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Thematic investing: What it is and how Newton does it 

KEY POINTS 
 ● At Newton, we believe that themes are major drivers of the performance of 

securities, industries and markets, and that they need to be understood by 
investors from both a potential risk and reward perspective. 

 ● Themes exist and can be exploited by investors because the global economy 
is comprised of constantly evolving forces – technological innovation, social 
tensions, macroeconomic fluctuations, political changes and environmental 
imperatives – which have the potential to generate long-term dislocations, or 
‘disruptive structural change’. 

 ● Our process of quantifying and measuring themes seeks to capitalise on these 
opportunities. We use a mixture of qualitative and quantitative techniques to 
determine and measure what we believe to be the ‘key characteristics’ of a theme. 

 ● Themes are an important element of our idea-generation process and, alongside 
evaluation of fundamentals and environmental, social and governance (ESG) 
considerations, they constitute a key component of our valuation of securities. 

 ● We believe that the continuing effort and emphasis that we place on themes 
makes us well placed to satisfy the investment requirements of our clients, 
as our constantly evolving thematic framework enables us to seek strong-
positioned and undervalued investments with the aim of obtaining higher 
returns than the market over a long-term investment horizon.

Executive summary
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Thematic investing. We have all heard of it, and over the last 
decade we have all seen the rise of exchange-traded funds 
(ETFs) which are based upon a particular theme or a 
particular topic. ETFs with names of specific technologies, 
products or events are now commonplace. These thematic 
ETFs aim to take advantage of structural trends that occur 
in the global economy, with the overarching principle that, 
over a given timeframe, securities associated with these 
particular trends can deliver higher returns than those  
from a relevant benchmark. These trends often entail the 
adoption of new products by consumers and organisations. 
Full adoption of new technologies (even where relatively 
rapid) generally takes time,1 and when it comes to thematic 
investing, time is its friend.

At Newton, themes are at the very core of our investment 
process. We have been considering themes as a key element 
of our ‘mosaic’ investment process since our inception in 1978. 
The individual themes themselves have evolved over time as 
the wider economic, political, social, environmental and 
technological backdrops that shape the world have changed. 
Recently we have also combined a range of qualitative and 
quantitative analytical techniques to complement our existing 
thematic research capabilities. 

What has remained resolutely consistent is the prominence 
of themes – longer-term, structural drivers of disruptive 
innovation – as a key element of how we identify, analyse and 
harness the structural trends that can affect asset prices 
(both positively and negatively). Themes are a critical element 
of our idea-generation process and, alongside evaluation of 
fundamentals and environmental, social and governance 
(ESG) considerations, they constitute a key component of our 
valuation of securities. 

To successfully price longer-term trends requires a patient, 
high-conviction idea-generation process, with an investment 
horizon of more than three years. In other words, there needs 
to be a verified belief that the theme will play out, and that 
particular securities will benefit from the widespread 
adoption of the product(s), services or actions that are 
inherently linked to that theme. 

We believe using themes to gauge investment opportunities 
complements the more traditional approach of finding 
opportunities through sector or industry classifications,  
or by just considering company fundamentals. Business 

models are being transformed, and supply chains are 
becoming increasingly globalised, meaning that traditionally 
defined sectoral delineation may not be sufficiently flexible to 
account for these changes in the global economy.

Meanwhile, themes allow us to analyse the potential impact 
of longer-term disruption across multiple sectors, companies 
and their associated supply chains; a theme can manifest 
itself in a basket of individual securities which belong to 
multiple sectors. 

For example, when looking at the growing levels of electric-
vehicle (EV) and plant-based protein adoption, a traditional 
sector-focused approach would be constrained to a narrower 
examination of the auto and consumer packaged goods 
sectors, respectively. A broader analysis of a theme’s 
influence can take account of the wider impact of these two 
structural changes across the breadth of the EV and plant-
based value chains, where disruption can be equally as 
powerful and potentially underappreciated (and thus 
discounted) by investors. 

