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ET-what? A primer on 
exchange-traded products 
BY ALANNA BYRNE 

Since their introduction 20 years ago, these products have become 

a favorite of traders for their diversity and ease of use. 

Two decades ago, State Street Bank 
introduced the SPDR S&P 500 to 
the market and the first exchange- 

traded fund (ETF) was born. Now, 20 
years later, traders have their pick of more 
than 1,400 ETFs, along with various other 
exchange-traded products (ETPs). 

ETPs can offer many advantages to 
traders, notably diversity, ease of use 
and cost-effectiveness. But before adding 
these products to their portfolios, traders 
also should be aware of the correspond-
ing risks. Here, industry experts offer an 
overview of the products that fall within 
this asset class, and some common pros 
and cons of trading them. 

In simplest terms, ETFs are securities 
that track the performance of an underly-
ing index or asset. Traders who buy ETFs 
own shares of a pool of securities, and, in 
the event that the company managing the 
fund goes out of business, those traders 
still own those securities. Although they 
would have to find a new manager for 
their ETFs , •or liquidate them altogether 
— they will not lose their investment. 

One of the greatest strengths of ETFs 

is their sheer variety. There are ETFs cov-
ering almost every asset class and market 
sector — from commodities to forex and 
equities — and traders can use them for 
numerous purposes. 

"They can be used for retirement, 
income generation, speculation, for any 
purpose and any opinion the customer 
may have," says George Fischer, director 
of product management at 
E*Trade. "They're simple EIIJy 
and easy to understand. 
So certainly they offer the 
simplicity and availability 
to open an account and use 
it for a variety of different 	Assets of 

purposes." 
Traders who are lacking 

exposure to a specific asset 
class can remedy that prob-
lem easily by buying an 
ETF that comprises stocks 
from various companies 
within that sector. 

This approach also can 
help to reduce risk because 
traders own shares in mul-
tiple companies. "You're 
not taking a [position] on 
any one particular compa-
ny, but you do want expo- 

sure to the sector to help control the risk 
in your portfolio," says Michael Iachini, 
managing director of ETF research at 
Charles Schwab. "And you can take 
examples like that from any part of the 
market, whether that's bonds or stocks or 
individual countries or parts of the com-
modities market, too." 

ETFs are especially helpful if traders 
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Most ETF sectors, by funds and assets, grew in 2012, 

although the number of domestic equity ETFs dropped. 
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Since their introduction, ETFs have gained assets steadily despite a small drop in 2008. 
In 2012, assets grew to more than $1337 trillion. For a more detailed breakdown of 
monthly ETF data, go to futuresmag.com/2013ETF  for additional links. 
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want to invest in a market sector that lies 
outside their expertise. A trader looking 
for more exposure to Chinese stocks, for 
instance, simply can buy an ETF compris-
ing shares of multiple Chinese businesses 
rather than researching individual com-
panies, lachini says. 

Aside from their ease of use, ETFs also 
are affordable, says Michael Burke, vice 
president of client training and educa-
tion at TradeStation. Although the price 
of ETFs can vary, many fall within the 
$10 to $50 range. 

They also can be traded intraday, 
unlike mutual funds, which are priced 
only once at the end of each day. To take 
advantage of this, traders should divide 
their trading days to avoid the times at 
the beginning and end of the day when 
the volatility curve is highest, advises Eric 
Pollackov, managing director of ETFs 
for Charles Schwab. "We try to elimi-
nate [the high volatility curve], and I try 
to advise clients to trade intraday from 
10 a.m. to 3 p.m. ET, because volatility cre-
ates uncertainty and uncertainty creates 
wider markets and wider markets create 
poor executions for investors," he says. 

Finally, because of the way in which 
they are structured, many ETFs are more 
tax-efficient than mutual funds. ETFs 
generally are subject to capital gains 
taxes only if the entire investment is sold, 
while mutual funds incur these taxes for 
in-kind transactions. 

