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ETF Trends 2020
The ETF landscape continues to rapidly expand beyond the replication of major stock market
indices such as the S&P/ASX 200 and S&P 500. Today’s investor can choose ETFs across different
sectors, based on certain themes or even offering alternative weighting schemes, like yield or value,
captured by the phrase smart beta. The value of the Australian ETF market is currently $A60bn1,
only a small portion of the overarching $A3,680bn assets of the managed funds industry 2 and a
fraction of the global ETF market valued at $US5tr3. The vastly larger U.S. and European ETF
markets offer some indication of the direction the Australian industry may take.
In 2020, ETF Securities expects a number of trends to influence the ETF landscape, including
economic drivers, changing investor dynamics and newer investment styles courtesy of improving
technology.
Economic drivers for the ETF landscape
Investments generally are being influenced by three key economic themes: the low interest rate
environment globally, continuing challenges in the Australian economy and ongoing growth in
Asia.
1. The global low interest rate environment
After a period of tighter monetary policy between 2016-2018, the U.S. Federal Reserve
switched course and decreased rates in mid-2019. This tied in with a year of increasingly
accommodative monetary policy globally. The European Central Bank (ECB) announced it
would resume quantitative easing and decreased its already negative bank deposit rate to 0.5%, while domestically, the Reserve Bank of Australia (RBA) decreased rates three times.
This environment is likely to continue into 2020 as the global economy continues to manage
sluggish growth and inflation, as well as provide a buffer for potential risks which may arise
during the post-Brexit adjustment period for the UK and Europe, the escalation in activity
with Iran, the typical market volatility associated with a US Presidential Election year or
any changes in the current ‘cease-fire’ in the US-China trade war.
Lower interest rates continue to place pressure on traditional sources of yield like fixed
income. Australian investors will need to look beyond domestic holdings to access yield in
fixed income. Given this scenario, investors may be more likely to look at using riskier asset
classes like equities, as well as ‘safe haven’ assets like gold.
What this means for ETFs?
•

1

Commodities ETFs, in particular gold and silver, should continue to benefit from
this environment due to a low opportunity cost. Gold has both consumption and
investment appeal so has low correlation to equity markets and other assets.

https://www.asx.com.au/documents/products/ASX_Investment_Products_November_2019.pdf
https://www.abs.gov.au/ausstats/abs@.nsf/mf/5655.0
3
https://www.statista.com/topics/2365/exchange-traded-funds/
2

•
•

This means it tends to perform in a range of markets and offer stability when share
markets are volatile.
Investors may look towards ETFs targeting dividends as an alternative source of
yield.
Investors still looking at fixed income, either for diversification or as a low risk asset,
may look at the US as it holds higher yield compared to Australian and European
counterparts.
12

Percentage

10
8
6
4
2

0
-2

Bloomberg AusBond Composite 0+ Yr Index
Bloomberg Barclays US Agg Total Return Value Unhedged
Bloomberg Barclays Pan-European Aggregate Total Return Index =R1
Source: Bloomberg as at 31st December 2019

2. Challenges in the Australian economy
On the whole, performance has been positive for the Australian market across 2019 but has
lagged peers and this is likely to continue in 2020.
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The Australian economy has been challenged over the past few years by a slowdown in the
resources sector, falls in the residential property market, along with stagnant wage growth
and employment numbers. Corresponding to this, the Australian dollar is low relative to
recent history – $US0.70 as at 31 December 20194.
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While these issues have affected investment, there have also been domestic themes taking
a dominant role. For example, the ramifications of the Royal Commission into Misconduct
in the Banking, Superannuation and Financial Services Industry both in terms of regulation
and penalties, along with damaged consumer trust, continues to influence the stock prices
of many financial companies. The extent of the devastating fire season in Australia is as yet
unknown but will be felt heavily in the financial sector, especially in the insurance industry.
Investors may consider a few options from this scenario. One aspect is sourcing
opportunities overseas or focusing on more niche areas both within and external to
Australia which are less likely to be influenced by the current dynamics. A second is
considering the impact of currency, given the low Australian dollar.
What this means for ETFs?
•

•

Investors may look to currency-based ETFs offering exposures outside Australia,
particularly to the US dollar which continues to be stronger than many developed
nation currencies.
ETFs in themes or markets to offset the financials exposure in Australia, for
example, in technology and medical sectors or in emerging markets.

