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Core Redefned:
Expect more
Low-cost equity ETFs that are
responsive to change
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Why it’s time to
redefne ‘core’
As the number of assets managed under
capitalisation-weighted index strategies grows apace,
investors are questioning the inefficiencies that can
come with the crowds.
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Investors should
expect more
than just low costs

Traditional core equity exchange traded funds (ETFs)
have not been as responsive to change or taken the
leadership role that many investors would have
expected of them.
For us, index investing does not mean we should be ‘passive’
investors. We’ve listened to our clients about the outcomes they want
to see from their ETF investments. Fund managers need to be more
active in mitigating the risks of crowded indices and in engaging with
companies for the long-term benefit of their investors and the overall
market. We have designed our range of core ETFs with these
principles at their centre.
For instance, there are certain companies held within traditional core
ETFs that, in our view, pose long-term risks to investors. We’ve taken
an active decision to design our core equity range so that the ETFs
refrain from investing in such companies. At the same time, as active
owners and stewards of our clients’ investments, we have the
conviction to vote against the companies we hold, when necessary.
Investors now have the choice for their core equity ETFs to be more
responsive to the evolving investment landscape.
It’s right to expect more than just low costs from core equity ETFs.
The end-to-end design and ongoing management of our core range
is a reflection of our long-term values and the result of feedback
from clients, with whom we agree that core ETFs need to be
redefined in favour of the investor.

Howie Li

Head of ETFs
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What has changed and how core
equity ETFs should be redefned

Avoiding the crowds

The vast majority of index-tracking assets have turnover
that is concentrated on just a handful of major trading
days each year – when the major indices rebalance. One
major global equity index rebalance day had a trading
volume increase of over 13 times more than the average
trading volume over the month leading up to it.

Crowded trading is
commonplace as a result
of more money tracking
traditional equity indices

Regulatory change and
evolving expectations
are putting pressure on
companies

$15 trillion

is held in index-tracking assets
Source: Financial Times, May 2021

Our analysis suggests that investors trading on the day
when a major global equity index rebalances are
missing out on returns they could accrue if they were
to rebalance ahead of that date. As more assets flow
into index funds (including ETFs), the crowding pressure
on portfolios is likely to increase – alongside the risk of
increased price volatility in the stocks subject to
rebalances.

ETF managers should be
more active stewards of
clients’ investments

Our core ETFs track indices that are rebalanced
independently from most mainstream index providers.
This is another step we are taking to help safeguard our
investors – mitigating the market impact of increased
crowding during mainstream index rebalance periods.

Who is Solactive?
Intelligent index design
and experienced fund
management can help
shield investors from the
unpredictable behaviour
of crowds

A higher bar to core equity
investing needs to be set by
actively identifying
companies that pose too
much risk in the long term

Index managers should
actively push for companies
to be better managed to
preserve value
for investors

Solactive is one of the market leaders in the
indexing industry with over 10 years’ experience
and $200 billion invested in their index-linked
products, as at August 2021. We work with
Solactive to keep costs low for our core equity
ETF investors and to ensure that the active steps
we have taken in the design of core equity ETFs
are transparently incorporated and independently
calculated.

See page 10 to learn how our core portfolio building blocks are a direct replacement for
traditional low-cost core investments.
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Active steps we have taken
to redefne core
We have a responsibility to
positively influence the
companies in which our clients
are invested. As fund managers,
we need to help promote longterm performance and stability.

Investing in companies that meet minimum
standards of business practice.
We are seeking to anticipate the impact of potential
government regulations, raising the bar for companies to
be included in our core equity ETFs. We believe that there
are certain companies which should be excluded from
core equity investing as they fail to meet the minimum
global standards of business practices, posing an
investment risk to index investors.

