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Part I: The ABCs of ETFs

Chapter 1: The (Relatively) New Kid on the Block



Tracking the Birth and Growth of ETFs

In the beginning

Enter the traders

Crossing the border and migrating Down

Under

Fulfilling a Dream

Goodbye, ridiculously high managed fund

fees

Hello, building blocks for a better

portfolio

Will you miss your investment being in

the papers?

Not Quite as Popular as the Beatles, but

Getting There

Replacing managed funds

Moving from Wall Street to Main Street

Ready for Prime Time: Becoming Household

Words

The advantages of sticking with an index

The proof of the pudding

The major players

ETFs Down Under: Just scratching the

surface

Aotearoa: ETFs under the long white

cloud



Chapter 2: What on Earth Is an ETF, Anyway?

The Nature of the Beast

Knowing that not all ETFs are created

equal

Choosing between the classic and the

new

Recognising common elements

ETFs Are Preferable to Individual Stocks

ETFs Aren’t Managed

Comparing ETFs with managed funds

Looking at ETFs versus listed investment

companies

Why the Big Boys Prefer ETFs

Trading in large lots

Savouring the versatility

Why Individual Investors are Learning to Love

ETFs

The cost advantage: How low can you go?

Tax office’s loss, your gain

What you see is what you get

The index advantage

Getting the Professional Edge

Consider a few impressive numbers



You can do what they do!

Do ETFs Belong in Your Life?

Calculating brokerage and other fees

Moving money in a flash

Making a sometimes tricky choice

Chapter 3: Working Out How ETFs Work

Looking at ETFs in Action

Like a managed fund but different

Finding out about net asset value

Exploring Cross-Listed ETFs

Working out the differences

Taxing domestic and international ETFs

Finding out which ETFs are cross-listed

Uncovering Synthetic ETFs: Are They for

Real?

Examining the basics

Watching your step when using

synthetics

Doing Your Research

Outlining the pre-investment process

Researching the researchers

Knowing what to look for



Chapter 4: Getting to Know the Players

Opening an Account for Your ETFs

Trading in Australia

Trading in New Zealand

Answering a zillion questions

Adding international investing to your

account

Placing an order to buy

Knowing other tricks when placing an

order

But wait just a moment!

Finding a Broker: The Full Monty or Doing-It-

Yourself

What to look for

Filling up on full-service brokers

Going online to do-it-yourself

Finding out financial planners can help

Presenting the Suppliers

BlackRock iShares

State Street Global Advisors SPDRs

Vanguard ETFs

Australian Index Investors

BetaShares

ETF Securities Australia

Russell Investments

NZX Smartshares

AMP Capital Investors (NZ)



Familiarising Yourself with the Indexers

Standard & Poor’s/Australian Securities

Exchange (S&P/ASX)

Dow Jones Indexes

Morgan Stanley Capital International

(MSCI)

Russell

FTSE

Meeting the Middlemen

Australian Securities Exchange (ASX)

New Zealand Stock Exchange (NZX)

The market makers

Part II: Building the Equity Side of Your Portfolio

Chapter 5: Risk Control, Diversification and Some

Other Things You Need to Know

Risk Isn’t Just a Board Game

The trade-off of all trade-offs (safety

versus return)

So just how risky are ETFs?

Smart Risk, Foolish Risk

Measuring Risk

Standard deviation: The king of all risk

measurement tools



Beta: Assessing price swings in relation to

the market

The Sharpe and Treynor ratios: Measures

of what you get for your risk

Meeting Modern Portfolio Theory

Tasting the extreme positiveness of

negative correlation

Reaching for the elusive Efficient Frontier

Mixing and Matching Your Stock ETFs

Filling in your style box

Buying by industry sector

Don’t slice and dice your portfolio to

death

Chapter 6: Domestic Bliss: Covering the Bases

with Large Caps

Style Review

What makes ‘large cap’ large?

How does growth differ from value?

Putting these terms to use

Big and Brawny

Contrary to all appearances . . .

Let history serve as only a rough guide

Unearthing Large-Cap ETF Choices



Strictly large cap or blend?

Blended options for large-cap exposure

Strictly large growth

Six Ways to Recognise Value

Best value buys

Doing it right

Making your selection

Large-cap value choices

Chapter 7: Small Caps: Big Potential

Getting Real about Small-Cap ETFs

Your Choices for Small Caps

Taking a Look at Small-Cap Value Stocks

It’s been quite a ride

Latching on for fun and profit . . .

. . . but keeping your balance

What about the Midcaps?