For each new structural trend or theme, there will be an 
investible universe of what we believe to be winners and 
losers, i.e. securities that will benefit from the trend, and 
others that will not benefit from it or are at a disadvantage 
from it, respectively. Where there is disruption, the propensity 
for discounting (or, conversely, over-valuation if a theme is 
trading at unjustifiable multiples) is greater over the longer 
term, and across multiple sectors that have positive exposure 
to the theme, but where this exposure is underappreciated. 

Our process of quantifying and measuring themes seeks to 
capitalise on these opportunities. This robust and repeatable 
process enables us to track the development of themes within 
the context of the wider global investment landscape, and 
position portfolios appropriately. 

In this paper we aim to explain:

 ● our definition of a theme 

 ● why we believe themes exist, and how we know they exist 

 ● why we believe themes also drive security returns 

 ● how we currently use themes in our investment process.

1 See, for example: Our World in Data – Technology Adoption, 2017. https://ourworldindata.org/technology-adoption

Introduction 
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“A disruptive structural change, driver, 
or manifestation of that change that 
can measure and evidence, and which 
we believe will have a material impact 
on the expected returns within an 
investment universe.” 

1.1 WHAT IS A THEME? 
Historically, the word ‘theme’ has been the subject of a whole 
raft of definitions that have varied according to the individual 
context, from academia and popular media, to politics and 
more recently investing. The wide variety of contexts has 
engendered a sense of confusion as to what a theme 
represents and, more importantly, how it can be measured, 
examined, and actioned through investment. 

Over the last decade, thematic investing has gained traction 
globally. According to a report from McKinsey & Company2, the 
popularity of thematic investment vehicles in the US has 
grown despite the continuing uncertainty among investment 
managers and their clients as to what actually constitutes a 
theme, and how themes can be captured, measured and 
optimised for investment purposes. 

Having a clear definition of a theme helps investors in 
identifying thematic opportunities, just as having a clear 
definition of a geography or a sector helps with identifying 
geographical or sectorial opportunities. Much of the existing 
focus among active managers on themes has centred on 
individual mispriced securities or on identification through 
sectors or geographic exposure. While that may still be a 
perfectly valid approach to idea generation, it is not an 
approach that should be applied in isolation when it comes 
to themes as themes are often multi-sectorial.

Disruptive structural change 
At Newton, we have a clear and precise definition of what 
we consider themes to be, and we have a framework for 
evaluating how they can be exploited to seek long-term, 
sustainable outperformance. 

 
Our definition of a theme is:

Let’s qualify this a little. 
What does “disruptive structural change” actually mean? We 
address this in full detail in the ‘Key characteristics of themes’ 
section, but we believe a structural change can be political, 
economic, social, technological, or environmental; its impact 
will manifest across traditional economic sectors, and will be 
significant in magnitude and long-term in duration.

By “material”, we mean the potential to have a significant 
impact on asset prices over the long term.

By “measure” and “evidence” we mean the approach employed 
to research and analyse the credibility of a theme. 

This is how we differentiate ourselves. Most of our themes 
would be recognised by investors; it is how we incorporate 
them into our investment process, using a combination of 
qualitative and quantitative techniques to measure and 
evidence, which enables us to uncover under-explored 
investment opportunities that may not be fully appreciated by 
the market. 

2   Source: McKinsey & Company – From indexes to insights: The rise of thematic investing https://www.mckinsey.com/industries/private-equity-and-principal-investors/our-insights/
from-indexes-to-insights-the-rise-of-thematic-investing# December 2014.

SECTION 1. 

Theoretical underpinning
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1.2 WHY DO THEMES EXIST, AND HOW DO WE 
KNOW THEY EXIST?
Themes exist and can be exploited by investors because the 
global economy is comprised of constantly evolving forces – 
technological innovation, social tensions, macroeconomic 
fluctuations, political changes and environmental imperatives 
– which have the potential to generate long-term dislocations, 
or ‘disruptive structural change’ as we explained previously.