3. Growth in the Asian region
The growth of the middle-class across Asia has been a market theme for more than a decade,
despite concerns over Chinese slowdown. Investors are becoming increasingly aware of the
opportunities for countries outside of China such as India, Malaysia or South Korea. India,
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for example, is expected to see the percentage of households in poverty drop from 15% to
5% by 2030 representing a huge opportunity in terms of consumption5.
Even as the Chinese economy slows and the trade war with the US continues to drive
uncertainty, it still represents opportunity for growth.
A number of companies are starting to emerge as global power players from the Asian
region, with massive and growing client bases and the ability to leverage to other regions.
Chinese based company Alibaba and Indian multinational Infosys Ltd are some examples.
External to Asia, a number of companies and sectors have spent the past decade developing
strategies and positioning to take advantage of this growth. Luxury consumer discretionary
brands like LVMH are already reaping the benefits6, while healthcare and vitamin
companies like Blackmores are discovering consumers who are focused on their health
needs and have the finances to pay for it7.
What this means for ETFs?
•

•

ETFs specific to the Asian region including those focused on individual countries
like India, along with ETFs covering themes that benefit from Asian growth will
continue to be of interest.
ETFs targeting sectors like healthcare or even focused on medical advancements
such as ETFS S&P Biotech ETF (ASX Code: CURE) are also positioned to take
advantage of a growing customer base in Asia who seeks out and can afford the latest
and best. This is also supported by the growing medical tourism industry in Asia,
targeting those tourists wanting to take advantage of the lower cost bases for
treatment.

Changing investor dynamics and ETFs
Investor needs and demands have been responsible for change across much of the investment
industry, with transparency and costs, along with ethical and social concerns, becoming a key focus.
1. Demand for greater transparency and cost-effective investments
Influenced by the Global Financial Crisis and the more recent Royal Commission, investors
are taking a greater interest in where and what their investments are. Transparency over
investments and the investment approach is becoming important. Investors are also
becoming more conscious of fees and aware that costs can erode returns.
This is having a flow-on effect to investment managers and financial advisers, requiring
them to not only justify their own fees but be more conscious of fee budgets within
portfolios.
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http://www3.weforum.org/docs/WEF_Future_of_Consumption_Fast
Growth_Consumers_markets_India_report_2019.pdf
6
https://www.lvmh.com/investors/profile/key-figures/#groupe
7
https://www.blackmores.com.au/about-us/investor-centre/annual-and-half-year-reports

What this means for ETFs?
•

•

The trend towards transparency and cost focus is supportive of ETFs, which typically
offer these characteristics and can be easily traded should they no longer meet an
investors’ strategy and needs.
A tighter focus on fee budgets in managed funds and portfolios make ETFs an
attractive option to access specific themes, offer broad exposure or tilt a portfolio.

2. Ethical and social concerns
Linking to a greater interest in transparency, investors are also starting to consider
incorporating their ethical and social values within their investments. Many companies are
starting to be vocal about their Environmental, Social and Governance (ESG) policies. To
some extent, this is a basic expectation for investors – even the greatest polluters have an
ESG policy. In recent times, investors have started to look at incorporating specific themes,
like climate change or socially responsibility, within their investments. This is still emerging
in the Australian market and is more developed in the US market, which even offers impact
investment style ETFs.
What this means for ETFs?
•
•

Growth in ESG and ethical ETFs will continue in response to investor demand and
innovation in a quickly developing segment.
This may also support more bespoke ETF strategies, for example, some dealer
groups have started to consider broad based indices with an ethical overlay for core
exposures in their clients’ portfolios.

