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   I skate to where the puck is going to be, not where it has been  

 

 Wayne Gretzky, Professional Ice Hockey Player, and Coach 

IN A NUTSHELL 
 

 

 Thematic investing looks at equity markets in a different way  

sectors), nor according to fundamental, statistical, or macro metrics (like factors), but with an eye on how an economy 

may evolve in the future. 

 Since many themes involve portfolios of stocks that a well-diversified investor likely already holds, the financial merit of 

thematic investing is not in diversification, but in overweighting exposures in a sensible way to perceived alpha-

generating companies. 

 Investors need to think carefully about where thematic investing sits within the tactical and strategic spectrum. Many 

We argue themes sit somewhere 

in the middle. 

 

Slicing and Dicing in the Securities Kitchen 

There are many ways to categorize, and carve up, an 

equity market. Perhaps the one that investors are most 

familiar with is to allocate stocks into one of the 11 sectors 

created by MSCI and S&P. These sectors examine a 

accordingly to one sector, which, when combined, revert 

exclusive,  

Sectors are intuitive to understand, and the idea that their 

performance will differ according to where the economy 

is in the business cycle is a well-known feature, and 

investment strategy . 

Another common way to split-up stocks is according to 

,  with perhaps the most common delineation 

,  ,  

firms will define these differently, but, often, value implies 

a stock that is cheap versus some accounting metric, and 

growth implies the opposite (with blend of course 

somewhere in the middle). 

just one moving scale (i.e. a higher or 

lower value metric) then companies are likely to only be 

able to sit within one of these categories, but, if value and 

growth are defined in different, but not opposite, ways, or, 

if more than one factor is introduced, then one company 

can find itself labelled in two or more ways (i.e. you might 

have one company that is in both value and growth 

segments, or exhibits both value and momentum 

characteristics). The point is that mutual exclusivity is 

now no longer a requirement, but the classification is no 

less valid as a result. 
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Figure 1: Some Characteristics, Definitions, and Uses of Sectors, Themes, and Factors  

 

 

Source: DWS 

Our view is that thematic investing simply represents 

another interesting way in which to slice up equity 

markets. It has similarities to the sector approach in that, 

often, though not always, the companies are broadly 

involved in a similar economic activity, but it differs 

because, like the factor approach, one company can 

appear in more than one thematic idea (and many 

companies can appear in none). 

In the sector case, delineation might be a question of both 

convenience (it helps to easily slot a company into a 

relevant sleeve), and/or a goal of outperformance (alpha 

may accrue to those best placed to both predict the 

business cycle, and to understand the sectors likely to 

thrive in that phase). In the factor case, the argument is 

somewhat similar, but longer run. Academics have 

argued, by citing empirical evidence, that persistent 

exposures to certain factors could lead to long-run 

outperformance, and, additionally, being able to 

categorize a company in terms of its value score (or 

according to some other statistical metric) is a useful tool 

n profile. 

What then is the argument for the thematic method of 

carving up markets. One that in some ways sits between 

sector and factor approaches, and in some ways, retains 

elements of both. The Venn Diagram in Figure 1 shows our 

way of capturing these differences succinctly. 

Shifting the Mindset 

In addition to the different way that thematic investing 

categorizes each stock, there are two further related shifts 

in mindset that investors will have to consider with 

themes (analogous to the same way that factors imposed 

a shift from a largely qualitative process, to a more 

quantitative one). 

The Economy of Tomorrow 

The first shift is to recognize that the reason for slicing the 

market differently is to capture a novel investment thesis 

 that the economy will be significantly influenced by the 

theme in the future, and that the capital markets will 

eventually price in that influence. So, for example, 

someone investing in a semiconductor theme (disclosure: 

DWS offers such funds) should believe that the economy 

will evolve in a way that makes the design, manufacture, 

and supply of semiconductors very relevant, indeed more 

relevant than the market is likely pricing in today (hence 

). 

The idea is not so much that the themes are critical in 

 economy, but that they will be even more critical 

or pervasive in the future economy. Effectively thematic 

investors have an option that allows them to exercise their 

judgement of the way the economy may evolve, and they 

can tailor that view in contrast to the 

represented by broad equity markets. 

 
— Stocks can either be in the 

same sector, or span mul-

tiple sectors 

— The themes align with a   

compelling trend, e.g., by 

revenue 

— Themes need time to 

work, but can t outperform 

forever 

 
— Stocks can have more than 

one factor exposure 

— The factors are defined by 

macro, fundamental, or sta-

tistical metrics 

— Factors are used strategi-

cally and need a very long 

investment horizon 

 
— Stocks are assigned to 

one sector, and are 

strictly mutually exclu-

sive 

— The sectors are catego-

rized by business activity 

— Sectors are used tacti-

cally in sector rotation 

strategies  
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This last point is subtle, but important. Many investors will 

be content to believe that equity markets are fairly 

representing a future economy today (in the sense that 

any future growth is already accurately priced in), many 

will believe that through fundamental, technical, or 

quantitative analysis they (or the stewards of capital they 

trust) can pick specific winning companies that are 

expected to outperform. Thematic investors are slightly at 

odds with both camps, believing both that certain trends 

will be more relevant in the future than priced in today, 

and that implementing that view via investing in a broader 

group of companies is preferable to picking a specific 

stock (our view is that there is merit to all these 

approaches, if done properly  and the devil is in the 

details of that last  crucial  proviso!). 

