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Abstract

In recent years, Taiwan has prospered in the development of Exchange Traded Funds (ETFs).
Both the overall scale and the number of beneficiaries have grown rapidly. For issuers, product
innovative design and planning are the focus of competition. Furthermore, for investors,
investment options have noticeably increased. For the selection of emerging products, in
addition to the recommendations of advertising media, it is critical to understand the pros and
cons of various ETFs before investing. Following the Smart Beta ETF (Factor Investing), a
new type of "Thematic ETF" is now popular worldwide, which is regarded as an investment
method that can provide precise and focused investment on specific trends, causing the scale

of thematic ETFs to grow rapidly around the world.

The COVID-19 pandemic emerged in January 2020 and quickly spread throughout the world.
It disrupted global politics, economies, people’s lives, and mental health, as well as prompted
people to consider new lifestyle options or opportunities for their future. This concept has also
extended to investment trends, and "thematic investment" has created a trend-based investment
method. Since 2018, the number of domestic thematic ETFs has gradually increased, as did the
number of specific thematic ETFs, in order to adapt to life changes after the epidemic. This
research has collected domestic and foreign data, as well as a literature review and document
compilation, to discuss the business opportunities for Taiwan’s future thematic ETFs that can
meet the needs of new technology trends in life. Furthermore, it provides suggestions that
investors evaluate their recognition of the trend before choosing thematic ETFs and pay

attention to trend changes.

Keywords: ETF, Thematic ETF, Thematic Investing, Post-epidemic era
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Chapter 1: Introduction

1. Research Motivation

According to the Organisation for Economic Co-operation and Development’s (OECD)
September 2021 Economic Outlook Report, the world has benefited from government policy
support, the rapid development of vaccines, and increased coverage of vaccines. The global
economy has gradually recovered since the outbreak of the epidemic at the end of 2019. It is
estimated that this year Global GDP will grow by 5.7%, demonstrating that global economic
momentum has returned to the level it was at before the epidemic (OECD, 2021). Now the
world is striving to coexist with the new crown pneumonia. The epidemic has brought about a
significant impact on the global industry. In addition to subversive changes in people’s lifestyles,
it is also driving the focus of investment. Changes in network communication requirements and
these structural changes have also led to the emergence of specific themed Exchange Traded

Funds (ETFs).

The concept of ETFs was first introduced as a basket of stocks by the S&P 500 in 1989.
According to Gary Gastineau, author of The Exchange Traded Fund Handbook, it was the first
real attempt at an ETF. Unfortunately, a Federal Court in Chicago ruled that the fund was a
futures contract and must be traded on a futures exchange. After that, the Toronto Stock
Exchange launched the fund in 1990 and named it the “Toronto 35 Index” (TIPs 35). Three
years later, the first ETF was officially listed on the U.S. Stock Exchange in 1993, also known
as the S&P 500 Depository Receipt ETF (SPDR, stock exchange code SPY), which has been
established for nearly 30 years and the scale has reached 455.22 billion U.S. dollars. This is
currently the largest ETF in the world; during this period, various other ETFs have sprung up

globally like bamboo shoots after a spring rain.

In 1999, Asia’s first ETF, the Hong Kong Tracker Fund, was launched. In 2000, the world’s
first ETF with Real Estate Investment Trusts (REITs) appeared, including US iShares US real
estate ETF. In 2002, iShares developed a series of US Treasury ETFs; until 2003, Taiwan’s first
ETF emerged called the Polaris Taiwan Top 50 Tracker Fund (known as Yuanta Taiwan Top
50 ETF) (& $F 1F, 2020), through 20 years, this ETF has completely tracked the Financial Times
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Stock Exchange (FTSE) Taiwan Stock Exchange Taiwan 50 Index, which scale grows year by
year. It is now the largest ETF in Taiwan with a market value of NT$176.371 billion with more

than 300,000 beneficiaries.

As of the end of October 2021, when this study was conducted, Taiwan’s epidemic prevention
measures had been reduced from Level 3 to Level 2, and “conditional” unblocking had begun.
As the vaccine coverage rate reached 60% for the first dose, the second dose is expected to
reach 60% by the end of the year, and it will gradually move toward the stage of overall
immunization as it enters the post-epidemic era. As the second dose of the vaccine carries on,
people have begun to return to their normal lives and have learned to coexist with the virus.
However, at this time, new forms of home office work and remote classes have become part of
everyone’s daily routine, or as was done during the period of self-isolation. To maintain normal
work and schoolwork, the basic requirement is for stable and rapid Internet penetration.
Therefore, disruptive innovation themes such as 5G have begun to attract the attention of
domestic investors, and the changes in ETF products will also echo the preferences of investors.
Therefore, how will thematic ETFs develop as they enter the post-epidemic era? What are the

causes? What is the overall trend? These are the motives that this study intends to explore.
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2. Research Question and Purpose

The development of global ETFs has taken nearly 30 years and has been embraced by investors
all over the world. This is mainly because ETFs can encourage investors to buy a basket of
stocks at one time and eliminate the need to keep track of the market all of the time. Compared
with traditional mutual funds, ETFs possess information transparency. Regarding high and low
transaction costs, if one needs to purchase or redeem a stock, they can trade at the market price,
which provides sufficient flexibility and convenience (Barrer, 2020). In the 25 years from 1993
to 2018, the stock god Buffett, who is worth more than 100 billion U.S. dollars, advised
investors to make good use of index funds as investment tools. In a letter to shareholders, he
even stated, “For the vast majority of small and medium investors who have time to conduct
sufficient individual stock research, low-cost index funds may be the best choice for them to
invest in the stock market.” This can be seen in Tablel.

Table 1. ETFs vs. Mutual Funds

Through the MF company or broker,

B, end-of-day NAV

On-exchange, intraday

Transparency of
Holdings

Typically published quarterly, on a 30-

day lag Fund holdings published daily

Minimum Investments

Transparency of
Trading Costs

Tax Efficiency

Expense Ratio

Transparency of Extra
Fees

Liquidity

Source: Barrer, 2020

May have high minimums

Costs of inflow/outflows are borne by
all MF holders. Costs reduce NAV daily
for all.

The PM must transact in the holdings,
can generate capital gains

Generally higher

Sales load, 12b-1 fees, trading fees of
all infoutflows

Only underlying portfolio

1share

ETF buyer/seller bears trading
costs. All other investors not
impacted

More tax efficient due to
secondary trading and in-kind
create/redeem process

Generally lower

Standard trade commissions +
bid/ask Spread

Underlying basket + ADV +
correlated trading vehicles

The ETF asset class has moved from the stock type familiar to investors to the fields of bonds,

energy, precious metals, and exchange rates. In recent years, with the intensification of

3
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environmental protection and extreme climate issues, emerged ETF types regarding green

energy, clean energy, biotechnology, medical, social responsibility, corporate governance, and

sustainable development. According to ETFGI data, the global ETF asset scale exceeded 9.46

trillion U.S. dollars in September 2021, and the net inflow of 739.54 billion U.S. dollars from

the beginning 0of 2021 to the end of August 2021 alone was a growth that had more than doubled

when compared with the 373.01 billion U.S. dollars in the same period the previous year

(ETFGI, 2021). During the past two years, the epidemic continued to grow against the trend,

setting a record of 26 consecutive months of net capital inflows.
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Figure 1. Global ETF and ETP Growth

Among them, thematic investment has been the current global investment trend. In recent years,

it has gradually attracted the attention of major index companies and asset management

companies. According to Morgan Stanley Capital International (MSCI) information (as shown
in Figure 2) as of August 2020, the scale of global thematic ETFs had exceeded 400 billion U.S.
dollars (MSCI, Meet Thematic Investing, 2021).
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Global Thematic Fund Market Growth

Assets under management ETF CAGR 20%

$4268

$400B

$2708 $281B

® MF Passive
® MF Active

T $1678
$1558 $147B

S0

2015 2016 2017 2018 2019 2020
Aug

Figure 2. Global Thematic Fund Market Growth

Source: MSCI, 2021

The first ETF product launched by Taiwan in 2003 was Yuanta Taiwan 50, which was the fifth
ETF issuing country in Asia that year after Hong Kong, Japan, Singapore, and South Korea. In
2006, the FSC also issued amendments to the “Securities Investment Trust Fund Management
Measures” to loosen the regulations. In September 2006, the first industrial ETF “Fubon Taiwan
Technology Index ETF” was launched by Fubon Investment Trust, followed by the launch of
the first umbrella structure ETF. At present, the total number of ETF beneficiaries in Taiwan
has exceeded two million. This demonstrates that the number of domestic investors who rely
on ETF as the most reliable investment tool is quite high. Among them, it was observed that in
the period following the outbreak of the epidemic in Taiwan, the number of domestic
investment credits issued to thematic ETFs doubled, and the number of beneficiaries has also
grown substantially. Therefore, this study selects domestic themes that are more indicative of
scale and transaction volume. By using ETF as a reference sample while investigating micro-
knowledge, I hope to explore the thematic ETF in the post-epidemic era, and use this to achieve
the following research goals:

®  Understand the difference and impact of ETF investment preferences before and after the

epidemic.

