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What is an ETF?

@ An Exchange Traded Fund (ETF) is a type of investment fund that
trades on stock exchanges, similar to individual stocks.

@ It holds a basket of assets, such as stocks, bonds, commodities, or
currencies.

e ETFs aim to track the performance of a specific index (e.g., S&P
500), sector, or investment strategy.

@ More recently appear some ETFs which are Actively Managed (but
the core concept ETFs revolves around passive index tracking)

o They offer diversification benefits similar to mutual funds but with the
trading flexibility of stocks.

o Key Difference from Mutual Funds: ETFs can be bought and sold

throughout the trading day at market prices, while mutual funds are
typically priced once per day at the end of the trading day.
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Key Features of ETFs

o Liquidity: ETFs are generally highly liquid, meaning they can be
easily bought and sold on exchanges.

o Diversification: By holding a basket of assets, ETFs reduce
individual stock risk.

@ Transparency: The holdings of most ETFs are disclosed daily,
providing investors with clear visibility into their investments.

o Lower Expense Ratios: Compared to actively managed mutual
funds, ETFs often have lower expense ratios (management fees).

@ Variety of Options: There is a wide range of ETFs available,
tracking various asset classes, sectors, and investment strategies (e.g.,
growth, value, dividend).
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Types of ETFs (Examples)

o Broad Market ETFs: Track major market indexes like the S&P 500
(SPY), MSCI World Index (DCAM.PA, CW8.PA)).

@ Sector ETFs: Focus on specific industries or sectors, such as
technology (XLK), healthcare (XLV), or energy (XLE).

@ Bond ETFs: Invest in various types of bonds, including government
bonds (AGG), corporate bonds (LQD), or high-yield bonds (HYG).

e Commodity ETFs: Provide exposure to commodities like gold
(GLD), silver (SLV), or oil (USO).

@ Currency ETFs: Track the value of specific currencies or baskets of
currencies (FXE for Euro).

o Factor-Based ETFs (Smart Beta): Weight holdings based on
specific factors like value, growth, momentum, or low volatility.
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Benefits of Investing in ETFs

o Diversification with a Single Trade: Gain exposure to a broad
range of assets without buying individual securities.

@ Lower Costs: Generally have lower expense ratios compared to
actively managed funds.

o Liquidity and Trading Flexibility: Can be bought and sold easily
throughout the trading day.

e Transparency of Holdings: Investors know what they are investing
in.

@ Accessibility: Allows small investors to access diverse investment
strategies.
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Risks of Investing in ETFs

@ Market Risk: ETFs are subject to the overall fluctuations of the
markets they track.

@ Tracking Error: The ETF's performance may not perfectly mirror
the performance of its underlying index.

e Liquidity Risk (for certain ETFs): Less popular or specialized ETFs
may have lower trading volumes, potentially leading to wider bid-ask
spreads.
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Conclusion

o ETFs offer a versatile and efficient way to invest in a wide range of
asset classes and strategies.

@ Their liquidity, diversification, and lower costs make them attractive
to many investors.

@ However, it's crucial to understand the specific risks associated with
each ETF before investing.

o Consider your investment goals, risk tolerance, and time horizon when
choosing ETFs.
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