What are these investments called ETFs?  Are ETNs the same thing?

 

A:  Great question!  ETF stands for exchange traded fund.  A share of an ETF represents a small percentage of a collection of stocks or bonds in a pool.  In this regard, they are similar to mutual funds, but have a few differences.  First, ETFs can be bought or sold at any time during the day that the market is open, whereas open mutual funds are transacted only at the end of the trading day.  Closed end mutual funds can be bought or sold any time of the trading day also, but often sell at a premium or discount to their "value", where ETFs usually trade very close to their actual value.  Where many mutual funds are "no load', you pay a commission every time you buy or sell an ETF.  However, investors who use non commissioned advisors (or do their own investing) pay very small commissions (as low as $8 on a several  hundred thousand dollar transaction), and most ETFs have lower annual internal costs than do mutual funds.  

 

ETFs also allow an increasing amount of segmentation of the market at historically low cost.  There are ETFs for agriculture, mining, broad market indexes, small segments of stock markets, etc.   For these reasons, ETFs have become a very popular investment option and are increasingly showing up in portfolios.

You can learn more about ETFs at www.vanguard.com, www.etfconnect.com, and www.ishares.com.  

 

ETNs however are a different animal.  ETNs often look just like an ETF, but a major difference is what you actually own.   If you own an ETF, you also actually own the stocks held by the ETF.  With an ETN, you hold only the promise/credit of the underlying investment bank to make you whole in the event of trouble.  Given the recent history of our financial markets, I never use ETNs.
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