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The adage “The only constant, is change”, rings ever more true - from the way we run our
practices to the emerging investment themes and megatrends shaping the future.
If we don’t prepare to be part of the change and grow alongside it,
we will be left behind, along with the other disrupted.
A few decades back, the average lifespan of a company on the US stock exchange had a lifespan of 35 years. The
average lifespan today is ten years. Seventy percent of children born today will be employed in industries that don’t
yet exist. The world has changed. To achieve future superior performance for our clients, we continue to access niche
and new markets and sectors.
We believe the future of offshore diversification vests more and more in thematic and megatrend investing as well as
the rapidly expanding and morphing Exchange Traded Fund (ETF) universe. Over the last two years, our research team
has made a special effort to analyse available offerings, most notably the multiple megatrends that are shaping the
new normal. Such megatrends can be found across both actively managed funds as well as ETF’s and index-tracking
funds. We are also finding significant opportunities in lesser-known actively managed investment funds which purely
focus on thematic and megatrend investing.

I CANNOT INVEST THE WAY
I WANT THE WORLD TO BE;
I HAVE TO INVEST THE WAY THE WORLD IS.
- Jim Rogers

EN AVANT
A French ballet term describing a dance step requiring dancers
to move forward and onwards.
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THE DIFFERENCE BETWEEN ETFS AND INDEX FUNDS
While ETFs and index funds aim to accomplish the same thing, for example, track the price movements of an index or a
composite of indices and assets, at a low cost, there are some key differences of which an investor should be aware of.
The most significant difference between the two respective options is their price calculation periodicity. An index
fund’s price is calculated daily at the close of trade, similarly to a unit trust. An ETF is priced continuously throughout
trading, along with regular stocks on the exchange, unlike index funds which trade once a day. ETF’s are highly liquid
investments, allowing for near frictionless movement into and out of asset classes. Especially during periods of high
price volatility, trading ETF’s rather than index funds could provide a tighter level of control.

ACTIVE VS PASSIVE DEBATE
Research indicates that the writing may be on the wall for the longest ever equity bull run in history. Characteristic
of the past thirty years has been rising global GDP relative to debt, declining interest rates and runaway debt-based
consumer spending. We are witnessing an unprecedented investment horizon, with global interest rates now at fiftyyear, or in some instances, historical lows. In a normalised environment of stable debt to GDP, stable inflation and
employment, this would seem a threshold to market prosperity. But, where we currently find ourselves, amidst the
coronavirus pandemic (among many other pressing challenges), it is anywhere but normal.
Fifty years ago, when our local interest rate was as low as it is today, stable variables supported the markets. What
followed was a very long period of growth and prosperity, unavoidably this too meant a continuous and seemingly
unstoppable wave of mounting household and, most critically, government debt. It’s a story that rings true for most
countries in the world. Effective traditional levers of fiscal policy are being rendered inefficient as governments battle
to manage the enormous debt they carry. The predictable future, is a period of stagnant growth, low employment and
market pessimism.
We are all aware of the ongoing debate between active and passive managers and the proponents of the ETF and
associated passive investment sphere. An acceptable truce is based on the acceptance that there are necessity
and space for both active and passive management, and the best course is one that incorporates both. Active fund
management is still the biggest player in the market and accounts for around seventy percent of traded assets and the
balance belonging to the passive and ETF space.
Warren Buffet endorses the ETF concept and also says one should only invest in what one understands. Fortunately,
ETFs are highly transparent, usually at low expense and high liquidity, which the market appreciates; they also do not
favour the large institutional type investor over the small individual, since everyone is treated the same in terms of cost.
The past ten years have seen flows over three trillion dollars into global ETFs and outflows of around five trillion dollars
from active fund management. The boom in ETF’s can only be seen as a positive for the market and investors as it has
forced active managers to sharpen their pencils and work harder to warrant their existence. Since equity investing is
a zero-sum game, and active managers still comprise the majority of the market, the average active manager’s return
ends up being the total market’s average return.

A LOW-COST INDEX FUND IS THE MOST SENSIBLE EQUITY
INVESTMENT FOR THE GREAT MAJORITY OF INVESTORS.
MY MENTOR, BEN GRAHAM, TOOK THIS POSITION
MANY YEARS AGO, AND EVERYTHING I HAVE SEEN SINCE
CONVINCES ME OF ITS TRUTH.
- Warren Buffet
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In reality, the return is slightly lower than the market, since trading fees must also be considered. Investors have
rightfully started asking why they should pay the higher active management fee when the expected return is equal
to or often less than, the market return. The reality of an expected return lower than the underlying market further
bolsters our belief that ETF’s are an essential building block in portfolio construction.
This brings us back to why we believe, now more than ever, ETF’s should be a fundamental component of any portfolio.
As stated above, the world is changing rapidly. Tracking the index or allocating to the best active managers over the
past thirty years has rewarded the buy-and-hold investor handsomely. Further impediments to growth include an
ageing workforce and associated retirement of the baby boomers, the end of the debt supercycle and the final stages
of the world’s biggest bull run. Combined with the factors mentioned earlier, the suggestion is that blanket rises in
global Indices and the mean of active fund manager returns may well disappoint going forward.

