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Fruits of our labor
“I would like to thank the UBS Asset Management
ETF teams for their dedication and perseverance
in enabling us to offer the UBS S&P 500 ESG
UCITS ETF. This proves ESG is becoming a core
equity benchmark.”
Clemens Reuter

Changing times

Clemens Reuter
Head Global UBS Passive &
ETF Investment Specialists
Managing Director

This issue of On Track magazine contains a diverse product and idea mix,
showing the breadth and depth of the UBS ETF solutions available to
index investors. UBS AM is at the forefront of developing and offering
multi-currency and sustainability focused products, and is continually
strengthening its position as a provider of innovative and market leading
passive solutions. Whether your view on asset prices is optimistic, or
you are planning to take a more defensive stance, we have the products
to reflect your approach. This process of improvement is never ending,
where true innovation coupled with a superlative service form the basis
of our continued growth as a business. With the shift within investment
circles towards more responsibility-influenced investing processes, it made
complete sense to create a greener variant of the world’s most tracked
equity measure, the S&P 500 Index. As one of the foremost innovators
in this field, UBS AM joined forces with S&P Dow Jones to offer a new
generation ETF that not only makes investment sense, but also acts as a
force for global change.

Sincerely,
Clemens Reuter
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CIO Insights

Sustainable Bonds –
impacting yields
“The rationale for switching existing
US government debt positions into MDB
bonds is compelling. This includes the
top creditworthiness of these institutions
and a historical yield premium.”
Simon Smiles
CIO UHNW, Group Managing
Director, UBS GWM
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Higher yields and better credit ratings than US Treasuries,
while also helping fund global development. During
my conversations with UBS’ clients, I have found that the
idea of allocating to Multilateral Development Bank
(MDB) debt sells itself.

I would therefore like to congratulate our Asset Management division
for their pioneering and timely product development in this area –
the world’s first MDB debt ETF.
The investment case
The rationale for switching existing
US Government debt positions into
MDB bonds is compelling. This
includes the top creditworthiness
of these institutions and a historical
yield premium (see graphic). All
three rating agencies (S&P, Moody’s,
and Fitch) assign World Bank debt
their highest rating. MDB bonds also
possess a “preferred creditor status”,
which essentially gives them priority
over other creditors regarding
interest and capital repayment.
Yet MDB debt also typically offers
a 10-15bps pick-up across the US
Treasuries curve.
The index
However, the missing pieces in the
puzzle historically were the benchmarks and solutions that allow
traditional asset allocators to include
MDB debt in their portfolios. Hence,
UBS collaborated with Solactive and
the World Bank to create the world’s
first family of MDB benchmarks.
UBS Chairman Axel Weber launched
these with the World Bank’s

President in April 2018. This partnership has been featured in World Bank
literature on innovative sustainable
investment solutions.
These benchmarks included the UBS
Global Multilateral Development
Bank Bond USD 25% Issuer Capped
Index. This index is designed to
capture a representation of bonds
issued by the largest MDBs that
have all G7 countries as members.
It has four key features. First, only
highly-rated debt is eligible for
inclusion. Second, it includes only
USD-denominated fixed-rate
securities with a time to maturity of
12 months or more. Third, only large
bond issues are eligible (min USD
500 m) to ensure sufficient liquidity.
Lastly, the index’s market-cap
weighting is supplemented with an
issuer capping of 25% to enhance
diversification.
The global impact
Along with the potential to generate
superior risk-adjusted returns
compared to US Treasuries, these

Solactive UBS Global Multilateral Development Bank Bond USD 25% Issuer Capped
TR Index
40

new solutions can deliver a positive
global impact. The World Bank
and other such development
institutions gather capital and lend
at favorable rates to developing
nations, funding infrastructure and
social improvement programs.
MDBs’ support of thousands of
projects has brought much needed
security and progress to developing
nation communities worldwide,
prioritizing development goals such
as ending extreme poverty and
reducing economic inequality.

Follow us
on Twitter
twitter.com/UBS_CIO
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Investment Theme in Focus

S&P 500 ESG:
An all-new core?
S&P Dow Jones has just launched the S&P 500 ESG Index,
adding a sustainability overlay to the most widely recognized
equity index globally. Will the S&P 500 ESG Index represent
an all-new core for US equities?
Pawel Janus PhD, Executive Director, Head Passive and ETF Investment Analytics, UBS AM
Davide Guberti Passive and ETF Investment Analytics, UBS AM

S&P 500: The king of indices
The S&P 500 Index is widely regarded as the
best single gauge of large US stocks. The index
includes 500 leading companies and captures
approximately 80% of the US equity market.
The S&P 500 is the most widely known index,
but is also the benchmark with the most assets
tracking it. According to S&P Dow Jones, there
were nearly USD 10 trillion of assets benchmarked
to the S&P 500 as of the beginning of 2019, with
nearly USD 3.4 trillion indexed through investable
products such as index funds or exchange traded
funds (ETFs). If we look at ETFs (Figure 1), there
is no question which is the most followed equity
benchmark. The S&P 500 is the clear leader.
The USD 640 billion invested in S&P 500 ETFs
globally represents approximately 16% of the
total USD 4 trillion equity ETF market.
Royal green
Recent years have witnessed an acceleration in
demand for solutions that incorporate Environmental, Social and Governance (ESG) criteria.
This is driven by increasing awareness about
climate change, commitments towards more
sustainable development and investors’ desire
to make an impact, amongst others.
Figure 1: Top 10 ETF equity benchmarks by invested assets
Name
S&P 500 Index
TOPIX Index
Nikkei 225 Index
CRSP US Total Market Index
MSCI EAFE Index
MSCI Emerging Markets Investable Market Index
NASDAQ 100 Index
FTSE Developed All Cap ex US Transition Index
S&P Mid Cap 400 Index
MSCI Emerging Markets Index

Assets
(USD mn)
640’032
166’653
125’157
107’909
76’262
71’560
70’763
70’064
69’814
60’938