Is I Is It Tactical?  
No, I  

The second shift in mindset follows directly from the first, 

thematic investing is likely to play out over a timeframe 

that is too long to be useful for Tactical Asset Allocation 

(TAA). Opinions will differ over the specific definition of 

,  but a ballpark of less 

than two years is probably a reasonable starting point, 

and we believe that most themes are not trying to capture 

such short-run dynamics. Of course, this is more art than 

investors should try to capture with themes, concerning 

themselves less with day-to-day 

developments. 

Of course, having said that, we need to consider the end 

of the timeframe too. The idea behind factor investing is 

that there are long run alpha generators that investors can 

harvest without an end date in sight. They are not said to 

work all the time of course, and indeed can detract from 

performance for years, or even decades, but, for those 

investors with extremely long horizons, they might be of 

interest. In contrast to this we 

investing can, or will, always outperform (assuming it 

even does outperform). 

And the reason for this is that, just as an investor believes 

they should probably accept that one day this condition 

 

 
1 Solactive Cyber Security ESG Screened Index, Solactive Semicon-
ductor ESG Screened Index, and Solactive United States Green Infra-
structure ESG Screened Index 

will go away, i.e., that there will be some sort of 

there are at least two economic rationales for this. One is 

that outperformance should attract other investors who 

will bid up prices and lower expected returns to align with 

the rest of the market more closely. And the other is 

simply that no company, or portfolio, can outgrow the 

market (of which ultimately it is a component) forever. 

Why not? Well, if we reductio ad absurdum that idea, we 

would end up with the company or theme becoming the 

whole ma

returns would be the same. So, the bottom line is that 

investors should think hard about what they are trying to 

achieve with their thematic allocations, and, in addition to 

the decision to buy, should think carefully about what, for 

them, would represent the right time to sell. 

This Final Section May Bring You to TEαρs 
(Tears) 

tracking error (TE), alpha (α), correlation (the Greek letter 

ρ, or rho, indicates correlation), and volatility (the Greek 

letter sigma is used for volatility) of thematic investing 

should further help investors to put more context around 

these strategies, and to draw some important conclusions 

about their fit in the portfolio. 

Tracking Error and Alpha 

Figure 2 shows the tracking error (TE) that would result 

when various weightings of three thematic indexes 

(Cybersecurity, Semiconductors, and Green 

Infrastructure1, on which, again, DWS offers funds) are 

blended with a holding in the S&P 500. So, for example, if 

one switched from 100% in the S&P 500 to 94% S&P 500 

and 2% in each of these three themes, then around 0.8% 

of tracking error would result in the portfolio. Two points 

stand out to us. Firstly, the tracking error is relatively low 

because these represent allocations to some equities that 

are already in the broad index (though not all, two of the 

themes are global in scope and so hold stocks outside the 

S&P 500). Secondly, note that the tracking error increases 

linearly with the weight allocated to the thematic  so, 

doubling the allocations, doubles the TE. 

Of course, tracking error is usually regarded as an unwan- 
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Figure 2: The Volatilities and Tracking Errors of Some Blended Market and Thematic* Portfolios (annualized numbers, 

based on monthly returns from 06/17 to 07/23) 
 

S&P 500 Weight 100% 97% 94% 91% 88% 85% 82% 79% 76% 73% 70% 

Thematics Weight (per Thematic) 0% 1% 2% 3% 4% 5% 6% 7% 8% 9% 10% 

Volatility (% annualised) 17.2% 17.3% 17.4% 17.6% 17.7 17.8% 18.0% 18.1% 18.3% 18.4% 18.6% 

Tracking Error (vs S&P 500) 0.0% 0.4% 0.8% 1.2% 1.6% 2.0% 2.4% 2.9% 3.3% 3.7% 4.1% 

Source: Bloomberg, DWS as of October 2023. * Thematics represent stocks included in Solactive Cyber Security ESG Screened Index, Solactive 
Semiconductor ESG Screened Index, and Solactive United States Green Infrastructure ESG Screened Index as of October 2022. 

ted outcome, so it begs the question of what return is 

needed to justify this additional risk. This will depend on 

several assumptions that will vary from investor to 

investor, but one way of thinking about this would be to 

calculate a Sharpe ratio (excess return per unit of risk), or 

some other risk-adjusted return forecast for the portfolio 

with, and without, the allocation to the thematic. There 

must then be a return assumption for the thematic portion 

,  above which the 

profile of the portfolio improves, and, below which, the 

thematic do not justify their place in the portfolio. By way 

of example, if one assumed an 8% expected return for the 

market portfolio, and looked at total return per unit of risk, 

then, for the same 6% allocation to thematic, one would 

need them to return 9.5% or more to justify their inclusion 

(i.e., to improve the risk-adjusted return). 