® Summarize the development and trends of thematic ETFs in the post-epidemic era.
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3. Research Process and Scope

The asset scale of Taiwan’s ETF has grown tremendously in the past ten years. According to
data from the Financial Regulatory Commission, there were 15 ETFs listed in the Taiwan ETF
market by the end of 2010, including 11 domestic ETFs, 1 linked ETF, and 3 overseas ETFs.
The total asset size was NT$83.4 billion. As of the end of September 2021, the total number of
domestic ETFs listed on the OTC had reached 224, and the total asset scale had reached a record
high, achieving NT$1943.3 billion, which is rapid, regardless of the number of fund files, scale,

or beneficiaries. As it expands, the commodities it offers become more diversified.

According to Securities and Futures Association data, there are 12 ETFs listed from 2020 to
September 2021. The sample will exclude the targets that are too small and if the average
number of transactions per month is too low, and will choose the ETFs issued in Taiwan from
2020 to present if the scale exceeds NT$20 billion, the number of beneficiaries is more than
200,000 people, the monthly turnover for three months is more than NT$7 billion, and they also
meet the definition of thematic ETF at the same time. At the same time, it also compares ETFs
with the same themes that have been issued, as well as compares their differences and special

features.
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4. Structure

The process of this research is primarily divided into five stages, including problem formation,

literature review, research design, and research method decisions to collect data as well as to

classify and sort the information. The work description of each stage is outlined in Table2.

Table 2.

Structure

Research motivation and purpose

Research process and structure

Chapter 1: Introduction

A

The rise of thematic investment

A

Changes and impacts of mainstream domesti
ETF preferences after the epidemic

C

o

A 4

Analysis of the Thematic ETF plate

Chapter 2: Current Status of

Domestic Themed ETFs

'

The myths and risks of thematic ETFs

v

Research scope, analysis methods, and
statistics

Chapter3: Research
Methods

Case analysis and comparison of domestic
thematic ETFs

A

Future development trends of thematic
ETFs

Chapter 4: Analysis and
Trends of Domestic
Thematic ETFs

Research results and Suggestions

Chapter 5: Conclusions and
Suggestions

1V 1N
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Chapter 2: Current Status of Domestic Themed ETFs

1. The Rise of Thematic Investment

“A good hockey player plays where the puck is. A great hockey player plays where the puck is
going to be.” quote was famously stated by Wayne Gretzky, this quote was appeared in an
article which published by Towers Watson Company on thematic investment in 2012. At the
beginning, it clearly pointed out the meaning of thematic investment. “Insight and gaining
opportunities” are the essence of thematic investment, which is further explained as, “Thematic
investing is about capitalizing on future trends — identifying (and profiting from) the winners

and, just as importantly, avoiding (or underweighting) the losers” (Watson, 2012 P1).

Figure 3 also shows that the investment themes for future trends possess a rudimentary form.
This can be considered a relatively complete proposal of the core concept of thematic
investment in the research literature, and the definition of thematic investment proposed by

many asset management companies in the future will also be based on this extended concept.

Emerging market
currencies

Sovereign default .
/- Mobility of labour and E:Nn:;iﬁg
Regulation Banking crisis Integration of intellectual capital
Sentiment / valuation capital flows /

Debt New mass consumption

Globalisation

Household \ Integration of

Endogenous risk \

Information Complexity X
Communication Finance deleveraging trade flows
Biotech Two- d world
) _——Two-speed wor
Nanotechnology Technology Economics <_ | \balances
Climate
change ) Managed
Energy S exchange rates Free trade versus

investing

Environment Politics protectionism

Future of Euro

L Society
Sustainability Multi-polar world
Resources for

life (water, food)

’ Structural

increase in Demographics Education in emerging world
iti demand
Comptilio \ Ageing in developed world

Two-tier

Urbanisation economy

Population growth
Resources for toys in emerging world Underfunded pensions

(oil, metals and so on) Healthcare

Figure 3. Long-term Investment Trends

Source: Willis Towers Watson, 2012
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Prior to the emergence of thematic investment classification, the majority of the original global
industry classifications adopted the Global Industry Classification Standard (GICS), which was
jointly developed by MSCI and Standard & Poor’s in 1999. GICS is divided into four levels
using a broadly classified hierarchical classification system. In the industry sector, each
company is assigned a single GICS classification at the sub-industry level according to its
principal business activity. MSCI and S&P Dow Jones Indices use revenue as a key factor in
determining a firm’s principal business activity. Earnings and market perception, however, are
recognized as important and relevant information for classification purposes and are considered

during the annual review process (MSCI, The Global Industry Classification Standard, 2021).

GICS

11 SECTORS

24 INDUSTRY GROUPS

69 INDUSTRIES

158 SUB-INDUSTRIES

Figure 4. MSCI GICS

Source: MSCI, 2021
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Table 3. Sector by GICS

SECTOR

ENERGY

MATERIALS

INDUSTRIALS

CONSUMER DISCRETIONARY

CONSUMER STAPLES

HEALTH CARE

FINANCIALS

INFORMATION TECHNOLOGY

COMMUNICATION SERVICES

UTILITIES

REAL ESTATE

Source: MSCI, 2021

Using Information Technology as an example, its Industry Groups are divided into three

categories: Software & Services, Technology Hardware & Equipment, and Semiconductors &

Semiconductor Equipment; and thematic investment through a different investment structure

than in the past has the potential to make an investor’s investment more efficient. According to

McKinsey, thematic investment must respond to long-term economic, political, and social

trends. It is necessary to have a considerable degree of understanding of the impact of the

industry and use this to grasp investment trends. In 2014, McKinsey divided the difference

between thematic investment and the corresponding investment structure into seven major

projects, namely asset allocation, portfolio construction, alpha generation, decision process,

investment performance, expertise, and research (Vincent Bérubé, Sacha Ghai, Jonathan

Tétrault, 2014).

10
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Table 4. Relative and Thematic Frameworks

Relative framework

Thematic framework

Asset . Asset classes as building blocks Sector and country exposure as
allocation building blocks (matrix view)
Portfolio Weight of asset classes in Selection of themes, sectors,

construction

portfolio based on economic
cycles and market conditions

or regions across asset classes
based on underlying market trends

Alpha Based on security selection Based on selecting groups
generation relative to an index of companies that will benefit
from long-term support of
structural trends
Decision Portfolio managers allocate Investment committee arbitrages
process capital within defined mandates opportunities across themes
Investment Measured relative to an index Measured against an absolute
performance (typically on an annual basis) target or a risk-adjusted index
(over a 3- to 5-year rolling history)
Expertise Investment professionals with Investment professionals with a
experience in a given asset class combination of in-depth regional
or sector and sector experience across
asset classes
Research Typically occurs within portfolios, Central group develops house

with research performed at
security level

views on priority themes and
opportunities for institution

Source: Vincent Bérubé, 2014

Taking electric vehicles as an example of one of the hottest topics today, the original GICS
classified investment is in the Information Technology industry. Take, for example, Vanguard
Information Technology ETF (VGT), whose top ten holdings include various technology
industries, including software and hardware computer development (APPLE), semiconductors
(NVIDIA), technical services and data analysis consulting (ACCENTURE), and even the
financial technology industry (VISA, MASTERCARD), whose total equity sector is:
Application Software (12.2%), Communications Equipment (3.1%), Data Processing &
Outsourced Services (10.1%), Electronic Components (0.8%), Electronic Equipment &
Instruments (1.2%), Electronic Manufacturing Services (0.7%), Internet Services &
Infrastructure (2.1%), IT Consulting & Other Services (3.8%), Semiconductor Equipment
(3.3%), Semiconductors (17.8%), Systems Software (21.7%), Technology Distributors (0.4%),
and Technology Hardware, Storage & Peripheral (22.8%). The holdings are quite broad and
cannot be locked into a specific trend, such as telecommunications technology or electric

vehicles (Vanguard, 2021).

11
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Table 5. Vanguard Information Technology ETF Ten Largest Holdings

Rank/holdings

1 Apple Inc.
Microsoft Corp.
NVIDIA Corp.
Adobe Inc.

Visa Inc.
salesforce.com Inc.
Mastercard Inc.
Cisco Systems Inc.