Smaller than Small: Meetthe Microcaps

Chapter 8: Sector Investing: ETF s According to

Industry

Speculating on the Next Hot Industry

Sizzling and sinking

Momentum riders and bottom feeders



Choosing Sector Investing Rather than the

Grid

Doing sector investing right

Seeking risk adjustment with high and

low volatility sectors

Knowing where the grid comes through

Combining strategies to optimise your

portfolio

Seeking low correlations for added

diversification

Sector Choices Beginning to Emerge

Vanguard and SPDR Sector ETFs

Australian Index Investment Sector ETFs

BetaShares Sector ETFs

Chapter 9: Going International: ETFs without

Borders

The Ups and Downs of Different Markets

around the World

Low correlation is the name of the game

Remember what happened to Japan

Finding Your Best Mix of Domestic and

International

Why putting more than half of your

portfolio in foreign stocks is too much



Why putting one-fifth of your portfolio in

foreign stocks may be insufficient

Not All Foreign Nations are Created Equal

Choosing the Best International ETFs for Your

Portfolio

Opening up your world to international

ETFs

American and European stock ETFs: From

West Coast America to the shores of the

Mediterranean

Pacific region stock ETFs: Spicing things

up with a taste of Asia

Emerging market stock ETFs: Well, we

hope they’re emerging

Chapter 10: Exploring ETFs Listed in the United

States

Riding Across the Range

Working out why you may buy US ETFs

Finding a fund for every investor

Deciding to Invest Directly in US ETFs

Opening an account

Knowing the risks

Finding Out What Funds Are Available

Blended options for large-cap exposure



Strictly large growth

The large-cap value winners

Adding some excitement with small-cap

blends

Strictly small-cap growth funds

Seeking small-cap value ETFs

Tapping into Bond Funds

Finding strength in numbers

Considering bond fund costs

Understanding the three risks of bond

investing

Going Alternative: ETFs Skirting the

Mainstream

Funds that thrive when the market takes

a dive

Funds that double the thrill of investing

(for better or worse)

Socially Responsible Investing for a Better

World

Investments to help you sleep well at

night

Your socially responsible ETF choices

Part III: Adding Other ETFs to Your Portfolio

Chapter 11: Real Estate Investment Trusts (REITs)

and High-Yield ETFs



Considering Five Distinguishing

Characteristics of REITs

Limited correlation to the broad markets

High dividends

Different taxation of dividends

Special status among financial

professionals

Connection to tangible property

Picking the Best REIT ETF for Your Portfolio

SPDR S&P/ASX 200 Listed Property Fund

(SLF)

Vanguard Australian Prop Secs Index ETF

(VAP)

Calculating a Proper REIT Allocation

Judging from the past

Splitting the baby

Spreading Your Wings: Global REITs

Born in the USA

Broadening your horizons

Dividend Funds: The Search for Steady Money

Your ETF options

Promise of riches or smoke and mirrors?



Chapter 12: All That Glitters: Gold, Silver and

Other Commodities

Gold, Gold, Gold!

Midas touch or fool’s gold?

The price of gold and the Aussie dollar

A vastly improved way to buy the

precious metal

Silver: The Second Metal

Quick silver on the move

Investing with a silver lining

Getting Precious with Metals

Platinum and palladium (whatever that

is!)

Weaving baskets of precious metals

Finding Other Ways to Play Commodities

General commodity funds

Tapping into commodity companies

Finding out about the indexes

Overseas options for general commodity

funds

Tapping into commodity countries

Chapter 13: Working Non-ETFs into Your

Investment Mix



Tinkering With an Existing Stock or Managed

Fund Portfolio

Improving your diversification

Minimising your investment costs

Using ETFs: Five Investment Strategies for

Your Portfolio

Putting your portfolio into orbit: Core and

satellite

Buying and holding: Not rocket surgery

Finding a short-term fix: Cash equitisation

Tilting at sectors: Not for the faint-

hearted

Diversifying overseas

Being careful not to overshoot

Building the Equity Side of Your New ETF

Portfolio

International small cap

International REITs

Building the Fixed-Income Side of Your New

ETF Portfolio

Australian and New Zealand bonds

Going global with international bonds

Fixing future income with annuities

Hedging Your Bets with Market-Neutral

Managed Funds



Finding a place in your portfolio for hedge

funds

Knowing what hedge funds are available

Part IV: Putting It All Together

Chapter 14: Sample ETF Portfolio Menus

So, How Much Risk Can You Handle and Still

Sleep at Night?

A few things that just don’t matter

The irony of risk and return

The 20x rule

Other risk/return considerations

Why not just fill out an online risk

questionnaire?