Risk vs. reward 
Of course, every investment product has 
its risks, and, for all their advantages, 
ETFs are no exception. For one thing, 
although ETFs can enable traders to 
add diversity to their portfolio, the sheer 
number of products available poses its 
own risks, Burke says. "With so many 
of these products, many ETFs fail, and 
there is just not enough trading volume 
to make it worthwhile for a trader to get 
involved," he says. "You don't want to 
trade an ETF that doesn't have enough 
liquidity to make the entry and exit of 
that position fluid." 

To reduce the risk of investing in ETFs 
that ultimately might close down, trad-
ers may want to focus their attention on 
funds that have more than $100 million 
in assets. According to data from Charles 

Schwab, 89% of ETFs that close have less 
than $20 million in assets. 

Burke also advises unseasoned traders 
to be careful of leveraged ETFs, which 
use debt and derivatives in an attempt 
to achieve returns that are several times 
that of the underlying index. These prod-
ucts can be tempting, as they offer the 
potential for increased profits. But with 
the possibility of increased profits comes 
the risk of increased losses in the event 
that the index drops. Given that pos-
sibility, Burke says, traders should not 
introduce leveraged ETFs to their port-
folios until they are comfortable using 
standard ETFs. 

The best way to minimize overall 
risk, industry experts say, is to do your 
research before adding ETFs to your 
portfolio. "Just because you can invest in 
anything you can think of doesn't mean 
you should, without first doing your 
homework," lachini says. 

While trading, investors also should 
know basic information such as the bid-
ask spreads and broker commissions, and 
be aware that many of the parties execut-
ing ETF trades are professional market 
makers (Pollackov puts the number at 
anywhere between 70% and 80%). 

Fortunately, because ETFs are gener-
ally transparent, traders can calculate the 
net asset value (NAy) by dividing the total 
value of the ETF portfolio by the number of  

shares it contains. By comparing the NAV 
with the price at which the ETF actually is 
trading at any given time, traders hopefully 
can avoid buying high and selling low. 

Understanding ETNs 
Although ETFs are the major asset class 
under the ETP umbrella, traders also 
have other options within the category, 
namely, exchange-traded notes (ETNs). 
ETNs are similar to ETFs in that both 
track the performance of a given index. 
But, while ETFs hold the underlying 
assets of that index, ETNs represent debt 
issued by a bank, which promises to pay 
the return on the index. 

This guaranteed return is an advan-
tage that ETNs hold over ETFs, which 
are subject to tracking error. "You don't 
have to worry that the ETF portfolio 
manager might not buy all the right 
stocks ... therefore it doesn't track the 
index perfectly," lachini says. "With an 
ETN, there's a promise: They say, 'We 
will pay you this return." 

But, unlike ETFs, ETNs are dependent 
on the good credit of the issuer for their 
survival. "The downside is [the ETN] is only 
as good as the bank's ability to make good 
on that promise," he says. "So, if the issuer 
ofthe bank standing behind the ETN goes 
under, then you can be wiped out entirely." 

An infamous example of this is 
Lehman Brothers, which launched its 
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These are U.S.-listed ETFs that traded more than 400,000 units a day average 10-day volumes in early February 2013. They are broken 
down by Category and ranked by volume. 

Scale: Blue - Options listed Yellow - Options & Futures (security futures products) listed 

Large-cap Equity 	 Avg. daily 
ETF name 	 Ticker volume (000$) 
SPDR S&P 500 	 SPY 	128,401.46 