Launch
year
1957
1969
1950
2011
1986
2007
1985
2003
1991
2001

Source: ETFGI Report, Bloomberg, UBS Asset Management. Data as of February 2019.
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For example, United Nations Principles of
Responsible Investing (UN PRI) published seven
guidelines for investors, and ESG integration is
one of them¹. While an increasing number of
new indices are being created to facilitate investments into ESG-focused strategies, there are
currently no ESG variants available for some of
the world’s most popular indices. The most
prominent example of such an index is the
S&P 500. As of 2019, the ESG gap is now filled.
Different shades of ESG
When adding an ESG overlay, the approaches
vary from a “dark-green” to a “light-green”
screening. With a “dark green approach” only
top ESG-rated companies are eligible, and this
results in a long list of company exclusions.
As a consequence, the “dark-green” ESG index
can be somewhat different from its “parent”
index. This usually implies a higher tracking
error as well as a different sector composition
(active share). If instead, a lighter ESG screening
approach is chosen, the ESG laggards are removed
along with those companies involved in a shortlist of specific business activities (e.g. contro
versial weapons). With this approach, the ESGoverlay is added but with the goal of keeping
tracking error within a tighter range (e.g. below
100bps) and also to remain relatively sector
neutral.
Coloring the S&P 500 with ESG
The S&P 500 ESG Index utilizes a light ESG
methodology² and applies a market capitalization weighting approach. The aim is to deliver a
similar risk-return profile to the standard S&P
500, but with specific ESG-related risks being
mitigated. The ultimate purpose of adding an
ESG-overlay to a ‘core’ exposure is to select
better companies from a sustainability point of
view, without materially changing the nature of
the index. The screening procedure starts by
excluding companies involved in controversial

Figure 2: Summary of exclusions in S&P 500 ESG

Tobacco

# of excluded 3

S&P 500 Index Add³

business activities (data from Sustainalytics) or
those that do not comply with the UN Global
Compact Principles (Arabesque’s S-Ray database). The selection is further enhanced using
the independent ESG-rating framework provided
by RobecoSAM, in order to exclude sustainability
laggards for each of the 11 key GICS sectors.
In Figure 2, we show a summary of excluded
companies, along with the motivation for exclusion. For example, because of their involvement
with Tobacco, three S&P 500 companies were
excluded from the S&P 500 ESG Index, and
their cumulative weight is approx. 1%. In total,
25% of the companies (by market capitalization)
do not qualify for the S&P 500 ESG Index as of
February 2019, which meets set objectives.
Breaking down the index
The ESG screening process resulted in a total
of 176 companies (as of February 2019) being
removed, mainly because of low or ineligible
ESG scores (i.e. ESG laggards). Despite exclusions,
the original sector composition of the S&P 500 is
broadly maintained, with the under/over-weight
below 50bps for the majority of GICS sectors.
Owing to light screening, the performance
delivered by the core ESG index is largely in line
with the S&P 500 (Figure 4), with daily returns
which are almost perfectly correlated (0.998
over 5 years).
Investment case
With the ESG screened S&P 500, investors have
the possibility to access this core equity exposure
whilst incorporating specific ESG criteria. The
S&P 500 ESG excludes companies involved in
controversial business activities, and ones that
do not comply with principles such as the UN
Global Compact (UNGC). In addition, companies
are further screened in order to ensure the exclusion of the laggards, but without changing the
nature of the exposure. For these reasons, the
S&P 500 ESG index represents an all-new core.
A benchmark that maintains the characteristics
of the core equity index, but that also meets
relevant ESG criteria.

# of excluded 24

UNGC Score

# of excluded 2

Controversial
Weapons

# of excluded 9

Ineligible ESG Score⁴

# of excluded 53

Low ESG Score⁵

# of excluded 85
5%

0%

10%
15%
Excluded market cap of S&P500

3 The company has been added to S&P 500 after the previous S&P 500 ESG
Index rebalancing (April 2018). If compliant with the relevant criteria, can be
added at the next rebalance (April 2019)
4 The company’s ESG score is the in the lowest 25% of all ESG scores in the
anchor universe (S&P Global Large MidCap Index + S&P Global 1200 Index)
5 The company’s ESG score is low relative to its GICS sector peers
Source: S&P Dow Jones Indices: Index Methodology, UBS Asset Management.
Data as of February 2019.

Figure 3: Sector neutrality

Information
Technology

+4.53%
-0.11%

Health Care
Financials

-1.15%

Consumer
Discretionary
Industrials

+1.02%
-2.19%

Communication
Services
Consumer
Staples
Energy

-2.62%
+0.33%
+0.02%

Utilities

-0.10%

Materials

+0.08%

Real Estate

+0.20%

0%

5%
10%
S&P 500 ESG

15%
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Source: S&P Dow Jones, UBS Asset Management, Bloomberg.
Data as of February 2019.

Figure 4: S&P 500 and S&P 500 ESG – Index net total return in USD (5y)
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Source: S&P Dow Jones, UBS Asset Management. Data as of February 2019.
1 UN PRI: Principles for Investors in Inclusive Finance (PIIF), www.unpri.org/
thematic-and-impact-investing/practical-guide-for-investors-in-inclusivefinance/4043.article
2 For additional details on the S&P 500 ESG Index methodology: https://
us.spindices.com/indices/equity/sp-500-esg-index-usd

Past performance is not an indicator of future results.
Results include back-tested data.
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Indexing Insights

HQLA – High Quality
Liquid Assets,
a regulatory windfall
“Lower for longer” or gradual normalization? The outlook
for fixed income investors looks as challenging as ever.
At the same time, regulation has fundamentally changed
the markets. We regard the combination of liquidity,
quality, low duration risk and yield, a perfect starting point
for entering into a challenging future.
What is HQLA?
HQLA (High Quality Liquid Assets) is part of the Basel III framework for liquidity
risk. Driven by the experience of the global financial crisis, the framework
strengthens the resilience of the banking system as regards to shielding financial
institutions from liquidity shocks. With HQLA, the framework sets minimum
standards for bank assets used as a liquidity buffer. In a nutshell, every bank has
to hold enough HQLA eligible assets to withstand cash withdrawals in a 30-day
stress-test scenario. The eligible universe is segmented into three categories.
–– Level 1: Includes cash, government-, certain covered bonds,
no haircut* / up to 100%
–– Level 2A: Includes certain corporate- and covered bonds,
15% haircut / max. 40%
–– Level 2B: Includes certain corporate bonds, common equity,
25-50% haircut / max 15%
* The haircut represents the percentage difference between the holding amount and the amount which
can be used in the calculation of total HQLA eligible assets.

