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The start of a new year often sharpens investor priorities. Now after several years of uneven growth, 
shifting rate expectations and wide dispersion across markets, 2026 has begun with renewed urgency 
around a familiar question: What do we want our portfolios to do for us now?

It’s a question being asked at scale. In 2025 alone, global exchange-traded funds (ETFs) attracted 
roughly US$2.24 trillion in net inflows, setting records not just for flows, but also trading volumes and 
new launches.1 This growth highlights how firmly ETFs have established themselves as a primary 
vehicle for portfolio change—driven by evolving market conditions and a growing demand for clearer 
investment outcomes. As assets continue to concentrate in the ETF wrapper, the more revealing story 
is no longer whether investors are using ETFs, but how they are using them.

Long valued for liquidity, transparency and ease of implementation, ETFs are increasingly being 
deployed with greater precision as portfolio construction shifts from access to intention. Alongside 
continued interest in actively managed ETFs, thematic investing has also gained traction. With this, we 
also see renewed appreciation for systematic, rules-based equity strategies—often designed not 
simply to track markets, but to shape the outcome experience.

In our view, aligning thematic exposure with specific goals or factors can help mitigate any over-
correlation and better express investor objectives with greater clarity and discipline.

Innovation in index design has meaningfully expanded what rules-based strategies can deliver, 
enabling investors to move beyond simple market exposure toward more intentional, outcome-aware 
portfolio construction. Whether the objective is smoother volatility, stronger risk-adjusted returns, 
enhanced income, or targeted factor and sector exposure, multifactor ETFs can be well-suited as 
deliberate portfolio tools for core asset allocation. Importantly, these approaches offer a level of 
discipline and transparency that can be difficult to maintain through discretionary decision-making, 
particularly during periods of heightened market dispersion.

This shift is especially evident in equity smart beta ETFs. In the fourth quarter of 2025, global net 
inflows for such US-listed funds reached just over US$69 billion, up about 41% from the prior quarter.2 
This was the largest quarter-over-quarter increase recorded during the year and the culmination of 
progressively stronger gains earlier in 2025. 
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Notably, investors showed strong demand for international dividend ETFs, led by foreign large-cap 
value strategies, and reflecting a preference for income, valuation support and diversification 
outside the United States.3 We believe this underscores the growing investor appetite for rules-
based equity strategies that tilt portfolios toward specific factors rather than broad market exposure.

We are also seeing broader investor focus on addressing enduring portfolio challenges—such as 
concentration risk and drawdown sensitivity—through systematic design rather than reactive 
positioning.

Rules-based thematic ETFs offer a practical way to express this perspective. Take sustainability-
oriented strategies, for example. Early generations of low-carbon investing often focused narrowly 
on exclusions, reducing exposure to the highest emitters based on historical data. Today’s 
approaches are more nuanced. Increasingly, investors are gravitating toward systematic 
frameworks that assess not only a company’s current carbon footprint, but also its preparedness for 
transition, exposure to physical climate risks and capacity to adapt.

A similar logic underpins the appeal of income-oriented equity strategies. In an environment marked 
by volatility and uncertain growth, resilience has become an explicit portfolio objective rather than an 
assumed outcome. Dividend-focused ETFs are increasingly being used not simply for yield, but as a 
way to shape the return-and-risk profile. They historically have emphasized cash-flow durability, 
balance-sheet strength and downside resilience.

In 2025, overall factor leadership in mid caps was narrowly driven by momentum, creating 
headwinds for diversified multifactor strategies as quality and low volatility lagged. Market breadth 
improved late in 2025 and into early 2026, with participation broadening beyond mega-cap growth. 
Such an environment has historically been more supportive of mid-cap fundamentals and diversified 
factor exposure.

We believe concentration risk remains elevated across many equity portfolios, and in our view, this 
reinforces the role of mid-cap multifactor strategies as a way to diversify equity exposure. Multifactor 
approaches remain designed for consistency across cycles, balancing momentum with quality, 
valuation and risk-aware characteristics rather than relying on any single factor to lead in every 
market environment.

As the ETF universe continues to expand—now numbering more than 4,000 US-listed products—
the challenge is less about access and more about alignment. The difference often lies not in finding 
a novel product, but in assembling a portfolio with clear intent and the discipline to stay the course. 
In our view, index-based strategies often prove to be excellent solutions that exemplify transparency 
with clearly defined rules to achieve intended objectives.