Perennial violators of the
UN Global Compact (UNGC)
The UNGC is a set of globally
agreed standards on human rights,
labour, environment and corruption
created to encourage businesses to
adopt environmentally and socially
responsible policies –
companies which breach these
principles present increased
investment risk due to lax
governance, reputational damage
risk and potential future liabilities
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Our Future World Protection List is a rules-based
approach to ensure that the bar is raised to meet at least
these minimum standards. Companies that fail to meet
them are not held within the core equity ETFs. The Future
World Protection List has been designed to evolve with
changes to business practices meaning it is responsive
to the investment landscape. These are the current key
areas of focus:

‘Pure’ coal companies
These companies produce
significantly high levels of
greenhouse gas emissions,
contributing to the accelerated
warming of the planet –
these present heightened
investment risks due to increasing
regulatory pressure to limit
emissions

Controversial weapons
manufacturers
These weapons have an
indiscriminate and disproportionate
humanitarian impact on civilian
population –
the manufacture of such weapons
is already illegal in a number of
jurisdictions and the involvement
of companies in their production
brings serious reputational risk
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Voting for positive action

Meet the teams

There is a misconception that index
fund managers have to be passive in
managing investments.

LGIM was ranked top among
the world’s largest asset
managers for engagement
on climate change by NGO
InfuenceMap in both 2019
and 2020

We know that our clients expect more and they have
trusted us over the years to step up as a vote for change,
where companies’ behaviour requires improvement.
Managing over £1.33 trillion of assets that are subject to
our Investment Stewardship team’s scrutiny has
established our reputation as an active owner of
companies.1

Investors in our core ETFs can be confident that we will
take positive action in seeking to safeguard their
investments by engaging and voicing concerns on issues
such as, amongst others:

Climate
change

Executive pay

Diversity

1 Source: LGIM internal data as at 30 June 2021. The AUM
disclosed aggregates the assets managed by LGIM in the UK,
LGIMA in the US and LGIM Asia in Hong Kong. The AUM includes
the value of securities and derivatives positions.

Transparency

Shareholder
rights

Digital
disruption

Source: Asset Managers and Climate Change
2021, InfluenceMap, January 2021

LGIM was the highest
ranking asset manager in a
meta study of industry
metrics of actions taken by
institutional investors on
ESG and climate change
Corporate Adviser, 2021

With over 30 years’ experience we are no
stranger to managing index funds.
Experts in index.
The funds are managed by our specialist ETF portfolio
managers in London. The Global Index Fund
Management team has a global presence, with fund
managers located in London, Chicago and Hong Kong.
The team adopts a pragmatic replication approach to
ensure that each fund is tracking the relevant index
closely while actively taking steps to lower costs and
potentially increase returns. This approach requires a
detailed knowledge of financial markets and a thorough
understanding of the complexities of index construction
and rebalancing.

A commitment to corporate governance.
The Investment Stewardship team within LGIM performs
a highly active role in the issues that affect the long-term
value of our clients’ assets. Across all of LGIM’s funds,
the team speaks on behalf of our clients’ interests
through engagement with company management teams,
exercising their voting rights as shareholders and publicly
calling for higher market standards.

London

Chicago
Hong Kong
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Product Information

Exposure

Benchmark

L&G Asia Pacific ex Japan Equity UCITS ETF
L&G Japan Equity UCITS ETF

Mainstream correlation.
Our back-tests indicate that the Solactive Core indices
our ETFs track have a 99.9% historical correlation with
comparable benchmarks from a major index provider.2
Investors could potentially therefore benefit from our
proactive index fund management while retaining core
market exposure.

Solactive Global Benchmark Series
including Future World Protection List

L&G Europe ex UK Equity UCITS ETF

Large / Mid-cap companies

L&G Global Equity UCITS ETF

Listing date

0.05%

L&G UK Equity UCITS ETF
L&G US Equity UCITS ETF

TER

0.05%
0.10%
0.10%

13 Nov 2018

Fund name

About
us
update
Our ambition for L&G ETF is to become one
of the leading full-service providers of
investment solutions for European investors
of all sizes and types.
Building on our existing ETFs, especially our industryleading thematic range, we are utilising LGIM’s scale,
expertise and broad range of capabilities to adopt a new
approach that better meets European investors’ evolving
needs and expectations.