Keys to Optimal Investing

Incorporating Modern Portfolio Theory

into your investment decisions

Maximising the importance of cost

minimisation

Striving for tax efficiency

Timing your investments (modestly and

conservatively)

Finding the Perfect Portfolio Fit

Considering the simplest of the simple

Racing towards riches: A portfolio that

may require a crash helmet



Sticking to the middle of the road

Taking the safer road: Less oomph, less

swing

Chapter 15: Buying and Holding: The Key to ETF

Investment Success

The Tale of the Average Investor (A

Tragicomedy in One Act)

Returns that fall short of the indexes

ETFs can make failure even easier!

The lure of quick riches

Patience Pays

Talk about unpredictability

A short history of the market’s resiliency

Chapter 16: Exceptions to the Rule —

Rebalancing Your Portfolio

Rebalancing to Keep Your Portfolio Fit

How rebalancing works

Working out how often to rebalance

Minimising Tax and the Tax Office’s Oh-So-

Tricky Rule on ‘Wash Sales’

What is ‘dominant purpose’ anyway?

As always, consider cost



Revamping Your Portfolio with Life Changes

Planning for the future and the

unexpected

Understanding life’s investing phases

Ramping Up Your Investments

Are options an option for you?

Considering contracts for difference

Borrowing to invest in ETFs

Understanding instalment warrants

Considering your strategy

Borrowing to Invest in Superannuation

Chapter 17: Using ETFs to Fund Your Golden Years

Setting the Stage for Economic Self-

Sufficiency

Sizing up Australian Employer and Industry

Superannuation Funds

Choosing to invest in super matters — a

whole lot

Knowing about employer super funds

Understanding industry super funds

Taking control of your super in Australia

with self-managed super funds

Building your SMSF’s investment strategy

with ETFs

Risking it all with ETFs?



Smartshares meets KiwiSaver: Smartkiwi

Finding out how KiwiSaver works

Using Smartkiwis with your KiwiSaver

Alternatives to Smartkiwis

Tax: Contributing, earning and

withdrawing

Ushering Your Portfolio into Retirement

Readiness

15+ years and counting

Less than 15 years to retirement

Withdrawing Funds to Replace Your

Paycheque

Working out your retirement options in

Australia

Focusing on your retirement options in

New Zealand

Don’t obsess about maintaining principal

or drawing from dividends

As always, watch the fees

Part V: The Part of Tens

Chapter 18: Ten Most Commonly Asked Questions

about ETFs

Are ETFs Appropriate for Individual Investors?

Are ETFs Risky?



Do I Need a Financial Professional to Set Up

and Monitor an ETF Portfolio?

How Much Money Do I Need to Invest in

ETFs?

With Many ETFs to Choose From, Where Do I

Start?

Where Is the Best Place for Me to Buy ETFs?

Does an Especially Good or Bad Time to Buy

ETFs Exist?

Do ETFs Have Any Disadvantages?

Does It Matter Which Exchange My ETF Is

Traded On?

Which ETFs Are Best in My Superannuation,

and Which Are Best in My Non-

Superannuation Account?

Chapter 19: Ten Mistakes Most Investors (Even

Smart Ones) Make

Paying Too Much Money for an Investment

Product

Failing to Properly Diversify

Taking On Inappropriate Risks

Selling Out When the Going Gets Rough

Paying Too Much Attention to Recent

Performance

Not Saving Enough for Retirement

Having Unrealistic Expectations of Market

Returns

Discounting the Damaging Effect of Inflation

Not Following the ATO or IRD Rules



Failing to Incorporate Investments into a

Broader Financial Plan

Chapter 20: Ten Forecasts about the Future of

ETFs and Personal Investing

ETFs Will Grow Rapidly for anotherFew Years

More Players Will Enter the Field, but Only a

Few

Investors Will Have More, and Better, Options

New Zealand Investors Will Use Australian

ETFs More Than Local ETFs

Investors Will Get Roped In toPaying More

Fees

Full-Service Stockbrokers MayEven Embrace

ETFs

Markets Will (Unfortunately)See Greater

Correlation

Asset Class Returns Will RevertTowards Their

Historical Means

Superannuation Will Still Be the Best Way to

Save for Retirement

Taxes Will Rise

Inflation May Be a Problem

Bookstores (and Online) WillSee More Books

on ETFs!

Part VI: Appendixes

Appendix A: Complete Listings of Australian and

New Zealand ETFs



Appendix B: Great Web Resources to Help You

Invest in ETFs

Australian websites

United States of America

The biggies

Smaller ETF players in Australia and New

Zealand

Smaller players in the United States

Australian brokers

New Zealand brokers

Australia and New Zealand

Overseas exchanges

Glossary
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