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THIS MONTH

ACCORDING TO ETFGI:
ETFS AND ETPS LISTED GLOBALLY REACHED US$2.64 TRILLION IN
ASSETS, A NEW RECORD HIGH, AT THE END OF Q2 2014

LONDON – July 7th, 2014 – ETFs and ETPs listed globally gathered US$34.8 Bn in net new
assets in June and US$126.6 Bn YTD, which outpaces the previous high of US$106.4 Bn at
this point set in 2012. Net flows combined with positive market performance during H1 2014
pushed assets in the global ETF/ETP industry to a new record high of US$2.64 Tn invested
in 5,359 ETFs/ETPs, with 10,401 listings, from 219 providers listed on 59 exchanges,
according to preliminary data from ETFGI’s end H1 2014 Global ETF and ETP industry
insights report.

The ETF/ETP industry in most countries and regions reached new record highs in assets at
the end of Q2 2014, including: in the United States US$1.86 Tn; in Europe US$470 Bn; in Asia
Pacific ex Japan US$ 96.7 Bn; in Japan US$90.1 Bn; in Canada US$65.7 Bn and in the
Middle East and Africa US$43.5 Bn.

“In June investors invested almost all net new money into equity exposures with the US and
emerging markets being the preferred allocations. The S&P 500 index ended up 7% at the
end of Q2 2014, closing at an all-time high (1963) on June 20th. Internationally, developed
markets gained 2% and emerging markets are up 4%. The positive equity market performance
has helped to improve investor confidence during the first half of 2014.” according to Deborah
Fuhr, Managing Partner at ETFGI.

At the end of Q2 ETFs/ETPs had gathered a record level of US$126.6 Bn in net inflows.
Equity ETFs/ETPs gathered US$84.2 Bn, followed by fixed income with US$36.5 Bn, while
commodity ETFs/ETPs had net outflows of US$3.0 Bn.

Assets in iShares ETFs/ETPs surpassed US$1 Tn at the end of Q2 2014. In the past two
years assets invested in iShares ETFs/ETPs have increased by US$351 Bn, while iShares’
market share has declined by nearly 1%, falling from 38.7% to 37.9%. YTD iShares gathered
the largest in net inflows, US$38.0 Bn, followed by Vanguard with US$34.7 Bn, First Trust with
US$6.51 Bn, Nomura AM with US$4.66 Bn and Guggenheim with US$4.39 Bn in net inflows.

Source: ETFGI.com

Please contact deborah.fuhr@etfgi.com if you would like to subscribe to ETFGI's monthly
Global ETF and ETP industry insights reports, containing over 300 pages of charts and
analysis, ETFGI's Institutional Users of ETFs and ETPs report or custom analysis.
Professional investors can register on ETFGI’s website to receive updates, press releases and
ETFGI’s free monthly newsletter. 

Terry Krowtowski, Vice President
Radius Financial Education
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Foreign Withholding
Taxes on ETFs for
Canadian Investors

When investing in foreign securities, the most tax-efficient ETFs available to Canadian
investors are Canadian-listed ETFs that invest directly in a portfolio of international stocks.
Knowing more about how your ETFs are structured may mean more investor savings.

Barry Gordon
CEO & President,
First Asset
Exchange Traded
Funds 

While it is true that you can’t avoid paying taxes, when it comes to exchange traded funds, there are some
strategies available to help minimize the withholding tax that you are subject to. By fully understanding how
ETFs are taxed, you can ensure you are choosing the most tax-efficient investment solution available to you.
First Asset Exchange Traded Funds offer a variety of tax-efficient ETF solutions to include in your portfolio.

ETF structures and withholding taxes
When investing in an Exchange Traded Fund (ETF), you should be familiar with how the ETF obtains exposure to
international markets. An ETF’s structure and the type of account used to hold it could significantly affect how
much withholding tax an investor is subject to. Once you understand the impact of foreign withholding taxes on
ETFs, you will be better equipped to make investment choices that will maximize your after-tax returns.

There are three common ETF structures available to Canadian investors that provide access to international
markets. First Asset’s international ETFs employ the most tax-efficient structure by investing directly in portfolios
of international stocks (see Structure 3).
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Structure 1
U.S.-listed ETF that invests directly in international stocks - investor has direct exposure to international markets
With this first structure, there are two levels of withholding tax a Canadian investor may be exposed to. First, an investor is subject to the taxes
levied by the country in which each foreign stock is based. Second, the U.S. government may levy an additional withholding tax, up to 15%, on
certain distributions made by the U.S. ETF to a Canadian investor’s account. The amount of taxation depends on local jurisdictional tax legislation,
as well as any respective income tax treaties.