Themes, just like disruptions, are essentially the 
manifestation of these forces of change, and can be driven by 
multiple actors or agents: consumers, governments, 
companies and others (see exhibit 1 for a layered structure 
illustrating the interactions in the disruptive process). Forces 
of change seldom occur in isolation – multiple themes can 
play out simultaneously over the longer term.

A lens on the future 
For investors, themes can be seen as a lens (be it political, 
economic, social, technological or environmental) through 
which to make informed decisions about the future. 

To paraphrase one of our investors: 

“Themes are akin to understanding the weather. When you go 
out to sail, you need to know what the weather is going to be 
like, or else you might find yourself in the middle of a storm”.

In essence, securities are exposed to several factors in the 
global political, social, technological and environmental 
surroundings. Understanding themes can help investors make 
sense of these surroundings, and how they can affect 
particular securities. It can also help them make decisions 
about what to invest in and what to avoid, in conjunction with 
other fundamental and ESG-related considerations. 

Themes are arguably more visible to investors now than 
they have ever been, with a deluge of data enabling active 
managers to gain a greater understanding of themes and 
their longer-term impact on the investment landscape.

The key to optimising this understanding is to examine 
themes within a robust and systematic framework, and to use 
this framework to inform an investment case geared towards 
the longer term.

EXHIBIT 1: LAYERED MODEL STRUCTURE ILLUSTRATING THE INTERACTIONS IN THE DISRUPTIVE PROCESSES.
The boxes in the middle (theory, technology, etc.) represent potentially disruptive entities.

Source: Adapted from Kilkki et al., A disruption framework. Technological Forecasting & Social Change, 2018.
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We know that themes exist because most themes or thematic 
ideas that we consider are akin to disruption, and disruptions 
often “leave their mark in databases covering publications, 
patents, product sales, usage of applications, stock prices, 
mergers and acquisitions and regulatory decisions”3,  as 
shown in exhibits 2 to 6. These charts show different data 
points for two thematic ideas: one that is more historical – 

e-commerce – and another which is more current and part of 
our thematic framework – electric vehicles (EVs). 

Overall, the graphs show that, by considering traditional and 
non-traditional databases, and by combining different data 
sets, we can spot the emergence of these themes and see 
them in action.

Exhibit 2: Number of EV policies started per year, yearly 
percentage change, and 3-year percentage change

Exhibit 4: Online retail sales as a percentage of total 
sales in the US, UK and China

Exhibit 5: Number of publications in the IEEE database
containing the words ‘electric vehicle’ in the abstract

Exhibit 3: Total ultra-low emission vehicles (ULEVs) 
registered for the first time in Great Britain as a 
percentage of total cars registered for the first time 
in Great Britain – broken down by ULEV cars and 
other ULEVs

  3 Source: Kilkki et al., A disruption framework. Technological Forecasting & Social Change, 2018.

Source: BloombergNEF. https://www.bnef.com/core/insights/19887 Data as at 24/10/19. Source: The United States Bureau, 4th Quarter Retail E-Commerce Sales Report, Adjusted 
Sales. https://www.census.gov/retail/index.html#ecommerce 
Retail Sales of Consumer Goods, National Bureau of Statistics of China. http://www.stats.
gov.cn/was5/web/search?channelid=250710&andsen=retail+sales&x=0&y=0
Internet sales as a percentage of total retail sales, Office for National Statistics in the UK.
https://www.ons.gov.uk/businessindustryandtrade/retailindustry/timeseries/j4mc/drsi
All data as at 24/02/20.

Source: IEEE Xplore Advanced Search. https://ieeexplore.ieee.org/search/advancedSource: Department for Transport statistics, VEH0150, Vehicle Licensing Statistics.
https://www.gov.uk/government/collections/vehicles-statistics Data as at 24/10/19.
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1.3 DO THEMES AFFECT COMPANY RETURNS?
Given our belief that themes exist, one of the remaining 
questions is: do themes affect the returns and prices of 
securities in the long term? We believe they do. Although they 
do not offer statistical proof, exhibits 6 and 7 give us some 
insight towards the answer. 