In general, assets are considered to be “HQLA” if they can be easily and immediately converted into cash with minimal impact on pricing. Optimally they trade
in deep and liquid markets, show low correlation to other risk-assets and are of
high quality.

Marco Bontognali
Fixed Income Portfolio Manager
Director, UBS AM

Christian Kunth
Product Development Passive
Executive Director, UBS AM
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Why does it matter for EUR investors?
The standard published by the BIS in 2013 was adapted across many jurisdictions.
In the European Union, for example, banks had to progressively implement the
standard fully by January 2018. UBS AG has published HQLA eligible assets of
CHF 183bn in its annual report 2017. In our view, this has a lasting effect on
European fixed income markets and therefore should consequently influence the
behaviour of the EUR fixed income investing community. This is why regulatory
change matters for every market participant, not just those directly affected.
Banks’ investment needs are not only macro-driven but are heavily influenced by
economic needs, opportunity costs and market opportunities.
The stabilizing effect this can have was visible at the end of 2018 beginning
2019 in EUR Covered Bond markets. At the end of 2018, risk premiums for
covered bonds were rising due to expectations of growing supply and lower
demand from the ECB. Whilst many market participants shied away from profiting from the higher yield pick-up, bank treasury departments stepped in and
increased their allocations to those bonds. According to some estimates, the
share of bank treasuries in newly issued EUR covered bonds has risen from 30%
to up to 50% in some cases. This changing demand had a stabilising effect on
the market with risk premiums declining and other market participants returning
to covered bonds markets once more.

How to participate with UBS ETF
UBS ETF has created an innovative solution to offer clients a cost efficient
and transparent way to gain exposure to aggregated European fixed income
markets. By combining the standard EUR Aggregate universe with the HQLA
ruleset, UBS developed a liquid, high quality and short duration sample.
The universe was constructed in close collaboration with Bloomberg-Barclays
Indices, and PWC on the regulatory side of the equation. Instead of just
focusing on issue size and vintage of a bond, the applied HQLA ruleset adds
another angle by determining liquidity. Also, by considering a regulatory layer
to quality determination, we extract a more robust and diversely sourced
overall assessment. The HQLA eligible universe looks very similar to the
standard Euro Aggregate universe. The rating split and yield to maturity of
the 100% HQLA constituents look very similar to the standard universe.
The HQLA ETF
The UBS Bloomberg Barclays EUR HQLA 1-5 Bond UCITS ETF offers investors
an exposure to a broad range of EUR denominated fixed income securities.
The ETF invests in HQLA eligible government, government related, covered
and certain corporate bonds. To validate the HQLA eligibility of the ETF, UBS
publishes a monthly report produced by PWC which reviews the holdings
independently.
HQLA 1-5 Years

Euro Aggregate 1-5 Yr

0.20%

0.14%

Treasury

52.33%

49.25%

Government-Related

19.75%

17.63%

Corporate

14.05%

21.83%

Securitized

13.88%

11.29%

Yield

Bloomberg Barclays HQLA 1-5 Yr Index

AAA
BBB
34%

25%

Source: UBS Asset Management, Bloomberg POINT. Data as of February 2019.

Comparing the HQLA index with the comparable standard index, HQLA
displays an impressive historical performance. The intelligent combination
of high quality, ample liquidity and favorable market technicalities driven
by the prevailing regulatory framework, HQLA is able to deliver added
value in variable market conditions.
Index performance
Monthly index data, 28 Feb 2014 to 28 Feb 2019, indexed to 100 at 28 Feb 2014
1.00% p.a.
0.96% p.a.
0.91% p.a.

105
104

15%

26%
AA

A

Bloomberg Barclays Euro Aggregate
1-5 Yr Index

BBB
27%

AAA
28%

103
102
101
100
Feb-14

17%
Feb-15
Feb-16
Feb-17
Feb-18
Feb-19
Bloomberg Barclays Euro HQLA 1-5 Years Bond Index
Bloomberg Barclays Euro-Aggregate 1-5 Years TR Index Value Unhedged EUR
Bloomberg Barclays 1-5 Year Europe Select Bond

Source: UBS Asset Management, Bloomberg. Data as of March 2019.

