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As market concentration is on the rise, diversification
provides investors a critical tool to mitigate concentration
risk and to generate more consistent returns.

Market concentration has been on the rise since the 2010s in most equity markets, and has
accelerated in recent years. The Systematic Equity-Active' team believes that diversification is

a critical factor for investors to not only combat concentration risk, but to also generate more
consistent performance in portfolios. Our approach centers around building broadly diversified
portfolios. This allows us to capture exposure to the themes we believe drive equity markets over
the long term, but minimizes concentration to individual stocks or segments with the market.

2023: A Wild Ride

While the first few months of 2023 have been unusual to put it mildly, there is an air of familiarity
about the market conditions we find ourselves in currently. The year began in January with a
strong reversal — characterized by a rally in higher risk, lower quality, and more speculative
names. February soon followed with a shift to a more realistic assessment of the market
environment; as stubborn inflation, coupled with stronger-than-expected labor markets, led
investors to rethink the outlook in the face of higher rates for longer. Fast forward to March,
amonth which in its first two weeks witnessed two US regional banks, with over $100 billion

in deposits, collapse, closely followed by the demise of the venerable Swiss bank, Credit
Suisse. While the month of April, by comparison, was fairly uneventful, the first four months of
the year represent an atypical period from most perspectives. However, there is one distinct
characteristic that is reminiscent of just a few years ago — the tight concentration of market
performance attributed to a small circle of names.

Year-to-date, the top 10 names in the MSCI World Index have contributed over half the

9.62% total return of the Index. For perspective, the contribution from the top 10 names have
the second highest contribution since 2000, with the highest concentration occurring in 2020
(see Figure 1). In 2020, a wash of liquidity unleashed by central banks and governments globally
inflated a bubble in expensive growth stocks, which, according to the prevalent narrative, were
going to be beneficiaries of the pandemic response (probably into perpetuity). However, that
narrative turned, as they usually do, and this time it was when inflation started to raise its head
and the bubble started to unwind in 2022.
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Source: State Street Global Advisors, FactSet, MSCI. Data as of April 30, 2023. The top line in chart is contribution by top 10.
The bottom section of the chart shows the sum of the weight of the top 10 names.

Concentrated investment approaches are less than optimal in volatile market environments.
Specifically, when herding behavior is high and only a few names are driving the majority of
market performance, concentrated portfolios misaligned with that primal theme can be left
behind from a performance perspective.

To further illustrate this relationship we evaluated the success of active managers in the

first quarter of the this year grouped by portfolio concentration (active share). The empirical
evidence supports our belief: namely, as one broadly moves up the active share spectrum, the
more challenging a concentrated market environment is for the majority of active managers to
generate outperformance (see Figure 2).

If an investor, either through luck or judgement, does happen to catch the wave perfectly, with a
highly concentrated portfolio focused on that consensus trade, then returns can potentially be
spectacular. However, the reversal can be equally brutal should the market tide turn.
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Source: State Street Global Advisors, eVestment. Global Equity Universe benchmarked against the MSCI World Index.
Data as of March 31,2023.

STATE STREET fovistes

Diversification: A Key to Consistency 2



The Bottom Line

In sum, it is our philosophy that diversification is a key to consistency in portfolio performance.
We build portfolios diversified by number of stocks, by sectors and countries, and by the drivers
of return we seek to capture. We aim to be compensated for the risk we take, and to balance the
risk and return trade-off. Our approach includes taking active bets to gain exposure our alpha
factors, yet at the same time, we are focused on minimizing idiosyncratic, or stock-specific risk
— factors which we have less confidence in predicting. The result is a well-diversified, balanced
portfolio with as few “unknown unknowns” as possible.

Contributor Tim Herlihy, CFA, CIPM
Jr Investment Strategist
Endnote 1 AsofMay 20283, the former Active Quantitative Equity (AQE) team has been renamed the Systematic Equity-Active team.

These monthly commentaries will continue but under the name of Systematic Equity-Active.
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About State Street
Global Advisors

Our clients are the world’s governments, institutions and financial advisors. To help them achieve
their financial goals we live our guiding principles each and every day:

e Start with rigor

o Build from breadth
e Invest as stewards
e Invent the future

For four decades, these principles have helped us be the quiet power in a tumultuous investing
world. Helping millions of people secure their financial futures. This takes each of our employees
in 29 offices around the world, and a firm-wide conviction that we can always do it better. As a
result, we are the world’s fourth-largest asset manager* with US $3.62 trilliont under our care.

* Pensions & Investments Research Center, as of December 31,2021.

* This figure is presented as of March 31,2023 and includes approximately $65.03 billion USD of assets with respect to SPDR
products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent.
SSGA FD and State Street Global Advisors are affiliated. Please note all AUM is unaudited.
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State Street Global Advisors
Worldwide Entities

For use in EMEA: The information
contained in this communication is not a
research recommendation or ‘investment
research’ and is classified as a ‘Marketing
Communication’ in accordance with the
Markets in Financial Instruments Directive
(2014/65/EV) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared
in accordance with legal requirements
designed to promote the independence of
investment research (b) is not subject to
any prohibition on dealing ahead of the
dissemination of investment research.

This communication is directed at professional
clients (this includes eligible counterparties

as defined by the appropriate EU regulator)
who are deemed both knowledgeable and
experienced in matters relating to investments.
The products and services to which this
communication relates are only available

to such persons, and persons of any other
description (including retail clients) should

not rely on this communication.

Important Information

The information provided does not constitute
investment advice and it should not be relied on
as such. It should not be considered solicitation
to buy or an offer to sell a security. It does not
take into account any investor’s particular
investment objectives, strategies, tax status

or investment horizon. You should consult

your tax and financial advisor.

Allinformation is from SSGA unless otherwise
noted and has been obtained from sources
believed to be reliable, but its accuracy is not
guaranteed. There is no representation or
warranty as to the current accuracy, reliability
or completeness of, nor liability for, decisions
based on such information and it should not be
relied on as such.

This document contains certain statements
that may be deemed forward-looking
statements. Please note that any such
statements are not guarantees of any
future performance and actual results or
developments may differ materially from
those projected. Investing involves risk
including the risk of loss of principal.

The views expressed are the views of

Systematic Equity-Active through May 15,2023,

and are subject to change based on market and
other conditions.

Quantitative investing assumes that future
performance of a security relative to other
securities may be predicted based on historical
economic and financial factors, however, any
errors in a model used might not be detected
until the fund has sustained a loss or reduced
performance related to such errors.

Equity securities may fluctuate in value and can
decline significantly in response to the activities
of individual companies and general market and
economic conditions.
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