Exhibit 6 shows the monthly average returns for seven 
different universes of securities during the period from 
January 2015 to December 2019 (left), and the performance of 

those universes versus the MSCI World index (right). Three of 
these universes include securities that are thematically 
exposed to e-commerce (ecom BD, ecom tran, and ecom both) 
while the other four are less thematically exposed to this area. 

Exhibit 7 shows the average 5-year returns of 211 securities 
that have been assessed for thematic exposure by our team of 
analysts and later grouped into five categories of thematic 
exposure: very low, low, medium, high and very high.

Exhibit 6: Monthly average returns in USD for seven different universes of securities during the period from January 
2015 to December 2019 (left). Relative performance of the same universes compared to the MSCI World (right)

Exhibit 7: Plot of the distribution of the average 5-year raw returns (left) and adjusted returns (right) of five groups of 
securities

Source: Bloomberg. Data as at 20 February 2020. The universes are ecom BD, ecom tran and ecom both, which are variations of securities that are exposed to e-commerce (see details on page 9); 
REIT is the real-estate investment trust (REIT) Index; MSCI World corresponds to the MXWO Index; and shopping mall corresponds to a universe of securities exposed to shopping malls.

Source: Bloomberg, Newton, 13 March 2020. Securities were grouped according to their thematic exposure score: very low, low, medium, high and very high. Returns were adjusted by 
sector and the thematic exposure was adjusted by analyst.
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9 Source: JPMorgan. Data as at 31 October 2020.

From exhibits 6 and 7, there seems to be a clear association 
between thematic exposure, as we define it, and the average 
5-year returns. 

In exhibit 6, we can see that, from 2017 onwards, there is a 
significant difference in the returns of the e-commerce 
universes and the returns from the MSCI World universe. 

The same conclusion is reached if we compare the 
e-commerce universes to either the real estate investment 
trust (REIT) universe or the shopping mall universe. 

From exhibit 7, we can see that the distributions of the ‘very 
low’ group and the ‘very high’ group are quite different. As 
noted previously, these visual inspections are not statistical 
proof, but both exhibits give us an indication that there seems 
to be an association between thematic exposure – as we 
define it (opposite) – and the 4-year to 5-year returns of 
securities. 

Given that we believe themes affect the returns of a security, 
do we create thematic universes using data science 
techniques and invest blindly in those universes, say ‘ecom 
BD’ or ‘ecom tran’ as displayed in exhibit 6? Are we concerned 
with questions such as: “Are these differences in returns, for 
example, between the ‘ecom BD’ universe and the MSCI World 
index statistically significant?” No. We can perform, for 
example, a simple statistical test assessing the average of 
returns between the two groups to find a statistically sound 
answer. However, this is not what we are interested in 
understanding or investing in at Newton. We do not invest in 
themes alone, or in thematic ideas, or in thematic universes. 

So, as a traditional thematic and fundamental investment 
house, how do we, go about using themes in our investment 
process, and taking advantage of these themes, if we do not 
invest in thematic universes? 

In summary, we invest in attractive securities with strong 
fundamental characteristics which in general have positive 
thematic exposure, and which we believe will deliver higher 
returns than a comparable market. We explain this in more 
detail in section 2, where we discuss our thematic framework 
and how we use themes in our investment process.

The e-commerce and shopping mall universes 
displayed in exhibits 6 and 12

The assessment of the thematic exposure of a security 
to a theme(s) is done by using proprietary thematic 
research and data science tools. 

Methods used in assessing this exposure can range 
from:

 ● using natural language processing (NLP) techniques 
to assess how many thematic key words a security 
has in its business description or in the transcripts of 
quarterly earnings calls; 

 ● using the security’s revenue breakdown to 
understand if a security’s revenue can be linked to a 
thematic idea; or 

 ● asking an analyst familiar with the company for a 
thematic assessment of that company. 

ECOM BD
In these examples, the ‘ecom BD’ universe was created 
by using NLP analysis on companies with a market 
capitalisation of $1 billion and above in a business 
description dataset, and identifying key words or terms 
linked to e-commerce. 

