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1 AN INTRODUCTION TO
THEMATIC INVESTMENTS
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Thematic investments

INTRODUCTION THEMATIC INVESTMENTS

Transform megatrends into investible opportunities

Long-term High-conviction Multi asset Global

Companies that focus on 

solving challenges 

with long-lasting effect

Focused exposure 

to one theme

Dominance of equity, 

fixed income & 

private markets increasing

Benefits of structural trends 

at global level

Accelerating trend for clear reasons

Diversification benefits Clarity of investible theme Aligned with investor convictions

enhance diversification by adding 

thematic investments to portfolio

benefit from knowing 

what investments are capturing

choose themes that 

fit values and convictions

Source: BNP Paribas Asset Management. For illustration purposes only. 
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New dimension to portfolio construction

ALLOCATING TO THEMATIC INVESTMENTS THEMATIC INVESTMENTS

Regions Sectors

Styles

Thematic investing introduces an additional dimension

Transcends those classifications while not being fully independent from them 

and accounting for the Megatrends shaping society:

Demographic shifts

Social & behavioural shifts

Environmental developments

Resource scarcity

Economic imbalances

Transfer of power

Technological advances

Regulatory/political change

Thematic investing is:

investing in assets more likely to benefit from 

value creation derived from structural trends

Traditionally, investors seek to:

• Categorise investments into asset classes 

• Diversify across and within asset classes distinguishing:

regions, sectors and styles
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Growth of thematic funds in Europe – AUM (bn €)

Stellar growth in thematic investing

ALLOCATING TO THEMATIC INVESTMENTS

Source: Internal BNPPAM as end of June 2022; Scope: European cross-border & local funds, all asset classes, active & passive

Sustainable 

themes

Secular 

themes
Multi

thematic

Low 

tracking error

THEMATIC INVESTMENTS
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2 RISK EXPOSURES OF 
THEMATIC EQUITIES
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Beta of Thematic investments: ex-ante analysis

ALLOCATING TO THEMATIC INVESTMENTS SYSTEMATIC RISK EXPOSURES OF THEMATIC EQUITIES

Source: BNP Paribas Asset Management, MSCI, Solactive. 2nd March 2023. Based on BNPP AM front office equity risk models. Beta relative to the MSCI World index as benchmark. For illustration purposes only. 

Significant dispersion of beta
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Thematic exposures to style, industry and country factors: ex-ante analysis

ALLOCATING TO THEMATIC INVESTMENTS SYSTEMATIC RISK EXPOSURES OF THEMATIC EQUITIES

Dispersion of factor contributions to tracking error and dispersion in contribution of specific risk.

Source: BNP Paribas Asset Management, MSCI, Solactive. 2nd March 2023. Based on BNPP AM front office equity risk models. Beta relative to the MSCI World index as benchmark. For illustration purposes only. 
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Disruptive Technology

ALLOCATING TO THEMATIC INVESTMENTS SYSTEMATIC RISK EXPOSURES OF THEMATIC EQUITIES

Source: BNP Paribas Asset Management, MSCI. 2nd March 2023. Based on BNPP AM front office equity risk models. Relative to the MSCI World index as benchmark. For illustration purposes only. 

Active
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Circular Economy Leaders

ALLOCATING TO THEMATIC INVESTMENTS SYSTEMATIC RISK EXPOSURES OF THEMATIC EQUITIES

Source: BNP Paribas Asset Management, MSCI. 2nd March 2023. Based on BNPP AM front office equity risk models. Relative to the MSCI World index as benchmark. For illustration purposes only. 

Active
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3 ALLOCATION TO 
THEMATIC INVESTMENTS
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Diving into portfolio construction is key to defining a thematic allocation

ALLOCATING TO THEMATIC INVESTMENTS

Size and level of portfolio 

diversification is paramount

Requires adhering to a rigorous

risk management protocol

Core-satellite approach is often easiest 

and adequate for most investors

To which extent do expected returns, risk and correlations 

can be derived from exposure to traditional risk factors vs a specific theme-related component?

