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Sone Questions

€ Why do we care about stock prices (short run vs. long run) ?
€ What arethefactorsthat deter mine stock prices?

€ What dothesefactorstdl us about “i ntegrati on” ?
— How shoul d we think about i rntegrati on?

® How arethesefactorsrd aedtofundament d s?

€ What is on sonme pan sponsor’ sresearch horizon?
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Why do we careabou & ock pri ces?

€ Sraegicinvest nent dlocati ons are criticd deter m nants of
| nvestment perfor mance.

€ Asset managers may advise dientsthat a g obadly d versified portfaio
Is optimal; home biased dlocati ons areriskier.

€ Asset managers nay advi se dientsthat i nvestment all ocations need
to be viewedinthe broad context of dversfying across expect ed
|abor inconme and expected ret urn onfinanci al captd.

€ The “active’ vs. “passive” d nension of investment managenment is
becoming W urred
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What arethefagarsthat deer nnne g ock pri ces?

€ What best explans the cross sectiond dispersion of security pri ces?
— Country fact ors
— @ obd Industry factors

€ For “devd oped” equity markets, industry factors “explan” nore of
the cross sectiond dispersionthan countryfactors.

& Arethere some caveats?
— Isit alarge cap effect? No
— Isis a“tech” effect? No
— Does this hddfor Emerg ng Markets ? No
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Perf amance d Industry Tilts Rd ativeto Gountry Tilts

Full Unverse - Deve oped Markets
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Perf amance d Industry Tilts Rd ativeto Gountry Tilts

Lar ge Cap Uni verse - Deve oped Markets
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Perf amance d Industry Tilts Rd ativeto Gountry Tilts

Small Gap Universe - Deve oped Markets
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Perf amance d Industry Tilts Rd ativeto Gountry Tilts

Devd oped Markets Ex- Med a Technd ogy, and Td econs
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Perf amance d Industry Tilts Rd ativeto Gountry Tilts

Ful Unverse- Emergng Markets
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Econom c Integ ati on

€ We oftenthink of integration a the countrylevd.
€ What about “integration” a the goba industry levd ?

€ What — whoislead ngtheintegration process?

— Are certansegnents o the Energi ng Markets worl d more
inegratedthan ot hers?
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Economc Inegaion A Moo Rerspedive

The Corrd aion Across Enmergng and Deve oped I ndustry Fact ors Has

H sen
June '95 to Nov '02 Jan '88 to June '95

Energy 0.46 0.07
Materials 0.61 0.31
Capital Goods 0.39 -0.02
Commercial Services & Supplies -0.07 -0.09
Transportation 0.59 0.26
Automobiles & Components 0.21 -0.08
Consumer Durables & Apparel -0.30 -0.02
Hotels Restaurants & Leisure 0.17 0.05
Media 0.29 0.20
Retailing 0.09 0.18
Food & Drug Retailing 0.53 0.22
Food Beverage & Tobacco 0.57 0.02
Household & Personal Products 0.36 -0.02
Health Care Equipment & Services 0.31 0.04
Pharmaceuticals & Biotechnology 0.44 0.06
Banks 0.47 0.13
Diversified FAnancials 0.33 0.02
Insurance 0.51 -0.09
Real Estate 0.46 -0.12
Software & Services 0.56 0.16
Technology Hardware & Equipment 0.51 0.16
Telecommunication Services 0.41 0.15
Utilities -0.16 0.01
Average (across industries) 0.34 0.07
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Economc Inegaion A Moo Rerspedive

Some EMK Compani es Appear Morelntegrated Than Q hers

Average corrdation of reeurns wth deve oped narket industry factors
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Rel aing Sock Ricesto Economc Fundanentds

@ Isthecapitd stock of corporations becom ng more globd ?

® Aretheforagn sdes activities of firnsrd aedtotheir risk
exposures?

€ How shoul dwe think about risk factorsina doba context?

€ Arethefundanenta drivers o stock price perfor manceincreasingy
driven by d obal i ndustry fact ors?
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The Captd Sock of Industries|s Becommng Maxre Gobd
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EHrope Sed a Exposure 1999
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SyeFada RHuns (CGaatdizaion VM gt ed)

Dece mber 31, 1985 —June 30, 2001

Global Industry Country
Relative Relative Relative
Value
Annualized Monthly Return 1.84 4.29 2.73
Size
Annualized Monthly Return -5.23 -1.06 -0.29
Not €e:
— Va ue: Long stocks wth hghdwvdend yidd short stocks wthlow div dend
yidd

— Sze Longlarge cap stocks, short | ow cap stocks
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Deconposition O Ifor nation Sgnd s
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Research Agenda

€ Energng markets are not a “separae”’ asset dass.
— We nust consi der that certa n companies are “i ntegrat ed”

€ How do we buil d better benchmarks for performance?
— A Traditiond CAPM Approach ?
— A Producti on CAPM Approach ?
— An Invest mrent Gow h Approach ?
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UBS d obal Asset Managenmernt Researcht Gobd Equties

Jeff Diermier and Bruno Solnik.
“Global Pricing of Equity”
Hnancial Analyst Journal (July/August 2001)

Stefano Cavaglia, Christopher Brightman, and Michael Aked.
“The Increasing Importance of Industry Factors.”
Hnancial Analysts Journal (September/October 2000)

Stefano Cavaglia, and Vadim Moroz
“CICCA: Cross-Industry, Cross-Country Allocation”
Hnancial Analyst Journal (November/December 2002)

Stefano Cavaglia, David Cho and Brian Singer.
“Risks of Sector Rotation Strategies.”
Journal of Portfolio Management (Summer 2001)

Stefano Cavaglia, Vadim Moroz, and Eriks Smidchens.
“Value and Growth in a Global Context”
Risk (September 2002)
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