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What is an ETF?
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A 21st Century Investing Technology



A 21st Century Investing Technology
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gETFs are a product of and a poster child for the Information Age

/The computing power needed to support the “ETF Ecosystem” simply 
didn’t exist a few decades ago

/Their success is in many ways reflective of global trends towards greater 
transparency, lower costs, and disintermediation
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Mutual Fund Creation and Redemption

Source: Morningstar
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ETF Creation and Redemption

Source: Morningstar
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ETFs Externalize Costs



g The ETF wrapper is more flexible and more transparent than a traditional fund

gDifferences in distribution are also an important consideration

gChoosing between the two is increasingly a matter of preference and circumstances
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ETFs vs. Mutual Funds

Source: Morningstar
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ETFs are not…
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ETFs are not…

Source: “Business Adventures” by John Brooks
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Why ETFs?



The Elements of ETFs’ Appeal
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gLow Costs
gTax-Efficiency
gRelative predictability
gAccess/Flexibility
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Cost Matters

There is no more reliable predictor of fund performance

Source: Morningstar Direct. Data for U.S. large cap funds only. Data as of Dec. 31, 2017. 
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Picking Good Managers is Hard
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Tax Efficiency

Source: Morningstar, Analyst’s calculations. Data as of Dec. 31, 2018.



Relative Predictability
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gInvestors’ expectations are crystal clear

/You will get your “fair share of the market’s return”
gRelative predictability lends itself to better behavior



ETF Liquidity is Overrated
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gAccess  - ETFs are widely available

gFlexibility – Investors can buy ETFs long, sell them short, use associated 
options, lend them out, etc.

gHandle with care

/“I can't help likening the ETF to the renowned Purdey shotgun, 
supposedly the world's best. It's great for big-game hunting. But it's also 
excellent for suicide.” – Jack Bogle

Source: http://www.bloomberg.com/bw/stories/2007-04-29/whats-wrong-with-etfs



Trading Best Practices

19

gUse limit orders
gLook before you leap

/Premiums and discounts

/Bid-ask spread

/Do not trade during periods of extreme volatility
gAvoid trading near the open and the close of the market
gTry to trade when the market for the securities underlying the ETF is open
gIf you don’t place any value on intraday liquidity—consider an index 

mutual fund instead
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A Few of Our Favorites



Building Blocks For a Three-Fund Portfolio
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gVanguard Total Stock Market ETF – VTI

/Morningstar Analyst Rating –

/Expense Ratio – 0.03%

gVanguard Total International Stock ETF – VXUS

/Morningstar Analyst Rating –

/Expense Ratio – 0.08%

g Vanguard Total Bond Market ETF – BND

/Morningstar Analyst Rating –

/Expense Ratio – 0.035%

Source: Morningstar Direct. Data as of Apr. 7, 2021.



A Trio of Dividend ETFs
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gSchwab US Dividend Equity ETF – SCHD

/Morningstar Analyst Rating –

/Expense Ratio – 0.06%

gVanguard Dividend Appreciation ETF – VIG

/Morningstar Analyst Rating –

/Expense Ratio – 0.06%

gVanguard High Dividend Yield ETF – VYM

/Morningstar Analyst Rating –

/Expense Ratio – 0.06%

Source: Morningstar Direct. Data as of Apr. 7, 2021.



Further Afield
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gPIMCO Enhanced Short Maturity Active ETF – MINT

/Morningstar Analyst Rating –

/Expense Ratio – 0.35%

g iShares Edge MSCI Minimum Volatility Emerging Markets ETF – EEMV

/Morningstar Analyst Rating –

/Expense Ratio – 0.25%

gVanguard Small-Cap Value ETF – VBR

/Morningstar Analyst Rating –

/Expense Ratio – 0.07%

Source: Morningstar Direct. Data as of Apr. 7, 2021.
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Questions?
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