L&G ETF is the latest evolution in LGIM’s investment
proposition and is helping to drive our expansion into
Europe. LGIM is the investment management arm of
Legal & General Group Plc, a FTSE 100 company. We are
one of Europe’s largest asset managers and a major
global investor, with over £1.33 trillion in assets under
management.*

0.10%
0.10%

How our core ETFs can be used in asset
allocation.
Strategic investments
Taking specific long-term market exposure through our
diversified building blocks
Tactical adjustments
Flexibly adjusting asset allocation to respond to shorter
term developments in the market
Diversify concentration risk
Our core equity ETFs are designed for scale and can be
used on their own or in conjunction with investors’
existing building blocks to help diversify issuer
concentration risk

The value of an investment and any income taken from it is not guaranteed and can go
down as well as up. You may not get back the amount you originally invested
2 Source: LGIM, Bloomberg. Inception for Solactive indices is end of May 2012, net total returns, UK index in GBP, Europe ex-UK in EUR,
the rest in USD. Past performance is not a guide to future performance.
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* Source: LGIM internal data as at 30 June 2021. The AUM disclosed aggregates the assets managed by LGIM in the UK,
LGIMA in the US and LGIM Asia in Hong Kong. The AUM includes the value of securities and derivatives positions.
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Contact us
For further information about LGIM, please visit www.lgimetf.com or contact your usual LGIM representative.

Key risks

Past performance is not a guide to the future. The value of an
investment and any income taken from it is not guaranteed and
can go down as well as up; you may not get back the amount
you originally invested.
Important information
The information contained in this document (the ‘Information’) has been
prepared by LGIM Managers Europe Limited (‘LGIM Europe’), or by its
affiliates (‘Legal & General’, ‘we’ or ‘us’). Such Information is the property and/
or confidential information of Legal & General and may not be disclosed by
you to any other person without the prior written consent of Legal & General.
No party shall have any right of action against Legal & General in relation
to the accuracy or completeness of the Information, or any other written or
oral information made available in connection with this publication. Any
investment advice that we provide to you is based solely on the limited
initial information which you have provided to us. No part of this or any other
document or presentation provided by us shall be deemed to constitute
‘proper advice’ for the purposes of the Investment Intermediaries Act 1995
(as amended). Any limited initial advice given relating to professional
services will be further discussed and negotiated in order to agree formal
investment guidelines which will form part of written contractual terms
between the parties.
The Information has been produced for use by a professional investor and
their advisors only. It should not be distributed without our permission.
A summary of investor rights associated with an investment in the Fund shall
be available from www.lgim.com/investor_rights
The risks associated with each fund or investment strategy are set out in
this publication, its KIID, the relevant prospectus or investment management
agreement (as applicable) and these should be read and understood before
making any investment decisions. A copy of the relevant documentation can
be obtained from your Client Relationship Manager. A copy of the English
version of the prospectus of the Fund and the key investor information
document relating to the Fund is available at www.lgim.com and may also
be obtained from your Client Relationship Manager. Where required under
national rules, the key investor information document will also be available in
the local language of the relevant EEA Member State.
Confidentiality and Limitations:
Unless otherwise agreed by Legal & General in writing, the Information in this
document (a) is for information purposes only and we are not soliciting any
action based on it, and (b) is not a recommendation to buy or sell securities
or pursue a particular investment strategy; and (c) is not investment, legal,
regulatory or tax advice. Any trading or investment decisions taken by you
should be based on your own analysis and judgment (and/or that of your
professional advisors) and not in reliance on us or the Information. To the
fullest extent permitted by law, we exclude all representations, warranties,
conditions, undertakings and all other terms of any kind, implied by statute or
common law, with respect to the Information including (without limitation)
any representations as to the quality, suitability, accuracy or completeness of
the Information.
Any projections, estimates or forecasts included in the Information (a) shall
not constitute a guarantee of future events, (b) may not consider or reflect
all possible future events or conditions relevant to you (for example, market
disruption events); and (c) may be based on assumptions or simplifications
that may not be relevant to you.
The Information is provided ‘as is' and 'as available’. To the fullest extent
permitted by law, Legal & General accepts no liability to you or any other
recipient of the Information for any loss, damage or cost arising from, or
in connection with, any use or reliance on the Information. Without limiting
the generality of the foregoing, Legal & General does not accept any liability
for any indirect, special or consequential loss howsoever caused and, on
any theory, or liability, whether in contract or tort (including negligence) or
otherwise, even if Legal & General has been advised of the possibility of such
loss.