Broadcom Inc.

O © 0 N O a »~ 0N

-

Accenture plc

Source: Vanguard, 2021

The classification of thematic investment is available. Thematic investment is used to predict
the long-term growth of a specific trend, focusing on the long-term changes of the entire global
market rather than limiting investment to a specific company or industry. BlackRock’s thematic
investment concept is used as an example, including (DEMARCO, 2021):

1. Rapid urbanization

2. Climate change and resource scarcity

3. Shifting economic power

4. Demographic and social change

Whether they focus on 5G themes or electric vehicles, there are target classifications. In recent
years, GLOBAL X, which has been committed to the development of thematic ETFs, defines
thematic investment as “the process of identifying powerful disruptive macro-level trends and
the underlying investments that stand to benefit from the materialization of those trends”
(Palandrani, 2021 P2). GLOBAL X’s classification of Thematic ETFs is described in four levels
as follows: 1) Category; 2) Mega-theme; 3) Theme; and 4) Sub-theme. Each layer’s focus will
be concentrated on in turn. The largest category includes three disruptive factors, namely
Disruptive Technology, People & Demographics, and Physical Environment. The next category
is Mega-theme, and then the most important “Theme” is promoting technological progress and

changing consumer demand, or disruptive changes affecting the environment, with 40 thematic

12
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categories currently available. By identifying disruptive macro trends and investment themes
that are highly connected to these trends, the classification process is divided into top-down and

bottom-up two-way strategies.

General Process

Top Down
Identify disruptive
macro-level
trends and select
related high-

7= Bottom Up
conviction themes

Select investments
highly exposed to
those themes and

related trends

Figure S. Thematic Investing General Process
Source: Global X, 2021

13
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Table 6. Defining & Categorizing Themes Classification System by Global X
Category Mega-Theme Theme Sub-Theme

Machine/Deep Learning
Cybersecurity
Quantum Computing
Cloud/Edge Computing Remote Wark, MarTech
Autonomous Vehicles

Electric Vehicles Lithium/Batteries
ARMR
Video Games E-sports
Social Media
Streaming
Mobile Payments
Peer-to-Peer Lending
Crowdfunding
Blockchain

Digital Infrastructure
5G/Next Gen Networking

CO eCthlty El erging Markets Intemnet
[t} art Devices, Smart Cilies, llo’
Intemet ¢ S S

Space/Satellite Communications

Big Data

Mobilty

Digital Content

Disruptive Technology

FinTech

Al/Automation
Robotics 30 Printing
Drones
Millennials & Gen Z
Emerging Market Consumers
Urbanization

E-commerce

Educafion

New Consumer
Sharing/Gig Economy

Safety and Security

People & Demographics Camabis
Sports Betting

Prefessional Sports

Telemedicine & Digital Health, Genomics,

Immunotherapy, Public Health
Aging Population Senior Care, Senior Economy

Health Health & Wellness Obesiy, Organics
Emerging Markets Healthcare

Healthcare Innovation

Alternative Medicine

CleanTech
Climate Change Clean & Renewable Energy Solar, Wind, Hydrogen

Physical Environment

Resource Scarcity Water, Waste/Recycling, Rare Earths, Sustainable Food

Infrastructure Development

Source: Global X, 2021
This classification has four characteristics:
1. This strategy is based on long-term, growth-focused strategies
2. Unconstrained by geographies or sectors
3. Focused, often on technology and new consumers
4. Relatable concepts that impact our daily lives
(Palandrani, 2021)
Additionally, these four major characteristics also represent the long-term trend of the flow of

money and people, as well as future business opportunities.
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According to Bloomberg’s 2021 survey, the scale of thematic ETFs reached US$183 billion,
which is much higher than any other CIGS industry fund. Within five years, the scale of
thematic ETFs may surpass traditional industry-specific ETFs and reach US$500 billion. The

scale demonstrates that thematic ETFs are the future development trend of ETFs (Bloomberg,

2021).

Figure 6. Historical Assets of Sector ETFs vs Theme ETFs
Historical Assets of Sector ETFs vs. Theme ETFs

e Communications [Sector Focus AUM ($ Min)]

* Consumer Discretionary [Sector Focus AUM ($ Min)] | 0.183M

* Consumer Staples |Sector Focus AUM (% Min) |
Energy | Sector Focus AUM ($ Min) ]

® Financial [Sector Focus AUM ($ Min)]

e Health Care [Sector Focus AUM ($ Min)]

¢ Industrial [Sector Focus AUM ($ Min)]
Materials [Sector Focus AUM ($ Min)]

* Real Estate [Sector Focus AUM ($ Min)]

Source: Bloomberg Intelligence, 2021
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2. Changes and Impacts of Mainstream Domestic ETF Preferences After

the Epidemic

Looking back at the global economic situation prior to the outbreak of the epidemic in 2019,
despite the significant pressure brought on by the US-China trade war, the US changed its
supply chain policy and the subsequent easing of policies of the US Federal Reserve to support
corporate operations through the purchase of corporate bonds. In turn, it has driven strong
consumer spending and lowered the unemployment rate. The S&P 500 index rose by 28.9% in
2019, and the global stock market rose by more than 20%. The order shifting effect brought
about by the US-China trade conflict has also driven Taiwan’s information technology and

audio-visual products. Taiwan exports increased in the first three quarters of 2019, and private

investment also increased. Taiwan’s weighted index rose in the first quarter of 2019 and

remained above 10,000 points.

During the same period, Taiwan accelerated the opening up of financial measures, and the
loosening of laws and regulations prompted the active development of the financial, investment,
and credit industries. In 2019, the overall size of public funds reached NT$7,651.8 billion,
compared with the size of NT$507,573 in 2018, public funds scale increased by 32.9%. In 2018,
the scale of investment trust public funds was NT$2571.9 billion. In 2019, the scale increased
significantly to 4 trillion yuan, a 55.7% increase from 2018. There are 11 different types: stock,
balanced, money market, fixed income, portfolio, guaranteed, real estate securitization, index
stock, index, multiple asset, and ETF-linked. Among these, the scale of index stocks has begun
to climb. In 2018, the scale of index stocks was NT$724.4 billion, accounting for 28% of the
overall scale of investment trust mutual funds and surpassed 488.8 billion (19%) of general

equity funds for the first time, which became the largest fund type (SITCA, R.O.C.EFFE
Hdr 2018, 2019). By 2019, the scale of index stocks had doubled to NT$1.670.3 billion,

accounting for 42%. The size of general equity funds for the year was NT$578 billion,
accounting for 14%. For fixed-income funds, the scale was NT$616.2 billion, accounting for
15%. The combined scale of equity and fixed income funds was not as large as index equity
funds. Therefore, 2019 could be considered the beginning of a new milestone for domestic

index equity funds (SITCA, R.O.C.ZE il 2 15 2019, 2020).
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Figure 7. Investment Trust Public Funds: by Fund Type
Investment Trust Publicly Offered Fund (Unit: Billion TWD)
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ETF,
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Balanced, _
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1.4%

_Index fund,
169 ,
0.4%

ETF 1 Index fund ® Multiple assets m ETF linked
Stock Balanced Money market  Fixed income

Combination Guaranteed Securitized

Source: SITCA, 2019

At the beginning of 2020, there was a global impact event and the COVID-19 pandemic began
to spread globally. The first case of the foreign epidemic was discovered in Thailand in January
2020 (excluding the origin of China), and the Taiwan Disease Control Agency listed the new
disease as one of the five types of notifiable infectious diseases, and the three-level central
epidemic command center was launched on January 20, officially entering national epidemic

control.

The World Health Organization declared COVID-19 as a global pandemic on March 10 of the
same year. At that time, the global economy was already in a state of severe panic, and global
stock markets continued to fall. In March of 2020, the U.S. stock market experienced four

meltdowns in a single month. At the same time, the VIX panic index hit a record high, breaking
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through 82 points to 82.69 points, surpassing the previous high of 80.74 points set during the
2008 financial tsunami (MacroMicro, 2020). Within a month, the S&P 500 index fell from its
highest point (3393.52 points) in February to its lowest point of 2191.86 points, a drop of 35%.
At that time, the global stock market value had lost 30% of its value.

Figure 8. VIX Index
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Source: MacroMicro, 2020

It is worth noting that the global pandemic caused a sharp drop in the stock market, evaporation
of wealth, and a decline in consumption momentum, but it is still substantially different from
the previous global financial tsunami in 2008. The main difference is that the 2008 Global
Financial Crisis was caused by financial factors. The proportion of leveraged operations in the
system was too high, and long-term high-leverage profits had led to insufficient risk awareness
of issuers and investors. When there is a funding gap, the entire financial system, as well as the
majority of upstream, midstream, and downstream companies that require capital to operate,
will fall into a vicious circle of liquidity. COVID-19 is a pandemic disaster that carries the risk

of reducing the flow of people, rather than capital liquidity.

