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Thematic Investing: 
Portfolio Implications & Allocation Considerations 

Executive Summary 
 Traditional, market capitalisation weighted benchmarks overexpose investors to yesterday’s 

winners, and underexpose them to future drivers of growth. 

 Incorporating dedicated thematic exposure into a strategic asset allocation framework can 
better “future-proof” investor portfolios. 

 The key considerations for standalone thematic exposures include theme identification, 
sustainability and investability. 

 Assessing thematic managers is nuanced and should focus on the rigour of the process and 
commitment to the theme. 

 Thematic managers should be judged against generic global equity indices, but this 
assessment can only be valid if done over a minimum of five years. 

The Case For Thematic Investing 
Traditional equity benchmarks, by nature of being market capitalisation weighted, are backward 
looking. They inflate exposure to companies that have performed well historically, irrespective 
of their alignment to future growth, and often underrepresent those companies poised to benefit 
from such themes.  

Take, for example, the rapid industrialisation seen across many emerging markets in the 
2000s. This underpinned a commodity super cycle, buoying the stock prices and hence 
benchmark weights of many commodity related companies and countries. For context, at peak 
in mid-2008, commodities represented almost 25% of global equity markets; today they 
represent just 8% having seen their value fall by roughly one-third in that time. In contrast, over 
the same period, technology and internet related stocks have returned almost 300% and 
represent almost 23% of global benchmarks, having been just 10% in 20081. 
  



 

 Thematic Investing: A Strategic Asset Allocation Framework 
  

 
 
 

 
FOR CLIENT USE - NOT FOR FURTHER USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC. 
 

 Goldman Sachs Asset Management | 2 
 

Weight of commodity and technology stocks in global equity markets1 

 
The purpose of this example is not to state the obvious by suggesting investors would have 
benefited from owning tech stocks in lieu of commodity related companies. Rather, it is to 
highlight the fact that long-term growth themes – in this case the rapid advancement in 
technological capabilities and the rise of the digital economy – can drive superior outcomes  
for investors. 

The basis for this statement is worth reinforcing. The reason such secular growth themes drive 
superior outcomes for equity investors is because, over the long run, equity returns are dictated 
by earnings. Multiples and currencies may influence outcomes over shorter periods, but being on 
the right side of growth and disruption is a critical driver of success over time. As is shown in the 
chart below, this is why companies aligned to key secular growth themes have performed so 
strongly, whereas those that have had their business models disrupted have lagged severely. 

Disruptors versus disrupted: Decomposition of S&P 500 Performance2 

 
  

 
 
1 Source: FactSet, MSCI, GSAM Calculations, as of 31-Mar-20. Commodities is shown for the MSCI AC World Energy & MSCI AC 

World Materials indices. IT/Internet is shown for the MSCI AC World Technology & MSCI AC World Internet & Direct Marketing 
Retail indices. 

2 Source: GSAM, Factset. As of June 2020. Universes based on proprietary views of GSAM Fundamental Equity team.  
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Embedding Thematic Exposure Into A Strategic Asset  
Allocation Framework  
In order to “future-proof” portfolios, investors must be positioned to capture future drivers of 
growth and earnings. To achieve this, we strongly advocate for the inclusion of a dedicated 
allocation to thematic strategies via a “core-satellite” approach.  

This is highlighted in the chart below, which compares the risk and return profiles of equity 
portfolios with varying levels of thematic exposure3. In short, carving out a dedicated exposure 
to key megatrends like technological advancement, environmental sustainability and socio-
demographic change would have enhanced absolute returns. However, the addition of 
thematic strategies can also, to a point, improve risk-adjusted returns as targeting those 
companies driving change and avoiding those being disrupted acts as a diversifying 
characteristic within an overall portfolio.  

Risk and return profile of varying thematic exposure (Aug 2013 to Feb 2020)2 

 
There are some obvious caveats we need to make around these assertions. Firstly, we are 
using historic performance to calculate the risk and return characteristics of these different 
portfolios. That does not invalidate the conclusion that thematic exposure can be valuable, but 
it is a reminder that the success of thematic strategies will be a function of whether the theme 
was correctly identified. We would argue that many of those we have included – for example, 
technological advancement, millennial consumer behaviour and environmental sustainability – 
should continue to be relevant over the coming decade, but to extent any become obsolete 
they should be removed, in the same way new ideas must be incorporated.  

  

 
3 In order to run these calculations, we have created a simple, equal weighted thematic portfolio that captures generic exposures to 

a number of the key megatrends we have previously identified. These include the following GSAM and/or Motif themes: Data-
Driven World, Manufacturing Revolution, Finance Reimagined, Human Evolution, New Age Consumer, Clean Energy, Resource 
Efficiency, Water Sustainability, Circular Economy and Sustainable Consumption & Production. Source: GSAM, as of 29-Feb-20. 
The market cap weighted portfolio is shown for the MSCI AC World Index. Past performance does not guarantee future 
results, which may vary. 
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Secondly, for the vast majority of institutional investors, there are other considerations outside 
of absolute risk and return. This may be related to cost – actively managed thematic portfolios 
should exhibit higher fees than market cap weighted passive solutions – or the comfort 
deviating substantially from traditional market cap weighted benchmarks. On this latter point, 
the chart below shows the annualised excess return and implied tracking error for the same 
blended market cap and thematic portfolios.  

