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Thematic investing has seen a notable increase in popularity in the past few years. 
Thematic fund assets under management (AUM) reached $806 billion at the end of 
the 2021, increasing its share of total equity-fund AUM to 2.7% (Figure 1)1. This is 
a significant trend in the market, one to which we believe all investors should pay 
attention. In our view, thematic investing has a place in the future quantitative-
investment landscape.

Themes can capture a unique perspective on companies that traditional sector or other 
groupings may not. With themes transcending sector and industry boundaries, thematic 
investing can allow us to capture salient trends in areas in which we have conviction. 
With advancements in data and analytic techniques, we believe that there are rich 
opportunities in thematic investing that we can harvest – but also challenges.

In this paper, we will give an overview of the evolution of thematic investing and its 
theory, before discussing how we address three primary issues relating to thematic 
investing from a quantitative perspective. These are: how to identify themes; how to 
select the optimal exposure to an identified theme; and how to gauge whether it is too 
late to allocate to a theme. In each, we think quantitative approaches can help along 
the thematic investment process. 

Figure 1. Global Thematic Fund AUM
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Source: Morningstar; as of 31 December 2021.

Evolution of Thematic Investing
The recent surge in thematic investing popularity does not mean it is a new 
phenomenon. The first modern thematic fund can actually be traced back to 1948, 
when Television Shares Management launched “The Television Fund”.2 

Subsequently, popular themes or ways to group stocks together continued to 
evolve, including the Nifty Fifty in the 1960s-70s and style-box investing and sector 
classifications in the 1980s-90s. In the 2000s, we can recall the prominent example of 
the tech bubble, with the fall of companies such as Pets.com. Moving to the 2010s, 
we believe that innovation in data and techniques began to set the stage to invest 
systematically in a thematic way. New data allowed us to understand companies 
beyond their traditional sector and region classifications. For instance, supply-chain 
data show how companies are linked to their suppliers and customers. Geo-revenue 
data illustrate how companies operate across many regions. These advancements in 
data sources allow us to model companies in networks. 

We believe themes today can be thought of as generalised networks at scale. In a 
traditional sector classification system, companies belong to one sector and there 
are no direct connections across sectors, as illustrated in the left plot of Figure 2. 
However, viewing companies through a thematic lens, we can see that themes are 
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1. Choy, Jackie, et al. “Morningstar Global Thematic Funds Landscape 2022.” Morningstar Manager Research, March 2022. 2. Choy, Jackie, et al. “Morningstar Global 

Thematic Funds Landscape 2022.” Morningstar Manager Research, March 2022. 
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connected and can be viewed as networks, driven by how companies can belong to 
multiple themes. In Figure 2, we can visualise connections between sustainability-
related themes such as clean energy, electric vehicles, and global hydrogen, but also 
see relationships between themes that at face value may be less related, such as 
‘Growth at a Reasonable Price’ and ‘Progressive Policy’. 

Figure 2. From Traditional Classifications to Connected Themes 
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Source: GICS, Man Group database (left plot); Bloomberg sell-side baskets data (right plot). Data as of 30 June 2022.

Thematic Investing in Theory
While we’ve established that themes are not new and have been evolving over time, 
it is important to understand how to incorporate themes in an investment process. 
Thematic investment theory is also not new. Almost 10 years ago, consultants at 
McKinsey outlined the investment process and posited some of the key benefits of 
thematic investing:3 

 � Alpha generation through being able to take large bets in attractive investment 
opportunities

 � Development of in-depth research skills to understand value and risk drivers of a 
theme

 � Dynamic way to test convictions in a portfolio

Adapting McKinsey’s framework, we summarise the thematic investment process in 
a few key steps (Figure 3). First, we must identify themes, a step in which we believe 
discretionary expertise and alternative data could assist. Then we need to figure out 
which companies belong to a theme and how to select the themes that are attractive 
investments. Finally, we build the portfolio. 

Figure 3. Illustrative Thematic Investment Process 

Source: Man Group. For illustrative purposes only.

