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MONTHLY COMMENTARY

TICKER: HERO (Hedged)

MACROECONOMIC HIGHLIGHTS:

The Evolve E-Gaming Index ETF (HERO) returned over 42% net to investors year-to-date, having 
outperformed most major indices, including:
• S&P 500 Index by +39%; 
• Nasdaq 100 Index by +14%; 
• MSCI World Index by +44%.

The global eGaming or video game industry, as it is commonly referred, is expected to grow to 
over $159 billion in 2020 and forecast to exceed $200 billion in revenue by 2023. In comparison, the 
global film and music industries combined equate to $60 billion.

In Q3 the global PC gamer base remained on average 20% larger than pre-Covid levels.Mobile-
game sales growth in key regions such as Japan and the U.S. has remained strong through 3Q, 
reflecting a continued Covid tailwind.

This trend should continue as online game companies are expected to post longer-term sales 
growth through the remainder of 2020, aided by a continued tailwind of engagement and 
spending from social distancing efforts to combat the global spread of the coronavirus.

There was a 75% increase in video game usage during peak hours since the quarantine began 
in early March 2020. It is expected that one-third of the newly acquired gamers will continue to  
remain post-Covid, making the market structurally larger than pre-Covid levels and supporting 
higher sales for the largest developers. The boost may continue to disproportionately aid the 
largest live titles and developers, including Activision, Electronic Arts, Take-Two, Ubisoft.

Upcoming new releases, new consoles from Microsoft and Sony and some successful new titles 
especially for mobile devices – as well as a continued social distancing could fuel gains within the 
industry.

Driving high-margin growth in digital revenue, the game makers have outperformed global 
tech stocks, the Bloomberg Intelligence global video-game valuation peer group rose 1.4% in 
September, outperforming the Nasdaq Composite Index’s decline of 5.2%. The global video-game 
valuation peer group is currently trading at a 27.7% discount to the Nasdaq.

Your investments should too.
The world is evolving.
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Some highlighted holdings within the portfolio, include:
 
Activision Blizzard (Nasdaq: ATVI) Strong 2H20 results are expected to carry into 2021, as new releases 
help fuel further sales gains. Engagement and revenue from virus-induced social distancing 
measures is helping to sustain outsized growth in key live services titles through 3Q and into 4Q, 
while the annual refresh of Call of Duty and the release of the next World of Warcraft expansion in 
4Q will further gains. This bodes well for 2021 and beyond, when the company’s pipeline of new titles 
including Diablo 4 and Overwatch 2 can provide additional growth levers. Activision’s margins can 
also keep expanding amid rising digital revenue, especially from in-game content, fueling earnings 
expansion faster than sales. 

Sea Limited (NYSE: SE) Strong gaming and e-commerce trends continued in 3Q. The shares have 
more than quadrupled so far in 2020 and nearly 60% in 3Q, amid strong gaming and e-commerce 
traction during social distancing to combat the global spread of the coronavirus. Strengthening 
market share should benefit disproportionately  from a more-rapid adoption of digital services in 
Southeast Asia.

Zynga (Nasdaq: ZNGA) The company is expected to keep executing at a high level through the 
remainder of 2020 and well into 2021, as its foundational Forever Franchises continue to post steady 
growth while new releases contribute to revenue and acquisitions at good valuations to further 
bolster the top line. Zynga still has ample cash, capacity to take on debt and can continue to issue 
equity for acquisitions to continue expanding its development capabilities and portfolio of Forever 
Franchises.

Commissions, management fees and expenses all may be associated with exchange traded mutual funds (ETFs). 
Please read the prospectus before investing. ETFs are not guaranteed, their values change frequently and past 
performance may not be repeated. There are risks involved with investing in ETFs. Please read the prospectus for a 
complete description of risks relevant to the ETF. Investors may incur customary brokerage commissions in buying or 
selling ETF units.

DISCLAIMER:

SOURCE: Bloomberg, Verizon, The Hollywood Reporter