A

28%
AA

Source: UBS Asset Management, Bloomberg
POINT. Data as of February 2019.
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Three questions
How do Basel III High
Quality Liquid Asset
requirements affect
banks?
A failure to adequately monitor
and control liquidity risk led a
number of financial firms into
difficulty in 2007 and beyond,
and was a pathology of the
financial crisis. In the international
effort to improve banks’ shortterm resilience to liquidity shocks,
the Basel Committee on Banking
Supervision (BCBS) introduced the
Liquidity Coverage Ratio (LCR) as
part of the Basel III post-crisis
reform program. The LCR is
designed to ensure that banks
hold a sufficient reserve of high
quality liquid assets (HQLA) to
grant them sufficient capital to
survive a period of significant
capital stress lasting 30 calendar
days.
The LCR requires internationally
active banks to hold a stock of
HQLA at least as large as expected
total net cash outflows over the
stress test period, as summarized
in the following formula: Stock of
HQLA/Total net cash outflows
over the next 30 calendar days
≥ 100%.
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What purpose could this
fund be used for?
How is the HQLA ETF
constructed?
The HQLA ETF invests directly in
securities according to the index
that is compliant to the Basel III
High Quality Liquid Assets (HQLA)
criteria, within the diversification
requirements as defined by the
Liquidity Coverage Ratio (LCR)
rules. The securities in the index
are eligible pursuant to the Basel III
HQLA stipulations, and are within
the diversification requirements as
defined by the Liquidity Coverage
Ratio (LCR) rules.
HQLA are cash or assets that can
be converted into cash quickly
with no significant loss of value.
HQLA include Level 1 assets,
which can be included without
limit, and Level 2 assets, which
cannot exceed 40% of the liquidity
reserve. Level 2 assets are themselves subdivided into Level 2A
assets, whose value is subject to a
15% haircut, and Level 2B assets,
which are subject to higher
haircuts but cannot exceed 15%
of the stock of HQLA. The HQLA
ETF invests according to the index
rules and considers these liquidity
level restrictions.

In the case of equity market
corrections, clients generally want
to consider risk-off products.
A repeated characteristic of
correcting markets is that liquidity
in the ETF market might suddenly
dry up, as everyone tries to figure
out which ETFs possess low quality
assets and which ones do not. The
High Quality Liquid Asset product
is designed precisely for the stressed
credit conditions described above.
Given the interest rate environment,
investors are positioning themselves
into fixed income products with a
higher yield and shorter duration.
Investors fearing a market or
liquidity crisis, or looking to take a
more risk-off stance, might find
the UBS ETFs HQLA product ideal
for this purpose.

Investment Themes in a Nutshell

UBS Asset Management is the market leader in providing ESG solutions
with its wide range of sustainable ETFs (USD 5.5bn AuM as of March 2019).
Recognizing that many investors wish to apply ESG screening to their core
allocation, UBS AM has just launched the first ever ETF applying ESG criteria
to the S&P 500 portfolio, as well as the first ETF investing in bonds of
Multilateral Development Banks.

Sustainable investing – equity
The S&P 500 Index is the most tracked benchmark globally, playing a significant
role in many investment portfolios. Our newly launched UBS S&P 500 ESG UCITS
ETF opens up the possibility for investors to incorporate ESG criteria in an easy
and cost efficient manner for S&P 500 stocks. The ETF follows an index that
applies a fairly light ESG screening, excluding companies involved in certain
business activities (e.g. controversial weapons) and aims to eliminate about 25%
of companies (by market cap) with lower ESG scores, whilst maintaining sector
neutrality. The resultant S&P 500 ESG portfolio remains very broad and closely
tracks the standard S&P 500 Index.
Fund Name

ISIN

UBS ETF (IE) S&P 500 ESG UCITS ETF

IE00BHXMHK04

UBS ETF (IE) S&P 500 ESG hedged CHF UCITS ETF

IE00BHXMHN35

UBS ETF (IE) S&P 500 ESG hedged EUR UCITS ETF

IE00BHXMHQ65

UBS ETF (IE) S&P 500 ESG hedged GBP UCITS ETF

IE00BHXMHR72

Sustainable investing – fixed income
Our UBS Sustainable Development Bank Bonds UCITS ETF invests in bonds issued
by Multilateral Development Banks (MDBs). These are organizations, such as the
World Bank, dedicated to providing financial support and technical assistance
to developing countries. With AAA ratings from the three major rating agencies
(as of March 2019), they can be considered a liquid and low-risk form of impact
investing. MDBs have a truly global reach. They finance thousands of projects
ranging from building bridges or roads, to educational and health projects.
This ETF therefore represents not only a sustainable investment opportunity in
high-grade USD debt, but an investment for a more sustainable future.
Fund Name

ISIN

UBS ETF (LU) Sustainable Development Bank Bonds UCITS ETF

LU1852212965

UBS ETF (LU) Sustainable Development Bank Bonds UCITS ETF

LU1852211215

›

For more information, visit our homepage. www.ubs.com/etf
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Market Insights

Market Insights –
shifting focus

Photo by Yulia Chinato on Unsplash

Brexit is a given, but what else
is on the minds of index
investors in the UK nowadays?

What current themes are coming into
focus during conversations from our head
of sales UK & Ireland?

Canada comes into view
Andrew Walsh
Head Passive & ETF Specialist Sales
UK, Executive Director, UBS AM
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Amongst the trends we have experienced over the last
six months has been a real and steady rise in interest
focused on Canadian assets. Canada, of course, has long
been seen as a safe haven due to a number of reasons,
not least owing to the relatively little permanent damage it
suffered during the financial crisis compared to so many
other countries.

Emerging Markets debt remains attractive
We have seen significant client interest across a number
of core equity ETFs and in Emerging Markets fixed income.
US interest rate policy has softened and a weaker outlook
for the dollar supports the case for emerging economy
allocations. Our enhanced offering in this space has
resonated amongst our clients and is reflected by strong
inflows. In terms of outflows, our domestic UK investors
have shifted out of commodities in recent months.

Sustainability comes to the fore
One theme which continues to be on UK investors’ minds is ESG (Environmental,
Social and Governance). We have received extensive enquiries on this theme
and consequent inflows from our clients focused on our ESG-related suite of
ETFs. This expanding interest in this area continues as investors and their end
clients seek to gain access to companies with best-in-class ESG credentials,
coupled with the convenience and transparency of an ETF structure. Of the
specific exposures seeing the most interest in this segment include the broad
ACWI SRI (Socially Responsible Investing) and World SRI ETFs as well as the USA
SRI, Emerging Markets SRI and Pacific SRI. We have also noted that investors
are asking ever more in-depth questions about the screening methodology
employed in the underlying indices which the ETFs track. Clearly, investors are
keen to understand, down to the finest detail, how these SRI ’all-star teams’
are constructed. SRI has come a long way from simply being about removing
the so-called ’sin stocks’. The underlying methodology employed by the UBS
MSCI SRI ETFs is far more advanced, and ensures that only companies with the
strongest profiles are included in the index and thus the ETF. Simply put,
investors demand high visibility in this space and we are happy and able to
deliver a product which meets investors’ most stringent expectations.