PowerShares QQQ 	 QQQ 	39,709.55 

SPDR Dow Jones Industrial Average 	 DIA 	 4,636.46 

iShares S&P 500 Index 	 1W 	 3,35730 

iShares Russell 1000 Growth Index 	 -- IWF 	 2,235.59 

Vanguard Total StockMarket ElF 	- 	 VTI 	 2,216.96 

Shares Russell 1000 Value Index 	 IWD 	 1,809.31 

Vanguard Dividend Appreciation ETF 	 VIG 	 1,645.04 

Vanguard S&P 500 ETF 	 V00 	 1,624.27 

PowerShares S&P 500 Low Volatility 	 SPLV 	1,329.38 

iShares Dow Jones Select Dividend Index 	 DVY 	 1,162.96 

SPDR S&P Dividend 	 SOY 	 1,111.99 

1liares S&P 100 Index 	 OEF 	 991.89 

Vanguard Growth ElF 	 VUG 	 771.43 

iShares S&P 500 Value Index 	 IVE 	 732.34 

Vanguard High _Dividend Yield mdx ETF 	 VYM 	 694.99 

iShares Russell 1000 Index 	 IWB 	 590.96 

Vanguard Value ETF 	 VTV 	- 	571.75 

Rydex S&P 500 Equal Weight 	 RSP 	 554.16 

iShares Russell 3000 Index 	 IWV 	 516.64 

Wisdomlree LargeCap Dividend 	 DLN 	 463.20 

Vanguard_gç4pETF 	 VV 	 418.45 

Mid-cap equity 	 Avg. daily 
ETF name 	 Ticker volume (000s) 
SPDR S&P MidCap 400 	 MDY 	2,222.11 

iShares S&P MidCap 400 Index 	 IJH 	 1,053.01 

Shares Russell Midcap Value Index 	 IWS 	 629.51 

Shares Russell Midcap Growth Index 	 IWP 	 418.34 

Small-cap equity 	 Avg. daily 
ElF name 	 Ticker volume (000s) 
iShares Russell 2000 Value Index 	 IWN 	 1,097.13 
iShares S&P SmailCap 600 Index 	 IJR 	 960.89 
i .Shares Russell 2000 Growth Index 	 IWO 	 766.14 

Vanguard Small Cap ETF 	 VB 	 638.32 

Equity sector 	 Avg. daily 
ElF name 	 Ticker volume (000s) 
Financial Select Sector SPDR 	 XLF 	40,821.78 

Energy Select Sector SPDR 	- XLE 	10,323.92 

Technology Select Sector SPDR 	XLK 	 8,540.70 

Industrial Select Sector SPDR 	 XLI 	 7905.29 

iShares Dow Jones US Real Estate 	 IYR 	 7,715.56 

Utilities Select Sector SPDR 	 XLU 	 7,314.21 
SPOR S&P Retail 	 XRT 	 6,857.12 

Health Care Select Sector SPDR 	 XLV 	 6,255.95 

SPDR S&P Homebuilders 	 XE-lB 	 5,808.25 

Consumer Discretionary Select Sector SPDR 	XLY 	 5,156.80 

Consumer Staples Select Sector SPDR 	- 	XLP 	 4,709.12 

iShares Dow Jones US Home Construction 	 ITB 	 4,614.40 

ALPS Alerian MLP ETF 	 AMLP 	3,591.42 

Vanguard REIT Index ETF 	 VNQ 	3,193.97 

SPDR S&P Oil & Gas Exploration & Prod 	 XOP 	 2,767.09 

Proshares Short S&P500 	 -- 	 SH 	 2,604.18 

PowerShares Preferred 	 PGX 	 2,300.00 

shares S&P U.S. Preferred Stock Index 	 PFF 	 1,860.19  

SPDR S&P Regional Banking ETF 	 KRE 	 1,438.77 
JPMorgan Alerian MLP Index ETN 	 AMJ 	 1,359.36 
SPDR S&PBankETF 	 KBE 	 1,292.64 

Market VectorsSemiconductor ETF SMH 1,221.09 
!Shares Dow JonesTransportationAverage IYT 897.32 
Shares DowJonesUSTechnology IYW 775.40 

iSharesFTSENAREITMortPlusCpldx - REM 734.43 
First Trust Dow Jones Internet Index 	 - FDN 	 617.73 
PowerSharesS&P500HighBetaPortfolio SPHB 602.21 
iShares Dow Jones US Energy 	 lYE 	 495.30 
PowerShares Financial Preferred 	 PGF 	 462.31 
Shares Dow Jones US Telecom IYZ 414.32 