ECOM TRAN The construction of the ‘ecom tran’ universe 
took place in a similar fashion, but analysed transcripts 
of earnings calls rather than business descriptions. 

ECOM BOTH The ‘ecom both’ universe consists of the 
‘ecom BD’ and ‘ecom tran’ universes combined. 

SHOPPING MALL The ‘shopping mall’ universe was 
constructed in the same way using just one term – ‘shop 
mall’ – while the ‘shopping mall extended’ universe was 
created using a wider range of key words/terms linked to 
traditional shopping malls.
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1.4  KEY CHARACTERISTICS OF THEMES 
How do we go about identifying themes, and what 
characteristics do we see in themes that we can leverage?

One criticism of thematic investing is that it is unstructured 
or vague. A frequent enough consumer of the Economist or 
Financial Times would know that electric-vehicle demand is 
set to grow, so what can a thematic approach tell clients 
about such trends that they don’t already know? 

How exactly is an understanding of a major structural change 
distilled into a single stock idea or basket of stocks?

Exhibit 8: Steps involved in thematic research

Through our thematic research process (exhibit 8), we use 
a mixture of qualitative and quantitative techniques to 
determine and measure what we call the ‘key characteristics’ 
of a theme. We split these characteristics into three criteria, 
and we use these criteria to determine a theme’s long-term 
credibility and potential for investment.

“The impact of a thematic influence  
on a company’s sales, profits and 
ultimately returns must be sustained  
and exploitable over a sufficiently long 
time period. It is this longer-term impact 
that we believe the wider market often 
fails to appreciate.” 

THEMATIC  
EVIDENCINGCONTEXTTHEMATIC IDEA

Identification of claims 
that can be tested

Identification of variables 
and data points that can 
be used in testing and/or 
measurement of the 
thematic idea

Testing of claims using  
the variables and data 
points identified

Establishment of the 
narrative surrounding  
the hypothesis

The narrative contains 
claims that can be 
investigated or tested

Hypothesis in a sentence
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KEY CHARACTERISTICS OF A THEME

1. COMPLEXITY
The breadth of opportunity across 
multiple traditionally defined sectors. 
We discussed earlier the advantage of 
using themes to gauge the impact of 
structural change across multiple 
sectors simultaneously. The value 
chain of a theme may be comprised of 
companies spanning multiple market 
sectors. Understanding the breadth of 
impact is key to determining the right 
entry points for exposure to the theme. 

2. MAGNITUDE 
Refers to the scale of impact on a 
security or a group of securities. The 
magnitude criteria allow us to 
examine the theme’s penetration in 
terms of its influence on the 
fundamentals (such as sales or 
earnings) or market returns of  
a sector, group of sectors or cluster of 
stocks with exposure to the theme. 
This helps to identify the potential 
winners and losers, and, by measuring 
magnitude over time we can track 
which sector, group of sectors or 
cluster of stocks are likely to prove to 
be the winners and losers over the 
longer term.

3. DURATION
The timeframe over which we would 
expect the theme to materialise. Given 
our long-term investment horizon, we 
look for the manifestation of a theme’s 
horizontal and vertical influences to 
play out over a minimum of three to 
five years. The impact of a thematic 
influence on a company’s sales, profits 
and ultimately returns must be 
sustained and exploitable over a 
sufficiently long time period. It is this 
longer-term impact that we believe 
the wider market often fails to 
appreciate. 

When analysing a theme we take into consideration these characteristics and for each of these characteristics,  
we identify and create specific variables (or proxies of those variables) that can be measured over time and monitored.
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We have a long tradition of being thematic investors 
(investing in securities that have a thematic backing).  
With the advancement of scientific methods coming from 
machine learning, statistics, data science, mathematics 
and with the ubiquity of data, our thematic research 
capabilities have continued to evolve. Today, our thematic 
framework serves as an organising principle, allowing us to 
structure our ideas into a coherent navigable framework. We 
have specific thematic groups with responsibility for different 
components of our thematic research. In this section, we 
discuss our thematic framework and explain how we use it in 
our investment process.