3. Bérubé, Vincent, Sacha Ghai, and Jonathan Tétrault. “From Indexes to Insights: The Rise of Thematic Investing,” McKinsey on Investing, Number 1, Winter 2014/2015 

https://www.mckinsey.com/industries/private-equity-and-principal-investors/our-insights/from-indexes-to-insights-the-rise-of-thematic-investing

‘‘It is important to 
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incorporate themes 

in an investment 

process. ’’

https://www.mckinsey.com/industries/private-equity-and-principal-investors/our-insights/from-indexes-to-insights-the-rise-of-thematic-investing
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However, there are many challenges in practice with implementing this process. For 
instance, how do we pick themes out of the many possibilities? How do we make 
sure that we have the right exposure to a theme? For instance, we need to ensure 
that the companies in a thematic basket are the names most exposed to that theme. 
We also need to be cognisant of unintended exposures when investing in a theme; for 
instance, if one had invested in the ‘Stay At Home During Covid’ theme, would that 
have unintentionally picked up growth exposure? It is important to be aware of these 
relationships between themes. And finally, when investing in a theme, how do we 
ensure that we are not too late? These are all questions that we aim to address from a 
quantitative perspective, starting with the question of identifying themes. 

Identifying Themes
In our view, we can turn to multiple sources to identify themes, leveraging the expertise 
of discretionary investors as well as alternative data.

On the discretionary investor side, we can look at activity within the world of private 
equity (Figure 4). After mapping private-equity deals to stock GICS classifications, we 
can examine the sectors and industries to which private equity investors are allocating.

Figure 4. Drawing on Data from Private Equity 

Source: Man Numeric; for illustrative purposes only. 1 S&P LCD defines LBOs as buyouts of a company by a PE sponsor. 

Excludes recapitalisations, refinancings, and follow-on acquisitions. The above example is intended as an illustration of typical 

investment considerations and strategy implementation. It should not be construed as indicative of potential performance of a 

fund or strategy or of any investment made by a fund or strategy.

One trend that we detect from this exercise is private equity’s earlier increasing 
allocation to the software and services industry, relative to the corresponding increase 
in the Russell 2500 (Figure 5).

Figure 5. Weight to Software and Services Industry Within Private Equity 
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In a similar way, we can look at venture-capital (VC) deals to detect emerging trends, 
as investors in this space may have forward-looking views on growing segments of the 
economy. VC deals data can give us deep insights into the industry verticals in which 
they are investing. 

Figures 6 and 7 paint a picture of the VC trends across these industry verticals over 
time. Mobile Apps, Ecommerce, and Software as a Service were the some of the 
largest areas of investment by deal volume from 2000 to 2021; we can also see 
emerging areas in which VCs were investing, with Blockchain, Cryptocurrency, and 
Fintech being the fastest growing verticals from 2020 to 2021.

Figure 6. Venture Capital Deal Volume by Year (Deal Count) 

20202018201620142012201020082006200420022000
0

5,000

4,000

3,000

2,000

1,000

500

4,500

3,500

2,500

1,500

Mobile
Apps

SaaS

Ecommerce
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verticals, split deal across verticals evenly.

Figure 7. Venture Capital Deal Volume by Year (Deal Count) 
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verticals, split deal across verticals evenly.

Another way to identify themes is to turn to alternative data such as patents, in order 
to gauge the areas in which firms are innovating. Patents can indicate research and 
development in areas, or themes, that may not otherwise be recognised in traditional 
filings or reports. One unique aspect of patents is that they are labelled within the 
Cooperative Patent Classification (CPC) system, covering around 250,000 granular 
categories. We can leverage the CPC system to examine growth in patent categories. 
For instance, Figure 8 shows the aggregate results of such an exercise when applied 
to the renewable energy-related patents. We see that there was growth in the early 
2010s.