Brexit currency planning
As one of the largest providers of currency hedged ETFs in Europe¹, it is no
surprise that we have seen a great deal of activity in the GBP-hedged ETF
space. It is fair to say that most UK investors will have a view on the direction
of sterling, and for many, the consensus is that despite all of the remaining
uncertainty around Brexit, sterling is in fact undervalued versus other key
currencies. For example, investors looking to buy into the US equity or fixed
income market, and who expect the Pound to rise against the dollar from
current levels, might look to buy into a US exposed ETF with embedded GBPhedging. Indeed, we have been seeing a fair bit of demand for this recently
into our USA GBP-hedged suite of ETFs, but also into our US Treasury Inflation
Protected (TIPS) with GBP-hedging. One client was specifically looking for a
US TIPS 10+ ETF – but with embedded GBP-hedging which was not yet on
our product shelf. Within a month of the client’s request, Asset Management
launched and listed this ETF on the LSE and has now gathered inflows from
other UK clients as well.

1 ETFGI Reporting. Data as of December 2018.
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Passive Offering

Our best
offering
To invest successfully means making the right decisions
with the right tools. We show you the entire spectrum of
index-based solutions offered by UBS Asset Management.

UBS Segregated
Mandates

UBS Tax Transparent
Funds

UBS ETFs

Main clients
–– Pension funds
–– Corporates
–– Sovereign wealth funds

Main clients
–– Institutionals (foundations,
pension funds, corporates)

Main clients
–– All client segments (asset
managers, banks,
corporates, pension funds, insurance, retail)

Minimum size
–– Typically USD 100m
Advantages (tax, reporting,
transparency, etc.)
–– Customization
–– High transparency
–– High direct control of underlying
–– Unregulated
Replication method
–– Full replication
–– Sampling

Contact
Fekko Ebbens
fekko.ebbens@ubs.com

14

Minimum size
–– typically 10.0m CHF
(for non-tax treaty share class)
–– typically 25.0m CHF
(for tax treaty share class)
Advantages (tax, reporting,
transparency, etc.)
–– high tax efficiencies
–– share class structure by investor
–– cost efficiency

Minimum size
–– 1 share for all client segments
Advantages (tax, reporting,
transparency, etc.)
–– Intraday trading & liquidity
–– Transparency
–– Cost efficiency
–– Granularity of exposures

Replication method
–– full replication
–– sampling

Replication method
–– Physical or synthetic replication
–– Full or optimized sampling in case
of physical

Contact
Fekko Ebbens
fekko.ebbens@ubs.com

Contact
Clemens Reuter
clemens.reuter@ubs.com

UBS Index Funds*
Main clients
–– Institutional (pension funds, corporates)
–– Selected asset managers (only clients with an
existing business relationship with UBS AM)
Minimum size
–– No minimum size for retail share classes (1 share)
–– Minimum investment size for professional clients
dependent upon exposure and share class model
Advantages (tax, reporting, transparency, etc.)
–– Pricing (end of day)
–– Tax advantages only for locally domiciled qualified
investors

A leading global passive manager
across asset classes
Total passive AuM by vehicle
6%
White Label
Index Funds

1%
Structured
funds

14%
ETFs

Total AuM
USD 308 bn¹

42%
Segregated
Mandates

Replication method
–– Physical (full or optimizing sample)
37%
Pooled Index
Funds
Contact Switzerland
Raimund Müller, raimund.mueller@ubs.com
Contact United Kingdom
Andrew Walsh, andrew.walsh@ubs.com

Source: UBS Asset Management. Data as at 31 December 2018.
¹ AUM reported in official UBS financial statements USD 298bn.
Difference to above quoted AUM due to exclusion of index
element in multi-asset strategies.

* Available in Switzerland and the UK only.
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Team Insights

Ask our
experts
The withholding tax
optimization tool (TTF)

Features of
a TTF vehicle
The key features of the Tax Transparent Funds (or TTFs) are that
they provide all the benefits of
investing in a pooled fund while
at the same time enabling investors to harvest any favorable tax
rates applied to dividends, specific
to their designated entity type,
country of residence and the
underlying investment markets
involved.

Optimizing the treatment of withholding tax is
naturally of interest for investors that qualify, and in
this Q&A we outline the main considerations for the
use of Tax Transparent Funds (TTFs).
Were you aware that:
–– The Common Contractual Fund (or CCF) is a collective investment
scheme structure introduced in 2003 in Ireland, and was intended
to preserve direct access to tax treaty reliefs currently enjoyed by a
specific type of investor such as pension funds, charities, partnerships and unit trusts.
–– The CCF is an unincorporated body established by a management
company under which the participants, by contractual arrangement,
participate and share in the property of the fund as co-owners.
–– Tax transparency is lost in a CCF if an individual invests directly into
a fund and so strict controls are in place on which investor types
can participate. Units are not offered to investors who are individuals.
–– There are three other tax-transparent investment scheme structures
available in Europe. ACS in the UK, FCP in Luxembourg and FCR in
the Netherlands.
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How are TTFs an important solution for
an institutional investor and what gap
does it close relative to other structures?
Tax Transparent Funds (or TTFs) are important taxation solutions for those institutional investors that are eligible to reclaim dividend withholding tax for their
global equity investments. In many countries, institutional investors such as
pension funds or charities, possess the ability to reclaim, (part of), the withholding tax they pay from the receipt of dividends. The attractiveness of this
varies per individual country and investor type depending on the prevailing
bilateral tax treaties that the relevant countries have in place. These treaties
imply tax rates that are generally more favorable than what the index applies in
the calculation of net return indices that are tracked by other broadly available
passive vehicles such as Exchange Traded Funds (or ETFs). Looking at the current
dividend yield of the MSCI World at approximately 2.5%, the pick-up in actual
realized returns can be substantial. Until recently the ability to reclaim withholding tax was limited to investors who had the scale to fund separate accounts,
but with the TTF structure that barrier has been lowered to EUR 25 million.
From our perspective, a TTF is an excellent solution for targeting a variety of
investors in different countries who may lack the scale for separate accounts but
want to be able to reclaim withholding tax paid on their dividend entitlements.

