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Important Information

© Morningstar, Inc. All rights reserved. Neither Morningstar, its affiliates, nor the content providers guarantee the data or
content contained herein to be accurate, complete or timely nor will they have any liability for its use or distribution. No part 
of this document may be reproduced or distributed in any form without the prior written consent of Morningstar. This 
presentation has been prepared for clients of Morningstar Australasia Pty Ltd (ABN: 95 090 665 544, AFSL: 240892) and/or 
New Zealand wholesale clients of Morningstar Research Ltd, subsidiaries of Morningstar, Inc. 

Any general advice has been provided without reference to your financial objectives, situation or needs. For more 
information refer to our Financial Services Guide at www.morningstar.com.au/s/fsg.pdf. You should consider the advice in 
light of these matters and if applicable, the relevant Product Disclosure Statement before making any decision to invest. 

This presentation may contain certain forward-looking statements. We use words such as “expects”, “anticipates”, “believes”, 
“estimates”, “forecasts”, and similar expressions to identify forward-looking statements. Such forward-looking statements 
involve known and unknown risks, uncertainties and other factors which may cause the actual results to differ materially 
and/or substantially from any future results, performance or achievements expressed or implied by those projected in the 
forward-looking statements for any reason. 

Our publications, ratings and products should be viewed as an additional investment resource, not as your sole source of 
information. Past performance does not necessarily indicate a financial product’s future performance. Morningstar’s full 
research reports are the source of any Morningstar Ratings and are available from Morningstar or your adviser. To obtain 
advice tailored to your situation, contact a financial adviser. Some material is copyright and published under licence from ASX 
Operations Pty Ltd ACN 004 523 782. .
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Morningstar retirement bootcamp

Webinar 1 - Everything you wanted to know about ETFs and were scared to ask

Webinar 2 - Traditional passive ETFs

Webinar 3 - Thematic and factor ETFs

Webinar 4 – Building an ETF portfolio
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Learning objectives

1. Learn about thematic and factor ETFs and how you can use them within your portfolio to 
achieve your goals
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Getting the foundations right

• The biggest issue many investors face is undermining 
their own outcomes by letting emotions influence 
decision making and making mistakes

• ETFs exacerbate these tendencies given the ease of 
trading, the proliferation of new ETFs and compelling 
marketing based on recent performance

• The key is adding structure to decision making by 
establishing goals, setting an investment strategy and 
developing a process to guide decision making
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Thematic and passive ETFs
There is no established definition of different types of ETFs however they broadly fall in three 
categories but there are lots of grey areas:

‘Traditional’ passive ETF: An ETF that tracks a broadly diversified representative index that in most 
cases aligns with a long-standing geographically aligned benchmark that can be accessed at a low 
cost.

Factor ETF: An ETF that tracks a rules-based index that is representative of a security characteristic 
that may help drive desired risk, return or other outcomes. Examples include momentum, income, 
low volatility and / or growth / value.  

Thematic ETF: An ETF that tracks an index that may be representative of a particular industry or 
trend that investors believe will result in higher returns.   
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Difference between passive investing and thematic or factor 
investing
There are key components of the theory behind passive investing that do not align with thematic or 
factor investing – this may be good or bad but thematic and factor investing is not passive in the 
traditional sense.

Markets are mostly efficient, and it is almost impossible over the long-term to outperform an 
index through stock picking and market timing: The underlying assumption of factor and thematic 
ETFs is that certain strategies can beat the market through either the superiority of a strategy over 
the long-term or by enabling investors to time the market by moving nimbly between strategies 
that will outperform in the short-term.  

Investors should seek to limit turnover to limit trading fees and taxes: Many factor and thematic 
ETFs have significant turnover due to rebalancing and re-factoring of indexes. In a rising market this 
will trigger capital gains taxes.   

Investors should minimise fees: Most factor and thematic ETFs charge management fees that 
significantly exceed low-cost broad index funds and may approach the level of active management.
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Difference between passive investing and thematic or factor 
investing – example of higher fees and turnover

• FANG ETF’s 2026 June distribution was ~$2.35 which equated to a 6.55% yield based on the 30 
June price of $35.84 even though 5 of the 10 holdings don’t pay a dividend and the highest 
yielding share yields ~1%. Approximately 65% of the distribution was capital gains. 
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How to pick thematic ETFs – be sceptical 

As fees on traditional passive products have come down ETF providers have searched for ways to maintain fee 
levels. There are implications on investors for how and why ETF providers pick new thematic and factor ETFs to 
release.

To attract assets, themes chosen for a new ETF are likely to have board investor agreement that the theme is 
attractive. Since investors naturally chase performance, it is likely that this consensus is based on past 
performance.

