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. key points

——( Quantitative investing has historically been
difficult to implement because of either
tiresome inputs or unrealistic outputs.

— SILEX has created tools to overcome both:
our SPARK platform builds robust optimisation
from simple, intuitive market views.

—— Combining the Allocator and the Inspector,
SPARK allows to implement tactical views
through funds, a handy solution to real-life
wealth managers’ problems.

For use of recipient only and for discussion purposes solely only. For professional clients within the meaning of markets in financial instruments
directive 2004 39 / CE and Swiss qualified investors as per article 10 of the Swiss Collective Schemes act not for onward distribution. This is a
promotional document for professional client only.
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. hot easy to go quant

When we ask investors whether they would be willing to introduce quantitative tools into their investment
processes, they usually embrace them enthusiastically. It is now consensus that quantitative approaches
bring robustness, diversification, risk management and discipline to investment decisions, generally
leading to better outcomes.

Still, a relatively small number of them actually manage to make the transition. Rather, they stick with
previous frameworks, generally implying a strategic reference allocation as well as tactical deviations.
Unfortunately, such approaches are vulnerable to emotional biases, evolving volatility regimes and
changing correlation patterns.

Two key reasons make the implementation of quantamental processes non-trivial in real life. First, the
simplest optimisation methods yield unrealistic outputs. Mean-variance methods, such as Markowitz
optimisations, tend to result in highly concentrated portfolios that saturate assets with the highest Sharpe
ratios. This implies extreme sensitivity to the inputs, which by nature are uncertain and in turn, limited
robustness when those inputs change. Investors typically need to overcome these drawbacks by imposing
a large number of constraints on the optimisation, resulting in a high degree of discretion and judgment.
Unfortunately, this is exactly what quantitative methods are trying to minimise.

The second important shortcoming to Markowitz methods is the necessity of coming up with numerical
tactical views. Mean-variance optimisation requires to form convictions on every asset in the investable
universe and express them in the form of a precise number that will be used as an expected return.
Unfortunately, this approach is a poor match to how market convictions are usually formed: investors
tend to have incomplete views, most often expressed in relative terms, and marred by uncertainty.

. optimising portfolios with SPARK Allocator

At SILEX, we believe that quantamental investing is the future and should be available to everyone.
The ability to combine expert human convictions with quantitative tools brings invaluable benefits to

portfolio construction and, ultimately, performance.

But quantamental investing can only be widely used if made simple. Our SPARK platform brings
together a set of tools that allows investors to harvest the benefits of robust portfolio optimisation

with a high degree of customisation.

SPARK Allocator makes portfolio optimisation unprecedently easy. The tool follows the Black-Litterman
approach, a widely used optimisation method that overcomes many of Markowitz' issues. Initially
introduced in the early 1990s, the approach uses Bayesian calculus that “blends” equilibrium expected
returns derived from the strategic portfolio with an investor's tactical views about the market. In
other words, Black-Litterman optimisation brings quantitative rigour to the intuitive process of

overweighting or underweighting asset classes in a discretionary manner.

Computational experience has shown that portfolios constructed through this method are more stable
and better diversified than those constructed from the conventional mean-variance approach. This is
because tactical views are considered for what they really are: incomplete, uncertain, relative bets. The
BL optimisation is mixing long-term equilibrium returns that are implicit in the strategic reference
portfolio with tactical views that can be expressed as simple relative views with various degrees of

conviction.
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. tailor made implementation with the Inspector

Another key issue faced by investors
is that their tactical views, once put
together into an optimal portfolio,
often cannot be implemented in
real life. This is because they allocate
through external funds that do not
necessarily reflect their own views.

SPARK'’s Inspector is a tool that
analyses the historical price of any
fund and uses statistical methods to
replicate its behaviour as a vector of
sensitivities to macro asset classes.
It allows for example to determine
how much a global equity fund has
historically been exposed to Europe
or to the Value factor.

With that input from the Inspector,
the Allocator can make informed
decisions as to which funds to
select and in what proportion in
an allocation, according to each
investor's tactical views. The
combination of these tools allows a
very high degree of customisation:
investors can select bespoke
investment universe, inform their
personal views on the market in a
highly flexible manner, and obtain
the optimal portfolio tailor-made to
their specific risk parameters.

