EXCHANGE-TRADED FUNDS: Easy diversification


IN BRIEF

[bookmark: _gjdgxs]An exchange-traded fund (ETF) can offer 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 providing exposure to only one investment, many ETFs can provide 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 can help individual investors gain exposure to more investments for a smaller dollar commitment than if they were to buy each investment on its 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. Price fluctuations can occur due to general market sentiment or because the investments within the ETF change in value. 

· Tax efficient
[bookmark: _GoBack]Most ETFs “buy” and “sell” their underlying investments through an in-kind redemption process, which essentially exchanges one basket of investments for another (similar to bartering or trading baseball cards). Transacting through this process avoids the taxable event that may arise when buying or selling an investment with cash. As a result, ETFs 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 products 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 match, not beat, the returns of an index, such as the S&P 500.

· Active
Actively managed 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 become volatile. 

Good to remember

If you are considering purchasing shares of an ETF, do your research and make sure that its objectives 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 InvestSM Trade, where you can buy and sell ETFs. 

DISCLOSURES

You Invest is a business of J.P. Morgan Securities LLC offering self-directed brokerage (You Invest Trade) and investment advisory services (You Invest Portfolios). 
The views, opinions, estimates and strategies expressed herein constitutes the author’s judgment based on current market conditions and are subject to change without notice, and may differ from those expressed by other areas of J.P. Morgan. This information in no way constitute J.P. Morgan Research and should not be treated as such. You should carefully consider your needs and objectives before making any decisions.  For additional guidance on how this information should be applied to your situation, you should consult your advisor.
Investing in securities involves risks, and there is always the potential of losing money when you invest in securities. Past performance is not a guarantee of future results. 
Asset allocation/diversification does not guarantee a profit or protect against loss.
When investing in ETFs, investors should carefully consider the investment objectives and risks as well as charges and expenses of the fund before investing. To obtain a prospectus, visit the fund company’s website. The prospectus contains this and other information about the fund. Read the prospectus carefully before investing.
The price of equity securities may rise or fall due to the changes in the broad market or changes in a company’s financial condition, sometimes rapidly or unpredictably.  Equity securities are subject to ‘stock market risk’ meaning that stock prices in general may decline over short or extended periods of time.

JPMorgan Chase and its affiliates do not provide tax, legal or accounting advice. This material has been prepared for informational purposes only, and is not intended to provide, and should not be relied on for, tax, legal or accounting advice. You should consult your own tax, legal and accounting advisors before engaging in any financial transaction.

International investments may not be suitable for all investors.  International investing involves a greater degree of risk and increased volatility. Changes in currency exchange rates and differences in accounting and taxation policies outside the U.S. can raise or lower returns. Some overseas markets may not be as politically and economically stable as the United States and other nations. Investments in international markets can be more volatile.

When investing in mutual funds or exchange-traded and index funds, please consider the investment objectives, risks, charges, and expenses associated with the funds before investing. You may obtain a fund’s prospectus by contacting your investment professional or visiting the fund company’s website. The prospectus contains this and other information, which should be carefully read before investing.

Products, accounts and services are offered through different service models (for example, self-directed, full-service).  Based on the service model, the same or similar products, accounts and services may vary in their price or fees charged to a client.  JPMorgan Chase & Co., its affiliates, and employees do not provide tax, legal or accounting advice.   Information presented on these webpages is not intended to provide, and should not be relied on for tax, legal and accounting advice.   You should consult your own tax, legal and accounting advisors before engaging in any financial transaction.
This webpage and the information presented are intended for informational purposes only. While certain information contained herein has been obtained from sources believed to be reliable, neither J.P. Morgan Securities LLC ("JPMS") nor its affiliates (collectively, "JP Morgan") have independently verified this information and its accuracy and completeness cannot be guaranteed. Accordingly, no representation or warranty, express or implied is made as to, and no reliance should be placed on, the fairness, accuracy, or completeness of this information. JP Morgan assumes no liability for this information. It does not constitute an offer to sell, or a recommendation to purchase, or a solicitation of an offer to buy, any security, nor shall any such security be offered or sold to any person in any jurisdiction in which such offer, solicitation, purchase, or sale may not lawfully be made. Except as otherwise required by law, all transactions will be processed on a best efforts basis. The information presented, as well as availability of any security or fund, are subject to change without notice.  Investment minimums for certain funds are set forth in the prospectus and may be subject to change. As a reminder, your trade confirmations, account statements, and tax reporting constitute the official record of your account and its activity. Market data feeds on this site differ from, those used in statements. If you have any questions, please contact us.

System availability and response time are subject to market conditions and possible unscheduled outages.

Learn more about our firm and investment professionals at FINRA BROKERCHECK.

For additional investment-related disclosures, please go to: Disclosures for Investment Accounts.

For other important disclosures, please go to: J.P. Morgan Global Regulatory Disclosures.
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