Correlation 

In the analysis that we ran on the correlation between 

these same three themes and the broader market, we can 

scotch one idea, and that is that these allocations are 

useful as diversifiers (reducers of overall risk). The fact is 

that, despite having correlations of less than one, not all 

assets reduce risk. There are two competing forces 

tussling in the portfolio, the lower correlation, but also the 

starting volatility of the addition. In this case the latter 

disbenefit outweighs the former advantage, meaning that 

total portfolio risk goes up slightly (Figure 2 also has these 

details). Import

for all thematics. There may be some that reduce risk, but 

not these. Hence the need for the mind shift belief that we 

discuss above. Some themes are only justified if the 

investor believes that these themes will play a more 

important role in the future (and hence outperform the 

broader market). 

Volatility 

We have discussed the overall portfolio volatility of 

thematic and market blends above, but another important 

aspect of risk is that of single stock positions versus 

baskets of securities. To consider this, we present in 

Figure 3 the risks of the 48 stocks which, at the time of 

writing, made up the Solactive United States Green 

Infrastructure ESG Screened Index, along with the risk of 

the whole basket of stocks (i.e., the index). This is labelled 

as the 31st security since all the stocks, along with the 

basket have been ranked in terms of total risk along the x-

axis (becoming less risky as one moves to the right). 

The distinction between the colors is that the blue portion 

of each line represents the systematic (i.e., non-

diversifiable) risk to the index, and the orange portion 

represents the idiosyncratic (i.e., diversifiable) risk. 

A few features stand out. Firstly, note that the index itself 

(at position 31) has no idiosyncratic risk. This makes sense, 

and is by design, since we are defining Infrastructure 

market risk as the systematic component here. Secondly, 

note that for every other holding of single stock, investors 

would find themselves exposed to company specific risks, 

for which they can expect no commensurate return. This 

is standard financial theory to be sure, but applied to the 

world of thematic, where we are simply pointing out that 

expressing a view on Infrastructure via a single stock 

holding leaves an investor exposed to a significant 

amount of stock-specific risk that is both hard to eliminate, 

and uncompensated. For those that are very sure of their 

analysis this may be acceptable, but for those that 

-  approach in the 

spirit that we described above (with an eye on the future), 

then company specific risk may be an unintended, or 

wanted, consequence. 
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Figure 3: The Risk Breakdown of Stocks in Solactive United States Green Infrastructure ESG Screened Index into 

Their Systematic and Idiosyncratic Components (weekly returns, 07/22  06/23) 

 

 

Source: Bloomberg, DWS as of October 2023. 

Conclusions 

Thematic investing represents a relatively new way of 

carving up equity markets, and, as such, requires 

investors to think carefully about several issues. Amongst 

these are: 

 Whether the thematic accords with their view of how 

the economy, and the stock market, will develop in the 

future.  

 The timing of the exposure  we argue that thematics 

are not tactical in nature, but nor can they be expected 

to outperform forever. 

 The impact that the thematic will have on the portfolio, 

in terms of tracking error and volatility. The three 

thematics that we examined in this paper did not play 

the role of diversifiers (in the sense that allocations 

blended with the S&P 500 tended to slightly increase 

risk), though that may not be true of all thematics. 

 The potential advantage that thematic approaches 

have over single stock exposures. Expressing a 

thematic view via holdings in one, or just a few, single 

stock positions, runs the risk of company specific 

exposures for which investors are not compensated. 

Thematics typically contain several holdings, and that 

idiosyncratic risk tends to diversify away as a result. 

Investors will still have significant other risks though, 

including market risk, and, of course, risk to the theme 

itself. 
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Important information  For EMEA, APAC & LATAM 
DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering products or services are specified in the 
relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and employees (coll
good faith and on the following basis. 
 
This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a transaction and should not be treated as 
investment advice. 
 
This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations requiring the impartiality of financial analysis 
or prohibiting trading prior to the publication of a financial analysis. 
 
This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical 
performance analysis. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking statements. Past performance is no guarantee of 
future results. 
 
The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness or fairness of such information. All third 
party data is copyrighted by and proprietary to the provider. DWS has no obligation to update, modify or amend this document or to otherwise notify the recipient in the event that any 
matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. 
 
Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents. 
 
No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of assumptions which may not prove valid. 
 
DWS does not give taxation or legal advice.  
 

