What are Exchange Traded Funds?
Exchange Traded Funds or ETF’s is an investment vehicle traded like individual stocks on a stock exchange. An ETF holds assets such as stocks or bonds and trades at almost the same price equal to the NAV of the underlying assets over the course of the trading day.

ETF’s  have their origin in 1989 with Index Participation shares, an S&P 500 proxy that traded on the American and Philadelphia Stock Exchanges. The product however was unsuccessful. But later though, the American Stock Exchange developed S&P Depository Receipts. Known as SPDRs or ‘Spiders’, this became the largest ETF in the world.
ETFs are different from Mutual Funds in the sense that ETFs are not sold to public for cash. The Asset Management Company (AMC) takes shares of companies comprising the index from various categories of investors and in turn issues them ETFs. A cash component is also taken from the investors for the dividend that may have accumulated on the stocks.
Hence a large block of ETF units called ‘creation units’ is exchanged for a ‘Portfolio Deposit’ of stocks and ‘Cash Component’.

Advantages of ETF’s
· ETF’s have lower costs than other investment products.
· ETF’s can be bought and sold at any time during the trading day unlike mutual funds and unit investment trusts. Like public traded securities, ETF’s can be purchased on margin, sold short and traded using stop orders and limit orders.

· ETFs provide the investors a diversified exposure to markets.
· ETFs provide greater liquidity and investment managers who wish to see regular cash inflows and outflows may use ETFs.

· ETFs have transparent portfolios and are priced at frequent intervals throughout the trading day.
Types of ETFs
· Commodity ETFs
· Bond ETFs
· Currency ETFs
· Actively Managed ETFs
· Hedge Fund ETFs
· Leveraged ETFs
ETFs vs Mutual Funds:

ETFs are also cheaper than traditional mutual funds and index funds
ETFs trade like stocks and hence are more flexible than the mutual funds. Investors can trade in ETFs throughout the trading day. This is one major advantage of ETFs since the risk of price differential between time of investment and the time of trade is substantially less in the case of ETFs.
Comparison of ETFs vis a vis other funds.

	Parameter
	Open Ended Fund
	Closed Ended Fund
	Exchange Traded Fund

	Fund Size
	Flexible
	Fixed
	Flexible

	NAV
	Daily
	Daily
	Real Time

	Liquidity Provider
	Fund itself
	Stock Market
	Stock Market / Fund itself

	Sale Price
	At NAV plus load, if any
	Significant Premium / Discount to NAV
	Very close to actual NAV of Scheme

	Availability
	Fund itself 
	Through Exchange where listed
	Through Exchange where listed / Fund itself.

	Portfolio Disclosure
	Monthly
	Monthly
	Daily/Real-time

	Uses
	Equitising cash
	-
	Equitising Cash, Hedging, Arbitrage

	Intra-Day Trading
	Not possible
	Expensive
	Possible at low cost
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