Markus Goetschi
Head Passive Products
Product Management
Executive Director, UBS AM
As Head Passive Products Markus
Goetschi is responsible for the development, launch and the lifecycle
management of ETFs and Index Funds.
He coordinates all activities and
collaborates closely with involved
internal and external partners.
A career at Zürcher Kantonalbank,
and SIX Swiss Exchange, led to him
joining UBS Asset Management in
2011.

Why a Climate Aware solution as the first
exposure introduced in TTF and how is it
perceived by investors?
Passive investing and sustainability are the two key strategic priorities of UBS
Asset Management for our institutional business. Our award winning Climate
Aware indexing capability rules-based strategy is a very good example of how
we combine the strengths of our in-house sustainability expertise with our
world leading indexing capability. The goal of the fund is to replicate the risk/
return characteristics of the MSCI World with a materially lower (50%) carbon
footprint and substantially higher exposure to renewable energy companies. It is
one of the few strategies available in the market that applies a forward looking
approach to carbon risk, does not exclude any sectors or companies upfront,
and endeavors to influence corporate behavior by engagement. The strategy
was developed in close cooperation with one of the most sophisticated asset
owners in the UK, and has won several awards such as the European Fund
Launch of the year 2017 and, (via the asset owner), the Pension & Investments
Innovation Award. The strategy has a live track record just in excess of two
years, and we are receiving considerable interest from asset owners and their
consultants at present.

Fekko Ebbens, CFA
Head Institutional Client Coverage
Managing Director, UBS AM
As Head Institutional Coverage Fekko
Ebbens is responsible for UBS Asset
Management’s institutional client
relationships and business development activities globally. Fekko joined
UBS Asset Management in 2006
from Lombard Odier Darier Hentsch
where he was responsible for business
development with institutional clients
in Benelux and Denmark. He started
his career at Van Lanschot Bankiers
holding positions within Private
Banking and Asset Management.

What is next, and do you have other
asset class exposures in the pipeline?
Yes, in addition to the Climate Aware variant we intend to launch a global
equity TTF tracking the MSCI World in the coming months. We are also keen
to offer a TTF tracking the MSCI World SRI in this format, which would be a
first in the industry.
If your question is not
answered, feel free to ask
our specialists:
ubs-etf@ubs.com

›
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Contacts
UBS Passive & ETF

Institutional Client Coverage

Global

Clemens Reuter
Head Global UBS Passive &
ETF Investment Specialists
Managing Director
Tel. +41 44 234 75 19
clemens.reuter@ubs.com

Fekko Ebbens
Head UBS Institutional
Client Coverage
Managing Director
Tel. +41 44 23 479 44
fekko.ebbens@ubs.com

Europe

Clemens Reuter
Head Passive & ETF Specialist
Sales Europe (ad interim)
Managing Director
Tel. +41 44 234 75 19
clemens.reuter@ubs.com

Francesca Guagnini
Head Institutional Client Coverage
EMEA ex Switzerland
Managing Director
Tel. +44 20 7568 09 51
francesca.guagnini@ubs.com

Regional contacts
UBS Passive & ETF

Institutional Client Coverage

Germany & Austria

Dag Rodewald
Tel. +49 69 1369 51 15
dag.rodewald@ubs.com

Reiner Hübner
Tel. +49 69 1369 53 79
reiner.huebner@ubs.com

Italy

Francesco Branda
Tel. +39 02 7641 44 06
francesco.branda@ubs.com

Michele Filiberto Marchese
Tel. +39 02 7641 44 16
michele-filiberto.marchese@ubs.com

Netherlands

Marcel Danen
Tel. +31 20 551 01 66
marcel.danen@ubs.com

Tim Van Duren
Tel. +31 20 551 01 44
tim.van-duren@ubs.com

Nordics

Florian Cisana
Tel. +44 20 7901 53 98
florian.cisana@ubs.com

Kristina Ilar
Tel. +46 84 53 24 22
kristina.ilar@ubs.com

Iberia

Francesco Branda (ad interim)
Tel. +39 02 7641 44 06
francesco.branda@ubs.com

Alvaro Cabeza
Tel. +34 91 789 41 53
alvaro.cabeza@ubs.com

Switzerland &
Liechtenstein

Raimund Müller
Tel. +41 44 234 39 81
raimund.mueller@ubs.com

Andreas Toscan
Tel. +41 44 234 20 10
andreas.toscan@ubs.com

United Kingdom

Andrew Walsh
Tel. +44 20 7901 59 01
andrew.walsh@ubs.com

Malcolm Gordon
Tel. +44 20 7901 54 28
malcolm.gordon@ubs.com

›

For more product details, visit us on: ubs.com/etf

›

For more insights, visit our ETF magazine: ubs.com/etf-insights

›

Follow us on LinkedIn: ubs.com/am-linkedin
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For marketing and information purposes by UBS.
For professional clients / qualified investors only. The information and opinions contained in this document have been compiled or arrived at based upon information
obtained from sources believed to be reliable and in good faith, but is not guaranteed as being accurate, nor is it a complete statement or summary of the securities,
markets or developments referred to in the document. UBS AG and / or other
members of the UBS Group may have a position in and may make a purchase and /
or sale of any of the securities or other financial instruments mentioned in
this document.
UBS funds under Luxembourg and Irish law
The funds or securities referred to herein are not sponsored, endorsed, or promoted
by MSCI or Barclays, and MSCI and Barclays bear no liability with respect to any such
funds or securities or any index on which such funds or securities are based. The prospectus contains a more detailed description of the limited relationship MSCI and
Barclays have with UBS AG and any related funds.