A maturing market with new technology, more choice and investment styles
As the market has matured, the choices available to investors are becoming more sophisticated to
match with changing needs and demand. This has also been supported by improving technology
allowing for greater tailoring of strategies or even active management.
1. Thematic investing
Investors have become increasingly aware of how to use ETFs in their portfolios and their
demands have become more specific. ETFs have become a tool to express specific market
opinions, moral and ethical views or to target niche areas of growth. For example, an
investor who believes that the UK is likely to struggle post Brexit, might select an ETF that
covers top European companies, while excluding UK ones. Or alternatively, an investor
interested in growth in India might choose to increase their exposure through an Indian
specific ETF. ETFs have also opened access to newer investment spaces, which may
previously have been restricted to private capital in the past, such as artificial intelligence
and robotics.

2. Bespoke and smart beta strategies
Improving technology has allowed the rise of more tailored ETFs, using sophisticated
algorithms or rules (smart beta) to ‘beat’ the market while still remaining passive.
This may mean alternative weighting compared to the index, or the exclusion of certain
factors to minimise risks. Some ETFs of this type are also specially designed for larger scale
clients to meet their needs and cover exposures they specifically want.
While this kind of ‘customisation’ is generally exclusive to large scale institutions looking
for cost efficiencies, there is a link back to the broader retail trend for personalised goods
and services8. It’s not a great leap to consider that consumers who are used to personalised
service at no extra cost in most areas of their lives may come to expect it from their
investments too. The backend technology may not be to that retail level yet, but demand
may see it come to pass.
3. Active ETF investing
Active ETFs are an emerging area and typically replicate the strategies of active investment
managers, such as Magellan or Fidelity. ASIC recently conducted a review, suspending the
creation of such funds for six months and lifting this in mid-December 20199. The release
of admission guidelines, along with international activity (the US relaxed regulations
around disclosure in 201910), is likely to see further growth in this area.
Active ETFs transforms the traditional view of ETFs as a passive, index-following and
transparent investment. They tend to be more opaque, given active managers prefer not to
provide all their IP explicitly. They are likely to appeal to self-directed investors looking for
active solutions with greater ease of access and liquidity. in managed portfolios due to
characteristics like liquidity.
It is a time of change and transformation generally for the Australian investment landscape, and
opportunities are rising from newer attitudes, technology or even regulations. Across 2020 and the
coming years, ETFs are likely to increasingly evolve to fill the gaps in investor needs and demand.
Using the US and European ETF markets as a template, there’s further to move and grow for the
ETF landscape. Influenced by the current environment, Australian investors, like their
international peers, are making more deliberate efforts to seek ETFs for their portfolios.
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https://www.retail-insight-network.com/features/personalisation-retail/
https://www.morningstar.com.au/etfs/article/asic-lifts-pause-on-active-etf-listings/198188
10
https://www.moneymanagement.com.au/news/funds-management/relaxed-disclosure-regulations-could-seeactive-etf-market-soar
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For more information on accessing these trends through ETFs for your
clients, please speak to ETF Securities.
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Disclaimer
This document is communicated by ETFS Management (AUS) Limited (Australian Financial Services Licence
Number 466778) (“ETFS”). This document may not be reproduced, distributed or published by any recipient
for any purpose. Under no circumstances is this document to be used or considered as an offer to sell, or a
solicitation of an offer to buy, any securities, investments or other financial instruments and any investments
should only be made on the basis of the relevant product disclosure statement which should be considered
by any potential investor including any risks identified therein.
This document does not take into account your personal needs and financial circumstances. You should seek
independent financial, legal, tax and other relevant advice having regard to your particular circumstances.
Although we use reasonable efforts to obtain reliable, comprehensive information, we make no
representation and give no warranty that it is accurate or complete.
Investments in any product issued by ETFS are subject to investment risk, including possible delays in
repayment and loss of income and principal invested. Neither ETFS, ETFS Capital Limited nor any other
member of the ETFS Capital Group guarantees the performance of any products issued by ETFS or the
repayment of capital or any particular rate of return therefrom.
The value or return of an investment will fluctuate and investor may lose some or all of their investment. Past
performance is not an indication of future performance.
Information current as at 31 December 2019.