Endnotes
1. Source: Bloomberg. As of January 26, 2026.
2. Ibid.
3. Source: Morningstar.   
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IMPORTANT LEGAL INFORMATION
This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or solicitation to 
buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be reproduced, distributed 
or published without prior written permission from Franklin Templeton.
The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as of the publication date and may 
change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ from other 
portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every material fact regarding 
any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock market, bond market or the economic 
trends of the markets will be realized. The value of investments and the income from them can go down as well as up and you may not get back the full 
amount that you invested. Past performance is not necessarily indicative nor a guarantee of future performance. All investments involve risks, 
including possible loss of principal.
Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that 
connection and, as such, is provided to you incidentally. Data from third-party sources may have been used in the preparation of this material and Franklin 
Templeton (“FT”) has not independently verified, validated or audited such data. Although information has been obtained from sources that Franklin 
Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or condensed and may be subject 
to change at any time without notice. The mention of any individual securities should neither constitute nor be construed as a recommendation to purchase, 
hold or sell any securities, and the information provided regarding such individual securities (if any) is not a sufficient basis upon which to make an investment 
decision. FT accepts no liability whatsoever for any loss arising from use of this information and reliance upon the comments, opinions and analyses in the 
material is at the sole discretion of the user.
Franklin Templeton has environmental, social and governance (ESG) capabilities; however, not all strategies or products for a strategy consider “ESG” as 
part of their investment process. 
Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their distributors as 
local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for further information on 
availability of products and services in your jurisdiction.
Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1, 2001. 
Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1400 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca. 
Offshore Americas: In the US, this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel: (800) 239-3894 (USA Toll-Free), 
(877) 389-0076 (Canada Toll-Free) and Fax: (727) 299-8736. US: Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, 
franklintempleton.com. Investments are not FDIC insured; may lose value; and are not bank guaranteed.
Issued in Europe by: Franklin Templeton International Services S.à r.l. – Supervised by the Commission de Surveillance du Secteur Financier – 8A, rue Albert Borschette, L-1246 Luxembourg 
– Tel: +352-46 66 67-1, Fax: +352-342080 9861. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin Templeton 
Financial Company, Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570. All investments 
entail risks including loss of principal  investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorized Financial Services Provider. 
Tel: +27 (21) 831 7400, Fax: +27 10 344 0686. Switzerland: Issued by Franklin Templeton Switzerland Ltd, Talstrasse 41, CH-8001 Zurich. United Arab Emirates: Issued by Franklin 
Templeton Investments (ME) Limited, authorized and regulated by the Dubai Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International 
Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel: +9714-4284100, Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: 
Cannon Place, 78 Cannon Street, London EC4N 6HL. Tel: +44 (0)20 7073 8500. Authorized and regulated in the United Kingdom by the Financial Conduct Authority.
Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47, 120 Collins Street, Melbourne, Victoria 
3000. Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton Investments Japan 
Limited. Korea: Issued by Franklin Templeton Investment Advisors Korea Co., Ltd., 3rd fl., CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu, Seoul, Korea 07241. Malaysia: Issued by 
Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been reviewed by Securities Commission 
Malaysia. Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #26-03 Suntec Tower One, 038987, Singapore.
Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.
CFA® and Chartered Financial Analyst® are trademarks owned by CFA Institute.
The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or 
circumvent any broker/dealer policies, procedures, rules, and guidelines.

WHAT ARE THE RISKS? 
All investments involve risks, including possible loss of principal.
Equity securities are subject to price fluctuation and possible loss of principal. Large-capitalization companies may fall out of favor with investors 
based on market and economic conditions. Small- and mid-cap stocks involve greater risks and volatility than large-cap stocks.

Dividends may fluctuate and are not guaranteed, and a company may reduce or eliminate its dividend at any time.

ETFs trade like stocks, fluctuate in market value and may trade at prices above or below their net asset value. Brokerage commissions and ETF expenses 
will reduce returns. ETF may not readily trade in all market conditions and may trade at significant discounts in periods of market stress.

There can be no assurance that multi-factor stock selection process will enhance performance. Exposure to such investment factors may detract from 
performance in some market environments, perhaps for extended periods. There can be no assurance that the quality factor stock selection process and 
dividend screens of the underlying index will enhance performance. Exposure to investment factors and the use of dividend screens may detract from 
performance in some market environments, perhaps for extended periods.

The manager may consider environmental, social and governance (ESG) criteria in the research or investment process; however, ESG considerations 
may not be a determinative factor in security selection. In addition, the manager may not assess every investment for ESG criteria, and not every ESG factor 
may be identified or evaluated.

International investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which could increase 
volatility. These risks are magnified in emerging markets.
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