annual reports of UBS funds are available in a language required by the local applicable law free of charge from Northern Trust Global Services Limited, Luxembourg
Branch, 6, rue Lou Hemmer, L-1748 Senningerberg or from UBS Europe SE,
Luxembourg Branch, P.O. Box 2, L-2010 Luxembourg.
Netherlands: UBS ETF SICAV, UBS (Irl) ETF plc and UBS ETFs plc is an investment
institution (beleggingsinstelling) within the meaning of the AFM and registered in
the Dutch register held with the Dutch Authority for the Financial Markets (Stichting
Autoriteit Financiële Markten). Representative in the Netherlands for UBS funds
established under foreign law: UBS Asset Management, UBS Investment Bank
Nederland B.V. Rembrandt Tower – 18e verdieping, Amstelplein 1, 1096 HA
AMSTERDAM, The Netherlands. Prospectuses, simplified prospectuses or key investor information, the articles of association or the management regulations as well as
annual and semi-annual reports of UBS funds are available free of charge from UBS
Investment Bank Nederland BV or on the internet at www.ubs.com/fondsen.

The MSCI indexes are the exclusive property of MSCI INC. (“MSCI”). MSCI and the
MSCI index names are service mark(s) of MSCI or its affiliates and have been licensed
for use for certain purposes by UBS AG (“UBS”). The financial securities referred to
herein are not sponsored, endorsed, or promoted by MSCI, and MSCI bears no liability with respect to any such financial securities. The full prospectus of the UBS ETF
Sicav contains a more detailed description of the limited relationship MSCI has with
UBS and any related financial securities. No purchaser, seller or holder of this
product, or any other person or entity, should use or refer to any MSCI trade name,
trademark or service mark to sponsor, endorse, market or promote this product
without first contacting MSCI to determine whether MSCI’s permission is required.
Under no circumstances may any person or entity claim any affiliation with MSCI
without the prior written permission of MSCI.

Sweden: Prospectuses, simplified prospectuses or key investor information, the articles of association or the management regulations as well as annual and semi-annual
reports of UBS funds are available in a language required by the local applicable law
free of charge from Northern Trust Global Services Limited, Luxembourg Branch, 6,
rue Lou Hemmer, L-1748 Senningerberg, from UBS Asset Management,
Regeringsgatan 38, 11153 Stockholm or on the internet at www.ubs.com/svenskafonder.

The “S&P 500 ESG INDEX” is a product of S&P Dow Jones Indices LLC, a division of
S&P Global, or its affiliates (“SPDJI”), and has been licensed for use by UBS AG.
Standard & Poor’s® and S&P® are registered trademarks of Standard & Poor’s
Financial Services LLC, a division of S&P Global (“S&P”); Dow Jones® is a registered
trademark of Dow Jones Trademark Holdings LLC (“Dow Jones”); are trademarks and
these trademarks have been licensed for use by SPDJI and sublicensed for certain
purposes by UBS AG. The S&P 500 ESG INDEX is not sponsored, endorsed, sold or
promoted by SPDJI, Dow Jones, S&P, their respective affiliates, and none of such
parties make any representation regarding the advisability of investing in such
product(s) nor do they have any liability for any errors, omissions, or interruptions of
the S&P 500 ESG INDEX.

Denmark: Prospectuses, simplified prospectuses or key investor information, the
articles of association or the management regulations as well as annual and semiannual reports of UBS funds are available in a language required by the local applicable law free of charge from UBS Asset Management, Regeringsgatan 38, 11153
Stockholm or from UBS Europe SE, Denmark Branch, filial af UBS Europe SE, Sankt
Annae Plads 13, 1 TH, 1250 Copenhagen, Denmark.

UBS ETF – Sustainable Development Bank Bonds UCITS ETF is not sponsored, promoted, sold or supported in any other manner by Solactive AG nor does Solactive
AG offer any express or implicit guarantee or assurance either with regard to the
results of using the Index and/or Index trade mark or the Index Price at any time or in
any other respect. The Solactive UBS Global Multilateral Development Bank Bond
USD 25% Issuer Capped Index (Total Return) is calculated and published by Solactive
AG. Solactive AG uses its best efforts to ensure that the Index is calculated correctly.
Irrespective of its obligations towards the Issuer, Solactive AG has no obligation to
point out errors in the Index to third parties including but not limited to investors
and/or financial intermediaries of the financial instrument. Neither publication of the
Index by Solactive AG nor the licensing of the Index or Index trade mark for the
purpose of use in connection with the financial instrument constitutes a recommendation by Solactive AG to invest capital in said financial instrument nor does it in any
way represent an assurance or opinion of Solactive AG with regard to any investment
in this financial instrument.
Before investing in a product please read the latest prospectus carefully and thoroughly. Units of UBS funds mentioned herein may not be eligible for sale in all jurisdictions or to certain categories of investors and may not be offered, sold or delivered in the United States. The information mentioned herein is not intended to be
construed as a solicitation or an offer to buy or sell any securities or related financial
instruments. Past performance is not a reliable indicator of future results. The performance shown does not take account of any commissions and costs charged when
subscribing to and redeeming units. Commissions and costs have a negative impact
on performance. If the currency of a financial product or financial service is different
from your reference currency, the return can increase or decrease as a result of currency fluctuations. This information pays no regard to the specific or future investment objectives, financial or tax situation or particular needs of any specific recipient. The details and opinions contained in this document are provided by UBS
without any guarantee or warranty and are for the recipient’s personal use and information purposes only.
This document may not be reproduced, redistributed or republished for any purpose
without the written permission of UBS AG. Source for all data and charts (if not indicated otherwise): UBS Asset Management
This document contains statements that constitute “forward-looking statements”,
including, but not limited to, statements relating to our future business development. While these forward-looking statements represent our judgments and future
expectations concerning the development of our business, a number of risks, uncertainties and other important factors could cause actual developments and results to
differ materially from our expectations.
Austria: Paying Agent for ETFs: Erste Bank der oesterreichischen Sparkassen AG, Am
Belvedere 1, A-1100 Vienna. Prospectuses, simplified prospectuses or key investor
information, the articles of association or the management regulations as well as
annual and semi-annual reports of UBS funds are available free of charge from Erste
Bank der oesterreichischen Sparkassen AG, Am Belvedere 1, A-1100 Vienna.
Germany: Representative in Germany for UBS Funds established under foreign law:
UBS Europe SE, Bockenheimer Landstraße 2–4, 60306 Frankfurt am Main.
Prospectuses, simplified prospectuses or key investor information, the articles of
association or the management regulations as well as annual and semi-annual
reports of UBS funds are available in a language required by the local applicable law
free of charge upon written request from UBS Europe SE or from UBS Asset
Management (Deutschland) GmbH, Bockenheimer Landstraße 2-4, DE-60306
Frankfurt am Main or can be looked up on www.ubs.com/deutschlandfonds.
Liechtenstein: The representative and paying agent in Liechtenstein for UBS Funds
under foreign law is Liechtensteinische Landesbank Aktiengesellschaft, Städtle 44,
FL-9490 Vaduz. Prospectuses, simplified prospectuses or key investor information,
the articles of association or the management regulations as well as annual and
semi-annual reports of UBS funds in German are available in a language required by
the local applicable law free of charge from Liechtensteinische Landesbank
Aktiengesellschaft.
Luxembourg: Prospectuses, simplified prospectuses or key investor information, the
articles of association or the management regulations as well as annual and semi-

