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INDEXATION: and so it comes to passive =

Index providers are moving into the alpha space, trying to make the most of the opportunity created by
the disappointing performance from active managers. Angéle Spiteri Paris finds out more...

Active management has fallen out of favour following poor results in the fourth quarter of last year. This is opening the
door for index providers to capitalise on the situation and dewelop products, including those with an “alpha”
component.

Througheut the crisis index providers have, by and large, delivered on their promise of transparency to investors. They
met their targets when it came to performance so they may not have lest as much investor trust as active managers
have.

Many investors spurned active management as the passive market grew exponentially over the last two years. Ricardo
Manrique, CEQ of Stoxx, says: "From July 2007 to mid-2009 the peak-to-trough move in the Dow Jones Eurostoxx 50
was close to 60%. In that same period of time, European fund assets fell about 13%."

This state of affairs may therefore provide the ideal landing strip for index providers to move to launch alpha-
generating products. The take-up may arguably be more successful than it would have been in the glory days of active
management.

Andrew Clark, chief index strategist at Thomson Reuters, says: "They [active managers] have been losing assets or
have been stabilised at best, and what's left that's done well are the plain vanilla beta products.”

Thomson Reuters launched its index business just last month, The new business covers 44 countries and 18 regions,
and has an overlay of global, regional and country indices by economic sector. One may say the timing was ideal as
the firm seeks to make the most of investor appetite for passive products.

Alpha moves

FTSE is another index provider that has sought to capitalise on the opportunity the crisis has presented. It launched a
range of investment strategy indices that are geared towards seeking alpha. This range includes the short and
leveraged FTSE 100 and 250 indices.

Paclo Sardi, CEQ of ECPI, an envirenmental, social and governance (ESG) research and indices company, says: "The
move into the alpha arena has already begun with plenty of opportunities offered in the form of alpha indices.

Sources of alpha can be different: from research-based selection to quant and algo models.. Passive investment has
already staked its claim in the investment space and changes in the active space, with the increasing interest in alpha
generatien through an index instrument, is an interesting, challenging and potentially high-yielding opportunity.”

Mew entrant Thomson Reuters has not yet launched any alpha indices although Clark says: "Simply because they
aren't being released doesn't mean that the research isn't going on our side.. We would want to see that the market
has truly recovered. When it does and things are more stable, then we'll release some of the products.”

Peter Preisler, head of EMEA at T. Rowe Price Global Investment Services, says: "It's clear that the mistrust some
pecple have developed for active management takes time to repair. At the same time index providers have been
delivering on their targets, on the relative scale... so I do think that there could be some truth in the argument that
claims the advantage is on the side of the index providers or the passive managers.”

T. Rowe Price does not offer passive management and Preisler himself is an advocate of active management; howewver,
he points out that asset managers have more to prove in the current environment, which could be making life on the
active side of things a little bit more difficult.

This could be part of the reason why index providers are looking to make the most of the situation following the
financial crisis. Imogen Dillon Hatcher, executive director global sales, at FTSE, says: "The value-add is where we
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provide research and customisation to our chients. Also where we start to add more investment strategy-based ideas.
Although they are the same passive indices, those [strategy-based or alpha indices] are more complex.™

The more onerous the indices the more complex the end product will be and therefore fund managers are able to
command higher fees. Dillen Hatcher explains that in FTSE's case, the index provider benefits from this, with a
proportion of those higher fees as well.

Dillon Hatcher says: "COur model is based around the shared risk and reward idea. We encourage our clients to

innovate with us and use our services and our data on which to base investment products. If that product flies then we

both do very well, If that product is less successful then we encourage them to come back and innovate with us
e

again,

So although disappointment in active management may have left investors more open to solutions from index
providers, this move may not necessarily revolutionise the industry.

According to Manrigue, of Stoxx, "Index providers are being given a certain opportunity. It's large, but I wouldn't say
it is huge_. it"s a good thing but I don't think its going to be a watershed by index providers.”