How much alpha is a given theme 

likely to add in excess of 

traditional risk exposures?
2

How much is a given theme 

exposed to traditional risk 

factors, sectors or styles?
1

Defining a thematic 

allocation

ALLOCATION TO THEMATIC INVESTMENTS
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Proposed framework to add Thematics to a Strategic Asset Allocation portfolio

ALLOCATING TO THEMATIC INVESTMENTS

*   from BNP Paribas Asset Management

**  following implementation advised in “A Practical Guide to Robust Portfolio Optimization”, Quantitative Finance, 2021

Core-satellite approach using robust optimization

Use thematic indices as benchmarks for thematic investments

Use the risk factor model for asset classes and thematic investments

Use asset class long-term expected returns*

Use robust portfolio optimization**

Information ratio = 0.3 for uncorrelared risk of thematic benchmarks

ALLOCATION TO THEMATIC INVESTMENTS
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Asset Class Themes Thematic Benchmarks

Morningstar Exponential Tech Net Total Return USD Index

Nasdaq CTA AI NTR Index

MSCI Global Sustainable Water Net Return Index

FTSE Environmental Opportunities Water Technology Index

MSCI ACWI IMI Food Revolution Index

Foxberry Tematica Research Sustainable Future of Food NTR Index

ECPI Global Renewable Energy Liquid NTR

FTSE Environmental Opportunities Renewable and Alternative Energy Index

MSCI ACWI IMI Efficient Energy Index Net USD

MSCI Global Environment Net Return USD Index

Bonds Environmental Sustainability Bloomberg MSCI Global Green Bond Index Unhedged USD

Equities

Disruptive Tech

Sustainable Water

Sustainable Food

Energy Transition

Environmental Sustainability

Thematic benchmarks

ALLOCATING TO THEMATIC INVESTMENTS

Source: BNP Paribas Asset Management. 25 August 2022. For illustration purposes only.

Two thematic indices used for each theme for simplicity

More could be used

ALLOCATION TO THEMATIC INVESTMENTS
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Traditional Asset Classes Tickers Market Risk Duration
Emerging 

/Commodities

Corporate 

Spreads
US Asia/Japan

Equity EMU NDDLEURO Index 28.2% -14.7% -25.6% -16.5% 3.1% -10.3%

Equity EMU Small Cap NCLDEMU Index 29.1% -12.0% -21.2% -2.9% 0.6% -12.5%

Equity UK NDDLUK Index 27.5% -9.3% -10.1% -23.2% -4.1% -22.1%

Equity USA NDDUUS Index 28.8% -12.8% -2.4% -19.6% 8.1% -9.4%

Equity USA Small Cap RU20INTR Index 27.0% -16.7% -3.3% -16.8% 12.4% -15.4%

Equity Pacific Japan NDDLJN Index 21.8% -20.9% -17.4% -18.2% -14.9% 79.7%

Equity Emerging Global NDUEEGF Index 28.2% -5.5% 27.8% -17.6% 6.6% 14.0%

Bond EMD HC Sov Global JPGCCOMP Index 26.0% 26.4% 19.4% 4.3% 19.2% 5.8%

Bond EMD LC Sov Global JGENVUUG Index 24.4% 13.1% 38.4% -25.1% 22.8% 15.9%

Bond EUR Sovereign LEATTREU Index 3.0% 47.8% -32.5% -22.9% -38.4% 10.0%

Bond USD Sovereign LUATTRUU Index -6.6% 49.6% 7.8% -39.3% 18.1% -10.8%

Bond EUR Corporate Investment Grade LECPTREU Index 21.8% 33.5% -19.0% 25.6% -30.6% 9.4%

Bond USD Corporate Investment Grade LUACTRUU Index 19.5% 42.5% 6.0% 14.3% 12.5% 2.8%

Bond EUR High Yield LF88TREU Index 28.3% 2.4% -2.4% 51.2% 1.9% 8.8%

Bond USD High Yield LF89TRUU Index 28.8% 3.8% 9.6% 40.9% 21.1% -2.0%

Diversification Real Estate Pan Europe TRNHUE Index 25.4% 1.6% -32.6% -0.9% -7.3% -36.1%

Diversification Commodity Global BCOMXAL Index 17.9% -8.4% 56.3% -1.7% -72.1% -19.9%

Statistical risk factors

Statistical risk factors for Asset Allocation based on PCA*

ALLOCATING TO THEMATIC INVESTMENTS

Source: BNP Paribas Asset Management, MSCI and Bloomberg. 25 August 2022. For illustration purposes only. *Principal Component Analysis

Expected Returns Traditional Asset Classes Expected Returns Statistical Risk Factors

Risk factor expected returns

ALLOCATION TO THEMATIC INVESTMENTS
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Thematic exposures to risk factors

ALLOCATING TO THEMATIC INVESTMENTS

Source: BNP Paribas Asset Management. 25 August 2022. For illustration purposes only.

Expected Returns Statistical Risk Factors       Systematic Expected Returns of Thematics

Expected Returns of Thematics = Systematic Expected Returns of Thematics + Thematic Alpha

Thematic Alpha = Thematic IR x Thematic Volatility

Thematic expected returns

Different systematic 

factor exposures 

for different 

thematic investments

ALLOCATION TO THEMATIC INVESTMENTS
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Core-Satellite approach: portfolio statistics

ALLOCATING TO THEMATIC INVESTMENTS

Source: BNP Paribas Asset Management. 25 August 2022. Based on EUR gross monthly returns. For illustration purposes only. Past performance is not indicative of future performance.