2.1 NEWTON’S THEMATIC FRAMEWORK
Our thematic framework is an organising principle  
which allows us to structure our ideas into a coherent
navigable framework. It is comprised of three key 
concepts: theme, sub-theme and micro-theme, with
themes and sub-themes providing us with the organising 
principle, and most of the idea generation and
research being done at the micro-theme level. Currently, 
we have nine themes and thirty-five sub-themes
in our thematic investment framework, as shown in 
exhibit 9.

China
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CLEAN ENERGY
EFFICIENT
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EXPERIENCES VALUE CONVENIENCE
EMERGING 
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Exhibit 9: Newton’s thematic framework – themes and sub-themes

SECTION 2 

How do we use themes in our 
investment process?
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THEMES, SUB-THEMES AND MICRO-THEMES 

THEMES 
A theme, as mentioned in section 1, 
describes structural change in the 
world at the highest level. By 
definition, themes are broad in nature, 
affect various sectors, geographic 
regions and demographic groups 
within the investment landscape. 
Owing to their widespread presence, 
they have a medium to long-term 
duration, change infrequently, and are 
too high-level to be uniquely 
measured, analysed and linked 
directly to the investment landscape. 
To account for this general nature of 
themes, we subdivide each theme into 
three or more sub-themes. 

SUB-THEMES
A sub-theme, as its name indicates,  
is a sub-area of a theme. For example, 
as we can see from exhibit 10, the 
Earth matters theme has four 
sub-themes: clean energy, efficient 
infrastructure, electric vehicles and 
resource management & recycling. A 
sub-theme is narrower in nature and 
more detailed than its parent theme. 
Its additional granularity allows us to 
better coordinate and focus our 
thematic research around that 
specific area of a theme. However, 
despite being narrower than a theme, 
a sub-theme can, in some instances, 
be quite far removed from the 
investment landscape. Thus, to 
account for this difficulty and to 
ultimately tie the theme and sub-
theme to investment ideas, we use 
micro-themes. 

MICRO-THEMES 
Micro-themes are where most of the 
idea generation and research is done. 
Micro-themes need to be broad 
enough to contain several investable 
securities; they are not defined by only 
one security. Micro-themes are 
specific and tangible areas of a 
sub-theme that enable us to discover 
and identify investment ideas relevant 
to that sub-theme. For instance, in our 
‘clean energy’ sub-theme (with parent 
theme Earth matters), we have four 
key micro-themes: solar, wind, 
innovative renewable strategies (such 
as hydro energy), and less reliance on 
fossil fuels. Focusing on these 
micro-themes promotes idea 
generation under the clean energy 
sub-theme (see exhibit 10 for the 
thematic framework of Earth matters).

A flexible and modular framework 
We believe the use of themes, sub-themes and micro-
themes makes our thematic framework flexible, modular, 
hierarchical and granular. Its flexibility allows us to remove 
or add themes and sub-themes as required, without 
affecting any of the other themes or sub-themes. Its modular 
structure allows each theme to be considered as an 
independent component of the framework, enabling us to 
form theme groups that study, analyse and evidence a theme 
independently of other themes. The hierarchical nature of 
the framework (theme – sub-theme – micro-theme) provides 
us with the ability to move from a broad and high-level 
theme concept to a specific investment idea. The increase in 
granularity, as we move downwards through the framework, 
provides the theme groups with an opportunity to define 
measurement variables that link back to the key 
characteristics of themes (as described in section 1.4), which 
helps them with evidencing themes and sub-themes, as well 
as with identifying new thematic investment ideas.
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Exhibit 10: Earth matters thematic framework

Earth matters

As the world’s energy 
consumers – from 
individual households to 
large-scale industry – 
increasingly move away 
from more outdated fossil 
fuels, opportunities will 
exist for those providers 
offering competitive, 
scalable, and 
environmentally 
sustainable energy 
sources.

