
Investment in exchange-traded funds (ETFs) has boomed 
in recent years, with the growth rate for ETFs resembling 
the likes of a hockey stick curve. Today, there are over 
5031 different ETFs listed on Canadian stock exchanges 
to choose from –a huge variety of options for investors. 
Although mutual funds will continue to coexist with 
exchange-traded funds, the growth rate for ETFs has 
far surpassed the mutual fund industry since the global 
financial crisis of 2008/2009.  

The growth in popularity of ETFs is indisputable, however, 
many investors are still in the dark when it comes to 
knowing and understanding what ETFs even are. This 
article contains a brief overview of the what, why and how 
of ETF investing: what is an ETF, why invest in ETFs and 
how you go about doing so.

So, what is an ETF?  

ETF stands for Exchange–Traded Fund. An ETF is an 
investment vehicle that pools the money of many 
individual investors with similar investment goals and uses 
it to buy a variety of investments which are combined in a 
portfolio. If this seems like the definition of a mutual fund 
to you that would be correct because ETFs are a type of 
mutual fund. 

The main difference between an ETF and a “conventional” 
mutual fund is the way investors buy or sell them. The 
“exchange-traded” part of the name means that ETFs are 
bought and sold through a broker on a stock exchange 
(like the Toronto Stock Exchange) the same way stocks 
are, while a traditional mutual fund is bought and sold, 
through a mutual fund dealer, directly with the mutual 
fund company.
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Why use ETFs? 

Like all investments, there are potential risks you and your advisor should discuss. You should also read the paperwork 
(called the offering documents) that is available for any particular ETF before making an investment. There are a few key 
benefits that stand out with respect to ETFs:

Diversification - Like most mutual funds, ETFs offer 
access to a diversified portfolio of securities that the 
average investor would have a difficult time acquiring by 
themselves due to the costs involved in doing so. ETFs 
that track broad market indices usually have hundreds or 
sometimes even thousands of securities.  Diversification, 
however, does not protect you if the general market goes 
down but it does reduce the risk that any one individual 
security will have a material negative impact to your 
investment portfolio.

Lower fees - The ongoing management fee of an ETF is 
generally lower than the cost of a traditional mutual fund. 
Investors are usually charged a fee (commission) each time 
they buy or sell an ETF. 

Trading Flexibility - Because ETFs trade on a stock 
exchange, they allow an investor to buy or sell throughout 
the day, whenever the stock market is open. ETFs also have 
the same flexibility in trading as stocks do -  meaning you 
can put special stock trading stop, limit and short-selling 
orders on an ETF or even buy on margin (with borrowed 
money). Keep in mind that ETFs, like stocks or bonds that 
can fluctuate in value, will fluctuate along with the change 
in the value of the ETF’s underlying holdings.

Transparency - Many ETFs publish their portfolio of 
underlying securities daily. This means you can easily 
determine what underlying securities you own when you 
purchase a particular ETF investment.

The choice of investments within an ETF are primarily 
determined by the investment objectives and strategies 
of the ETF. Investments can be divided into types or asset 
classes. Common asset classes that ETFs may invest in, or 
gain exposure to, include equities (stocks) or fixed income 
investments (bonds). Some ETFs may also provide exposure 
to commodities (like oil, natural gas or gold) or use other 
specialized types of investments (like derivatives) to try to 
achieve a particular investment objective or strategy. 

Digging a bit deeper into the investment objectives of 
ETFs, the vast majority of ETFs have the aim to track a 
benchmark index. What is a benchmark index? Most well-
known indices, like the ones you hear about on the news, 
try to cover a broad cross section of securities and are 
designed to measure the change in the particular market 
they cover.

Did you Know? 

Not all indices are created the same. In fact, the stock market can be sliced and diced in so many ways 

it has now been reported that in the U.S. there are more indexes than there are stocks2.



How to buy and sell ETFs

To purchase and hold ETFs, investors need to have a 
brokerage account. Nearly all Canadian banks have related 
dealers (and some independents) that offer these types of 
accounts either through their full service brokerage or their 
discount brokerage. 

Within a full service brokerage, investors work with an 
investment advisor. Alternatively, investors can purchase 
these investments through discount brokerage where they 
hold the responsibility to choose their investments and 
makes all the decisions on their own. 

1 Source Canadian ETF Association as of May 31, 2017. 2 Bloomberg News, May 12, 2017 “There Are Now More Indexes Than Stocks” The information contained herein has been 
provided by TD Asset Management Inc. and is for information purposes only. The information has been drawn from sources believed to be reliable. Graphs and charts are used for illustrative 
purposes only t. The information does not provide financial, legal, tax or investment advice. Particular investment, tax, or trading strategies should be evaluated relative to each individual’s 
objectives and risk tolerance. Commissions, management fees and expenses all may be associated with investments in exchange-traded funds (ETFs). Please read the prospectus and 
summary document(s) before investing. ETFs are not guaranteed, their values change frequently and past performance may not be repeated. ETF units are bought and sold at market 
price on a stock exchange and brokerage commissions will reduce returns. Index returns do not represent ETF returns. The indicated rates of return are the historical total returns for the 
periods including changes in unit value and reinvestment of all distributions and do not take into account redemption, commission charges or income taxes payable by any unitholder that 
would have reduced returns. Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the fund facts and 
prospectus, which contain detailed investment information, before investing. Mutual funds are not guaranteed or insured, their values change frequently and past performance may not 
be repeated.Using borrowed money to finance the purchase of securities involves greater risk than a purchase using cash resources only. If you borrow money to purchase securities, your 
responsibility to repay the loan and pay interest as required by its terms remains the same even if the value of the securities purchased declines. All trademarks are the property of their 
respective owners.    ® The TD logo and other trade-marks are the property of The Toronto-Dominion Bank.
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A tool for all

ETFs now give the average investor access and the tools needed to build a well-diversified investment 

portfolio at costs that approach what historically have been available only to large institutional 

investors. Their liquidity, accessibility and transparency all build on the benefits of mutual fund 

investing, and have made ETFs an increasingly popular investment option with both investment 

advisors and individual investors.  