Conservative 0.8 1.8 0.46 0.0 13.4 27.8 58.8 100.0

Moderate 3.3 8.0 0.41 0.0 60.3 39.7 0.0 100.0

Aggressive 5.2 14.0 0.37 0.0 100.0 0.0 0.0 100.0

Conservative 1.1 2.2 0.51 0.7 14.3 30.3 55.4 91.7 8.3 8.3

Moderate 3.6 8.3 0.44 0.9 60.0 40.0 0.0 84.6 15.4 15.4

Aggressive 5.3 14.0 0.38 0.7 100.0 0.0 0.0 85.0 15.0 15.0

Conservative 1.4 2.3 0.62 0.8 15.2 31.2 53.6 71.1 28.9 4.2 24.7

Moderate 4.1 8.3 0.49 1.1 61.5 38.5 0.0 59.4 40.6 7.5 33.0

Aggressive 5.7 13.9 0.41 1.0 100.0 0.0 0.0 77.7 22.3 7.9 14.4

Portfolio weights (%)Portfolio Statistics

Satellite

Satellite

Diversification

Tracking 

error 

relative to 

Core (%)

Equities Bonds Cash Core

Annualized 

excess 

return over 

cash (%)

Annualized 

volatility (%)

Sharpe 

ratio Thematic 

Investments

Risk Profile

C

A

B

Thematic investments improve Sharpe ratios of similar risk profile portfolios

thanks for thematic alpha and diversification

ALLOCATION TO THEMATIC INVESTMENTS
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Conservative 6.1 7.3 10.2 17.6 58.8

Moderate 27.4 32.8 12.9 26.8 0.0

Aggressive 49.2 50.8 0.0 0.0 0.0

Conservative 4.4 3.8 13.6 14.5 55.4 1.3 1.8 0.7 0.8 1.5 2.2

Moderate 23.6 24.2 15.9 20.9 0.0 2.8 4.8 0.9 1.1 2.5 3.2

Aggressive 44.0 40.9 0.0 0.0 0.0 4.0 5.2 1.9 1.6 2.3 0.0

Conservative 2.9 0.0 6.4 8.2 53.6 1.0 0.0 0.2 0.0 1.3 1.6 3.0 1.6 1.6 2.3 1.1 15.1

Moderate 21.2 19.2 7.5 11.5 0.0 2.6 0.0 0.4 0.0 2.6 1.9 3.8 2.8 3.3 3.3 2.1 17.7

Aggressive 42.1 35.6 0.0 0.0 0.0 3.9 0.8 0.9 0.0 2.2 0.0 5.2 1.9 1.9 2.8 2.6 0.0

Portfolio Weights (%)

B

C

Equities

Core Satellite

Thematic InvestmentsDiversification

A

BondsEquities Equities

Core-Satellite approach: portfolio allocation

ALLOCATING TO THEMATIC INVESTMENTS

Source: BNP Paribas Asset Management. 25 August 2022. For illustration purposes only. 

ALLOCATION TO THEMATIC INVESTMENTS
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Core-Satellite approach: portfolio relative factor risk exposures

ALLOCATING TO THEMATIC INVESTMENTS

Source: BNP Paribas Asset Management. 25 August 2022. For illustration purposes only. 

Tracking error of Portfolios C with Thematics against same risk profile Portfolios B without Thematics

Thematics added to portfolio

using robust optimization

No major change in exposures 

to systematic risk factors

consistent with no change in 

expected returns and risk 

for traditional asset classes

But exposure to thematic risk

added to portfolio 

to capture thematic of alpha

Tracking error limited by constraint

could be set larger

ALLOCATION TO THEMATIC INVESTMENTS
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4 TAKEAWAYS
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Takeaways

ALLOCATING TO THEMATIC INVESTMENTS TAKEAWAYS

Investment themes transform megatrends into investible opportunities

capture new sources of alpha 

transcend classifications of sectors, regions and styles

However, thematic investments have 

different levels of beta

exposures to traditional risk factors

different levels of thematic volatility

different levels of alpha

Portfolio construction with adequate risk management 

is key for successful integration of thematic investments in portfolios

Source: Koye Somefun, Romain Perchet, Chenyang Yin, Raul Leote de Carvalho from BNP Paribas AM. 