• Solar 
• Wind 
• Hydro 
• Stranded assets

• Transport  
• Energy efficiency  
• Smart grid 
• Smart homes & buildings

• Batteries 
• Auto parts 
• Materials 
•  Original equipment 

manufacturers (OEMs) 

• Water scarcity 
• Food scarcity 
• Waste management 
• Sustainable production

From the humble LED to 
the burgeoning Chinese 
smart power grid, 
policymakers and 
companies are seeking 
means to derive and use 
the most efficient and 
environmentally friendly 
methods to power the 
world.

The automotive industry 
has been undergoing 
considerable change, with 
little sign of deceleration.

The growing adoption of 
electric vehicles (EVs) has 
far-reaching implications 
for a number of sectors 
beyond the automotive 
sector, including chemicals, 
mining, metals and 
technology.

Depositors of harmful 
waste (particularly plastics) 
are facing increasing 
pressure to reform current, 
unsustainable standards.

The beneficiaries in this 
evolving marketplace will 
most likely be those 
capable of remedying 
outdated, harmful, and 
unpopular means of 
production and 
distribution.
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Earth matters considers a wide scope of environmental concerns, 
including resource depletion, and the impact this is having on 
government policy, corporate strategy and consumption behaviour.

Companies and policymakers are becoming more proactive as a result, 
which creates the potential for both winners and losers.

 ● Winners could include companies able to innovate and provide new 
products and services that mitigate environmental pressures.

 ● Losers could be established companies that do not adapt their 
business models or face rising financial/reputational risks of 
non-compliance with environmental policy.

Increasing levels of economic activity has created 
significant stress across the world’s environmental 
resources.

At present, there is a coordination of both pressure 
and intent across individuals, businesses and 
governments to ignite action for positive change.

Sub themes

Micro-themes
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2.2 FROM THEMES TO SECURITIES AND BACK 
Our thematic framework does not mean that we create 
thematic universes for all themes, sub-themes and micro-
themes, and invest blindly in those universes. We invest in 
securities which, in general, have positive thematic exposure, 
and which we expect to deliver higher returns than any 
particular comparative universe. 

Security selection – a ‘mosaic’ approach 
How do we go about determining these securities? Ultimately, 
it is about making a decision on the balance between 
valuation and risk/reward, which at Newton is informed by 
three key inputs – thematics, fundamentals and ESG-related 
considerations – a type of ‘mosaic’ approach. While most 

investors focus on fundamentals and valuation, our belief is 
that they do not spend sufficient time on understanding the 
broader thematic context for their investment. It is this 
inefficiency that we try to exploit through the application of 
our investment process.

In general, once a theme has been researched – which entails 
consolidating different data points from different databases, 
answering statistical questions, and creating a thematic 
universe using different data science methods – we identify, 
from that universe, securities that pass our ‘test’ (exhibit 11), 
and which we believe will have higher returns than the 
broader individual thematic universe(s) in the long term.

THEMES
Identifying drivers of change, providing 
a framework for idea generation.

FUNDAMENTALS
Analysis of operating trends, quality of 
business model and competitive landscape.

VALUATION
Seeking to invest in strong businesses 
at the right price.

ESG
Integrated assessment of financially 
material ESG risks and opportunities.

IDEAL CANDIDATE

Exhibit 11: Newton’s approarch to security selection

Our approach to security selection means that a security 
needs to be analysed on all three components: 

1. Thematic exposure (to one or more themes) 

2. Fundamental research analysis 

Our research analysts are sector specialists, and take into 
consideration all relevant characteristics, including business 
models, management, growth prospects, and debt profiles. 

3. ESG analysis 

This is conducted by our responsible investment team as an 
integrated part of our investment process. 