Structure 2
Canadian-listed ETF holding a U.S.-listed ETF that invests in a portfolio of international stocks - investor has indirect exposure to
international markets
Also known in Canada as a “wrapped” ETF, within this structure a dividend paid by a foreign company may be subject to withholding taxes since
the payments are sent to the U.S. ETF. Distributions by the U.S. ETF may then be subject to an additional U.S. withholding tax as they are
distributed to the Canadian ETF.

Structure 3
Canadian-listed ETF that invests directly in a portfolio of international stocks - investor has direct exposure to international markets
This is the most tax-efficient ETF available to Canadian investors. Withholding tax only applies to the Canadian investor according to the country
where the foreign stock is domiciled. A dividend paid by a foreign company may be subject to one level of withholding tax as the payments are
made to the Canadian ETF.
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First Asset’s International ETF solutions 
First Asset ETFs are Canadian-listed and invest directly in U.S. and international securities. Our ETF solutions are structured to ensure that
Canadian investors are only subject to one level of withholding tax, making our ETFs more tax-efficient than investing in fund-of-fund structures.

1. Common class units. Advisor class units are also available. 

From a tax perspective, Canadian investors are best served when investing in international equities directly through Canadian-listed ETFs.
To learn more about First Asset’s tax-efficient ETF products, please contact us today at 1.877.642.1289 or www.firstasset.com.

Barry H. Gordon, CEO & President, First Asset Exchange Traded Funds 

Disclaimer: The information herein is not intended to provide specific financial, investment, tax, legal or accounting advice, and should not be relied upon in that regard.
Individuals should seek the advice of professionals, as appropriate, and read an ETF Fund’s prospectus prior to investing. Investments in ETF Funds may not be suitable for all
investors. Some conditions apply. Copies of the prospectus may be obtained from your investment advisor, First Asset or at www.sedar.com.  Commissions, trailing commissions,
management fees and expenses all may be associated with an investment in ETF Funds. ETF Funds are not guaranteed, their values change frequently and past performance
may not be repeated. The opinions contained in this article are solely those of First Asset and are subject to change without notice. This document may contain forward looking
statements which are based on expectations, estimates and projections at the time the statements are made that involve a number of risks and uncertainties which could cause
actual results or events to differ materially from those presently anticipated. Other events which were not taken into account may occur and may significantly affect the returns
or performance of an ETF Fund. First Asset does not undertake any obligation to publicly update or revise any forward-looking statements, whether as a result of new information,
future events or otherwise, except as expressly required by law. The First Asset ETF Funds are managed by First Asset Investment Management Inc.

US Equity ETF Ticker1

First Asset Morningstar US Value Index ETF (CAD Hedged) XXM

First Asset Morningstar US Momentum Index ETF (CAD Hedged) YXM

First Asset Morningstar US Dividend Target 50 Index ETF (CAD Hedged) UXM

First Asset MSCI USA Low Risk Weighted ETF (CAD Hedged) RWU

European Equity

First Asset Hamilton Capital European Bank ETF (Actively Managed) *NEW* FHB

First Asset MSCI Europe Low Risk Weighted ETF (CAD Hedged) RWE

Global Equity

First Asset MSCI World Low Risk Weighted ETF (CAD Hedged) RWW

e

Continued from : Foreign Witholding Taxes...   page 5
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This communication is intended for informational purposes only and is not, and should not be construed as, investment and/or tax advice to any individual. Particular 
investments and/or trading strategies should be evaluated relative to each individual�s circumstances. Individuals should seek the advice of professionals, as 
appropriate, regarding any particular investment. There is no assurance that an exchange traded fund will achieve its investment objectives. Commissions, trailing 
commissions, management fees and expenses all may be associated with investments in exchange traded funds. Please read the prospectus before investing. Exchange 
traded funds are not guaranteed, their values change frequently and past performance may not be repeated. First Asset is the fastest growing ETF company in Canada 

CONNECT 
WITH US:

NOT ALL INDEXES 
ARE CREATED EQUAL.
BEFORE YOU CAN EVALUATE AN ETF, YOU SHOULD EVALUATE 
THE INDEX IT IS BUILT ON.

