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Overview 

Indices are some of the most powerful and useful tools for the modern investor- both as a benchmark for 

performance and as a foundation for the creation of ETFs, index funds and derivatives. Tens of trillions of investment 

dollars are managed or benchmarked against indices, making their construction, management and constitution 

incredibly important. 

Indexes are really just recipes – they tell the market what ingredients (companies) to include and how much 

(weighting) of the ingredient to use to come up with the right dish. If you change the recipe or ingredients, then you 

change the way the dish ends up.  

The majority of the main ‘headlines’ indices (think FTSE 100, S&P 500 or DAX) weight their constituents by market 

capitalisation (price x free float shares). For example, a company with a market cap of $100Bn will have 20x the index 

weight of a company with a $5Bn market cap.  

Weighting by market capitalisation is now the most commonplace approach for most equity indices, but this has not 

always been the case. The very first index (the Dow Jones Transportation Average – invented in 1884) weighted each 

component equally, regardless of their capitalisation. While market cap is still the most commonly used approach in 

equity indices, equal weighting has enjoyed somewhat of a renaissance in recent years, as investors sought out 

uncorrelated or ‘alternative’ beta exposures. 

The HAN-GINS Tech Megatrend Equal Weight UCITS ETF (ITEK) applies an equal weight methodology, but what are 

the advantages of equal weight and why does it make sense to use this approach?   

 
ITEK Methodology 

The HAN-GINS Tech Megatrend Equal Weight UCITS ETF (ITEK) offers exposure to eight transformational technology 

themes. including Robotics and AI, Cloud Computing & Big Data, Cyber Security, Future Cars, Genomics, Social Media, 

Blockchain, Augmented & Virtual Reality. 

We believe that these themes best capture one of the most significant economic, social and investment megatrends 

of our time - what the World Economic Forum describes as The Fourth Industrial Revolution1: 

 

 

In its scale, scope, and complexity, the transformation will be 

unlike anything humankind has experienced before…”  

“The possibilities of billions of people connected by mobile devices, with unprecedented processing power, storage 

capacity, and access to knowledge, are unlimited. And these possibilities will be multiplied by emerging technology 

breakthroughs in fields such as artificial intelligence, robotics, the Internet of Things, autonomous vehicles, 3-D 

printing, nanotechnology, biotechnology, materials science, energy storage, and quantum computing.”   

ITEK’s methodology uses a ‘double diversification’ approach, whereby each of the themes is given an equal weight 

in the index and then constituents within each theme are equally weighted. Over time, changes in the price of the 

constituent securities will move the index away from the original equal weights and so the index and ETF are reviewed 

and rebalanced back to equal weight at the constituent and sector level every March and September. Click here See 

the full ITEK methodology 

 
1 https://www.weforum.org/agenda/2016/01/the-fourth-industrial-revolution-what-it-means-and-how-to-respond/ 

“ 

https://www.hanetf.com/UsersFiles/HanETF/Documents/191/ITEK-Methodology-EN.pdf
https://www.hanetf.com/UsersFiles/HanETF/Documents/191/ITEK-Methodology-EN.pdf
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Price & Weight: Why Break the Link? 

The benefits of an equal weight approach, relative to traditional market cap revolve around how the new ‘recipe’ 
changes the factor exposures of the index – the qualities that influence and explain the performance of securities 
and indices.  

Having more allocation to smaller companies offers the investor a chance to outperform the cap-weighted 
benchmark index by increasing exposure to the ‘size premium’ – the idea that over time, smaller stocks generally 
outperform larger stocks.  

If the result of weighting by market capitalisation is larger companies take up a larger portion of the overall index, 
then the reverse is true for equal weight indices - smaller companies take up a larger portion of the overall index - 
and offer greater size premium exposure.  

An example is the FTSE 100 which on a market capitalisation basis sees the top 10 largest constituents take up nearly 
45% of the total index, with the largest (Astra Zeneca) representing 7.3% of the total weight. 2 

In an equal weight index the top ten would instead be just 10% of the overall exposure and Astra Zeneca would have 
a 1% weight. So, with a market capitalisation approach, investors who want diversification may discover they are 
more highly concentrated in a few big names than they wanted.  