International & Emerging 
Market (Equity & Fixed Income) 	 Avg. daily 
ETFname 	Ticker volume (000s) 
iSharesMSCIEmergingMarketsIndex EEM 50,184.69 
Shares MSCI Japan Fund EWJ 36,740.38 

Vanguard FTSE Emerging Markets ETF VWO 19,439.05 

iShares MSCI EAFE ETF EFA 18,434.89 

iShares FTSE China Large-Cap ETF 	 FXI 	- 	18,370.64 
iShresMSCI Brazil Capped Index Fund 	 EWZ 11,979.92 
iShares MSCI Taiwan Index 	 EWT 	6,158.11 

hares MSCI Hong Kong Index 	 EWH 	5,194.18 
iSharesMSCIGermanyIndex 	 EWG 5,179.38 
MarketVectorsRussiaETF 	 RSX 4,020.41 
Wisdomlree Japan Hedged Equity 	- DXJ 3,963.42 
Vanguard MSCIEAFEETF 	 VEA 3,204.15 
WisdomlreeIndiaEarnings 	 EPI 	 3,091.11 
iShares MSCI Italy 25150 Index 	 EWI 	- 	2,814.63 
iShares MSCI Mexico Capped Investable Mkt ldx 	EWW 	- 2,688.43 
iShares MSCI 25/50 Index 	 EWY 	2,421.06 
Shares MSCI Malaysia Index 	 EJNM 	2,111.65 
Shares MSCI Singapore Index 	 EWS 	1,955.78 
PowerShares Emerging Mkts Sovereign Debt 	PCY 	 1,865.45 
Vanguard MSCI Europe ETF 	 VGK 	 1,832.19 
iShares MSCI Canada Index 	 EWC 	1,809.52 
iShares MSCI EMU Index 	 EZU 	 1,692.88 
iShares JPMorgan USD Emerg Markets Bond 	-- EMB 	1,630.80 
iShares MSCI Australia Index 	 EWA 	1,691.57 
Vanguard FTSE All-World ex-US ETF 	 VEU 	 1,342.67 
iShares MSCI ACWE Index 	 ACWI 	1,108.87 
iShares MSCI United Kingdom Index 	 EWU 	1,043.44 
SPOR EURO ST OXX 50 ETF 	 FEZ 	 1,024.93 
Market Vectors EM Local Curr Bond ETF 	 EMLC 	1,006.86 
Market Vectors Vietnam ETF 	 VNM 	 948.18 
Shares MSCI All Country Asia ex Jpn ldx 	 AAXJ 	 910.48 

Wisdornrree Emerging Markets Equity Inc 	 - OEM 	 909.46 

iSharesMSCIPacific ex-Japan 	 EPP 848.17 

iSharesMSCIFranceIndex 	 EWQ 	 791.90 

iSharesS&PLatinAmerica40Index 	 ILF 	 753.03 

iSharesMSCISpainCappedIndex 	 EWP 	 688.09 

iSharesMSCI Switzerland Capped Index 	 EWL 	 657.92 

iShares MSCI China ETF 	 MCHI 	 633.69 

PowerShares DWA Em Mkts Technical Ldrs - 	 PIE 	 -605.28 

SPDR Dow Jones Intl Real Estate RWX 	 584.68 

LShares MSCI Russia Capped Index 	 ERUS 	 581.65 

MAXIS Nikkei 225 Index ETF 	 NKY 	 579.56 

iShares Dow Jones Intl Select Div ldx 	 - 	DV 	 561.34 
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For a more complete list with additional 

Iw! categories, visit futuresmag.com/2013ETF  

SharesMSCI Turkey Invest Mkt Index 	 TUR 	 550.89 
PowerShares India 	____________ 	 PIN 	 505.76 

iShares MSCI Indonesia Invstble Mkt ldx 	 EIDO 	 447.41 

iShares S&P Global 100 Index 	 100 	 411.83 

Fixed income 	 Avg. daily 
ETF name 	 - 	 Ticker volume (Os} 
Shares Barclays 20+ Year Treas Bond 	 TLT 	 7,725.85 
SPDR Barclays Capital High Yield Bond 	 iNK 	 6,906.50 
iShares iBoxx $ H igh Yield CorporateBd 	 HYG 	3,713.73 