CAPTURE BETTER RISK-ADJUSTED RETURNS.
VISIT WWW.FIRSTASSET.COM

The First Asset Low Risk Weighted ETFs aim to deliver superior risk-adjusted returns 
by capturing a broad equity opportunity set with lower risk attributes than comparable 
market cap weighted indices. 

First Asset introduces four new factor-based 
ETFs that aim to replicate indexes from MSCI, 
one of the world’s leading index providers. 

 First Asset MSCI USA Low Risk Weighted ETF (RWU)
First Asset MSCI Europe Low Risk Weighted ETF (RWE) 
First Asset MSCI World Low Risk Weighted ETF (RWW)
First Asset MSCI Canada Low Risk Weighted ETF (RWC)
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With few exceptions, market-cap-weighted indices have been accepted as the appropriate measure of market
beta. Initially, ETFs were introduced as an efficient, cost-effective solution designed to deliver beta-like returns.
However, as the ETF market has developed, many of today’s ETFs aim to provide either “better” beta (such
as market-like returns with lower volatility) or alpha generation. A simple first step towards the goal of delivering
alpha or enhanced beta often involves implementing a weighting system that differs from the traditional
market-cap strategy. 

In this article, we examine various weighting strategies, including:
• The challenges and risks of traditional market-cap weighting strategies. 
• Popular weighting strategies used by many of today’s dividend-focused ETFs.
• A new weighting methodology brought to market by RBC Quant Dividend Leaders ETFs.

Market-cap weighting biases 
Market-cap weighting has long been accepted as the standard measure of market beta. This isn’t likely to change
anytime soon and will likely always be the benchmark against which other strategies are measured. However, the
biases that lie within a market-cap strategy can result in both poor diversification and questionable market timing.

Examining Various Weighting Strategies.

Trevor Cummings
Head of Business
Development,
Exchange Traded
Funds, RBC Global
Asset Management

Beyond Beta: Overcoming
the Pitfalls of Traditional
Weighted Strategies
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Large-cap bias
The large-cap bias in a market-cap strategy often drives unreasonably high single-name exposure, which results in poor diversification.
For example, today, Apple represents about 17.5% of the S&P 500’s Information Technology sector and over 11% of the NASDAQ 100.
Furthermore, many Canadian investors will recall the period when Nortel represented about 30% of the entire Canadian equity market.

For a broad all-cap strategy like the Russell 3000, market-cap weighting also virtually nullifies small-cap performance. For example, over the past
10 years, U.S. small caps outperformed large caps by about 1.3% annually. However, returns for the all-cap Russell 3000 Index, which includes
large caps and small caps, were only 0.1% ahead of the Russell 1000 Index, which includes only large caps. (see table below).

Momentum bias
Market-cap strategies also introduce a momentum bias that tends
towards maximizing positions in stocks at their highs and minimizing
positions at their lows – often selling a company altogether when it is
cut from an index at an all-time low.

“One way of illustrating momentum risk in market-cap indices is to
consider that such passive strategies usually reach maximum
investment or weight in a company close to its high and a minimum
weight close to its low. The economics of this risk are not attractive;
and, in fact, it’s economics that explain the result as large, successful
companies face competitive pressure from new and more agile
competition, diminishing their world-beater status.”

Bill Tilford, Head of Quantitative Investments,
RBC Global Asset Management

Capped indices do little to solve the problem
Capped strategies place a cap, often around 10%, on single-name
exposure as a way to mitigate some of the momentum and large-cap
biases of a market-cap strategy. In a small portfolio of 30 or fewer
names, a 10% single-name exposure cap may be reasonable.
However, for strategies that aim to invest across the full breadth of the
market, capping single names generally does little to eliminate large-
cap and momentum biases or provide meaningful exposure to small
or mid caps.

Equal weight performs well, but new problems arise
Equal-weight strategies are a simple way to reduce the large-cap and
momentum biases of market-cap weighting and they generally back-
test well from a performance standpoint. However, equal weighting
simply introduces a small-cap bias – picture the smallest company on
the Russell 3000, which is Covisint, being equally weighted with
Apple in a portfolio; or, in Canada, a $600 million company such as
Wajax being equally weighted with a $100 billion company like RBC.

