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In Smart-Beta ETF Race, John
Hancock Looks for an Edge

To set itself apart, Hancock hired Dimensional, the pioneer
in strategic-beta and multifactor-based investing founded
in 1981 by David Booth and Rex Sinquefield, who met at the
University of Chicago’s business school, now called the Booth
School of Business.
Booth and Sinquefield wanted the Austin, Texas–based firm’s
investment philosophy to draw directly on the most up-to-date
Boston-based John Hancock Investments joined forces with
academic research. So they brought on economist Eugene
pioneering money manager Dimensional Fund Advisors to
Fama, a professor of finance at the Booth School and 2013 Nobel
laureate in economic sciences known for his contributions to the
launch its new strategic-beta funds. By Julie Segal
Efficient Market Hypothesis, as a founding director. Fama and
fellow director Kenneth French, a professor of finance at the Tuck
When an investment technique works, it quickly
School of Business at Dartmouth College and co-chair of Dimenspawns imitators. Take exchange-traded funds based sional’s investment policy committee, developed the three-factor
on custom indexes — sometimes called smart beta,
asset pricing model, which identifies market, size and price as the
strategic beta or systematic beta. Andrew Arnott,
main impetuses of investment returns.
president and CEO of John Hancock Investments,
Multifactor investing is rooted in this and other academic
wanted his Boston-based firm to join this growing
research that isolates the factors driving stock returns over long
business, but only if it could distinguish itself. So
periods. Dimensional, which requires its advisers to attend rigArnott took his time before Hancock’s September 2015 orous boot camps to learn its process and philosophy, designed
launch of six strategic-beta ETFs subadvised by Dimensional Fund Advisors. unique indexes for Hancock’s new ETFs. For example, the John
Systematic-beta funds use custom benchmarks as an alternative to
Hancock Multifactor Large Cap ETF tracks an index that targets
traditional passive funds, which generally track indexes that are market
the largest 750 to 800 U.S. companies based on market cap.
capitalization–weighted. ETFs are enormously popular with investors, but Within that segment the benchmark emphasizes companies
three firms dominate the pure-passive business: BlackRock, State Street
with smaller market cap, lower relative prices and higher profGlobal Advisors and Vanguard Group.
itability. The Dimensional indexes were also constructed to
Hancock, a subsidiary of John Hancock Financial, the U.S. arm of Toron- minimize trading costs.
to-headquartered Manulife Financial Corp., didn’t think it could break
Hancock, which uses outside managers and internal stock
into the low-cost index fund industry, whose products primarily compete
and bond pickers from parent Manulife to oversee the funds
on price. But Arnott had watched younger clients fueling the rise of digital
in its lineup, already had a $4 billion deal with Dimensional:
and automated advice services, most of which use ETFs for simplicity, and
The money manager subadvised several funds for Hancock,
a growing number of brokerages and other intermediaries developing their including emerging markets, international small-cap and
own ETF model portfolios.
international value. Arnott himself had led all relationships for
Hancock believed digital advice would allow firms that already distribHancock and Manulife in the U.S. and Asia before becoming
uted its funds to reach more and smaller clients cost-effectively. These
CEO in 2012.
channels could easily offer smart-beta strategies, a hybrid of active and
After filing for the ETFs in 2009, Hancock was in no hurry
passive management. In fact, 99 percent of 250 advisers polled for the latest to launch its first multifactor strategic-beta funds. In strategic
annual U.S. Advisor Survey by ETF.com and asset servicer Brown Brothers
beta, brand had yet to be defined, Arnott says: “We had the
Harriman & Co. said they would maintain or increase their use of smartopportunity to offer investors the original engine, not a generic
beta ETFs in the next year.
substitute.”
The 2015 survey showed a jump of 8 percent in the use of smart-beta
Hence the long wait. “It is crowded on the pure-passive
products across U.S. advisers last year compared with 2014. It also revealed side, and the concept of using factor-based models was getting
that 32 percent of advisers are replacing traditional passive products
crowded in itself,” Arnott explains. “We didn’t want to launch
with smart-beta strategies and an additional 13 percent are swapping out
products that would just add to the noise.”
active products. “This growth and usage suggests that channels that have
By subadvising ETFs for Hancock, Dimensional, which
adopted traditional cap-weighted ETFs in recent years are quickly adding
offers only traditional mutual funds and other institutional
smart-beta strategies to their models and portfolios,” says Ryan Sullivan,
accounts, gets the opportunity to reach a much wider audiBoston-based vice president of global ETF fund services at BBH.
ence. Hancock distributes funds through direct platforms like
Investors and advisers have been warming to smart-beta funds for years,
Charles Schwab & Co. and Fidelity Investments, as well as bank
and asset managers have been only too happy to launch new products. In
trusts, wire houses and financial planners. Arnott says Han2015 these passive-with-a-twist vehicles accounted for $60 billion of the $238 cock’s ETFs will allow some wire houses, for example, to use
billion in assets gathered by ETFs worldwide, Bloomberg reports. Between
Dimensional funds for the first time.
