity component, Human and Premium Brands
emphasize digital delivery and experience around con-
sumer goods and services. Finally, SmartCity relies — to an
important extent — on technology-based solutions to ur-
banization challenges.

FIG.A3

SELECT STYLE FACTOR EXPOSURES FOR SELECTED THEMATIC PORTFOLIO
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21st century infrastructure: 25% Digital,

25% SmartCity, 25% Clean Energy, 25% Water

Building a resilient and sustainable infrastructure for
the 21st century requires harnessing the power of digital
technology, fully realizing the potential of clean tech, in
particular in energy and water distribution, and deploying
new industrial applications and materials, while catering
to the evolving needs of consumers — most of whom are
now urban — for sustainability, productivity and conveni-
ence.

High tech innovation: 25% Digital, 25% Security,

25% Robotics, 25% Biotech

When dealing with the challenges of the modern world,
high technology innovation provides a constant flow or
solutions. Whether it’s through digital technology to ad-
dress individual or business needs, robotics and automa-
tion to improve efficiency and performance, through bio-
tech innovation to keep pushing the boundaries of medical
possibilities, or through security solutions to allow all other
areas to operate smoothly and safely, technology-driven
innovation is bound to remain an area of strong secular
growth.
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Appendix 3: methodology
used insections3and4

In Sections 3 and 4, mean-variance portfolio optimization
procedures are used to determine optimal composition of
portfolios across global equities, global government bonds
and thematic equity portfolios. Unlike Section 2 and Ap-
pendix 1, where random returns were drawn to capture a
representative thematic portfolio, the operation here in-
volve optimization but no simulation, since the returns of
the thematic portfolio combinations are known. For Sec-
tion 3, based on data availability, the calculations of the
respective covariance matrices rely on monthly return data
from 01.01.2017 to 28.02.2021 adjusted to reflect our
proprietary forward-looking risk estimates (since risk can-
not reliably be calculated over a full market cycle). For Sec-
tion4, monthlyreturndatafrom28.12.2008t028.02.2021
is relied on to compute a historical covariance matrix for
GMS. For GTO, the data ranges from 01.10.2016 to
28.02.2021 and the risk estimates are forward-looking as
for calculations in Section 3. In both sections, the for-
ward-looking return estimates for global equities and glob-
al government bonds are sourced from the Pictet Asset
Management 2020 Secular Outlook as described in Ap-
pendix 4. The return assumption for thematic equities is
either in line with global equities or reflects a slight advan-
tage, as reflected in the Secular Outlook piece.
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Appendix 4: secular outlook
return estimates

Please see Pictet Asset Management's return assumptions
from our 2020 Secular Outlook.!°

10 Link: https://www.am.pictet/en/uk/

global-articles/2020/pictet-asset-
management/secular-outlook
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