‘‘Patents can indicate 

research and 

development in 

areas, or themes, that 

may not otherwise 

be recognised in 

traditional filings or 

reports. ’’

‘‘VC deals data can give 

us deep insights into 

the industry verticals 

in which they are 

investing. ’’
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Figure 8. Renewable Energy Generation Innovation in Patents 
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Source: GlobalData Patent Data; as of 30 June 2021. Three-year lookback patent count at end of June each year. Subset to 

companies in Numeric Global Universe.

Finding Companies with Exposure to a Theme
Having identified emerging themes, it is important to discern which companies are 
exposed to a theme. One question is whether we can do this systematically. As 
an example, let’s say we are interested in finding out which companies are in the 
Renewable Energy theme. Many questions about renewables arise when first thinking 
about the problem: for example, it is important to know the types of generation, the 
industries involved, the technologies used, and the main players. This involves some 
expertise, but how can we obtain this knowledge?

One approach is to leverage natural language processing (NLP). Scanning through 
company documents, we can extract the key phrases relevant to a theme of interest 
and find the companies with the highest exposure to those key phrases. Figure 9 
portrays a word cloud of the words that are most related to Renewable Energy. Some 
of the most recurring keywords that arise include renewable energy sources such 
as wind and solar but also can include the related technologies such as panels and 
turbine. Many of the terms will be familiar, but it can also highlight crucial areas such 
as electrification that may be overlooked in a traditional focus on production means like 
solar and wind. 

Figure 9. NLP and Renewable Energy 
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Source: Man Numeric; as of August 2022. For illustrative purposes only.
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Once we have the key phrases relating to the theme of interest, we can find the 
companies that have the highest exposure. Our results suggest that the companies 
with the highest exposure to the Renewable Energy key phrases can span traditional 
sector classifications, and may even be one or two steps removed in the value chain. 
There are obvious candidates in utilities, but we also find companies with renewable 
energy exposure span industries such as copper mining, semiconductor equipment, 
building products, and industrial machinery. Each is integral to renewable energy, but 
may not feature in top-down sector screens. These findings continue to validate the 
idea that themes can transcend sector boundaries, and that techniques such as NLP 
can be useful in finding the companies that belong to the theme.

Making Sense of the Plethora of Themes
Another aspect to consider in thematic investing is how to make sense of the many 
potentially overlapping baskets relating to a theme. We have seen that the sell-side 
and data providers have been using their knowledge and expertise to create thematic 
baskets. Taking Climate as an example, we have identified 61 potentially overlapping 
baskets covering various climate-related areas. How can we understand the unique 
concepts and make sense of the large number of baskets covering a theme? One way 
to reduce the dimensionality of the problem is to form clusters of baskets. In Figure 
10, we show the 61 baskets in a hierarchical clustering dendrogram, where the y-axis 
represents the distance between the thematic baskets. We highlight a few of the 
clusters seen in the dendrogram. We can see common topics covered within these 
clusters of more closely related baskets, including areas such as Forestry, Renewable 
Energy, and Hydrogen. 

Figure 10. Hierarchical Clustering Dendrogram for Climate Theme 
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Source: Bloomberg sell-side baskets data and Sustainalytics; as of 30 June 2022.

How to Gauge Whether It is Too Late to Allocate to a 
Theme: Dynamic Theme Rotation
Having discussed approaches to identify themes and their constituents as well as make 
sense of thematic basket data, we believe one of the greatest challenges for investors 
is to decide whether it is an opportune moment to buy into that theme. Themes can 
offer exponential growth, but the corollary of that potential can be higher volatility 
and sharper selloffs, as illustrated in the performance of an example thematic ETF 
(Figure 11). 

‘‘How can we 

understand the unique 

concepts and make 

sense of the large 

number of baskets 

covering a theme? 