• Given the widespread acceptance of investors that a theme is attractive and the use of strong backdated 
performance as a selling point it is likely that valuation levels will be elevated. Valuation levels are 
indicative of investor expectations and high valuation levels indicate high expectations – these high 
expectations tend to get ahead of themselves which can be hard to meet.

• For a thematic ETF to be successful three things need to occur:

• Investing in the theme must lead to the desired outcome – typically outperformance

• The index the ETF tracks must successfully capture the upside of the theme

• The ETF must be released before the theme upside is captured    
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How to pick a thematic ETF – be sceptical 

Most thematic fail: Over the 
long-term only 10% of 
thematic ETFs survive and 
outperform
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How to pick a thematic ETF – be sceptical 

Global X Silver Miners ETF (ASX: SLVM)

Silver Miners ETF released 27 January 2026
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How to pick a thematic ETF – be sceptical 

Bitcoin ETFs

Global X Bitcoin ETF released

VanEck Bitcoin ETF released

iShares Bitcoin ETF released
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How to pick factor ETFs – focus on the long-term

Popular factors for investors include equal weighted, income, volatility, quality, momentum, value 
and growth.

• Backdated performance is often used to induce investors. Past performance is not indicative of 
future performance and there is the tendency for markets to revert to the mean. 

• Factor investing tends to be cyclical so chasing performance can be problematic for investors. 
Factor investing is inherently a long-term strategy and works best when aligned to an individual 
investor’s goals.

Source: Factor Indexing Through the Decades, MSCI
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Example: Assess the ETF to determine if it provides the desired 
exposure
1. Identify underlying index on ETF provider website

2. Go to index website to review index selection criteria

3. Review existing holdings to understand how the rules are implemented
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Example: Assess the ETF to determine if it provides the desired 
exposure
Example: Bronze rated income ETFs

Vanguard Australian Shares High Yield attempts to fully 
replicate the FTSE Australia High Dividend Index. The index 
ranks all dividend-paying stocks in the FTSE Australia 200, 
excluding property trusts, based on their one-year forward 
dividend yield (typically from the Institutional Brokers’ 
Estimate System). Selecting stocks to include until 
approximately 50% of the float-adjusted market capitalization 
is reached. Following, a market-cap-weighted approach is 
applied to determine individual position sizing, and a 
proprietary screen is applied, which aims to balance the high-
yield objective with turnover.

Australian shares are screened for durable and persistent dividends and 
has a minimum cutoff for return on equity, debt/equity, and earnings 
volatility. A price-performance screen removes the lowest 5% of 
securities with a negative one-year price return. To make the final cut, 
securities must carry a dividend yield greater than the broader MSCI 
Australia Shares Investable Market Index based on a combination of 
historical dividend yields and forward-looking one-year dividend yields.

Vanguard Australian Shares High Yield (ASX: VHY) State Street SPDR MSCI Australia Select High Dividend (ASX: SYI)
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Example: Assess the ETF to determine if it provides the desired 
exposure

Between 2006 through 2025 
SPI grew income 190.33% 
and VHY grew income 
78.50%
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Morningstar Gold Medallist Rated thematic / factor ETFs

CategoryETF
Global sharesState Street SPDR MSCI World Quality Mix ETF (ASX: QMIX)

Global sharesState Street SPDR S&P World ex-AU Carbon Aware ETF (ASX: WXOZ)

Global sharesState Street SPDR S&P World ex-AU Carbon Aware Hedged ETF (ASX: WXHG)

Global sharesVanguard Ethically Conscience International Shares ETF (ASX: VESG)
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Morningstar Silver Medallist Rated thematic / factor ETFs

CategoryETF
Australian sharesBetaShares FTSE RAFI Australia 200 ETF (ASX: OOZ)
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Morningstar Bronze Medallist Rated thematic / factor ETFs

CategoryETF
Global sharesiShares Core MSCI World ex-AU ESG ETF (ASX: IWLD)

Australian sharesiShares S&P/ASX Dividend Opportunities ESG ETF (ASX:IHD)

Global sharesiShares World Equity Factor ETF (ASX: WDMF)

Australian sharesState Street SPDR Australian Select High Dividends ETF (ASX: SYI)

Global sharesState Street SPDR S&P Global Dividend ETF (ASX: WDIV)

Global sharesVanEck MSCI International Quality ETF (ASX: QUAL)

Global sharesVanEck MSCI International Quality Hedged ETF (ASX: QHAL)

Australian sharesVanguard Australian Shares High Yield ETF (ASX: VHY)

Australian sharesVanguard Ethically Conscious Australian Shares ETF (ASX: VETH)


