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IN BRIEF

[bookmark: _gjdgxs]An exchange-traded fund (ETF) can offeris an easy way to add diversification to your portfolio. An ETF is essentially a basket of investments that trades on an exchange (similar to a stock). You can buy ETF shares the same way you buy shares of a stock. But instead of getting exposure to only one investment, you gain exposure to potentially hundreds or even thousands of investments— - helping you diversify your portfolio with just one trade.

What is an ETF?

An ETF pools the money of many investors to purchase a portfolio of investments. This lets can help individual investors gain exposure to potentially more investments, for a smaller dollar commitment, than if they were to buy investments one by one on their own.

When you buy an ETF share, you purchase an ownership stake in the fund’s portfolio. You can’t buy or sell the individual securities held by the ETF, but the value of your shares should increase or decrease with the underlying portfolio’s performance. ETFs can invest in stocks, bonds, commodities, and other investments.

Key features

Here are some important features of ETFs: 

· Exchange traded
As the name implies, ETFs trade on stock exchanges, which means you can buy and sell them during trading hours. It also means that prices of ETF shares shift throughout the day.

· Tax efficient
Because of the way ETFs are structured and traded, they may have a smaller impact on your tax bill than other types of investments.

· Lower fees
Many ETFs track indexes. These “passive ETFs” often charge lower fees than investment funds that employ an active manager.

· Low minimums
With ETFs you can purchase as little as one share—often for $50 or less.

Passive vs. active

There are two types of ETFs—passive and active—which have different goals and management strategies:

· Passive
Passive ETFs aim to track indexes, such as the S&P 500, by purchasing the same investments in the same proportions as the underlying index (or as close as possible). If the value of the index increases, so does the ETF’s share price and vice versa. Passive ETFs attempt to match, not beat, the returns of the an index,es they track (though their performance typically lags slightly, due to their expense ratios).such as the S&P 500.

· Active
Actively managed ETFs are run by one or more professional managers, who strategically buy and sell investments. Active ETFs aim to beat the performance of a given index (or other benchmark), and generally charge higher fees than passive ETFs.

The benefit of diversification

One of the most significant benefits of investing in ETFs may be the power of diversification.

Instead of buying stocks, bonds, and other investments individually—which can be both expensive and time-consuming—buying shares of an ETF can provide exposure to a broad range of investments in one transaction. Distributing your portfolio across many industries, types of investments, and regions can help reduce your portfolio’s risk when markets get become volatile 

Good to remember

If you are considering purchasing shares of an ETF, do your research and make sure that its goals align with your own. That includes understanding whether it’s passive or active, what underlying investments it owns, its annual expense ratio, and any other costs or fees that may apply. 

YOUR NEXT STEPS
Find out if ETF investing is right for you.
· Learn how ETFs compare to mutual funds: Financial Jargon Busting: Mutual Funds vs. ETFs.
· Check out You Invest Trade, where you can buy and sell ETFs. 
· If you’re ready to invest in ETFs but want to let the pros do the legwork, check out our You Invest Portfolios.

