
 View Enlarged Image

April 17, 2015 

Should ETFs Be In Your Investment Portfolio? 
By ANDREW EDWARDS 
INVESTOR'S BUSINESS DAILY 

ETF Investment Strategies: Tips On How To Buy The Best 
ETFs

While ETFs have existed for several decades, their popularity 
and diversity have exploded in recent years. But many 
investors are just learning about them.

Those looking for tips on how to invest in ETFs just need 
some basic information to get started.

In basic terms, ETFs can be thought of as mutual funds that 
trade like stocks. But their portfolios can contain U.S. and 
foreign stocks, bonds, futures, physical commodities or 
currencies.

And ETFs choose the securities for their portfolios with an 
investment objective in mind. These investment goals include 
growth of capital through price appreciation and income 

generation through stock dividends or bond interest.

And ETFs pursue these objectives in a variety of ways. These include exposure to the broad stock market through 
such ETFs as SPDR S&P 500 (ARCA:SPY) and PowerShares QQQ (NASDAQ:QQQ). Or they can focus on narrow 
segments of the market, like high-yielding stock funds. That's an area covered by Vanguard High Dividend Yield 
(ARCA:VYM).

ETFs tend to have lower fees and better tax efficiency compared with mutual funds. They have the flexibility to be 
traded on a short-term, even intraday basis, but can also be held for the long term as part of an asset allocation plan.

How can you find the best ETFs for your portfolio? "We like to use ETFs to track a broad-based index or sector, and 
will typically use mutual funds when we feel that an active manager can provide a benefit either from a performance, 
risk reduction or strategy standpoint over what we expect from the index," says Michael Ball, lead portfolio manager of 
Weatherstone Capital Management.

With thousands of ETFs to choose from, it can seem overwhelming to pick ones out that are right for you. How to 
cope? Start with the end in mind. What are your investment goals and what kind of investment portfolio would you 
need to get there?

Are you looking for long-term asset exposure or a short-term trading opportunity? A narrow segment of the market or 
a broad diversified basket?
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Vern Sumnicht, CEO and founder of iSectors, recommends to first consider your risk tolerance, preference for index-
based or actively managed funds, fees, asset classes you want to invest in, and asset class correlation when 
constructing an ETF portfolio.

Helpful resources can be found at Etf.com, iShares by BlackRock and Morningstar that guide you through ETF basics 
and compare and contrast them with other investment alternatives. The iShares website will even recommend model 
ETF portfolios based on your answers to questions about investing and risk tolerance.

ETFs come in a range of flavors appealing to diverse investment interests.

Want to hitch your investment wagon to an ETF that tracks the hot sectors of the market? Check out First Trust 
Dorsey Wright Focus 5 (NASDAQ:FV) or PowerShares DWA Nasdaq Momentum (ARCA:DWAQ). FV is up 9% this 
year and 32% in the past 12 months. DWAQ is also up 9% this year and up 20% in the past year.

Leveraged or inverse ETFs seek to magnify or invert the returns of a particular index. "There are a number of 
leveraged ETFs that may look quite attractive if you have a strong conviction on an investment theme, but the 
leverage is designed to track daily moves, and oftentimes does not work as well as expected over longer time frames. 
The best rule for most investors would be to avoid leveraged ETFs," Ball said.

Vern Sumnicht cautions that investors need to be aware that "ETFs can be in anything, including stocks, bonds, 
international emerging markets, commodities, MLPs, currencies, and it's very important to understand exactly what 
the ETF is invested in."

For example, SPDR Gold (ARCA:GLD) and Market Vectors Gold Miners (ARCA:GDX) both have gold in their names. 
But GLD invests directly in gold and GDX invests in mining companies, such as GoldcorpGG and Barrick Gold 
(NYSE:ABX). While they both are tied to the price of gold, each ETF can act differently depending on market 
conditions.

Before buying, Christian Magoon, CEO of YieldShares, says an investor should "review the holdings of an ETF to 
ensure they match their understanding of how the ETF will invest. For example, an 'Energy ETF' could own energy 
stocks or it could own futures contracts linked to the price of a barrel of oil." For example, PowerShares DB Oil 
(ARCA:DBO) invests in oil futures. Similar but different, PowerShares Dynamic Oil & Gas Services (ARCA:PXJ) 
invests in companies that service the energy industry, including Helmerich & Payne (NYSE:HP), Halliburton 
(NYSE:HAL) and Baker Hughes (NYSE:BHI).

ETFs aren't always cheaper. They can "be a challenge for people who want to dollar-cost average if the platform that 
they are using charges a commission to buy an ETF, and they are making small regular purchases," says Ball. When 
an investor wants to make regular, periodic investments, a no-load mutual fund may be a cheaper option overall.

For those new or experienced, IBD's ETF strategy offers a way to trade ETFs in a relatively simple way. The strategy 
uses a broad, market-based ETF and follows IBD's market outlook to capture gains when the market is trending 
higher and protect losses when it corrects. For more information on the strategy, see the ETF Market Strategy box 
daily in the paper.
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