While equal weighting can add as a powerful diversification tool at the constituent level it should also be noted that 
it can also alter the sector, country and currency exposures relative to the benchmark. As this will vary from index to 
index, the investor should look carefully at the relevant data.    

Equal Weight is Easy 

A further benefit of equal weighting is that it is a simple and straightforward. Amidst an array of esoteric index 

approaches like fundamental, low volatility, low beta, minimum variance or volatility targeting; equal weight stands 

out as easy to ‘get’, while appealing to the idea of fairness and a level playing field.  

Face the Future 

As market cap indices were originally designed to be measurement tools to gauge the performance of asset classes, 

markets or sectors, they naturally reflect the past and what has happened to the market they track.  

But backing yesterday’s winners may not be the best approach when the goal is to give investors exposure to 

innovative themes that are shaping the future.  

Equal weighting constituents avoids staking implicit bets on the companies that are currently the largest and, since 

many of the companies driving change are smaller, disruptive players, it ensures that each company is given equal 

opportunity to contribute to the overall index performance and decreases the risk of a large underperforming 

constituent dragging down the index as a whole.  

Equal weighting also makes sense at a sector level when considering nascent, high-growth sectors that are 

interrelated and, in many cases, mutually supportive.  

This is very much the case in the ITEK sectors where, for example, the growth of future transport theme is linked to 

developments in other themes like cloud computing, cyber security, big data, robotics and augmented reality.  

 
2 https://research.ftserussell.com/Analytics/FactSheets/temp/dee2a367-511f-4bde-af30-bdd8941cf64b.pdf 

https://research.ftserussell.com/Analytics/FactSheets/temp/dee2a367-511f-4bde-af30-bdd8941cf64b.pdf


 
 

 
  

 

+44 (0) 203 794 1800  

info@hanetf.com 

40 Basinghall Street, City Tower, 

London, EC2V 5DE www.hanetf.com 

HAN-etf @HANetf 

For professional clients only 

Equal weighting at the sector level therefore positions ITEK to capture growth wherever it occurs, rather than taking 

a position on an individual sector.  

This is particularly important as the individual sectors perform differently year-to-year. It’s hard to predict which of 

the sectors will be the best performer in any given year and so it makes sense to diversify equally across each sector. 

For illustrative purposes only. 

Based on Sharpe Ratio. Source, Bloomberg, HANetf data as of 6th August 2020 

 

Summary 

As the very first index was equally weighted, there is a degree of irony applying this methodology to an index and 

ETF that targets some of the most advanced companies in the world. Yet, from pervasive social media, to cloud-based 

remote working, smart phones, ecommerce and electric cars the effects of the fourth industrial revolution are already 

being seen in our day-to-day lives and are likely to evolve even faster and further in coming years. 

By taking an equal-weight ‘double diversification’ approach across eight of the most important industry 4.0 sectors, 

ITEK delivers real diversification on a global level to the companies poised to change our world combined with the 

potential for long-term outperformance from additional exposure to the size factor.  

 

About HANetf 

HANetf is an independent ETF specialist working with third-party asset managers to bring differentiated, modern and 

innovative ETF exposures to European investors via unique white-label ETF/ETC platform.  

Founded by two of Europe’s leading ETF entrepreneurs, Hector McNeil and Nik Bienkowski, HANetf provides a 

complete operational, regulatory, distribution and marketing solution for asset managers who want to successfully 

launch and manage UCITS ETFs. 