Norway and Finland: Prospectuses, simplified prospectuses or key investor information, the articles of association or the management regulations as well as annual
and semi-annual reports of UBS funds are available in a language required by the
local applicable law free of charge from UBS Asset Management, Regeringsgatan
38, S-11153 Stockholm.

Switzerland: Representative in Switzerland for UBS funds established under foreign
law: UBS Fund Management (Switzerland) AG, P.O. Box, CH-4002 Basel. Paying
agent: UBS Switzerland AG, Bahnhofstrasse 45, CH-8001 Zurich. Prospectuses, simplified prospectuses or key investor information, the articles of association or the
management regulations as well as annual and semi-annual reports of UBS funds are
available free of charge from UBS AG, P.O. Box, CH-4002 Basel or from UBS Fund
Management (Switzerland) AG, P.O. Box, CH-4002 Basel.
UK: UBS Asset Management (UK) Ltd is a subsidiary of UBS AG. Registered in
England. UBS Asset Management (UK) Ltd and UBS Asset Management Funds Ltd
are authorised and regulated by the Financial Conduct Authority. UBS Asset
Management Life Ltd is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.
Telephone calls may be recorded.
This document is for Professional Clients only. It is not to be distributed to or relied
upon by Retail Clients under any circumstances.
The document has not been prepared in line with the FCA requirements designed to
promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment research.
The Luxembourg and Irish domiciled funds are recognised scheme under section 264
of the Financial Services and Markets Act 2000. They seek UK Reporting Fund Status.
The protections offered by the UK’s regulatory system, and compensation under the
Financial Services Compensation Scheme, will not be available.
The Switzerland domiciled funds are not recognised under section 264 of the
Financial Services and Markets Act and are therefore subject to the restrictions on
promotion in section 238 of the Financial Services and Markets Act.
The returns payable to the fund are dependent on payments received by the fund from
the swap counterparty under the terms of the relevant swap and, therefore are subject
to credit risk of the swap counterparty. In the event that the swap counterparty
defaults under the terms of the relevant swap, the funds may suffer a loss.
This material supports the presentation(s) given. It is not intended to be read in isolation and may not provide a full explanation of all the topics that were presented and
discussed. Care has been taken to ensure the accuracy of the content, but no
responsibility is accepted for any errors or omissions. Please note that past performance is not a guide to the future. The value of investments and the income from
them may go down as well as up, and investors may not get back the original
amount invested. This document is a marketing communication. Any market or
investment views expressed are not intended to be investment research.
The information contained in this document should not be considered a recommendation to purchase or sell any particular security and the opinions expressed are
those of UBS Asset Management and are subject to change without notice.
Furthermore, there can be no assurance that any trends described in this document
will continue or that forecasts will occur because economic and market conditions
change frequently. This document does not create any legal or contractual obligation
with UBS Asset Management. The recipient agrees that this information shall remain
strictly confidential where it relates to the Investment Manager's business. The prior
consent of UBS Asset Management (UK) Ltd should be obtained prior to the disclosure of commercially sensitive information to a third party (excluding the professional
advisors of the recipient). Information reasonably deemed to be commercially sensitive and obtained from UBS Asset Management (UK) Ltd should not be disclosed.
This information is supplied with a reasonable expectation that it will not be made
public. If you receive a request under the Freedom of Information Act 2000 for information obtained from UBS Asset Management (UK) Ltd we ask that you consult with
us. We also request that any information obtained from UBS Asset Management
(UK) Ltd in your possession is destroyed as soon as it is no longer required. This document may not be reproduced, redistributed or republished for any purpose without
the written permission of UBS AG.
This document is issued by [UBS Asset Management (UK) Ltd] and is intended for
limited distribution to the clients and associates of UBS Asset Management. Use or
distribution by any other person is prohibited. Copying any part of this publication
without the written permission of UBS Asset Management is prohibited. Care has
been taken to ensure the accuracy of its content, but no responsibility is accepted for
any errors or omissions herein.
© UBS 2019. The key symbol and UBS are among the registered and unregistered
trademarks of UBS. All rights reserved.
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