Risk and return profile of varying thematic exposure (Aug 2013 to Feb 2020)4 

 
Clearly, very few investors, especially those who are judged on overall portfolio performance 
annually, will be able tolerate such high deviations. However, a small thematic allocation, for 
example ten or twenty percent of overall equity exposure, can still help. It can provide a highly 
active and deliberate way of embedding growth and future resilience into portfolios, making 
them an excellent foil for more conservative, or lower tracking error, core equity allocations.  

  

 
 
4 Source: GSAM, as of 29-Feb-20. Based on portfolios outlined on page 2 above. Past performance does not guarantee future 

results, which may vary. 
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Key Considerations When Selecting Themes 
The magnitude of the thematic allocation must, therefore, be a function of time frame and risk 
tolerance. The longer the time horizon, the greater the ability to tolerate deviations from 
benchmarks, and hence the higher the thematic allocation can be. 

In making allocations to thematic strategies there are, however, specific considerations that 
investors need to be aware of. Firstly, the entire premise of thematic investing is that we can identify 
future growth themes that can drive returns. As such, it is crucial that time is spent understanding 
and validating the credibility of the theme. Simplistically, “do I believe this is an enduring theme, or is 
there a risk it is a fad?”. That is not to suggest investors need to research every nuanced aspect of 
the theme or seek to identify new themes themselves – both are very much the responsibility of the 
underlying thematic manager. But, at a minimum, it is crucial investors engage with managers to 
understand their thinking and buy in to the themes they select. 

Very much related to this is the idea of theme sustainability. Given equity returns are 
underpinned by earnings growth only over the longer term, it is crucial the theme in question 
has the ability to endure through time. Not every theme is made equal, but those that have the 
ability to truly disrupt the prevailing status quo, and hence underpin earnings growth over the 
coming decades, should be the focus.  

A second key consideration relates to investability. While it may appear counterintuitive, given 
everything we have written thus far, a good theme may not always translate into a good 
investment. For example, some themes may not be easily accessed via public markets. Space 
travel, for instance, is an increasingly interesting theme, given the substantial growth prospects 
for commercial and private space travel. However, at this point, there are a limited number of 
companies involved in the industry, with the vast majority still privately owned.  

It is also important to understand the breadth of the theme. We would caution against overly 
narrow or constraining thematic solutions, regardless of perceived attractiveness of the theme. 
Too limited a universe of companies to invest in may result in managers being forced to buy 
companies with questionable practices or inflated valuations. Furthermore, with narrow themes, 
the likelihood that correlations between companies are high goes up, meaning the theme could 
have intolerable levels of volatility.  

One such example would be robotic automation – it is a transformational growth theme, but the 
underlying company set is limited and the majority are highly cyclical, resulting in elevated 
levels of volatility. As part of a broader universe of sub-themes it can, and should, be tolerable, 
but in isolation such narrow solutions could create challenges for investors.  

Assessing Thematic Managers 
The final challenge when considering a standalone thematic allocation is how to assess 
underlying managers.  

The premise of thematic investing is that by looking forward and identifying areas of secular 
growth you can outperform global equity markets over time. In that sense, the appropriate 
performance reference point for most thematic solutions should be generic global equities, i.e. 
the MSCI All Country World Index. If the theme is correctly identified, and the manager selects 
the right stocks aligned to the theme, it should allow the strategy to outperform over the long 
term. If either aspect fails, then it might not. 

However, a generic equity benchmark is, very clearly, not an appropriate reference point to 
judge manager success against over anything other than the long term – in reality a minimum 
of five years. That means the assessment of thematic managers has to be more nuanced. 
Waiting five years before investing may mean investors miss much of the initial growth in the 
theme, which would clearly be counterproductive.  
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To get over this issue, a simple starting point would be to understand the alpha generation 
track records of the team involved in more traditional equity portfolios. This can at least provide 
some context around their ability to identify attractive valued investment ideas. However, it is 
clearly not sufficient. Thematic investing is more nuanced and hence investors must also seek 
to understand the efforts the manager has gone to in order to understand the theme and how 
they are aligning their portfolio to it.  

This should start with a very clear definition of what the theme is they want to get access to, as 
well as outlining any underlying sub-themes. They should then have built a universe of 
applicable companies that fall into these relevant sub-themes, with some clear assessment 
around the level of exposure the company has to the theme, i.e. their purity5. This universe will 
need to be dynamic and adapt alongside the theme, but should be viewed as a prerequisite of 
a credible thematic process.  

Finally, investors should also assess the portfolio construction and risk management approach 
undertaken by the manager. Stock selection and position sizing must reflect upside, but it 
should also be underpinned by the level of exposure to the theme. Companies with lower purity 
should warrant lower position sizes. From a risk management perspective, managers should 
not be trying to overly constrain sector or country deviations from the benchmark, as that would 
undermine their ability to best capture the theme. Instead they should think about risk through 
more of an ‘absolute’ lens. Specifically, single stock contribution to portfolio risk and correlation 
between specific stocks.  

