5 Questions Every Australian Investor
Should Ask Before Investing in an ETF
With the use of ETFs by investors
continuing to gain momentum, it is
important that investors take the time
to understand this rapidly growing
category. Here, we answer five simple
questions designed to help guide and
deepen your understanding of ETFs.
What kind of ETFs are available?
What are the investment objectives
and risks?
How do investors use EFTs?
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When can I trade ETFs?
How can an ETF be evaluated?
1. What Kind of ETFs Are Available?
There are ETFs available in nearly every possible asset class,
including Australian shares, international shares, fixed income,
real estate and commodities. Within these broad categories are
a number of sub-categories including geographic restrictions,
capitalisation ranges, industry sectors, and style based. ETFs
may be broadly diversified or narrowly focused.
In Australia, the majority of ETFs are currently index-based
(or passively managed), i.e., they are designed to track the
performance of a designated index. In other parts of the world,
some index based ETFs are “geared” — that is, they seek to track
the multiple or inverse (or multiple inverse) of an index. There
are also ETFs that are actively managed, i.e., their investment
adviser selects investments to meet a particular investment
objective or policy, which is typically to outperform a selected
benchmark. Finally, there is also a growing range of ‘smart beta’
ETFs. These are ETFs that seek active investment exposures
with the efficiency of passive investment management and
include income focused and quality focused ETFs.

2. What Are the Investment Objectives
and Risks?
ETFs follow a wide range of investment strategies and
objectives. In addition to the stated objective of an ETF,
you should consider how the ETF provider is attempting to

achieve that objective and how the ETF seeks to track
the respective Index. While a number of ETFs might cover
the same market segment, they may do so in different ways.
For example, an Index may have a range of securities (varying
to a few thousand), and it may follow a market capitalisation
strategy or dividend strategy, amongst others.
Any investment strategy needs to take into account the
risks associated with the investment. The principal risks are
typically those associated with the ETF’s investment objective
i.e., adverse developments in the securities or market segments
in which the ETF invests, or related developments such as
interest rate or currency fluctuations.
Information on investment objectives and risks are available
in an ETFs Product Disclosure Statement (“PDS”), and on the
respective website.

3. How do Investors Use ETFs?
The most common use is to help investors gain low cost access
to a new asset class in a single trade or to further diversify an
existing asset allocation to minimise stock specific risk.
Another popular approach is to use ETFs to achieve a coresatellite strategy. This means an investor holds a relatively
stable and diversified investment as a “core” holding, adding
“satellite” positions around this core in the hope of generating
additional returns.
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4. When Can I Trade ETFs?

Cost

ETFs trade during normal ASX market hours. It is
recommended that investors refrain from trading before
10.15am or 10.30am. This gives the institutional liquidity
providers additional time to ensure ETF prices more accurately
reflect the true value of the ETF. Many investors also avoid
trading at the market close, as the closing auction can result
in additional price volatility.

5. How Can An ETF Be Evaluated?
Assessing critical factors such as market exposure,
performance, overall cost, liquidity, tracking difference
and ETF provider are important in order to best determine
whether the ETF fits the desired risk/return profile of your
investment objective.

Liquidity
Liquidity refers to how easily an ETF can be bought or sold.
ETF liquidity should be considered with respect to both the
ETF and the underlying securities the ETF holds. Highly liquid
ETFs and ETFs that have highly liquid underlying securities
(even if the ETF does not have high trading volumes) typically
have narrower bid/ask spreads than ETFs that trade less or hold
less liquid securities.
Tracking Difference

Market Exposure
Understanding how much of the market or asset class an
ETF’s underlying benchmark covers is an important factor in
ensuring you’re getting the desired coverage you’re after. For
example, as investors tend to already have strong allocations to
domestic equities, a broad international equity ETF that doesn’t
include Australian equities, ensures that your international
exposure is truly global.
Performance

There are a number of costs associated with investing in an
ETF, including fees charged by the ETF provider and brokerage
commissions. Investors may also consider indirect costs,
including those stemming from the bid/ask spread and any
premium/discount volatility.

