Interview with the Developer: Sebastian Alber

Sebastian, you have been working
on the Pricing Power idea over the
last few months, what is it all
about?

This is a new index concept we have
been working on, which focuses on
selecting companies that display
strong pricing power. That means
these companies have the ability to
dictate pricing for their products and
are hence less dependent on general
(adverse) economic circumstances,
because they are better positioned to
protect their profit margins from
demand shocks or increases in raw
material costs in times of inflation.

Can you explain how companies can
achieve strong pricing power?

Sure, there are multiple sources of
pricing power. A strong brand is a great
indicator, as are unique products or
product features through continuous
innovation or a strong control of supply
chains.

As we are putting this into an index,
we must measure the pricing power
somehow, how did you solve that?

This is where the product design kicks
in. We have developed a unigque
approach that uses multiple input
factors that are equally weighted to
create a single pricing power metric
that still considers the different
potential sources of pricing power. We
use 6 input factors for this: Profit
Margin, Profit Margin Growth, Profit
Margin Variability, Quality Factor
Exposure, Input Cost Sensitivity , and
finally total Sales.

That was a lot of information to
digest, can you break that down a bit
further?

Sure, effectively we are trying to
determine if the company can

consistently maintain a high profit
margin. That is what all the profit
margin related scores and the quality
factor exposure are for. Additionally,
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we look at how input cost sensitive a
company is, as this is another
important source of pricing power and
finally, we look at the total sales to
ensure that the pricing power is
applicable to a sufficiently large
business to be relevant.

How does that differentiate from
other pricing power or business
model related approaches in the
market?

What makes our approach unigue is
that we use a blended score that
allows us to capture the various
aspects of pricing power as well as
focus on the consistency aspect of the
profit margin. Most other approaches
out there tend to use current profit
margins as the key selection metric
which — while important — does not
wholistically cover all aspects of
pricing power.

Maybe you can give an example to
illustrate this?

One company that shows this quite
well is Apple. Apple is not only the
largest company by market cap in the
world, it also has strong pricing power
as most of us have probably

experienced with Apple hardware
consistently pricing above competitive
offerings with similar technical specs.

This pricing power is clearly built on a
strong brand as well as innovation and
seems obvious. However, if we go
simply by the profit margin metric,
Apple ranks around rank 500 globally
and would not be selected into an index
of the top names. Using the blended
approach Apple comes out at number
10 and is a key component in our new
index.

As a closing statement, why should
investors take a closer look at the
pricing power theme?

| would say that if | had the choice
between two companies to invest in, |
would always pick the one with the
higher pricing power, regardless of the
economic environment, inflation, or
geopolitical uncertainties. Given that
we have plenty of these going on now,
looking at an index comprised of the
companies with the highest pricing
power using a blended metric makes
all the sense in the world to me.




Disclaimer

Solactive AG does not offer any explicit or implicit guarantee or assurance either with regard to the
results of using an Index and/or the concepts presented in this paper or in any other respect. There is no
obligation for Solactive AG - irrespective of possible obligations to issuers - to advise third parties,
including investors and/or financial intermediaries, of any errors in an Index. This publication by Solactive
AG is no recommendation for capital investment and does not contain any assurance or opinion of
Solactive AG regarding a possible investment in a financial instrument based on any Index or the Index
concept contained herein. The information in this document does not constitute tax, legal or investment
advice and is not intended as a recommendation for buying or selling securities. The information and
opinions contained in this document have been obtained from public sources believed to be reliable, but
no representation or warranty, express or implied, is made that such information is accurate or complete
and it should not be relied upon as such. Solactive AG and all other companies mentioned in this
document will not be responsible for the consequences of reliance upon any opinion or statement
contained herein or for any omission.
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