A decision may be taken at any time to terminate the arrangements made for
the marketing of the Fund in any EEA Member State in which it is currently
marketed. In such circumstances, investors in the affected EEA member
state will be notified of this decision and will be provided with the opportunity
to redeem their shareholding in the Fund free of any charges or deductions
for at least 30 working days from the date of such notification
Third Party Data:
Where this document contains third party data ('Third Party Data’), we cannot
guarantee the accuracy, completeness or reliability of such Third-Party Data
and accept no responsibility or liability whatsoever in respect of such ThirdParty Data.
Publication, Amendments and Updates:
We are under no obligation to update or amend the Information or correct
any errors in the Information following the date it was delivered to you. Legal
& General reserves the right to update this document and/or the Information
at any time and without notice.
Although the Information contained in this document is believed to be correct
as at the time of printing or publication, no assurance can be given to you
that this document is complete or accurate in the light of information that
may become available after its publication. The Information may not take
into account any relevant events, facts or conditions that have occurred after
the publication or printing of this document.
Telephone Recording:
As required under applicable laws Legal & General will record all telephone
and electronic communications and conversations with you that result or
may result in the undertaking of transactions in financial instruments on your
behalf. Such records will be kept for a period of five years (or up to seven
years upon request from the Central Bank of Ireland (or such successor from
time to time)) and will be provided to you upon request.
In the United Kingdom and outside the European Economic Area, it is issued
by Legal & General Investment Management Limited, authorised and regulated
by the Financial Conduct Authority, No. 119272. Registered in England and
Wales No. 02091894 with registered office at One Coleman Street, London,
EC2R 5AA.
In the European Economic Area, it is issued by LGIM Managers (Europe)
Limited, authorised by the Central Bank of Ireland as a UCITS management
company (pursuant to European Communities (Undertakings for Collective
Investment in Transferable Securities) Regulations, 2011 (S.I. No. 352 of
2011), as amended) and as an alternative investment fund manager with “top
up” permissions which enable the firm to carry out certain additional MiFID
investment services (pursuant to the European Union (Alternative Investment
Fund Managers) Regulations 2013 (S.I. No. 257 of 2013), as amended).
Registered in Ireland with the Companies Registration Office (No. 609677).
Registered Office: 70 Sir John Rogerson’s Quay, Dublin, 2, Ireland. Regulated
by the Central Bank of Ireland (No. C173733).
LGIM Managers (Europe) Limited operates a branch network in the European
Economic Area, which is subject to supervision by the Central Bank of
Ireland. In Italy, the branch office of LGIM Managers (Europe) Limited is
subject to limited supervision by the Commissione Nazionale per le società e
la Borsa (“CONSOB”) and is registered with Banca d’Italia (no. 23978.0) with
registered office at Via Uberto Visconti di Modrone, 15,
20122 Milan, (Companies’ Register no. MI - 2557936). In Germany, the branch
office of LGIM Managers (Europe) Limited is subject to limited supervision
by the German Federal Financial Supervisory Authority (“BaFin”). In the
Netherlands, the branch office of LGIM Managers (Europe) Limited is subject
to limited supervision by the Dutch Authority for the Financial Markets
(“AFM“) and it is included in the register held by the AFM and registered with
the trade register of the Chamber of Commerce under number 74481231.
Details about the full extent of our relevant authorisations and permissions
are available from us upon request. For further information on our products
(including the product prospectuses), please visit our website.
© 2021 Legal & General Investment Management Limited. All rights reserved.
No part of this publication may be reproduced or transmitted in any form
or by any means, including photocopying and recording, without the written
permission of the publishers.