HANetf’s full products list includes: 
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N am e TER

LSE $ LSE £ Borsa € XETRA € SIX

The Em erging M arkets Internet & Ecom m erce UCITS ETF 0.86% EM QQ LN EM QP LN EM QQ IM EM QQ GY EM QQ SW

H AN -GIN S Tech M egatrend Equal W eight UCITS ETF 0.59% ITEK LN ITEP LN ITEK IM T3KE GY ITEK SW

H AN -GIN S Cloud Technology UCITS ETF 0.59% SKYY LN SKYP LN SKYY IM 5XYE GY SKYY SW

H AN -GIN S Indxx M edical Innovation UCITS ETF 0.59% W ELL LN W ELP LN W ELL IM W 311 GY W ELL SW

KM EFIC FTSE Kuw ait UCITS ETF 0.80% KUW 8 LN KUW P LN KUW 8 IM KUW 8 GY -

The M edical Cannabis & W ellness UCITS ETF 0.80% CBDX LN CBDP LN - CDSX GY CBDX SW

The Royal M int Physical Gold ETC 0.22% RM AU LN RM AP LN - RM 8U GY -

BTCetc Bitcoin Exchange Traded Crypto* 2.00% - - - BTCE GY -

Bloom berg Codes

 
*Marketed and Distributed by HANetf 

 

 

For further information, please visit www.hanetf.com. 

 

 

 

 

 

 

 

Important Information 

The content in this document is issued by HANetf Limited, an appointed representative of Mirabella Advisers LLP, 

which is authorised and regulated by the Financial Conduct Authority (“FCA”). This communication has been prepared 

for professional investors, but the Exchange Traded Cyrptocurrency (“ETC”) is available in some jurisdictions to any 

investors. Please check with your broker or intermediary that the ETC is available in your jurisdiction and suitable for 

your investment profile. 

ETC’s are a highly volatile digital asset and performance is unpredictable.  Past performance is not a reliable indicator 

of future performance. The price of the ETC may vary and does not offer a fixed income. The value of any investment 

may be affected by exchange rate and underlying price movements.  

This document may contain forward looking statements including statements regarding our belief or current 

expectations with regards to the performance of certain assets classes. Forward looking statements are subject to 

certain risks, uncertainties and assumptions. There can be no assurance that such statements will be accurate and 

actual results could differ materially from those anticipated in such statements. Therefore, readers are cautioned not 

to place undue reliance on these forward-looking statements.  

The content of this document does not constitute investment advice nor an offer for sale nor a solicitation of an offer 

to buy any product or make any investment. An investment in an ETC is dependent on the performance of the 

underlying cryptocurrency, less costs, but it is not expected to match that performance precisely. ETCs involve 

numerous risks including among others, general market risks relating to underlying adverse price movements and 

currency, liquidity, operational, legal and regulatory risks.  

file:///C:/Users/Charley/Dropbox%20(HAN%20ETF)/Shared/Marketing/Marketing/5_CBDX/Content%20&%20Insights/Monthly%20Reports/www.hanetf.com
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The information contained on this document is not, and under no circumstances is to be construed as, an 

advertisement or any other step in furtherance of a public offering of shares in the United States or any province or 

territory thereof, where none of the Issuers or their products are authorised or registered for distribution and where 

no prospectus of any of the Issuers has been filed with any securities commission or regulatory authority. No 

document or information on this document should be taken, transmitted or distributed (directly or indirectly) into 

the United States. HANetf ETC Securities plc, nor any securities issued by it, have been or will be registered under the 

United States Securities Act of 1933 or the Investment Company Act of 1940 or qualified under any applicable state 

securities statutes.  

The ETCs discussed on this document are issued by ETC Issuance GmbH, a  limited liability company incorporated 

under the laws of the Federal Republic of Germany, issuing under the terms in the Prospectus approved by the 

Bundesanstalt für Finanzdienstleistungsaufsicht ("BaFin") on [17th] April  2020 and the final terms (“Prospectus”). 

Investors should read the Prospectus before investing and should refer to the section of the Prospectus entitled ‘Risk 

Factors’ for further details of risks associated with an investment in the ETC’s. Any decision to invest should be based 

on the information contained in the Issue Documentation. 

The decision and amount to invest should take into consideration your specific circumstances after seeking 

independent investment, tax and legal advice. 