!Shares iBoxx$Invest Grade Corp Bond 	 LQ 	 2,673.46 
Shares Barclays TIPS Bond 	 TIP 	 1,989.62 
Vatiard Total Bond Market ETF 	 BND 	1,736.05 
iSharesBarcjs Aggregate Bond 	 AGG 	 1,266.21 

Shares Barcj!y! -3  Year Treasury Bond 	 SHY 	- 	945.98 
Vanguard Short-Term Bond ETF 	 BSV 	 917.05 

iShares Barcys 7-10 Year Treasury 	 IEF 	 900.66 
iShares Barclays 1-3 Year Credit Bond 	 CSJ 	 779.19 

PIMCO Total Return ETF 	 BOND 	679.91 

Vanguard Short-Term Corp Bd ldx EF 	 VCSH 	 672.47 

iShares Floating Rate Note ETF 	 - 	FLOT 	 448.94 

SPDR Barclays Short Term High Yield Bond 	SiNK 	 401.40 

Currency-related 	 Avg. daily 
ETF name 	 Tickervolume (Os 
ProSharesUltraShortEuro 	 EUO 1,561.88 

PowerSharesDBUSDollarIndexBullish UUP 1,005.92 

FXE 566.72 

ProShares UltraShort Yen 	 YCS 	 537.91 
CurrencyShares Japan ese Yen Trust 	 FXY 	 431.84 

Volatility 	 Avg. daily 
ETF name 	 Ticker volume (OOO} 
Path S&P 500 VIX Short-Term Futures ETN 	 VXX 	36,461.80 

ProShares Ultra VIXShort-TermFutETF UVXY 15,444.44 

XIV 11,843.41 

VelocityShares Daily 2x VIX ST ETN NIX 4,318.16 

ProSharesVIXShort-TermFutures ETF VIXY 1,286.17 

ProShares ShortVIXShort-TermFutures ETF SVXY 642.60 

iPath S&P 500 VIX_Mid-Term Futures ETN 	VXZ 	 625.94 

iShares MSCI U.S. Minimum Volatility 	 USMV 	 417.94 

Commodity & Resource Markets 	 Avg. daily 
ETF name 	 Ticker voiuniJOOOs) 
Market VectorsGoldMinersETF 	GDX 	16,16734 

iShares Silver Trust 	10,446.68 

SPDR Gold Shares 	- 	 GLD 	9,071.75 

Materials Select SectorSPDR 	 XLB 	 7,822.83 

!Shares Gold Trust 	 IAU 7,088.12 

United States Natural Gas 	 UNG 	6,505.74 

Market Vectors Oil Services 	 OlH 	 4,911.66 

UnitedStatesOil 	 USC 	4,575.30 
SPDRS&PMetals&Mining 	 XME 	2,879.40 

PowerSharesDBCommodityIndexTracking 	DBC 	2,035.24 

PowerSharesDBAgriculture 	 DBA 	1,139.24 

Veloci Shares 3xLong NaturalGasETN 	 UGAZ 	 627.03 

MarketVectorsAgribusinessETF 	- 	MOO 	 452.50 

ELEMENTSRogersIntlCommodityETN 	 Ru - 	 447.68 
Path DJ-UBS Commodity Index TRETN 	 DiP 	 423.94 

flexShares Morningstar Global Upstream Natural Resources Irdex GUNR 	 419.77 

Bear Market 	 Avg. daily 
ETF name 	 Ticker volume (000s) 
DirexionDailySmallCapBear3XShares TZA 	15,388.12 
ProSharesUltraShortS&P500 SIDS 	 8,309.05 
DirexionDailyFinancialBear3XShares FAZ 	 6,458.62 
ProSharesUltraShort20+YearTreasury TBT 	 5,621.06 
ProShares UltraPro Short S&P500 	 SPXU 	4,534.36 
ProShares Ultra5hortQQQ QID 	 3,879.96 