Alexander Matturri, executive managing director of index & portfolio services for Standard & Poor's, believes that the
preference for passive over active actually dates back further than last year.

"Historically, many active managers didn't provide the transparency index providers did so this trend [towards passive
management] has been going on for quite a while.” He adds that in the US between 10-12% of all dollars invested are
held within some form of passive product.

Back to active

But Preisler, of T. Rowe Price, believes that the growth in passive products may tum arcund as active managers prove
their worth. He says: "Part of what people called the stunning success of passive management is basically just a
tactical move for institutional investors putting money to work.” Preisler says that many institutional investors have
been using exchange-traded funds (ETFs) for tactical plays to gain market exposure. This means that these assets
could very well flow back into the hands of active managers.

Matturri, of S&P, does not believe money will flow out of ETFs any time soon. "The owverall pile [of assets] will continue
to grow, but money might move frem one segment of the market to another.” He says one could see assets moving
frem equity to fixed income, or from broad-based equity to a more narrow view. But ultimately, Matturri is confident
the growth will be sustained.
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This document has been prepared by Mittel Corporate Finance S.p.A. and/or any of its subsidiaries and affiliates, being noted that Mittel Corporate Finance
S.p.A. is entirely owned by Mittel S.p.A., a company organized and existing under the laws of Italy, with registered office at Piazza Armando Diaz, n.7 1-20123
Milan, Italy (the “ECP Group Companies”) as part of their internal research activity. The information provided herein and, in particular, the data contained in
this document are taken from information available to the public. All information contained herein is obtained from sources believed by it to be accurate and
reliable. While the opinions and information contained in this document are based on public sources believed to be reliable and in good faith, ECP Group
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error, however, such information is provided “as is” without warranty of any kind and ECP Group Companies, in particular, make no representation or
warranty, whether express or implicit, as to the fairness, accuracy, timeliness, completeness, merchantability and/or fitness of any such information and
opinions contained in this document.

Accordingly, neither ECP Group Companies nor any of their respective directors, managers, officers or employees shall be held liable for whatever reason
(including, without limitation, liability in negligence) for any loss (including consequential loss), expense, consequential, special, incidental, direct or indirect
or similar damage, whether or not advised of the possibility of such damage, in connection with the fairness, accuracy, timeliness, completeness,
merchantability and/or fitness of the information and opinions contained in this document and/or arising from any use or performance of this document or its
contents or otherwise arising in connection with this document.

Any opinions, forecasts or estimates contained herein constitute a high-level information statement only valid as at the date of its release. There can be no
assurance that the evolution of the information contained herein and/or any future events will be consistent with such opinions, forecasts or estimates. Any
information herein is at any time subject to change, update or amendment subsequently to the date of this document, with no undertaking by ECP Group
Companies to notify such change, update or amendment.

This document is not, nor may it be construed as to constitute a recommendation to make any kind of investment decision or an offer for sale or subscription
of or a solicitation of any offer to buy or subscribe for any financial instrument. Accordingly, this document may not be used as a solicitation or an offer for
sale or subscription, and any solicitation or offer shall be made only in accordance with all applicable laws and regulation, including, whenever applicable,
the filing of a prospectus with the relevant authorities. ECP Group Companies are not financial advisors subject to special authorization and thus do not
provide formal financial advice in the area of investment nor perform any asset management activity. ECP Group Companies recommend to potential investors
wishing to be provided with formal financial advice in the area of investment to contact a financial advisor duly authorized by the competent regulatory
authority of its country.

ECP Group Companies publish researches on a regular basis. This publication has been prepared on behalf of ECP Group Companies solely for information
purposes. All the information contained herein is copyrighted in the name of ECP Group Companies, and none of such information may be copied or otherwise
reproduced, except for personal use only, further transmitted, transferred, published, disseminated, redistributed or resold, in whole or in part, in any form
or manner or by any means whatsoever, by any person without ECP Group Companies’ prior written consent.
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