While none of these aspects can guarantee outperformance, they do provide a robust 
framework within which the manager can operate and be judged. This should allow them to 
maintain strong alignment to the theme through time, enhancing the probability of success in 
the process. 

Conclusion 
We believe dedicated exposure to key secular growth themes is critical. It can align portfolios 
to long term growth drivers and in the process help to protect them against disruption. This 
should be viewed as a critical component of an overall strategic asset allocation and is best 
achieved via a “core-satellite” approach with the overall exposure to thematic strategies 
determined by time horizon and risk tolerance.  

Identifying and assessing thematic managers is challenging. The focus should be placed on 
the rigour of the process, including theme and universe definition, and commitment and 
alignment the manager displays to the theme within the portfolio. If applied consistently this can 
support superior performance versus global equity markets over the long run.  
  

 
5 We are not suggesting there should be one uniform way of capturing ‘exposure’ or ‘purity’ and accept there will need to be 

qualitative parts to the assessment. However, at a minimum, it should be forward looking, tied to drivers of earnings growth and 
hence intrinsic value, and something the manager can clearly articulate for individual stocks, as well as the overall portfolio. The 
portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.  
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General Disclosures 
THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY 
PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR UNLAWFUL TO DO SO.  
Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control 
regulations in the countries of their citizenship, residence or domicile which might be relevant. 
The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.  
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, 
or hold any security. Views and opinions are current as of the date of this presentation and may be subject to change, they should 
not be construed as investment advice. 
This material is provided for educational purposes only and should not be construed as investment advice or an offer or solicitation 
to buy or sell securities.  
Goldman Sachs does not provide legal, tax or accounting advice to its clients. All investors are strongly urged to consult with their 
legal, tax, or accounting advisors regarding any potential transactions or investments. There is no assurance that the tax status or 
treatment of a proposed transaction or investment will continue in the future. Tax treatment or status may be changed by law or 
government action in the future or on a retroactive basis. Any reference to a specific company or security does not constitute a 
recommendation to buy, sell, hold or directly invest in the company or its securities. It should not be assumed that investment 
decisions made in the future will be profitable or will equal the performance of the securities discussed in this document. 
Past performance does not guarantee future results, which may vary. The value of investments and the income derived 
from investments will fluctuate and can go down as well as up. A loss of principal may occur. 
This material is provided at your request for informational purposes only. It is not an offer or solicitation to buy or sell any securities. 
Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation 
and are subject to change without notice.  These forecasts do not take into account the specific investment objectives, restrictions, 
tax and financial situation or other needs of any specific client.  Actual data will vary and may not be reflected here.  These 
forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be 
viewed as merely representative of a broad range of possible outcomes.  These forecasts are estimated, based on assumptions, 
and are subject to significant revision and may change materially as economic and market conditions change. Goldman Sachs has 
no obligation to provide updates or changes to these forecasts.  Case studies and examples are for illustrative purposes only. 
The Global Industry Classification Standard (GICS) was developed by and is the exclusive property and a service mark of Morgan 
Stanley Capital International Inc. (MSCI) and Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. (S&P) and is 
licensed for use by Goldman Sachs. Neither MSCI, S&P nor any other party involved in making or compiling the GICS or any 
GICS classifications makes any express or implied warranties or representations with respect to such standard or classification (or 
the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, 
completeness, merchantability or fitness for a particular purpose with respect to any of such standard or classification. Without 
limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling 
the GICS or any GICS classifications have any liability for any direct, indirect, special, punitive, consequential or any other 
damages (including lost profits) even if notified of the possibility of such damages. 
Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, 
completeness or fairness.  We have relied upon and assumed without independent verification, the accuracy and completeness of 
all information available from public sources. Prospective investors should inform themselves as to any applicable legal 
requirements and taxation and exchange control regulations in the countries of their citizenship, residence or domicile which might 
be relevant.  
References to indices, benchmarks or other measures of relative market performance over a specified period of time are provided 
for your information only and do not imply that the portfolio will achieve similar results. The index composition may not reflect the 
manner in which a portfolio is constructed.  While an adviser seeks to design a portfolio which reflects appropriate risk and return 
features, portfolio characteristics may deviate from those of the benchmark. 
This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political 
conditions and should not be construed as research or investment advice. This material has been prepared by GSAM and is not 
financial research nor a product of Goldman Sachs Global Investment Research (GIR).  It was not prepared in compliance with 
applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on 
trading following the distribution of financial research. The views and opinions expressed may differ from those of Goldman Sachs 
Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates.  Investors are urged to consult 
with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no 
obligation to provide any updates or changes.  
Capital is at risk. 
United Kingdom and European Economic Area (EEA): In the United Kingdom, this material is a financial promotion and has 
been approved by Goldman Sachs Asset Management International, which is authorized and regulated in the United Kingdom by 
the Financial Conduct Authority.  
Confidentiality 
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any 
means, or (ii) distributed to any person that is not an employee, officer, director, or authorized agent of the recipient.  
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