	

llY S&P 500Bear3XShares SPXS 	2,446.07 
ProSharesUltraProShortQQQ SQQQ 	1,796.64 
DirexionDailyEnergyBear3XShares ERY - 	1,432.96 
ProSharesUltraShortRussell2000 TWM 	1,174.44 

ProSharesShort20+YearTreasury TBF 	 928.37 

ProSharesUltraShortDJ-UBSCrudeOil SCO 	 874.27 
SPDR Barclays Capital 1-3 Month T-Bill 	 BIL 	 835.70 
ProShares Short Russe112000 	 RWM 	 746.78 
ProShares Short QQQ 	 PSQ 	 690.39 
Direxion Daily Emig Mkts Bear 3X Shares 	 EDZ 	 684.68 
ProShares UltraShort Dow30 	 DXD 	 576.72 
Daily Gold Miners Bear 3x Shares 	 DUST 	 562.16 

ProShares UltraShort Silver 	 ZSL 	 511.37 
ProShares UltraShort Oil & Gas 	 DUG 	 457.27 
DirexionDaily20+YrTrsy Bear 3XShrs TMV 416.96 

Leveraged 	 Avg. daily 
ETF name 	 Tickervolume (0005) 
DirexionDailyGoldMinersBull3XShrs NUGT 7,244.87 

Direxion Daily Small Cap Bull 3X Shares 	 TNA 	 6,557.33 
ProShares Ultra S&P500 	 SSO 	6,557.33 
ProShares Ultra QQQ 	 QLD 	2,706.80 
Direxion Daily Financial Bull 3X Shares 	 FAS 	 2,540.69 
ProShares UltraPro QQQ 	 TQQQ 	2,418.81 
PowerSharesSeniorLoanPortfolio BKLN 2,246.53 
ProShares UltraPro S&P500 	 UPRO 	1,269.26 
ProShares Ultra Silver 	 AGQ 	1,207.40 
ProShares Ultra DJ-UBS Crude Oil 	 UCO 	1,010.61 
Direxion Daily Energy Bull 3X Shares 	 ERX 	 826.49 
Direxion Dail yS&P 500Bull3xShares SPXL 535.08 
ProShares Ultra Russe112000 	 UWM 	 483.36 
ProSharesUltra Financials 	 UYG 	 413.53 

ciyShares3xInverse Natural Gas ETN DGAZ 405.56 

three Opta ETNs just months before its 
September 2008 collapse. 

A bright future 
Notwithstanding certain risks posed 
by ETPs, the class - particularly ETFs 
- continues to garner investor interest. 
The popularity of certain ETFs gener-
ally depends on two factors, according 
to lachini. The first is the political, fiscal 
and economic climate of the domestic 
and global markets. Recently, for exam-
ple, the continued low interest rate envi-
ronment in the United States has led to 

a boom in fixed-income ETFs. 
lachini notes that emerging markets 

were another strong sector in 2012, and 
says that Europe is "starting to firm up" 
as investors regain some confidence in 
the future prospects of the Eurozone. 

Second, money often flows into pre-
viously untapped asset classes that sud-
denly become accessible via new ETFs. 
"If they can get it in an ETF that they 
couldn't get before, you're likely to see 
some of those ETFs do well," lachini says. 

On a broader scale, the popularity of 
ETFs is only likely to grow in the com- 

ing years, particularly if they become an 
investment of choice in 40 1(k) accounts, 
according to Pollackov, who notes that 
there are more than 7,000 U.S.-registered 
mutual funds compared with more than 
1,400 ETFs. 

"If I were a compare/contrast kind 
of person, I'd think we'd only be in the 
second or third inning of a nine-inning 
baseball game," he says. "There's still 
less than 1% of the overall $1.4 trillion 
pie parked in exchange-traded products 
in the United States. I think that only has 
room to grow." II 
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