2009 and last year, smart-beta exchange-traded products (ETPs) in the U.S.
Still, even with a well-known subadviser, Hancock has
grew from $61 billion to $377 billion, according to the NASDAQ Stock Market, gathered only about $97.6 million in assets. Intermediaries
which has created 97 unique indexes that are now tracked by 115 ETPs.
are increasingly holding all new funds to higher standards,
Arnott feared that an offering from $83 billion Hancock could get lost in a
including demanding longer track records or backtesting, or
sea of new products. Smart-beta funds, even well-designed ones, use formu- just distributing funds of a certain size. “The Field of Dreams
las to pick securities. A smart-beta fund’s unique story isn’t always as compel- strategy — build it and they will come — never works in this
ling as, say, the charismatic manager of an actively managed portfolio.
business,” Arnott says.
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Investing involves risks, including the potential loss of principal. There is no guarantee that a fund’s investment
strategies will be successful. Large company stocks could fall out of favor. The stock prices of midsize and small
companies can change more frequently and dramatically than those of large companies, and value stocks may
decline in price. A portfolio concentrated in one industry or sector or that holds a limited number of securities
may fluctuate more than a diversified portfolio. Shares may trade at a premium or discount to their NAV in the
secondary market, and a fund’s holdings and returns may deviate from those of its index. These variations may be
greater when markets are volatile or subject to unusual conditions. Errors in the construction or calculation of a
fund’s index may occur from time to time. Please see the funds’ prospectuses for additional risks.
Dimensional Fund Advisors LP receives compensation from John Hancock in connection with licensing rights
to the John Hancock Dimensional indexes. Neither John Hancock Advisers, LLC nor Dimensional Fund Advisors
LP guarantees the accuracy and/or completeness of an index (each an underlying index) or any data included
therein, and neither John Hancock Advisers, LLC nor Dimensional Fund Advisors LP shall have any liability for any
errors, omissions, or interruptions therein. Neither John Hancock Advisers, LLC nor Dimensional Fund Advisors LP
makes any warranty, express or implied, as to results to be obtained by a fund, owners of the shares of a fund,
or any other person or entity from the use of an underlying index, trading based on an underlying index, or any
data included therein, either in connection with a fund or for any other use. Neither John Hancock Advisers, LLC
nor Dimensional Fund Advisors LP makes any express or implied warranties, and expressly disclaims all warranties, of merchantability or fitness for a particular purpose or use with respect to an underlying index or any data
included therein. Without limiting any of the foregoing, in no event shall either John Hancock Advisers, LLC or
Dimensional Fund Advisors LP have any liability for any special, punitive, direct, indirect, or consequential damages, including lost profits, arising out of matters relating to the use of an underlying index, even if notified of
the possibility of such damages. Dimensional Fund Advisors LP does not sponsor, endorse, or sell, and makes no
representation as to the advisability of investing in, John Hancock Multifactor ETFs.
John Hancock Multifactor ETFs [John Hancock Multifactor Large Cap ETF (JHML), John Hancock Multifactor Mid
Cap ETF (JHMM), John Hancock Multifactor Consumer Discretionary ETF (JHMC), John Hancock Multifactor Financials ETF (JHMF), John Hancock Multifactor Healthcare ETF (JHMH), and John Hancock Multifactor Technology ETF
(JHMT)] are distributed by Foreside Fund Services, LLC and are subadvised by Dimensional Fund Advisors LP.
John Hancock Multifactor ETF shares are bought and sold at market price (not NAV), and are not individually
redeemed from the fund. Brokerage commissions will reduce returns.

A fund’s investment objectives, risks, charges, and expenses should be considered carefully before investing.
The prospectus contains this and other important information about the fund. To obtain a prospectus, contact
your financial professional, call John Hancock Investments at 800-225-5291, or visit our website at jhinvestments.com/etf. Please read the prospectus carefully before investing or sending money.
John Hancock ETFs are distributed by Foreside Fund Services, LLC, and are subadvised by
Dimensional Fund Advisors LP. Foreside is not affiliated with John Hancock Funds, LLC or
Dimensional Fund Advisors LP.
NOT FDIC INSURED. MAY LOSE VALUE. NO BANK GUARANTEE. NOT INSURED BY ANY GOVERNMENT AGENCY.
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