. Black-Litterman Optimisation by SILEX

Strategic Portfolio
strategic weights
(Step 1)

Tactical Views on parts of the universe
O Rating approach (positive /
neutral / negative)

O Relative bets (A will outperform B)

O Various confidence levels
(Step 2)

| |

@) @)
Implied Strategic Tactical
Expected Returns Expected Returns

(Step 3) (Step 4)

Prior equilibrium distribution View distribution

AN NS

G | (@)
(@)
Black-Litterman Blend

robust blend of expected returns between long-term strategic views &
short-term tactical views (Step 5)

New combined
distribution

O

Tactical portfolio optimisation
(Step 6)
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.example 1_LET'S TRY CAPITAL

Let's take a real-life example with a fictious wealth manager called LETS TRY CAPITAL. They have built a strategic
cross-asset allocation reflecting a balanced risk profile with a base currency in euros. The strategic portfolio looks as
follows (Step 1, Exhibit 1): 20% in government debt, 34% in credit and 46% in equities.

LETS TRY CAPITAL currently have a set of tactical views on parts of their investment universe (Step 2) and would like

to implement these views in a robust manner (Exhibit 2).

Exhibit 1: Strategic portfolio (Step 1)

EUR (10%) EM (5%)

USD (10%)

USD (18%)

Credit
USD (17%) 34%

We first extractimplied expected returns embedded in the
strategic portfolio by reverse-engineering the Markowitz
optimisation (Step 3). Then, using a proprietary formula
using each asset’s idiosyncratic risk, the tactical ratings
and implied expected returns, we compute tactical
expected returns (Step 4).

EUR (23%)

Source: SILEX

Exhibit 2: Tactical market views (Step 3)

| Group1 | View | Group2 |Rating

will

EUR credit it
Absolute perform
bets ;
Global govies will B
perform
; will .
Relative US Equity outperform EM Equity +
Bes - will Global
FUR Equity outperform equity

Source: SILEX

Finally, we use our Black-Litterman framework to blend
both the strategic returns and the tactical returns to end
up with final blended expected returns (Step 5).

Exhibit 3: Strategic expected returns (Step 3) vs.
Blended expected returns (Step 5)

Black-Litterman returns

10,3%

mm Implied returns
12,0%

10,0%

7,8% 8,1%
8%
8,0%
6,0%
4,0%
2,0% 0,4% . 1,4%
0.6% 0,7% .
0,0% ™= - ||

-2,0% EUR Govies US Govies EUR Credit US Credit EUR Equity US Equity EM Equity

Source: SILEX

This process yields some intuitive results. The positive
tactical view on European credit increases expected
returns on the asset class, but also on other assets that
are correlated to it, such as US credit. In equities, the
expected returns in Emerging Markets is reduced relative
to US equities but remains positive.

Finally, we run a portfolio optimisation using our blended
expected returns and a target volatility of 8% annualised
(Step 6). The process delivers a new allocation that
properly considers market views and sizes each tactical
bet in a robust manner, taking into account risk and
correlations.

Exhibit 4: Strategic allocation (Step 1) vs.
Tactical allocation (Step 6)

mm Strategic weight Optimised weight

50%

45%

40%

35%

30%

25% 23%
20% 17%
15%

17% 18%
10% 10%
10%

5%
5%
o M n & H

EUR Govies US Govies EUR Credit US Credit EUR Equity US Equity EM Equity

Source: SILEX
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Pictet EUR Government

. example 2_ Tactical views using funds

Now let's say that LETS TRY CAPITAL does not build allocations using indices or ETFs but using external funds. As an
illustration, their balanced portfolio in euros is currently built in the following way, using funds from Pictet, Credit

Suisse and Blackrock among others (Step 1, Exhibit A).

Exhibit A: Strategic portfolio (Step 1)

SPDR Barclays Intl Treasury Bond
ETF (10%)

Credit Suisse Global Security
Equity Fund (18%)

Bonds (10%

Gemway Assets
GemEquity (5%)

Robeco Global
Dynamic Duration
(17%)

BlackRock FixeM
Strategic Fund (17%

The tactical views have not changed (Step 2) but we now
face a problem: the funds in our portfolio are not perfect
matches for the asset classes on which we express market
views.

Credit

o)
e Lombard Odier

Funds Europe High
Conviction (23%)

Source: SILEX

For that reason, SILEX has created the Inspector, a tool
that uses machine learning through an Adaptive Elastic
Net approach, to map the behaviour of any asset onto
a set of explaining variables. Using the Fund Inspector,
we calculate the sensitivities of each of the funds to the
strategic asset classes (Exhibit B).