One way to reduce 

the dimensionality of 

the problem is to form 

clusters of baskets. ’’
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Figure 11. Performance Profile of an Example Thematic ETF 
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A period of strong performance may provide validation of a thematic thesis, but 
may also lead investors to fear they have missed the rally or are entering at overly 
stretched valuations. We understand these concerns, and therefore favour diversified 
and dynamic exposure to a range of themes rather than trying to pick and time 
individual themes. In seeking to construct such a model, we believe a process based 
on fundamental analysis and persistent trends can be effective. When considering the 
universe of possible themes from which to select, we focus on four sources from which 
themes can emerge, as depicted in Figure 12. Emerging themes driven by these four 
areas can give investors some confidence in the outlook, especially when a model is 
diversified across multiple themes but rotated towards the strongest on a fundamental 
and trend basis.

Figure 12. Areas From Which to Select Themes 

Source: Man Numeric; as of October 2022. For illustrative purposes only.

Fad or Opportunity?
The recent rise of thematic investing creates both challenges and opportunities for 
investors, not least that individual themes may be faddish and performance may be 
volatile and go out of favour. 

However, we believe that thematic investing presents many rich opportunities, and 
has a place in the investment landscape as it allows one to capture unconventional 
groupings of companies. As quantitative investors, we can leverage the advancements 
in data and analytic techniques to capture emerging thematic trends and dynamically 
rotate between themes.

‘‘We can leverage 

the advancements 

in data and analytic 

techniques to 

capture emerging 

thematic trends and 

dynamically rotate 

between themes. ’’



Quantitative Solutions to Thematic Investment Challenges | 9

Authors

Flora Wang 
Associate Quantitative Researcher, Man Numeric

Flora Wang is an associate quantitative researcher at Man Numeric. 
Flora joined Man Numeric in 2018. Flora received a bachelor’s 
degree in economics from Princeton University.

Charles Liu, PhD 
Senior Quantitative Researcher, Co-Portfolio Manager, Liquid Private Equity Alternative, 
Man Numeric

Charles Liu is a senior quantitative researcher at Man Numeric. 
His research efforts focus on network driven information flow, 
factor timing, machine learning based factor combination, event 
strategies, quantitative crowding, and alternative data from public 
and private markets. Charles is also co-portfolio manager of the 

Numeric Liquid Private Equity Alternative Strategy. Prior to joining Man Numeric in 
2016, Charles was a research analyst at Goldman Sachs, Asia. Charles received a 
doctorate degree in quantitative marketing from New York University and a master’s 
degree in system engineering from University of Pennsylvania.



Quantitative Solutions to Thematic Investment Challenges | 10

Important Information

This information is communicated and/or distributed by the relevant Man entity identified below (collectively the ‘Company’) subject to the following 
conditions and restriction in their respective jurisdictions.

Opinions expressed are those of the author and may not be shared by all personnel of Man Group plc (‘Man’). These opinions are subject to change 
without notice, are for information purposes only and do not constitute an offer or invitation to make an investment in any financial instrument or 
in any product to which the Company and/or its affil iates provides investment advisory or any other financial services. Any organisations, financial 
instrument or products described in this material are mentioned for reference purposes only which should not be considered a recommendation 
for their purchase or sale. Neither the Company nor the authors shall be liable to any person for any action taken on the basis of the information 
provided. Some statements contained in this material concerning goals, strategies, outlook or other non-historical matters may be forward-looking 
statements and are based on current indicators and expectations. These forward-looking statements speak only as of the date on which they 
are made, and the Company undertakes no obligation to update or revise any forward-looking statements. These forward-looking statements are 
subject to risks and uncertainties that may cause actual results to differ materially from those contained in the statements. The Company and/or its 
affil iates may or may not have a position in any financial instrument mentioned and may or may not be actively trading in any such securities. Past 
performance is not indicative of future results.

Unless stated otherwise this information is communicated by the relevant entity listed below.

Australia: To the extent this material is distributed in Australia it is communicated by Man Investments Australia Limited ABN 47 002 747 480 AFSL 
240581, which is regulated by the Australian Securities & Investments Commission (ASIC). This information has been prepared without taking into 
account anyone’s objectives, financial situation or needs.