(2022) “Allocation to Thematic Investments” Financial Analysts Journal, https://doi.org/10.1080/0015198X.2022.2112895

https://doi.org/10.1080/0015198X.2022.2112895
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5 APPENDIX
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BNPP AM Papers on Robust Portfolio Optimization

ALLOCATING TO THEMATIC INVESTMENTS APPENDIX

Use uncertainty in returns to reduce sensitive of optimal portfolios to changes in expected returns

Reduce impact of correlations in determining the final optimal portfolio allocation

Quantitative Finance
Volume 21, Issue 6, 2021

Journal of Investment Strategies
Volume 6, Issue 1, 2016
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Modify MVO problem into maximum–minimum problem

Maximize returns of worst case scenario for target risk

Estimated mean returns in uncertainty box about true mean returns

• Case of ellipsoidal uncertainty box

Then:

• Choice 1: 𝛀 set proportional to the diagonal matrix with variances in diagonal

• Choice 2: 𝜿 set to 1/2 the average of Sharpe ratios of assets in the investment universe

Robust Portfolio Optimization

ALLOCATING TO THEMATIC INVESTMENTS APPENDIX

𝐰𝑟𝑜𝑏𝑢𝑠𝑡 = arg max min 𝛍t𝐰 −
𝜆

2
𝐰t 𝚺𝐰 𝚺 = covariance of returns

𝜆 = risk aversion

𝛍 = estimated mean returns (excess cash) 

ഥ𝛍 = true mean returns (excess cash) 

𝛀 = covariance of errors

𝜅 = uncertainty aversion

𝛍 − ഥ𝛍 t𝛀−1 𝛍 − ഥ𝛍 ≤ 𝜅2

𝐰𝑟𝑜𝑏𝑢𝑠𝑡 = arg max ഥ𝛍𝑡𝐰− 𝜅 𝐰𝑡𝛀𝐰−
𝜆

2
𝐰t 𝚺𝐰

Return Uncertainty Volatility
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Deputy Head - Quant Research Group

Raul Leote de Carvalho is Deputy Head of the Quant Research Group at BNP Paribas Asset Management since October 2017.
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Raul joined BNPP AM in 1999 and held several positions related to quantitative research and investments in equities, fixed income and asset allocation covering
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Institute (France) and Member of the Institute of Physics (UK). He is also member of the editorial board of the Journal of Investing and referee for a number of
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BNP PARIBAS ASSET MANAGEMENT France, “the investment management company,” is a simplified joint stock company with its registered office at 1 boulevard Haussmann 75009 Paris, France, RCS Paris 319 378 832,

registered with the “Autorité des Mayés financiers” under number GP 96002.

This material is issued and has been prepared by the investment management company.

This material is produced for information purposes only and does not constitute:

1.an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment whatsoever or

2.investment advice.

Opinions included in this material constitute the judgement of the investment management company at the time specified and may be subject to change without notice. The investment management company is not obliged to

update or alter the information or opinions contained within this material. Investors should consult their own legal and tax advisors in respect of legal, accounting, domicile and tax advice prior to investing in the financial

instrument(s) in order to make an independent determination of the suitability and consequences of an investment therein, if permitted. Please note that different types of investments, if contained within this material, involve

varying degrees of risk and there can be no assurance that any specific investment may either be suitable, appropriate or profitable for an investor’s investment portfolio.

Given the economic and market risks, there can be no assurance that the financial instrument(s) will achieve its/their investment objectives. Returns may be affected by, amongst other things, investment strategies or

objectives of the financial instrument(s) and material market and economic conditions, including interest rates, market terms and general market conditions. The different strategies applied to the financial instruments may

have a significant effect on the results portrayed in this material.

The investments in the funds are subject to market fluctuations and the risks inherent in investments in securities. The value of investments and the income they generate may go down as well as up and it is possible that

investors will not recover their initial outlay, the funds described being at risk of capital loss. For a Complete description and definition of risks, please consult the last available prospectus and KIID of the funds

Environmental, Social and Governance (ESG) Investment Risk: The lack of common or harmonized definitions and labels integrating ESG and sustainability criteria at EU level may result in different approaches by

managers when setting ESG objectives. This also means that it may be difficult to compare strategies integrating ESG and sustainability criteria to the extent that the selection and weightings applied to select investments

may be based on metrics that may share the same name but have different underlying meanings. In evaluating a security based on the ESG and sustainability criteria, the Investment Manager may also use data sources

provided by external ESG research providers. Given the evolving nature of ESG, these data sources may for the time being be incomplete, inaccurate or unavailable. Applying responsible business conduct standards in the

investment process may lead to the exclusion of securities of certain issuers. Consequently, the Sub-Fund's performance may at times be better or worse than the performance of relatable funds that do not apply such

standards.

All information referred to in the present document is available on www.bnpparibas-am.com

Disclaimer
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