Exhibit B: Portfolio funds through the Inspector
(betas of projection, in %)

80
BlackRock

60
40 K
20 Fixed Income

gl . Strategic Fund
SP arclays N

\ Intl Treasury

Bond ETF @

Robeco Global .
Dynamic Duration |

\
-
1\ Pictet EUR

Credit Suisse \\'
Global Securitﬂr Equity Fund
|

|
’/
/
vernment
Bonds ~Gemway Assets
’ ’ GemEquity

Lombard Odier
Funds Europe
High Conviction

[0 Equity EUR [ Credit EUR [0 Govies EUR
Equity USD [ Credit USD Govies USD

Source: SILEX

This operation gives us a complete picture of the true
exposure of each fund to selected risk factors and
to ‘pure’ asset classes. We learn for example that the
Lombard Odier European Equity fund has a roughly 10%
exposure to US equities. The GemEquity Emerging fund
is significantly correlated to US credit, while the Robeco
fixed income fund is biased towards the US compared to
Europe.

This extra step allows us to now implement tactical views
expressed at the asset class level in our portfolio of funds.
Like in our first example, we are able to calculate the
strategic expected returns (Step 3) and blended expected
returns (Step 5) for each fund (Exhibit C).

Exhibit C: Strategic expected returns (Step 3) vs.
Blended expected returns (Step 5)

mm mplied returns Black-Litterman returns

12,0%

10,0%

9,9%
9,0% 83%

8,0%

6,0%

4,0%

2,0% %

o 0,6% 0,6%
0,0% W | - 0,0%

0%
N Pictet/EUR SPDR Barclays BlackRock
Government Il Treasury Fixed Income QI Global  Global Security  Funds/Europe  GemEquity
Bonds Bond ETF Equity Fund  High Conviction

Robeco  Credit Suisse Lux Lombar Odier Gemway Assets

Strategies Fund Dynamic
Duration

Source: SILEX

We can see here that expected returns for each fund have
adapted to sensitivities identified by the Inspector: the
GemEquity fund has significant exposure to European
equities, such that its blended expected return has been
reduced less than Emerging Markets equities in our first
example.

With these blended expected returns as inputs, we can
now run the portfolio optimisation with the same 8%
target volatility. We end up with a new, robust fund
allocation reflecting tactical views (Exhibit D).
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Exhibit D: Strategic allocation (Step 1) vs. Tactical allocation (Step 6)

m=strategic weight = Optimized weight To conclude, the SPARK platform provides a way to
combine i) robust portfolio construction, ii) simple and
intuitive inputs and iii) a high degree of customisation

40%

35%

30%
25% 23% through single assets or funds. It makes quantamental
20% . - 18% investing accessible to all investors, putting Black-
15% Litterman literally in your pocket.
0% 10% 10%

I I 5%
5% .
0% Pictet/EUR SPDR Barclays BlackRock Robeco  Credit Suisse Lux Lombar Odier Gemway Assets

Government  Intl Treasury Fixed Income QI Global  Global Security Funds/Europe  GemEquity

Bonds Bond ETF Strategies Fund Dynamic Equity Fund  High Conviction
Duration
Source: SILEX
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This article was finalised on 15 September 2020.

Disclaimer

Promotional article. This communication and any information enclosed within it may contain restricted, privileged and confidential information and are therefore intended for distribution to authorised
persons only. This communication is not for distribution to retail investors or US investors but is for the exclusive use of institutional investors acting on their own account and categorised either as
«eligible counterparties» or «professional clients» within the meaning of markets in financial instruments directive 2014/65/EU. If you are not the intended recipient of this communication, you must not
disseminate, modify, copy/plagiarise or take action in reliance upon it, unless permitted by SILEX. With respect to the present document, neither SILEX nor any of its employees or representatives, makes
any warranty or representation, whether express or implied, or assumes any legal liability or responsibility for the accuracy, completeness, or usefulness of any information disclosed. Neither SILEX nor any
of its employees or representatives assumes or accepts any liability and/or responsibility whatsoever caused by any action taken in reliance upon this communication. This content is not intended to be
a solicitation nor an offer of service, it solely has the purpose of informing professional investors. The preparation of the information provided herein is done with a high level of care. Nevertheless, errors
are possible. The recipient of this communication is urged to seek the advice of professionals in order to discuss the risks involved with the businesses described in this communication. Past performance
is not necessarily indicative of future performance. Reference to certain securities and financial instruments is for illustrative purposes only. SILEX assumes that all users understand risks involved in the
businesses described in this communication. SILEX reserves the right to modify the contents and the terms of this communication at all times. Confidential to recipient, not for reproduction.

The fund management companies and the funds mentioned in this document are for illustrative purposes only. SILEX does not in any way advise or encourage investment in the funds presented in this
document.