With the increasing popularity of vaccines, most large companies can trade through digital
services, and the impact of the epidemic on the industry is obviously asymmetric. Restaurants,

catering, energy, and other industries were the most negatively affected, but there were also
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industries that achieved high performance due to the epidemic, such as software services,
pharmaceuticals, and semiconductor industries. The government’s bailout policy is also
directed toward directly assisting companies and household finance departments. Employment
protection and subsidies and overall bankruptcy are relatively minor (J152-$R1TE EH# &,
2020). Therefore, compared with the global financial tsunami, most companies have had a
greater ability to withstand the epidemic, so the rebound force is much faster than in 2008.
Stimulated by the global government’s vigorous efforts to rescue the market through monetary
and interest rate policies, the stock market rebounded in less than three months, and the S&P

500 index had almost recovered 80% of its lost ground by June 2020.

Table 7. Comparison of the Global Financial Crisis and the COVID-19 Crisis: Causes and

Impact on the Real Economy

* Similar to the impact of natural
) ) » disasters on the real economy, the
* The inherent instability of the  wjdespread impact on the real

financial system affects the economy has spread to the financial
wider real economy. system.

*The global GDP fell by 3.73% last
year and is expected to grow by 5.68%

« The global GDP fell by this year (2021), showing a strong

1.74% in 2009 and grew by ~ rebound.
4.23% in 2010, showing little * Mainland China’s GDP recovered

rapidly in the second quarter of last
year, which is different from other G20
countries.

rebound.

* The global merchandise trade volume
fell by 5.3% last year, but it returned to
the pre-epidemic level in November of
last year, and the recovery took only

10 months.
« The global merchandise trade  ° The performance of trade in services
volume fell by 12.8%, and it remains sluggish, partly due to tourism

bans in many countries that have
restricted the recovery of the tourism
industry.

took 25 months to recover.
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Global Financial Crisis

* The global unemployment
rate in 2009 was 7.33%.

* As far as the United States is
concerned, the unemployment
rate was 4.7% in November
2007, and then continued to
soar, reaching a peak of 10%
in October 2009; it did not fall
to 6.7% until December 2013.

*The global financial crisis
triggered a full-scale recession,
and the industries that have
been hit particularly hard
include construction,
manufacturing, service, retail,
and finance.

* According to OECD data,
during the global financial
crisis, many countries, such as
the United States, Norway,
Denmark, and the Netherlands,
appeared to have serious
corporate bankruptcies.

Source: CBC Taiwan, 2020
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Coronavirus crisis

* The global unemployment rate last
year was 8.09%.

* As far as the United States is
concerned, the unemployment rate in
March last year was only 4.4%. As the
epidemic became more severe, it
soared to 14.8% in April of last year;
in May of this year, the unemployment
rate had dropped to 5.8%.

* The new crown pneumonia crisis
triggered a major blockade, and its
impact on the industry was
asymmetrical. -Those who are more
negatively affected: consumer service
industries that have close contact with
people (such as restaurants, catering,
gaming, cruise companies, etc.),
energy, transportation, and auto parts
industries. -Those who are more
positively affected: real estate industry,
software service industry,
pharmaceutical industry,
semiconductor industry, etc.

* During the COVID-19 crisis,
corporate bankruptcies in many
countries seem to be relatively mild,
indicating that the policy support
provided by the policy authorities to
ease the short-term financial pressure
on companies seems to have worked,
but whether this relatively benign
phenomenon can continue remains to
be seen.

» The OECD pointed out that its
currently available information is still
mainly concentrated in large and
medium-sized companies. In the
future, if more companies (especially
smaller and more vulnerable
companies) declare relevant
information, a more complete picture
can be obtained. In addition, problems
such as debt accumulation and
corporate zombification may gradually
emerge.
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At the beginning of 2019, the global-themed ETF was approximately 20 billion U.S. dollars in
scale, and the number of stalls had not exceeded 100. Six months after the outbreak of the
epidemic, the size of the global thematic ETF displayed an explosive growth. As of the third
quarter of 2021, there were 198 thematic ETFs. The total amount was 133.7 billion U.S. dollars
(Palandrani, 2021).
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Source: Global X ETFs, Bloomberg. As of Sep 30, 2021.
Note: AUM includes assets of funds closed until the last month of trading activity.

Figure 9. Thematic ETF Landscape
Source: Global X, 2021
According to Deloitte’s “Opportunities and Challenges of Taiwan’s Consumer Industry in the
Post-2020 Epidemic Era,” in order to overcome the global economic crisis, companies must
focus on four major factors:
o (Cash flow management
e New business investment
e  Supply chain management
e Organizational digital transformation
And two major trends:
e  Online channels rising

e Reduced physical contact

All industries should actively develop digital transformation in business management, supply
chains, products and services, and suggest software and hardware. Furthermore, the outbreak

of the epidemic has increased obstacles to global logistics and transportation, and the economic
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impact caused by delays in supplier delivery requires an assessment of whether it is necessary

to build a backup supply chain and increase the sources of alternative goods. Deloitte (2021)

proposes three suggestions on how enterprises can respond to consumers' needs in the post-

epidemic era:

1. Optimize brand portfolio and service experience: The impact of the epidemic has forced
the industry to change. Many companies continue to exhibit shops when rents have more
bargaining space, and at the same time launch new ones. Brands, flagship stores, concept
stores, and so on raise the threshold of competition and consolidate advantages. For
example, Hi-Lai Foods Co. opened a restaurant called “ENERGY” that caters to young
customers with a personal chicken soup pot; and Pousheng Group opened a concept store
called “Next Store” in Hsinchu Science Park, which is a new business model that focuses
on providing sports experiences and direct-to-customer services.

2. Lifting equipment and technology: The epidemic has brought demand to the consumer
industry for a “contactless economy,” and some business and behavioral models that meet
the needs of epidemic prevention may become long-term changes. For example, if
consumers reduce their shopping frequency and increase the items and quantity of single
consumer products, enterprises must increase the capacity of their warehouses. In addition,
there will be need change in the volume of storage and logistics, and the introduction of
new product packaging and formats, such as hand-crank beverage stores launching liter
products and the catering industry launching frozen packages to meet consumer needs.

3. Accelerate digital transformation and strengthen management system: Under the wave of
digitization in the consumer industry, many interviewed companies have accelerated their
digital transformation during the epidemic, including strengthening the functions and
connections of ERP, CRM, POS, PMS, and other systems, from the establishment,
management, and analysis of consumer profiles, and even within the enterprise real-time
information management of manpower, inventory, and working capital, optimize the front-
to-back management system, while further integrating internal and external information of

the enterprise and strengthening the grasp of customers.

Therefore, it is conceivable that in the post-epidemic era, whether it is a company or an investor,
concepts and equipment must be upgraded simultaneously, to enter the so-called “new normal”
after the epidemic. The “new normal” began immediately following the outbreak and is closely

related to our daily lives, such as telemedicine, telecommuting, tele-education, and online
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banking. Therefore, advanced digital applications will become the “new normal” of everyday

life (k11 (i, 2020).

Due to the emergence of the “new normal,” many investment opportunities have also emerged
in the post-epidemic era. Whether students or office workers, the time spent at home increased
significantly, and entertainment equipment at home became the focus. Video game sales grew
significantly in 2020. According to the NPD Group survey data, as of November 2020,
Americans had spent a total of 6.97 billion U.S. dollars on game consoles, game accessories,
digital services, and videos, an increase of 35% YoY!, of which only game hardware devices
accounted for approximately 1.4 billion U.S. dollars. Among them, the sales of game console
giants, such as Microsoft Xbox and PlayStation 5, increased by 58% YoY, while the
expenditure of video games increased from 36.47 billion in 2019 to 44.5 billion U.S. dollars,
an increase of 22% YoY. This situation was also identified in the Taiwan-themed ETF market.
In general, as of December 2020, the scale of Taiwan index equity funds had reached NT$1,791
billion, and by September 2021, the size had approached NT$2 trillion; when it comes to
NT$1,943.3 billion, it can be seen that domestic ETFs are growing against the trend of the
epidemic, and product preferences have also changed. From 2018 to December 2019, before
the outbreak, there were 29 domestic ETFs listed. Among the 29 files, there were four themed
ETFs, accounting for 13.7% of the total.
Table 8. Domestic Thematic ETFs Before COVID-19