Austria/Germany/Liechtenstein: To the extent this material is distributed in Austria, Germany and/or Liechtenstein it is communicated by  
Man (Europe) AG, which is authorised and regulated by the Liechtenstein Financial Market Authority (FMA). Man (Europe) AG is registered in  
the Principality of Liechtenstein no. FL-0002.420.371-2. Man (Europe) AG is an associated participant in the investor compensation scheme, which 
is operated by the Deposit Guarantee and Investor Compensation Foundation PCC (FL-0002.039.614-1) and corresponds with EU law. Further 
information is available on the Foundation’s website under www.eas-liechtenstein.li. This material is of a promotional nature.

European Economic Area: Unless indicated otherwise this material is communicated in the European Economic Area by Man Asset Management 
(Ireland) Limited (‘MAMIL’) which is registered in Ireland under company number 250493 and has its registered office at 70 Sir John Rogerson’s 
Quay, Grand Canal Dock, Dublin 2, Ireland. MAMIL is authorised and regulated by the Central Bank of Ireland under number C22513.

Hong Kong SAR: To the extent this material is distributed in Hong Kong SAR, this material is communicated by Man Investments (Hong Kong) 
Limited and has not been reviewed by the Securities and Futures Commission in Hong Kong. This material can only be communicated to 
intermediaries, and professional clients who are within one of the professional investors exemptions contained in the Securities and Futures 
Ordinance and must not be relied upon by any other person(s).

Japan: To the extent this material is distributed in Japan it is communicated by Man Group Japan Limited, Financial Instruments Business Operator, 
Director of Kanto Local Finance Bureau (Financial instruments firms) No. 624 for the purpose of providing information on investment strategies, 
investment services, etc. provided by Man Group, and is not a disclosure document based on laws and regulations. This material can only be 
communicated only to professional investors (i.e. specific investors or institutional investors as defined under Financial Instruments Exchange Law) 
who may have sufficient knowledge and experience of related risks.

Switzerland: To the extent the material is distributed in Switzerland the communicating entity is: To the extent the material is made available in 
Switzerland the communicating entity is:

–   For Clients (as such term is defined in the Swiss Financial Services Act): Man Investments (CH) AG, Huobstrasse 3, 8808 Pfäffikon SZ, Switzerland. 
Man Investment (CH) AG is regulated by the Swiss Financial Market Supervisory Authority (‘FINMA’); and

–   For Financial Service Providers (as defined in Art. 3 d. of FINSA, which are not Clients): Man Investments AG, Huobstrasse 3, 8808 Pfäffikon SZ, 
Switzerland, which is regulated by FINMA.

United Kingdom: Unless indicated otherwise this material is communicated in the United Kingdom by Man Solutions Limited (‘MSL’) which is an 
investment company as defined in section 833 of the Companies Act 2006. MSL is registered in England and Wales under number 3385362 and has 
its registered office at Riverbank House, 2 Swan Lane, London, EC4R 3AD, United Kingdom. MSL is authorised and regulated by the UK Financial 
Conduct Authority (the ‘FCA’) under number 185637.

United States: To the extent this material is distributed in the United States, it is communicated and distributed by Man Investments, Inc.  
(‘Man Investments’). Man Investments is registered as a broker-dealer with the SEC and is a member of the Financial Industry Regulatory Authority 
(‘FINRA’). Man Investments is also a member of the Securities Investor Protection Corporation (‘SIPC’). Man Investments is a wholly owned 
subsidiary of Man Group plc. The registration and memberships described above in no way imply a certain level of skill or expertise or that the SEC, 
FINRA or the SIPC have endorsed Man Investments. Man Investments, 452 Fifth Avenue, 27th fl., New York, NY 10018.

This material is proprietary information and may not be reproduced or otherwise disseminated in whole or in part without prior written consent.  
Any data services and information available from public sources used in the creation of this material are believed to be reliable. However accuracy is 
not warranted or guaranteed. © Man 2022.

MKT006219/ST/GL/W