Tracking difference is the extent to which the ETF’s return
deviates from the return of its benchmark index and is
influenced by a number of factors, such as how an ETF
seeks to track the index and the ETF’s operating expenses.
ETF Provider
Considering an ETF provider with a strong indexing history,
deep portfolio management expertise and dedicated client
service and support to help investors evaluate their options
is an important factor in evaluating overall suitability.

While past performance is not an indication of how an ETF
may perform in the future, an investor may wish to evaluate an
ETF’s performance against its stated objective or benchmark.
Figure 1: ETF Cost of Ownership
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Important Risk Information
Issued by State Street Global Advisors, Australia Services Limited (AFSL Number
274900) (ABN 16 108 671 441) (“SSGA, ASL”), the holder of Australian Financial
Services Licence (“AFSL”) number 274900. Registered office: Level 17, 420 George
Street, Sydney, NSW 2000, Australia. T: 612 9240-7600. F: 612 9240-7611.
Investors should read and consider the Product Disclosure Statement (PDS) for the
relevant SPDR® ETF carefully before making an investment decision. A copy of the
PDS is available at www.spdrs.com.au. The material is general information only and
does not take into account your individual objectives, financial situation or needs. It
should not be considered a solicitation to buy or sell a security. Past performance is
not a reliable indicator of future performance.
ETFs trade like stocks, are subject to investment risk, fluctuate in market value and
may trade at prices above or below the ETF’s net asset value. ETFs typically invest by
sampling an index, holding a range of securities that, in the aggregate, approximates
the full Index in terms of key risk factors and other characteristics. This may cause the
fund to experience tracking errors relative to performance of the index.
Diversification does not ensure a profit or guarantee against loss. Sector ETFs
products are also subject to sector risk and non-diversification risk, which generally
results in greater price fluctuations than the overall market. Brokerage commissions
and ETF expenses will reduce returns and transaction costs will also be incurred
when buying or selling units of an ETF on ASX markets. ETF units may only be
redeemed directly by persons called “Authorised Participants”.
SSGA ASL is the issuer of units in the SPDR funds and the Responsible Entity for the
managed investment scheme Australian SPDR funds quoted on the ASX or AQUA
Product Issuer for those Australian SPDR funds quoted on the AQUA market of
the ASX .
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State Street Bank and Trust Company (ABN 70 062 819 630) (AFSL number 239679)
is the trustee of, and the issuer of interests in, the SPDR® S&P 500® ETF Trust, an
ETF registered with the United States Securities and Exchange Commission under
the Investment Company Act of 1940 and principally listed and traded on NYSE Arca,
Inc. under the symbol “SPY”. SSGA ASL is the AQUA Product Issuer for the CHESS
Depositary Interests (or “CDIs”) which have been created over units in SPY and are
quoted on the AQUA market of the ASX. The rights of CDI investors are different
to those of investors in an Australian registered managed investment scheme
and investors should read the applicable PDS before investing to understand the
additional risk factors associated with investing in CDIs.
An investment in SPDR funds or SPY CDIs do not represent a deposit with or liability
of any company in the State Street group of companies including State Street Bank
and Trust Company and are subject to investment risk including possible delays in
repayment and loss of income and principal invested. No company in the State Street
group of companies guarantees the performance of SPDR funds or SPY CDIs, the
repayment of capital or any particular rate of return.
SPDR and Standard & Poor’s® S&P® Indices are trademarks of Standard & Poor’s
Financial Services LLC and have been licensed for use by State Street Corporation.
The Dow Jones Global Select Real Estate Securities Index is a product of S&P Dow
Jones Indices LLC or its affiliates and has been licensed for use by SSGA. MSCI
Indices, the property of MSCI, Inc. (“MSCI”), and ASX®, a registered trademark of
ASX Operations Pty Limited, have been licensed for use by SSGA. SPDR products
are not sponsored, endorsed, sold or promoted by any of these entities and none of
these entities bear any liability with respect to the ETFs or make any representation,
warranty or condition regarding the advisability of buying, selling or holding units in
SPDR products.
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