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' last year can amt
At the samé tirde, financial adwscm -

Financial advisers are increasingiy
furnmg az‘tent;on to benefits of ETFs

cemmodities

were the hot story. Now, with ecopomic
growth expected 1o cool and interest

rates toppme’out, defemsive sectors,

such assmlhhes and ﬁuanctal services, -

know that being diversified &0TQ8S sec-
torsis mpnﬁantto ﬂenera.hno comsi Ecnt
1 ‘clients. 2,

" ton.

suitable if a client™ speafohors
to.offer adeguate dzvemﬁcamm
Increasingly, .,

s the added benefiis of low
cost and tax efﬁ.qmcy
“If somedne is . . . Jooking for fstant

diversification, it’s a great way to go,”
Mr. Cooper says. .

‘it you're not diversifi ed
you'll'catch a great
upturn one'time and

a really bad downturn
another time-’

Adv:s:rs can use ETFs several ways,
depending on the goals of their clients.

Consider a client who wants exposure

to the financial services industry. Rather
than investing in a single bank or insur-
ance stock, ‘buying the iShares CDN Fi-

"nancial Sector Thdex: Fuod (XFN) pro-
" vides instant .exposure to 25 different

companies, ‘including all the major
banks, insurers and publicly traded fund

companies.

Other.iShares sector ETFs target en-

ergy, materials, golds, :schnnlogy real
estate mvosfment trusts and - income
tusts. §

Becaiisé ETFs' are designed to track
the performance of indexes whose
components are published every day,
the adviser and the client aiways know

_ what stocks they’re investing in.

That’s not the case with mutual funds,
which may only reveal their holdulgs

.every six months.

ETFs cap alse be used strategically,
depending on a cHent’s tolerance for
risk. For aggressive: portfolios, ETFs
serve as a ‘convenient tool for over-
weighting industries whose prospects
appear especially bright, while under-
weighting those that are expected to

- struggle.

Or, for less aggressive investors, in-
vestments can be made across a breadth
of ETFs or other investment instruments
to help spread the risk.

Another approach for managing risk
is the core/satellite strategy, in which
ETFs form the “core” of a por:foho and
seek benchmark ' performance, and
complementary mufaal funds, individu-
al securities or separately managed ac-

counts are the “satellites™ that attempt to

achieve outperformance.
“The core/satellite strategy is used by

‘the largest, most sophisticated institu-

tional investors to manage risk. and
ETFs can provide advisersand individu-
alinvestors with access to this same stra-

-tegy,” says Gerl Iamw head of Cana- .

dian ETF ‘products for Barclays Global
Investors Canada Limited, which rims
the iShares ETF family.

Compared fo a portfolio of actively
managed funds and individual securi-

tages; says Dayid Piupps, a cemﬁed &

'dcnrﬂ:azztdaesexacﬂythat_ Thisaliows

';— vesting, because it cuts volatifity with-
out sacrificing performance.

.ﬁ'ecmca.L he says.

 sified portfolio. . .and stcking with it is

‘Catiada expected to feel the effects of

tes,a core/satellite st:a:eﬂycan provide
amore.comfortable degree of risk by di-
versifyitig the core across a variety of
asset classes, Ms. James says.

Sector ETFs have 2 couple-of advan-

9:emousumetalsmde;g you can be confi-
ou to. very accurately Qemmn“ w.qal

i ma.naﬂez caa TNOVE {0
while an EEF ‘cannot do that,” he

© One way o smooth the bumps, of
course, 1s to make sure a portfolic is
pmperly diversified.

Joha Campbell, aprofessor of applied
ecopomics at Harvard University, calls
diversification the “free hmch” of in-

“Many investors appear to ignore this

. The principle behind diversification
is straightforward.

By spreading moaey aczess a variety
of investments, one.reduces the impact
that any single holding has on a port-
folio’s performance. |

To maximize the benefits, advisers
aim to diversify not jllSL across and with-
m mdusmes but also across asset
classes, such as stocks, bonds and real
estate, and by acograph.lc "'Bﬁ{)“.b. in-
c'luﬂmg North ' America, Asia and Eu-

InCanada_ Ihestockmrket s recent
ups and downs underdine the i importance
of being adequaiely d:vem_ﬁed across.
sectors.

Energy stocks posted outsized gains
in 2005 and early 2006 as oi! and natezai
gas prices soared.

But with energy prices coming back
to earth, the stocks are sunggling. -

In the third quarter endec Sept. 30; f.be
S&P/TSX energy index fejl 10 per ceni.
Metals and mining stocks have also
cooled off after racking up sizzling gains
over the past couple of years as China
gobbled up resources.

Now that the commodity boom is los-
ing steam, what will be the next hot sec-
tor? With the economy poised to siow
and. central-banks in Czpada and the
United States expected to lower interest
.rates in coming months, some invesiors
are betting on defensive, dividend-pay-
ing stocks such as pipelines, telecoms
and utilities,

benks are also seenasa dafe
place to ride out any coming volaslity.

For the third quarter. the S&P/TSX
financjals index gained more than 8 per
cent. Information technolegy and tele-
com stocks performed evea better, up
more than 20 per cent.

Bmu!n!ebemug Of 5eCLOrs can prmp
up returms, it also increases risk.

“T think almost every planner would
-tell you, you're asking for 2 Iot of vola-
ghity” by p].a.cmv iarge bets oa certain
sectors, Mr. Cooper says.

*That's why going with a well-diver-

the way to go.

“T wouidmt recommend anybody go
more than 10 to 20per.,enlmzpa:tzft_-
lar sector, 20 per cent being somenn..
who is younger and aggressive.”

Being adequately diversified is ai-
ways important, but it’s especially crit-
cal now, he added.

With the U5 economy slewing and

any downtuin south of the border, “this
is probably an opportune time to really
look at your portfolio,” he says.