Listing date | Code Name Issuer Underlying Index

Cathay Nasdaq o

CTA Artificial Cathay Securities Nasdgq CTA Artificial
2018.06.11 | 00737 ; Intelligence and

Intelligence and Investment Trust Robotics Inde

Robotics ETF ! X

Yuanta STOXX .. .
2019.01.23 | 00762 |Global Artificial Yuanta Securities STOXX@ Global Artificial

. Investment Trust |(Intelligence Index

Intelligence ETF

E}l:lrilnRS(i(iilg: . Taishin Securities SG Global Al and Robotics
2019.08.12 | 00851 Select ETF Investment Trust Select PR USD

guta’;ta Global eanta Securities [ICE FactSet Global
2019.11.19 | 00861 |- ¢ N COUTTUCS | NextGen Communications

Telecommunication |Investment Trust

ETF Index

Source: Taiwan Stock Exchange, 2021

"YoY: year-on-year
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In the post-epidemic era, the proportion of thematic ETFs has increased significantly, as there
were 12 domestically listed ETFs from 2020 to September 2021, of which there were seven
thematic ETFs, accounting for 58%. Furthermore, all of the ETF themes fall under the category
of “disruptive innovation technology,” including 5G, electric vehicles, and information
security, and all are closely related to changes in daily routines, disruptive technologies, rapidly

changing consumption habits, and payment methods.

Figure 10. Domestic ETFs Issued after COVID-19 (2020.1-2021.10)

Listing date Code Name Issuer Underlying Index
Cathay
Cathay Cyber Securities Nasdaq ISE Cyber Security
2020.03.30 1 00875 Security ETF Investment Index
Trust
Yuanta Global Yuanta 1ISTOXX Global NexGen
NexGen Securities Communication Innovative
2020.07.07 | 00876 |Communication v 4 vaty
. Investment Technology Index
Innovative Trust
Technology ETF
Cathay
Cathay Taiwan  |Securities TIP FactSet Taiwan 5G Plus
2020.12.10 ) 00881 5G Plus ETF Investment Communications Index
Trust
CTBC Taiwan
ESG Leading CTBC ICE FactSet Taiwan ESG
2021.05.28 1 00891 Semiconductor ~ |Investments  |Leading Semiconductor Index
ETF
Cathay Global Cathay
Autonomous and |[Securities Cathay Global Autonomous
2021.07.01 00333 Electric Vehicles |Investment and Electric Vehicles ETF
ETF Trust
Fubon MSCI Fubon
ACWLIMI Select |q 1 ivie MSCI ACWI IMI Select Future
2021.08.12 | 00895 |Future Mobility .
Investment Mobility Top 30 Capped Index
Top 30 Capped Trust
ETF
CTBC TIP
g;lis\i:r?léigen CTBC TIP Customized Taiwan Green
2021.09.16 | 00896 Energy and Electric Vehicles
Energy and Investments Index
Electric Vehicles
ETF
Source: Taiwan Stock Exchange, 2021
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3. Analysis of Thematic ETF Plate

Because Beta Shares targets the U.S. adoption of technology tables from 1990 to 2020, it is
clear that over the past century, the adoption rate of major technological changes, such as
telephones, electricity, automobiles, and radios, has made rapid progress in technological
innovation, consistent with our previous premise. Changes in the Internet, smartphones, and
social media have shown that the density of changes in the sector is increasing, and the

application speed is growing faster (BetaShares, 2021).
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Figure 11. Adoption of Technology in the United States (1990 to 2020)

Source: BetaShares, 2021

Most fund issuers agree that thematic investment can help investors benefit from long-term
trends. Among them, we can observe the different proportions of investment in various topics
and in different regions. Currently, as measured by MSCI’s thematic exposure dataset, equity
markets have high exposure to technology and lifestyle-oriented themes. We can observe that
North America and emerging markets place the most exposure on transformative technologies,
whereas the second priority is on society & lifestyle. North America accounted for 30.1% and
27.7%, respectively, and emerging markets accounted for each at 28.14% and 25.37%,
respectively (Rao, 2020).
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Regional Thematic Exposure
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Figure 12. Regional Thematic Exposure
Source: MSCI, 2020

The main exposure blocks in North America and emerging markets are internet innovation,

fintech, cybersecurity, robotics, digital economy, autonomous industry, disruptive technology,

and future mobility. This phenomenon is also consistent with the trend of Taiwan ETFs.

Geography of High Exposure Firms
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Fintech Innovation
Genomic Innovation
Cybersecurity I e e ——
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Figure 13. Geography of High Exposure Firms

Source: MSCI, 2020
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Table 9. Taiwan thematic ETF classification

Category Mega-Theme Thematic ETF
Cathay Nasdaq CTA Artificial
Intelligence and Robotics ETF
Robotics Yuanta STOXX Global Yuanta Global NexGen
Atrtificial Intelligence ETF Communication Innovative
Taishin SG Global Al and Technology ETF
Robotics Select ETF
Yuanta Global Future CTBC Taiwan ESG Leading
. Telecommunication ETF Semiconductor ETF
Disruptive Connectivity
P Cathay Taiwan 5G Plus ETF
Technology
Big Data Cathay Cyber Security ETF
Cathay Global Autonomous and Electric Vehicles ETF
Mobility Fubon MSCI ACWI IMI Select Future Mobility Top 30

Capped ETF

CTBC TIP Customized Taiwan Green Energy and Electric
Vehicles ETF

Since domestic thematic investment began to rise in 2020, we have listed the classification and

sub-themes of ETFs that are all focused on disruptive technologies. It can reflect life during the

epidemic and can force everyone to rely on high-speed and stable network communications.

The Internet of technology, social media, and big data privacy protection are also among the

most intimate needs for the lives of enterprises and the general public.
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4. Myths and Risks of Thematic ETFs

Global X analyst Jay Jacobs published an article this year in which he stated that some investors

and articles on the market generally list six myths about thematic investment: (Six Myths)

1.

2
3
4.
5
6

Thematic investing is easy

Thematic investors are mostly self-directed retail

Thematic is just repackaging the tech sector

Thematic investing encourages chasing “shiny objects” or following popular fads
Thematic valuations have risen too high

It’s too late to invest in certain high growth themes

The author has clarified these six points and explained them in order as follows: For the first

point, topic identification requires a significant amount of time to evaluate whether it is

profitable and whether it is interdependent with other technologies. Therefore, it is about belief,

investability, the time frame needed, and the subsequent driving factors and potential company

status must all be taken into consideration, which is a challenge. The second point is that retail

investors have increased; however, according to Global X ETF data, retail investors accounted

for only 33% of the net added assets of the US ETF theme series in 2020. Other investors

include financial intermediaries (wirehouses, registered investment advisors, and independent

broker-dealers), accounting for 52%, and other general legal entities accounting for 15%,

indicating that thematic investors are not primarily self-directed retail.

GLOBAL X ETFs — US THEMATIC INFLOWS BY CHANNEL (%)
Source: Global X ETFs, data from Jan 1, 2020 to Dec 31, 2020.

W Self-directed Online Platforms

B Financial Intermediaries
(Wirehouse, 1BD, RIA)

Institutions

Figure 14. GLOBAL X ETFs—US Thematic Inflows by Channel (%)

Source: GLOBAL X ETFs, 2020
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The third point is answered above because thematic investment has a characteristic that it is not
restricted by a specific industry. For artificial intelligence robots, the original industry
classification can be organized into the automotive industry, communications, and medical care.
For health care, from a trend point of view, there is no problem with repackaging. The fourth
point is that thematic ETFs will make people feel like chasing hot topics, but systematic ETF
issuers do not use this as an investment strategy. Jacobs uses The Diffusion of Innovations
Theory and the Hype Cycle, popularized by Professor EM Rogers. The IT research firm,
Gartner, makes comparisons, but it is still recommended to combine theory with practice and

adopt a long-term investment trend perspective.

ADOPTION CURVE VS. HYPE CYCLE

Source: E.M. Rogers, Diffusion of Innovations, Gartner, Global X Research.