Returning to the e-commerce example mentioned in the 
previous section, of those ecom BD and ecom tran universes 
displayed in exhibit 6, we are interested in identifying subsets 
of securities in those universes: prospective winners and 
losers. The former are not only exposed to e-commerce, but 
also to other themes that we have identified through our 
thematic research process. In our view they will be sound from 
an ESG perspective, and we will classify them as attractive 
securities with strong fundamental characteristics. These 
winners will, we believe, have higher returns over our 
investment horizon  – three to five years – than the relevant 
thematic universe of companies or a particular benchmark. 
The losers sit at the opposite end of the spectrum. Exhibit 12 
represents this idea.
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One further point to emphasise is that the path from a theme 
(or a thematic idea) to a security is not always linear. Often, 
members of our investment team come across promising 
securities that they have analysed using our mosaic approach. 

This leads to a process of understanding that security from a 
thematic perspective and identifying if there are key trends 
from which the security will benefit in the long-term that we 
have not already considered in our thematic framework. If this 
is the case, a new idea for a theme may be created, which can 
lead to the identification of other securities that might benefit 
from that new theme. 

In short, we incorporate themes into our investment approach 
via a flexible bottom-up and top-down approach, and we do so 
by combining the skills of our global research analysts and our 
quantitative and data science researchers.

Exhibit 12: Monthly average returns for six universes of 
securities during the period from January 2015 to 
December 2019

“ While most investors focus on 
fundamentals and valuation, our belief 
is that they do not spend sufficient time 
on understanding the broader thematic 
context for their investment. ”

Source: Bloomberg, 20 February 2020.
The universes are:
winners, subset of securities identified by Newton as potentially attractive securities with 
strong fundamental characteristics that are exposed to e-commerce and have been 
assessed using our investment process; four of the universes displayed in exhibit 6, namely, 
MSCI World, ecom BD, ecom tran and ecom both (see page 9 for further details of how these 
universes were created); and,  
losers, a subset of securities that Newton has identified as potentially non-investable and 
exposed negatively to the thematic idea of e-commerce.
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In this paper, we have given our definition of a theme, and 
briefly explained how we use themes in our investment 
process. Over the years, we have developed a specific and 
tangible thematic framework, which we believe constantly 
reflects underlying changes in the social, political, economic 
and technological environments. As scientific methods have 
advanced, we have been able to use more sophisticated 
techniques and a wide variety of datasets to identify trends, 
potentially confirm or disprove or disprove thematic 
hypotheses, and build thematic universes of potential ideas.

These thematic universes help our research analysts focus 
their attention on a smaller universe of potential investments 
(rather than having to consider the entire investment world). 

The quantitative analysis of thematic investing is still in its 
infancy. Newton has recently established a quant and data 
science team that is responsible for researching themes with 
a quantitative lens. In the previous sections we have shown 
how we can gather different data points from different 
databases to evidence and measure themes. 

We are currently working on creating a robust thematic 
intensity measure and a thematic maturity score. The former 
will use data from different sources – in addition to our 
analysts’ input – to measure several aspects of how thematic 
a security is. The latter will allow us to understand how 
‘mature’ a theme is; maturity can be a measure of whether or 
not a theme is recognised or played out in markets. 

If a theme has played out, we would expect to see little 
difference between the returns of a relevant thematic 
universe and the returns from appropriate comparative 
benchmarks.

“ We believe we are well placed to satisfy 
the investment requirements of our 
clients, as our constantly evolving 
thematic framework enables us to seek 
strong-positioned and undervalued 
investments with the aim of obtaining 
higher returns than the market over a 
long-term investment horizon. ”

Another interesting approach would be to use mathematical 
methods that allow us to measure ‘time to event’ occurrences, 
where, in this case, the event would be the peak point of a 
theme or the emergence of the theme.

We believe that the continuing effort and emphasis that we 
place on themes, and the way in which we incorporate our 
thematic framework into our investment process, puts us in a 
very strong position to understand the key long-term forces 
affecting the investment landscape, both positively and 
negatively. Consequently, we believe we are well placed to 
satisfy the investment requirements of our clients, as our 
constantly evolving thematic framework enables us to seek 
strong-positioned and undervalued investments with the aim 
of obtaining higher returns than the market over a long-term 
investment horizon.

SECTION 3 

Conclusion



The value of investments can fall. Investors may not get back the amount invested. 
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