
ETF BASICS PART 1: WHAT ARE ETFS
ANYWAY?
WisdomTree ETFs

02/14/2013

Even though exchange-traded funds (ETFs) have been around for a few decades now, many investors are still wondering
about the best ways to incorporate them into their portfolios. In the coming weeks, the WisdomTree blog will bring you
a series of educational articles about the basics of ETFs, how they compare to mutual funds and how they trade on the
market.

As their name suggests, exchange-traded funds (ETFs) are investment funds that trade openly on the stock exchange.
Although they have become increasingly popular of late, ETFs have actually been around since the late 1970s.

ETFs are structured similarly to mutual funds in that each share that an investor purchases represents partial ownership of
an underlying group of securities. So investors in both can achieve diversification through a single purchase. However,
ETFs can be bought and sold on an exchange throughout the day, whereas mutual funds can be bought or redeemed
from the mutual fund company only after the close of trading. Thus, ETFs combine the diversification potential of a
broad portfolio with the simplicity of trading a single stock on an exchange.

The first ETF was designed to track the performance of the S&P 500. And the majority of ETFs on the market today stay
true to their passive “indexing” heritage—tracking specific indexes in the attempt to “be” the market, rather than
beating it.

However, in an effort to outperform the market, some managers create specific parameters, screens or weightings when
selecting securities for their ETFs. For example:

A fund manager might start with the S&P 500 Index but choose only those stocks with the highest dividend yields.
Another manager may create a basket of securities to invest in assets not typically covered by an index—such as
currencies.

These managers are, in effect, combining elements of active and passive investing by actively creating their portfolios,
which are then more passively managed on a day-to-day basis.

ETFs differ most significantly from mutual funds in the way they are bought and sold. ETFs behave like stocks, and
investors can buy or sell shares at any time throughout the day. Like stocks, ETFs also offer flexible trading options, such
as stop and limit orders (a stop order sets a specific price at which ETF shares are to be purchased or sold, while a limit
order sets a maximum or minimum price at which you are willing to buy or sell ETF shares, respectively) and the
potential for such tactical hedging strategies as selling short (borrowing ETF shares to sell now in the hopes that you can
buy them back more inexpensively later) or on margin (taking out a loan to buy ETF shares, or using ETF shares as
collateral in an effort to leverage your existing portfolio beyond your initial investment).

Another potential advantage of ETFs is that, unlike many mutual funds, they typically have no sales charges. Plus, like
most index funds, they generally offer low management fees. However, there are trading costs associated with an ETF, as
there are for stocks. In many cases, low fees and expenses can outweigh trading costs, but this will depend on how
frequently and in what quantity an investor trades.

ETFs offer a number of potential benefits that can make them extremely effective for helping investors

• Diversification

• Low fees1 and no sales load

• Intraday liquidity2

• Tax efficiency3
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• Transparency4—and much more

ETFs come in every style and asset class in the investment rainbow. They can help investors generate income, achieve
long-term growth, gain more complete diversification—and much more.

Learn more about the ETF basics.

See the WisdomTree family of ETFs.

1Ordinary brokerage commissions apply.
2Investors can buy—or sell—shares at any time throughout the day.
3The creation/mechanism of ETFs is what allows them to be very tax efficient. Specifically, when portfolio holdings can
be transferred on an “in-kind” basis during redemptions, it allows ETFs to be very tax efficient and able to minimize their
capital gains distributions. The reason: When shares are redeemed in-kind, the ETF is not liquidating or selling shares on
the market, which would trigger gains inside the ETF; rather, with in-kind redemptions, an exchange is made between
qualified institutional investors and the fund company—in exchange for shares of the ETF, the qualified institutional
investor receives underlying holdings of the fund on an in-kind basis, and this swapping of holdings for ETF shares does
not trigger a taxable event for the fund.
4Holdings are displayed daily on the website.
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Diversification does not eliminate the risk of experiencing investment loss.

For standardized performance and the most recent month-end performance click here NOTE, this material is intended
for electronic use only. Individuals who intend to print and physically deliver to an investor must print the monthly
performance report to accompany this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click here to obtain a WisdomTree ETF prospectus which contains investment objectives,
risks, charges, expenses, and other information; read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign investing involves currency, political
and economic risk. Funds focusing on a single country, sector and/or funds that emphasize investments in smaller
companies may experience greater price volatility. Investments in emerging markets, currency, fixed income and
alternative investments include additional risks. Please see prospectus for discussion of risks.

 

Past performance is not indicative of future results. This material contains the opinions of the author, which are subject to
change, and should not to be considered or interpreted as a recommendation to participate in any particular trading
strategy, or deemed to be an offer or sale of any investment product and it should not be relied on as such. There is no
guarantee that any strategies discussed will work under all market conditions. This material represents an assessment of
the market environment at a specific time and is not intended to be a forecast of future events or a guarantee of future
results. This material should not be relied upon as research or investment advice regarding any security in particular. The
user of this information assumes the entire risk of any use made of the information provided herein. Neither WisdomTree
nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal advice. Investors seeking tax or legal
advice should consult their tax or legal advisor. Unless expressly stated otherwise the opinions, interpretations or findings
expressed herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and
may not be used as a basis for or component of any financial instruments or products or indexes. None of the MSCI
information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind
of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an
indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on
an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of
its affiliates and each entity involved in compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties. With respect to this information, in no event shall any MSCI Party have any
liability for any direct, indirect, special, incidental, punitive, consequential (including loss profits) or any other damages (
www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom, Tripp Zimmerman, Michael
Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel,
Ryan Krystopowicz, Jianing Wu, and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

S&P 500 Index  : Market capitalization-weighted benchmark of 500 stocks selected by the Standard and Poor’s Index
Committee designed to represent the performance of the leading industries in the United States economy.
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