# OF ADOPTERS
VISIBILITY

Adoption Early fal 5l
Technology | Peak of Inflated|  Trough of Slope of
Hype Stage Trigger | Expectations | Disillusionment | Enlightenment Plateau of Productity

TIME

Figure 15. Adoption Curve vs. Hype Cycle

Source: E.M. Rogers, Diffusion of Innovations, Gartner, Global X Research

The fifth point, which is the focus of thematic investment, is to look at the long-term investment
trend, and in the first half of the economic recovery period, under the financial stimulus of 2

trillion U.S. dollars, there are long-term investment advantages.
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Adoption Stages for Major Themes

Data points on adoption curve for each theme are represented by the
related Global X ETF tickers. The curve does not in any way reflect past Social
or future performance of the funds. ETFs may not wholly reflect current Media
market or outiook for related theme
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Figure 16. Adoption Stages for Major Themes

Source: Jacobs, 2021

For the sixth point, we should focus on the original intention of thematic investment. Thematic
investing is a long-term approach to capturing structural disruptions. Take Global X thematic
ETF research for example. In the chart above (Figure 16), we observe that changes in
technology, consumer habits, regulations, and other factors can accelerate or decelerate
adoption, as well as expand or contract the total addressable market over time, signifying that

adoption curves and penetration are dynamic by nature.

In recent years, investors have gradually come to realize that “information asymmetry” in
investment is quite detrimental to investment decision-making. Schroder Asset Management
believes that as awareness of the requirement for “information transparency” increases day by
day, the advantage of thematic investment is that investors can be optimistic about it. The
precise investment of the block, as investors' awareness and emotions on various topics,
increase, allow investors to choose a specific and long-term trend that fits their own identity to
invest in, and long-term investments can be made directly on topics such as climate change,
urbanization, energy transformation, medical innovation, manufacturing innovation, and
lifestyle changes (Docherty, 2021). However, predicting the trend is relatively difficult, which

means that if the trend changes, the expected return may be greatly reduced.
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According to Morningstar, an investment research company, when looking for innovative
themes, investors should consider if they investing in smaller, less liquid stocks that may flood
into the same company’s stocks. Micro stocks can provide a promising upside, but limited
liquidity means that the cost of trading them in a short period of time can be high. With the
increasing popularity of theme funds and ETFs, their exposure is often small. If it is passively
managed, it must be bought and sold in accordance with index rules, which increases the risk

of liquidity problems.
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Chapter 3: Research Methods

1. Research Scope

As domestic theme funds are still in the early stages of development, there are 12 newly listed
ETFs in Taiwan after the epidemic and during the research period (2020 to September 2021),
including seven theme ETFs. Although they have grown substantially since then, they account
for less than 1% of global ETFs, and most of the beneficiaries are concentrated in the top 20
ETFs. This study adopts a case study and selects and analyzes domestic thematic ETFs whose
scale, transaction volume, and number of beneficiaries reach a certain scale as case studies, as
well as compares the sample with active funds issued with the same theme and uses narrative
statistics to count the differences. In addition, the study includes features for investors to refer

to when investing in themed ETFs in the future.
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2. Analysis methods and statistics

Although there are 224 ETFs in Taiwan, except for the Yuanta Taiwan Top 50 ETF (0050) and
the Yuanta Taiwan Dividend Plus ETF (0056), most of the larger ETFs are concentrated in
bond ETFs. Since the beginning of this year, there have been approximately 155 ETFs with
daily trading volume below NT$10 million, the thematic ETFs in Taiwan are still in the
development stage, so, as a case study, we will screen out the most representative thematic
ETFs among the ETFs issued in Taiwan. The selection process is as follows: First, the ETF
with the largest scale, trading volume, and the largest number beneficiaries is chosen from
among the existing domestic thematic ETFs. As a result, a selected study template can be
selected. Through literature analysis and descriptive statistics, as well as by comparing funds
of the same type, we can identify differences in selection strategies and compare the
performance of mutual funds in 3 months, 6 months, and 1 year to determine the reasons for

the popularity and advantage of this ETF.

Figure 17. Analysis methods and process
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Chapter 4: Analysis and Trends of Domestic Thematic ETFs

1. Case Analysis and Comparison of Domestic Thematic ETFs

After screening, the following table lists the current domestic ETF scale rankings. The eligible
thematic ETF is the Cathay Taiwan 5G Plus ETF. The current market value is NT$35.547

billion. It is currently the only thematic ETF in Taiwan with a scale of more than 1 billion U.S.

dollars.
Table 10. Top 20 Domestic ETF Rankings

i i . . Market Value Volume Turnover

Ranking/Name Code Publisher  Classification (100 milion) (1000-shorelot)  (1000/TWD)

EB vucnto Toiwan Top 50 0050 Yuantafunds Taiwan 1767.83 6,421 935,380

3 vuonta Toiwan Dividend Plus ETF -~ 0056 Yuantafunds Taiwan 13317 8938 300,353
CCIPOBank 00724B Capital US Bond 720.55 137 5,693
Yuanta US 20¥AAA-A Co.Bond 00751B Yuantafunds us Bond 557.19 546 23,945
CTBC Banking Senior 10Y Bond 00773B CTBC us Bond 552.73 205 9,114
CTBC USD Co.l0Y High Grade Bond ~ 00772B CTBC US Bond 547.56 1,248 54,344
Cathay US Corporate A-and 10 ETF - 00761B Cathay US Bond 531.66 101 4,551
Yuanta Daily Taiwan 50 Bear -1% 00632R Yuantafunds Taiwan 501.62 120,143 614,489
Cathay BBB Corporate 10Y+ ETF 00725B Cathay US Bond 483.97 116 5,073
Cathoy EM Investrnent Grade 5v+  00726B Cathay US Bond 468.89 224 9,248
CCBROTelecom 007228 Capital US Bond 466.21 142 6,625
CCBTEIT 00723B Capital US Bond 442.33 116 4,820
CDGBEEMSovereign 007568 Capital US Bond 420.36 107 4,653
KGI EM USD INVESTMENT 10Y BOND ~ 00749B KGlifund US Bond 387.64 101 4,235
FB 9-35 US Corp Bd A5 007468 Fubon Asset US Bond 387.35 17 5,108
KGI15Y AAA - A US Corporate Bond ~ 00777B KGlifund US Bond 366.64 102 4,345
KGI 20+ US BANKING BOND 007788 KGlIfund us Bond 362.42 100 4427
Fuh Hwa China 5¥Policy Bank Bond ~ 00747B Fuh Hwa US Bond 358.19 101 5,262
Cathay Taiwan 5G PLUS ETF 00881 Cathay US Europe 355.47 10,366 196,854
Cathoy Sustainability High Dividend 00878 Cathoy Taiwan 350.58 8,931 171,081

Source: TWSE, 2022

The basic constituent stocks of this ETF are based on the “Taiwan 5G+Communication Index,”

which uses FactSet’s RBICS industry classification to filter the top 30 stocks in the new
34
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generation of the communication industry chain that meets liquidity standards and profitability
criteria. The weighted method of market capitalization is used to calculate the index, which
recognizes the investment performance of the Taiwan-listed OTC stock portfolio in the 5G and

future generations of the communications industry chain.

Following the epidemic, it can be discerned that the Internet of Everything has gradually

replaced the previous living habits of physical contact. From mobile payments to remote

medical care, a stable high-speed network is required. This is also a long-term growth
investment trend that investors believe will be the subject of 5G. In early 2020, the Executive

Yuan proposed the “Taiwan 5G Action Plan.” Because of its features of faster transmission

speed, high bandwidth, high density, and low latency, it is extremely important for expanding

the application of big data and artificial intelligence to the commercial stage and is very
important to the public. Future life-related applications could include audio-visual
entertainment, smart medical care, smart factories, autonomous driving, drones, and smart
cities. Therefore, it has become a key component of Taiwan’s current “Digital Nation-

Innovative Economic Development Plan.”

The investment strategy and characteristics of Cathay Taiwan 5G Plus ETF include:

1. Strategy: Take the constituent stocks of the underlying index and securities-related
products as the primary investment targets, so that the overall exposure of the fund,
including the securities and securities-related products held by the fund, can be close to
100% of the fund’s net asset value to achieve the goal of controlling tracking error and
tracking difference value.

2. Investment features:

A. Direct investment in a specific target: At least 80% of the fund’s assets are invested in
underlying index constituent stocks.

B. Tracking high-quality indexes: The goal of investment management is for the fund to
outperform the underlying index. It aims to calculate and measure the common stocks
listed on the Taiwan Stock Exchange that belong to the new generation of
communication industry chains and meet the liquidity standards, profitability, and the
conditional company’s investment performance.

C. Transparency of the investment group: Daily announcement of the list of constituent
stocks of the investment portfolio, as well as the real-time estimated net value of the

fund during intraday trading hours. At the same time, the index provider will regularly
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or irregularly release the latest constituent stocks of the fund’s underlying index and
related stocks. Investors can also obtain detailed index data through public information
channels or information providers to grasp risks and investment opportunities.

D. Convenient trading: The fund is listed on Taiwan’s Stock Exchange. Investors can
trade during trading hours of the stock exchange’s business day, or they can purchase
and redeem in the primary market through brokerage within the time specified by the
management company. The trading method is convenient. Moreover, the fund adopts
passive operation, so the change in shareholding is small and the turnover rate is low,
which can also reflect the relatively low transaction cost of the fund, which is

conducive to long-term investment by investors.

