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ESMA report on the cost and performance of
investment products

2018 was a difficult year for investors, particularly following the turn of the markets in the fourth
quarter. Most have seen their portfolios shrink and will be reviewing the performance of their
selected managers to ensure that they have added value through this difficult time as promised.

In timely fashion, ESMA (The European Securities and Markets Authority) has just published its report
on the cost and performance of investment products®.

Readers will recall that the UK regulator (the FCA) published its own Asset Management Market Study
back in June 20171, That insightful report arrived at the following conclusions:

— onaverage, and net of fees, asset managers underperform their benchmarks, and
— there is weak price competition in the industry

The highlights of the newly published ESMA findings are remarkably consistent:

— passive funds consistently outperform their active counterparts

— costs represent a significant drain on investors’ performance, impacting retail
investors to much higher extent than institutional investors

— management fees constitute over 80% of the total cost paid by investors

The European regulator goes on to state:

“Results of studies consistently show that actively managed funds clearly produce higher costs to
investors than their passive peers, while equating them in terms of gross annual performance or even
underperforming”; and “Costs are significantly higher for actively managed equity UCITS compared
to passive UCITS. This leads to lower performance net of costs for active compared to passive equity
uciTs.”
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According to ESMA the report demonstrates "the need for asset managers and investment firms to
act in the best interest of investors".

This report piles more pressure on firms in our industry. It points to a need to reconsider the way we
currently invest and contemplate whether, as investors, we are indeed behaving in a way that will
maximise returns for future beneficiaries. It prompts us to focus on the evidence.

What better resolution for 2019, then, than to look through the short-term volatility and focus on
applying evidence-based principles to make the right long-term calls for our portfolios?

| wish you a fulfilling and prosperous 2019.

Yariv Haim, Founder and CEO

For more information on our philosophy, process or if you just want to challenge these observations,
please get in touch.

info@sparrowscapital.com
+44 20 3714 4624
WwWw.sparrowscapital.com

1You can read the full report here: https://www.esma.europa.eu/sites/default/files/library/esma50-165-731-asr-
performance and costs of retail investments products in the eu.pdf
1 Read our relevant newsletter here: https://www.sparrowscapital.com/wp-content/uploads/2017/09/BIRDS-EYE-VIEW-

Aug-2017.pdf
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This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any
investment or other specific product. Although all information and opinions expressed in this document were obtained
from sources believed to be reliable and in good faith, no representation or warranty, express or implied, is made as to its
accuracy or completeness. All information and opinions as well as any prices indicated are subject to change without notice

and the asset classes, the asset allocation and the investment instruments are only indicative.

Past performance of an investment is not a guide to its future performance. Some investments may be subject to sudden
and large falls in value and on realization you may receive back less than you invested or may be required to pay more.
Changes in FX rates may have an adverse effect on the price, value or income of an investment. Furthermore, performance

information may be based on simulations and/or be for illustration only.

This presentation is intended only for substantial investors who have the knowledge and understanding to enable them to
assess the risks attaching to investment and who qualify as professional clients for the purposes of the rules of the
Financial Conduct Authority. We would recommend that you take financial and/or legal advice as to the implications of
investing in any of the products mentioned herein, including tax matters. Sparrows Capital Limited does not provide tax

advice.

This document may not be reproduced or circulated without prior authority of Sparrows Capital Limited.

This document is not intended for distribution. © Sparrows Capital Limited, London, UK

Sparrows Capital Limited is registered in England and Wales under company number 08623416 and is

authorised and regulated by the Financial Conduct Authority.

For more information
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