IS THERE AN ANSWER TO THE “WHERE TO HUNT FOR OUTPERFORMANCE”-CONUNDRUM?
We believe the answer is Yes! Our trump-card may be high conviction sector and theme selection, choosing those
sectors and themes that are likely to grow faster than the market. An excellent example of this has been the recent
stratospheric rise in the technology sector. The sector has been gaining momentum in a world continuously more reliant
on industries such as artificial intelligence and robotics, and the onset of the Coronavirus Pandemic and associated
forced adaptation has further boosted its outperformance.
Technology is just one example of many growth areas that ETF’s are well poised to exploit and make available to the
investor with its transparent, cost-effective offerings. There are many other areas of growth, where one can invest via
low-cost ETFs:
Green Technologies

Renewable Energies

Driverless Cars

Robotics

Urbanisation

Global Nutrition

Blockchain Technology

Ageing Population Care

There are just a few of many exciting investment themes developing. Researching and analysing the future outperforming
sectors and themes is an area we are actively involved in; we have a database which holds and studies over one
hundred thousand global funds and ETF’s.

Prepare for the changing nature of work.
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THE ETF MENU
Our database currently contains 4 120 US Dollar-denominated Exchange Trade Products (refer to Table 1). It includes
some Exchange Traded Commodities (ETC’s) (315) and Exchange Traded Notes (ETN’s) (88), but the majority are
Exchange Traded Funds (ETF’s) (3 717).
PRODUCT

# INSTRUMENTS

Exchange-Traded Commodities (ETC)

315

Exchange-Traded Funds (ETF)

3 717

Exchange-Traded Notes (ETN)

88

Total

4 120

Table 1: Exchange-traded products

The industries and themes that we are especially interested in, and the number of available instruments, is shown in
Table 2 below:
INDUSTRY / THEME

# INSTRUMENTS

Aerospace
Artificial Intelligence and Robotics
Automation and Autonomous Vehicles
Battery Technology
Big Data
Biotechnology and Biopharma
Blackswan
Carbon-neutral Technology
Climate-change
Cloud Computing
Communication Technology
Crypto Currencies
Cybersecurity
Digital
Electric Vehicles
Environmental
Equality
ESG
Total

3
14
8
5
2
17
1
3
14
8
2
5
9
5
2
1
5
118

						

INDUSTRY / THEME
Fintech
Gaming and eSports
Green Bond
Green Energy
Healthcare Equipment
Healthcare Innovation
Information Technology
Internet Of Things
Next-Generation Software
Next-Generation Technology
Pharmaceuticals
Rhodium
Semiconductors
Space Exploration
Sustainable Technologies
Transportation
Water

# INSTRUMENTS
3
4
3
13
6
38
19
14
3
35
5
1
10
1
28
4
8
417

Table 2: Industries currently on the radar
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Despite the cutting-edge nature of many of the industries and themes under the microscope, instruments with
significant performance track records are abundant. As an indication of the depth of the track records, refer to Table 3
below. One hundred fifty-five of the instruments have a 3-year or longer track record, while 82 have 10-year or longer
track records.
PERFORMANCE TRACK RECORD
Industry

>10-Year

>8-Year

>5-Year

>3-Year

Aerospace

2

3

3

3

Artificial Intelligence and Robotics

-

-

-

2

Automation and Autonomous Vehicles

-

-

2

3

Battery Technology

1

1

1

1

Biotechnology and Biopharma

6

7

9

9

Carbon-neutral Technology

1

1

3

3

Climate-change

-

-

1

3

Cloud Computing

-

1

1

1

Cybersecurity

-

-

1

2

Environmental

1

1

1

1

ESG

1

4

5

13

Fintech

-

-

-

3

Gaming and eSports

1

1

1

1

Green Energy

8

9

9

9

Healthcare Equipment

3

4

4

4

Healthcare Innovation

14

19

21

27

Information Technology

3

5

6

9

Internet Of Things

2

2

3

5

Next-Generation Software

2

3

3

3

19

19

23

26

Pharmaceuticals

3

3

3

3

Rhodium

-

1

1

1

Semiconductors

7

8

8

8

Sustainable Technologies

-

2

3

6

Transportation

1

2

2

2

Water

7

7

7

7

82

103

121

155

Next-Generation Technology

Total

Table 3: Industry instrument performance track records
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CONCLUSION
In a world where the only constant is change, considering where and how you will invest funds from now on is of critical
importance. A firm committed to bringing what is necessary to the table, one that welcomes, supports and encourages
change is not an ideal but a reality. Through transformation and innovation comes growth and despite negative global
growth forecasts, there will always be emerging investment themes and megatrends where investors, those who are
willing to break away from out-dated thinking and habits, can be richly rewarded. Our goal at GraySwan is to find these
opportunities and to make such available to our clients, efficiently and affordably.
A series of short articles on the relevant developing global investment themes and megatrends will follow in the
following months. Keep reading and feel free to call us for any further information on these topics and our wealth
management offering.

“
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Focusing on megatrends ensures
that investors remains informed as
to the developments at the forefront
of technology and disruption.
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