Table 11. Portfolio Information of Cathay Taiwan 5G PLUS ETF (00881 )

Portfolio Information

SITCA Category On-shore ETF

Inception Date 2020/12/01 Listing Date 2020/12/10

Custodian Bank First Commercial Bank Portfolio Manager Jason Su

Management Fee 0.40% Custodian Fee 0.035%

Stock Code 00881

Underlying Index TIP FactSet Taiwan 5G Plus Communications Index

Board lot 1,000 beneficiary units

Bid/ask spread 1,000 beneficiary units

Change(%) 10%

Margin Trading Trades on credit are allowed on and after the listing day on NTD counter, no short selling limits; trades on credit are not
allowed on USD counter

Trading tax 1%a

Commission Varies by broker but no higher than 0.1425% of the consideration

Types of creation Cash (NTD)

Creation Unit / Redemption

Uniit 500,000 units (NTD) per board lot

Creation / Redemption Fees No higher than 2%

Source: Cathay Securities Investment Trust, 2021

Seeing that Taiwan is an important global 5G industry supply chain, select representative
Taiwan stocks such as semiconductor, network communications, and electric vehicle stocks are
needed to build a “5G Taiwan team,” and make profits from global 5G business opportunities.
The TIP FactSet Taiwan 5G Plus Communications Index uses FactSet’s RBICS industry
classification to screen the top 30 free-float market capitalization stocks in the new generation

communications industry chain that meet liquidity standards and profitability conditions. The
36
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index is calculated using the tradable market capitalization weighting method, among which

the constituent stocks filter the following conditions:

A. The sample matrix is listed for OTC common stocks that meet the Level 6 Sub-
industry (5G) of the RBICS industry classification, and the revenue accounts for
more than 50% of the listed OTC company

B. The average daily transaction amount in the last three months has reached 50 million
yuan

C. The sum of earnings per share in the recent four seasons is >0

D. Sort by decreasing free-float market value and selecting the top 30 stocks (Trust,
2022).

When compared to the same type of fund with the same 5G theme, the Cathay Taiwan 5G ETF
has a beta coefficient of 1 and a standard deviation of 14.09, which is better than another open-
end fund in Taiwan, the NB 5G Fund, and the average performance of funds of the same type.

The Cathay Taiwan 5G ETF has had lower volatility and higher returns over the past year.

Table 12. Comparison of 5G ETF / Fund Performance

Cathay Taiwan 5G The same type fund
Plus ETF HB SG g Avg.

3 months
6 months
1 year
Standard deviation

Beta

Sharpe Ratio
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00881 1T Equity
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5 [12/10/2020 -] - [12/29/2021]-) %% B

b
1) 00881 TT Equity

- HOBEER
-] BiRN 384 X

B i HBgE

1) NBSGENU TT Equity
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TWD 24.31% 28.27%
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(USD) and NB5G Fund (TWD)

Source: Bloomberg, 2020.12.10-2021.12.29

Since its issuance day (October 12,2020) to December 29, 2021, the performance of the Cathay

Taiwan 5G Plus ETF was 28.27%, outperforming the NB5G fund, which is the only onshore

5G-themed mutual fund. Although both are 5G themes, their investment areas are different. The

NBS5G Fund is used to search for global 5G high-growth investment opportunities. The Cathay

Taiwan 5G Plus ETF is based on Taiwan’s 5G semiconductors, network communications,

electric vehicles, and other related national team stocks. It has the advantage of Taiwan’s supply

chain strength. It was called 5G PLUS which means a long-term trend towards 6G and 7G.
Table 13. Cathay Taiwan 5G+ ETF Holdings

Stock Code Stock NMame Shares wWeighting
2330 =T L5, 501 000 30.95%
2454 ] ot 4. 245,000 12.62%
2317 ks e 35,425 000 10. 2394
2303 HAE v 32 _B04 000 5.74%4G
2308 =yt 5. 974 000 4.53%%
G415 e B 27 000 29909
3034 Mowvatek Microelectronics Corp 1,975 000 2. F73%%
3037 Fic BEL <4 306 000 2.64%%
2382 Duanta Computer Q. 5T 1 000 2 4T %%
23T Realtek Semiconductor Corp 1,622 000 2.4 1%
F00O8 Largan Precision Co Ltd 337 000 201245
3045 Taiwan Mobile Co Ltd F.1 10000 200245
4938 Pegatron Corporation T 360,000 1. 4294
2345 Accton Technology Corp 1. 895 000 1.38%%
4904 ikg feiy 7.6 19 000 1.37%
5347 3.1 446 000 12294
3105 1.302.000 1.20%%
S4 83 1,923 000 1.19%
BO46 744 000 1.07%%
2324 14,150,000 0990
3231 EiA) 9626 000 0.B0%h
23IR3 =yt 1057 000 0.79%%
2360 Fhots 1.354 000 0.7EYG
3T0O2 o HRE AR 5,215,000 0.7E2G
2356 2 e 10, G642 000 0. 742G
G239 FIEk 2,529 000 07050
A4D5RE e WM - 2214000 0.61%%
3044 i T 1. 724 000 D60
R g3 e 960 000 0.5424%
2492 Walsin Technology Corp 1. 204 000 0. .5294

Source: Cathay Investment, 2021
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2. Future Development Trends of Thematic ETF

As we near the end of the pandemic, many industries are undergoing hardware and software
equipment upgrades, as well as the transformation of consumption concepts. The impact ranges
from enterprises to individuals, from government policies to private investment, and Deloitte,
which has long been concerned about the trends of the consumer industry, is now concerned
with global consumption in the aftermath of the epidemic. After referring to various documents,
the industry trend provides four new changes, which are summarized as follows:

1. Consumer behavior: Due to the epidemic, consumers must reduce their outings, so e-
commerce has risen, and the demand for physical retailers is gradually decreasing;
however, the demand for warehousing by middlemen will increase, so the largest online e-
commerce retailers, like SHOPEE, have begun to have their own shipping points.

2. Project transformation: The demand for household products increases. Firstly, the time
spent at home has grown longer. Secondly, to reduce direct contact with others, it is best
to complete tasks such as food, clothing, housing, transportation, and entertainment
independently, so that product demands, such as for cooking supplies, increase.

3. Market information: Acquiring information is as important as acquiring customer groups,
and new business opportunities are hidden in the information track, so companies need to
increase their acquisition of information on consumer trends, such as the recent use of
multi-e-commerce, as long as the use of electronic payment functions continues, resulting
in consumption discounts that can be pushed and broadcast to consumers at any time.

4. Logistics operation: In the future, when the flow of people is interrupted, maintaining stable
logistics without interruption in distribution needs to be identified to avoid a loss in
business opportunities. Therefore, technologies such as automated warehousing, automated

logistics systems, and unmanned vehicle transportation need to be popularized.

These consumer trends could be used in the application of investment product design. In
addition, trends related to population aging and precision medicine have also attracted the
attention of investors. In October 2021, Fubon launched the Fubon Global Genomics and
Immuno Biopharma ETF (00897), which is Taiwan’s first immuno-medical ETF. The trend
effect caused by the outbreak of the epidemic, coupled with the innovative revolution of
medical technology, the huge market for cancer therapy, and global industry elites focusing on
the most advanced medical technology, are all becoming long-term trends. Following the

epidemic, the general public has become increasingly concerned with health and wellness. In
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addition to traditional medical care needs, future trends such as physical care, genetic
engineering, and drug reform are all future trends. With the world’s population aging due to a
declining birthrate, the development of self-driving vehicles can make traffic safer and
smoother. The popularity of self-driving cars is a future trend, and it is also closely related to
the future life of human beings. The self-driving car industry is interdependent with artificial
intelligence and battery technology, according to the report by Jacobs who is CFA of Global X,
who sorted out the technology and trend links behind various topics (Jacobs, 2019).