 
 
This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, 
including the United States, where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any registration or licensing 
requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to 
observe, such restrictions. 
 
For institutional / professional investors in Taiwan: 
This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income from it will fluctuate and investors may not 
get back the principal invested. Past performance is not indicative of future performance. This is a marketing communication. It is for informational purposes only. This document does 
not constitute investment advice or a recommendation to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views 
and opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of publication. Certain data used are derived from 
various sources believed to be reliable, but the accuracy or completeness of the data is not guaranteed and no liability is assumed for any direct or consequential losses arising from their 
use. The duplication, publication, extraction or transmission of the contents, irrespective of the form, is not permitted. 
 
© 2023 DWS Investment GmbH 
 
Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority. 
© 2023 DWS Investments UK Limited 
 
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by the Securities and Futures Commission. 
© 2023 DWS Investments Hong Kong Limited 
 
In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the Monetary Authority of Singapore. 
© 2023 DWS Investments Singapore Limited 
 
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this document has not been reviewed by the Australian 
Securities and Investments Commission. 
© 2023 DWS Investments Australia Limited 

Important information  For North America 
The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment products, or DWS Investment Management 
Americas Inc. and RREEF America L.L.C., which offer advisory services. 
 
This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before making an investment decision, investors 
need to consider, with or without the assistance of an investment adviser, whether the investments and strategies described or provided by DWS, are appropriate, in light of their particular 
investment needs, objectives and financial circumstances. Furthermore, this document is for information/discussion purposes only and does not and is not intended to constitute an offer, 
recommendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any security, or other instrument, or for DWS to enter into or arrange any type of 
transaction as a consequence of any information contained herein and should not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide 
legal, tax or accounting advice. This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law, of the transaction or 
matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for the purposes of avoiding any U.S. federal tax penalties. The recipient 
of this communication should seek advice from an independent tax advisor regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are 
not guaranteed, unless specified. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or 
fairness, and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our judgment on the date of this report, are subject to change 
without notice and involve a number of assumptions which may not prove valid. 
 
Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment and loss of income and principal invested. The 
value of investments can fall as well as rise and you may not recover the amount originally invested at any point in time. Furthermore, substantial fluctuations of the value of the investment 
are possible even over short periods of time. Further, investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic relations, 
limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets. Additionally, investments denominated in an alternative 
currency will be subject to currency risk, changes in exchange rates which may have an adverse effect on the value, price or income of the investment. This document does not identify 
all the risks (direct and indirect) or other considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to the 
detailed provisions, including risk considerations, contained in the Offering Documents. When making an investment decision, you should rely on the final documentation relating to the 
investment and not the summary contained in this document. 
 
This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical 

al. Forward looking statements involve significant elements 
of subjective judgments and analyses and changes thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual 
results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness or completeness of such forward looking 
statements or to any other financial information contained herein. We assume no responsibility to advise the recipients of this document with regard to changes in our views. 
 
No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives will be achieved. Any securities or financial 

 specifically noted, and are not guaranteed by or obligations of DWS or its 
affiliates. We or our affiliates or persons associated with us may act upon or use material in this report prior to publication. DB may engage in transactions in a manner inconsistent with 
the views discussed herein. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of DWS. This document may not be reproduced 
or circulated without our written authority. The manner of circulation and distribution of this document may be restricted by law or regulation in certain countries. This document is not 
directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United 
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States, where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any registration or licensing requirement within such 
jurisdiction not currently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions. 
 
Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future performance. Further information is available 

der. 
 
For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of the securities described herein 
and any representation to the contrary is an offence. This document is intended for discussion purposes only and does not create any legally binding obligations on the part of DWS Group. 
Without limitation, this document does not constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you should 
rely solely on the final documentation relating to the transaction you are considering, and not the [document  may need to identify] contained herein. DWS Group is not acting as your 
financial adviser or in any other fiduciary capacity with respect to any transaction presented to you. Any transaction(s) or products(s) mentioned herein may not be appropriate for all 
investors and before entering into any transaction you should take steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the 
appropriateness of the transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transaction. You should also 
consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction with DWS Group you do so in reliance on your own judgment. The 
information contained in this document is based on material we believe to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, 
estimates and opinions contained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections are based on a 
number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved. Past performance is not a guarantee of future results. The 
distribution of this document and availability of these products and services in certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, 
without our express written permission. 
 
For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only in compliance with the provisions of the 
Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Additionally, non-Bermudian persons (including companies) may not carry on or engage 
in any trade or business in Bermuda unless such persons are permitted to do so under applicable Bermuda legislation. 
 
Environmental, social, and governance (ESG) criteria are a set of st
(how a company performs as a steward of nature); Social (how a company manages relationships with employees, suppliers, customers, and c
leadership, executive pay, shareholder rights, etc). 
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