LONGEVITY LITHIUM INFRASTRUCTURE

MEDICAL RENEWABLE As the population grows,

Lifespans are increasing around Mobile devices and

the world and the senior population Iﬁ:ﬂf‘ﬁ,s electric vehicles are SF}':;-"T(:E tsgf'e‘;’sfr;i‘;‘::é‘érgsggi'd
is growing rapidly creating massive demand Y e sy
—— i ——
for lithium and batteries .
infrastructure assets
AUTONOMOUS
ANTI-AGEING VEHICLES

GENOMICS ROBOTICS & ARTIFICIAL BIG DATA
Falling genetic testing costs, the GENOMIC INTELLIGENCE SMART CITIES The world's data is increasing
rise of precision medicine, DATA A variety of businesses are /SMARTGRIDS exponentially, allowing for Al
ever-increasing amounts of genetic turning to robots and Al to improve capabilities to become a reality
data, and other trends fueling I — efficiency or reduce costs
genomics’ disruption of health care I
I CLOUD INFRASTRUCTURE
| SMART AS A SERVICE
FACTORIES
GENETIC TESTING I I

INTERNET OF THINGS

HEALTH & WELLNESS A ErER CLOUD COMPUTING
Consumers are spending more FITNESS ordinary items are now CONNECTED Cloud computing provides the
money on eating healthy TRACKERS connected to the DEVICES scalable resources to gather,
and exercising —— internet to collect data — store, and analyze all kinds of
and be controlled remotely data use for a variety of
I advance applications
| | \
CBD & MEDICAL MARIJUANA AUGMENTED &
I VIRTUAL REALITY ENCRYPTED .
| DECVICES SECUR.E DATA
AR VIDEO GAMES
Regulatory overhaul, changes in & ESPORTS CYBERSECURITY
public QZ'S'Q”- a.;|d a \arEe, People spend more time than ever Investing in cybersecurity has
__proven addressable mar et playing and watching others become inexorable for enterprises
\nc\ud\_ng_\ft_s me‘dl_cal cap_abllll;les, play video games, making it as the availability of more
are S'dg'gr',‘";:gt:f ';;;ﬁ:;'igg HE the new social outlet —— data warrants higher spending
DIGITAL ONLINE GAMING
ENTERTAINMENT & STREAMING ECOMMERCE
I
MILLENNIALS SOCIAL MEDIA
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unique preferences and ADVERTISING pre s hanamghow FUNDING eoecng ayisoltions
'ncrezs'np i [ aye el people communicate, are disrupting antiquated financial
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media around the world
Figure 19. How various new technologies and trends are connecting these themes

Source: Global X, 2019

In the second half of 2021, the term metaverse swept the world. Facebook, which is riding the
wave of social media, officially changed its name to META on October 28, 2021. It also
represents the future of social media, not only in terms of keyboards but also in terms of virtual

reality.
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The world’s first META ETF was issued by Roundhill Investments on June 30, 2021. As of
December 31, 2021, the scale was US$933 million. The index followed by this ETF is the Ball
Metaverse Index, which is the first index globally designed to track the performance of the
metaverse. The Index consists of a tiered weight portfolio of globally listed companies that are
actively involved in the metaverse (INVESTMENT, 2022). This classification includes:
1. Compute: companies enabling of and supplying computing power to support the
Metaverse.
ii.  Networking: companies providing real-time connections, high bandwidth, and data
services to consumers.

iii.  Virtual Platforms: companies developing and operating immersive digital and often
three-dimensional simulations, environments, and worlds wherein users and businesses
can explore, create, socialize, and participate in a wide variety of experiences.

iv.  Interchange Standards: companies building tools, protocols, formats, services, and
engines that serve as actual or de facto standards for interoperability, and enable the
creation, operation, and ongoing improvements of the metaverse.

v.  Payments: The support of digital payment processes and operations, which includes fiat
on-ramps to pure-play digital currencies and financial services.

vi.  Content, Assets, and Identity Services: The design/creation, sale, resale, storage, secure
protection, and financial management of digital assets, such as virtual goods and
currencies, as connected to user data and identity.

vii.  Hardware: The sale and support of physical technologies and devices used to access,

interact with, or develop the metaverse (INVESTMENT, 2022).

Fubon Securities Investment Trust will issue Taiwan’s first file Metaverse ETF in January 2022.
The tracked Solactive Metaverse Index is divided into three parts. First, it incorporates
developed countries (including Taiwan and South Korea) into the definition of Solactive Index
company’s country classification and considers market value. After liquidity, the ARTIS
keyword search and identification system developed by the index company is used to score the
relevance of the company’s public information and the universe’s theme. Lastly, the companies
are ranked from high to low in terms of relevance, and the top 30 are selected. The companies

are included in the index constituent stocks.
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Chapter 5: Conclusions and Suggestions

1. Research Results

Thematic investments have become increasingly prosperous in the market in recent years.
According to MSCI data, the CAGR of thematic ETFs from 2015 to 2020 was 20%. In addition
to the original advantages of ETFs, the globalized epidemic interrupted certain exchanges or
strictly blocked borders, which we could not have predicted more than a year ago. As a result
of the incident, investors were given an opportunity to redefine “normal” for their lifestyle.
They are more aware of the environment in which they live, as well as their intentions to
participate in the future. This division makes thematic investment increasingly attractive to
investors. Due to the impact of the epidemic, the number of newly listed ETFs did slow

significantly in terms of the total amount.

In the case study of domestic thematic ETFs, it was found that 80% of the top 20 domestic ETFs
are bond ETFs, and the number of daily transactions is very small. Stock ETFs, such as Yuanta
Taiwan Top 50 ETFs (0050) and Yuanta Taiwan Dividend Plus ETF (0056) continue to lead
the pack. The current scale of Yuanta Taiwan Top 50 ETF is NT$176.7 billion, and the scale
of Yuanta Taiwan Dividend Plus ETF is NT$113.3 billion. The scale of Cathay Taiwan 5G Plus
ETF in this analysis is NT$33.5 billion, which is far from the high end of the scale, but it is
worth noting that the Yuanta Taiwan Top 50 ETF was established in 2003, whereas the Cathay
Taiwan 5G Plus ETF was only established in October 2020, so it is growing quickly.

At present, all Taiwan-themed ETFs belong to the category of disruptive technology,
demonstrating that Chinese people possess a preference for innovative technology and that the
Cathay Taiwan 5G Plus ETF capitalized on Taiwan’s stability and epidemic prevention this
year, as well as the advantages of maintaining the supply chain. The annual reward is bright.
The metaverse, which belongs to the disruptive technology category, has become the next
mainstream trend. In addition to the familiar immersive experience, the future development
direction of the metaverse can also include chips, semiconductors, cloud services, audio-visual
media, social platforms, biometrics, and so on, all of which are possible in the future. They are

the direction of development.
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2. Suggestions

During the later stages of the epidemic, the scale of domestic ETFs is still growing against the
trend. It can be seen that among all 224 ETFs, more than 80% of the top 20 ETFs are bond
ETFs, and the daily transaction volume and the number of beneficiaries are very low. The other
two stock-based ETFs, Yuanta Taiwan Top 50 (0050) and Yuanta/P-shares Taiwan Dividend
Plus ETF (0056), are dominant. The scales of these two stocks are NT$176.7 billion and
NT$113.3 billion, respectively. The other is the subject-based ETF of this case study, the
Cathay Taiwan 5G PLUS ETF, which has a scale of NT$35.547 billion. However, it is worth
noting that the Cathay Taiwan 5G PLUS ETF was only established in December 2020.

Nevertheless, if we take Cathay Pacific AI+Robo (00737), which was established in 2018, as
an example, it has a current scale of less than NT$1 billion, and this ETF was initially raised
during a time when everyone was optimistic about artificial intelligence and robots. However,
the real rocket-like increase of the target of this file is after the outbreak of the epidemic in 2020,
in which the maximum increase grew to more than 100% and the performance was amazing;

however, before 2020, the performance of this fund had not significantly increased.

Therefore, based on the collected information, three major thematic ETF investment

suggestions can be presented:

1. Buy and Hold: Understand that the original intention of choosing thematic investment was
to invest in capital in the long-term trend in the future. Since it is a long-term trend, it is
obviously better suited for long-term investment. It is best to use the strategy of hitting and
running because opportunities may be missed.

2. Break the myth: There is no antidote-style investment. People will become interested
because investors believe that thematic investment has the potential to make the investment
outperform the traditional index. In fact, this is an investment in the theme of basic
expectations, but if the trend is interrupted or reversed, it is possible that it will affect
investment performance, so risk management is always the prudent method.

3. Keep track: Many people think that ETFs are lazy investment methods, and they will no
longer track them after purchase. However, the scale of domestic thematic ETFs is quite
different, and some investors are short-term operations, while some ETFs may still be

volatile due to fluctuations. If the ETF is too large, it will cause the ETF itself to shrink. As
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long as the size of ETFs in Taiwan falls to NT$300 million, even if they are included in
high-risk groups that may be liquidated, it is recommended that investors participate in
future prospects through themed funds while also paying attention to whether they hold
shares. To ensure that their own investment portfolio can hold profit, investors should have
a concept that is close to the theme itself and pay attention to whether there is any significant

change in the scale of the net value change.
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