Despite Small-Cap Outperformance, They Add Little Value to a Market Weighted All-Cap Strategy

Asset Class Market-Cap-Weighted Benchmark
10-Year Returns  
As of 31-Dec-13

U.S. large caps Russell 1000 Index US$ 7.78%

U.S. small caps Russell 2000 Index US$ 9.07%

U.S. all caps Russell 3000 Index US$* 7.88%

*Russell 3000 Index combines all Russell 1000 and Russell 2000 companies

Small-cap biases such as these can introduce problematic liquidity
risks and trading costs, especially once an ETF gains significant
assets. There are three main reasons for this: 

1. Small-cap liquidity can be poor, which drives up trading costs and 
liquidity premiums.

2. The high turnover rate from constantly rebalancing to bring 
weightings back to equal can be cost prohibitive.

3. Equal-weight positions can also result in a larger ETF becoming a 
material shareholder in a small-cap name, bringing with it potential 
governance and disclosure issues.

“When evaluating any weighting or rules-based strategy, it's important
to consider the potential capacity of the strategy in relation to the size
of the pool of assets to be managed. It's one thing to maybe run $5
million with some of these ideas. It's a whole other topic to get $5
billion into these strategies.”

Bill Tilford, Head of Quantitative Investments,
RBC Global Asset Management

High-yield dividend strategies
Record low interest rates a nd income-seeking baby boomers are
increasingly supporting the need for dividend-paying investments.
The result in the ETF industry has been a large number of ETFs
investing solely in high-dividend-paying or dividend-growing stocks.

While many of these strategies can be effective in providing the higher
income investors desire, traditional weighting strategies used by
many of these solutions are fraught with the same large-cap and
momentum biases that we have discussed previously. 

Some dividend-focused ETFs utilize a yield-weighted strategy,
placing a higher weighting on higher-yielding companies and vice
versa. Simply put, most investors are well aware that high yields are
often red flags pointing to a potential dividend cut or other financial
trouble for a company. Yet these strategies allocate their highest
weights to these companies. 

Continued on page 10



If dividends are eventually cut, the stock price often drops long before
many ETF strategies can respond by rebalancing and eliminating or
reducing the position. The subsequent capital loss can be many
multiples of the dividend received – and take years to recover.

A new innovative approach to weighting
With market-cap and equal-weight strategies, investors are forced to
make a mutually exclusive decision to either accept large-cap and
momentum biases or introduce small-cap biases and liquidity risk.
Neither of these scenarios is desirable on a long-term basis. 

Developing a new approach
To solve for this problem, the RBC Quantitative Investment
Management team devised an approach that minimizes weighting
biases and liquidity risks while providing long-term outperformance.
Factors that they address include:

1. The economic reality that most large- and mega-caps are unlikely 
to outperform the market in a meaningful way over the long term. 
Why? Firms have trouble holding on to economic or technological 
advantages over the long term. New entrants can move more 
quickly, employees leave and join competitors, patents expire, etc.

2. Large- and mega-cap stocks nonetheless have an important 
diversification role to play in a portfolio.

3. The economic reality that small and mid caps are likely to 
outperform the broad market over the long term.

4. How to introduce a meaningful position in small and mid caps 
without introducing problematic liquidity risk.

5. Ensuring the weighting strategy could be implemented in a larger 
mandate.

Modified-cap weighting
The team’s research led to the development of a proprietary modified-
cap weighting system. The strategy uses a formulaic weighting
system designed to optimally smooth the weight differentials of large
caps relative to small caps. 

Striking the right balance
As shown in the table below, the modified-cap strategy bridges the
gap between its market-cap and equal-weight counterparts. When
compared to the cap-weighted S&P 500 Index, modified-cap
weighting significantly reduces single-name exposure to large-cap
stocks, such as Apple (AAPL), and increases exposure to the smaller
companies on the index, such as Jabil Circuits (JBL). 

e
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Performance and feasibility
After extensive back-testing and scenario analysis across all major
equity indices, the team determined that over the long term:

1. Liquidity risk would be low in a modified-cap-weighted mandate, 
even one with large AUM.

2. The strategy should contribute to alpha over the long term relative 
to a cap-weighted strategy (see chart below). 

3. A broad market approach would be most desirable – one that 
includes small-, mid- and large-cap stocks.

RBC Quant Dividend Leaders ETFs bring the strategy
to life
With traditional weighting systems, investors are either forced to
choose between large-cap risks and biases, small-cap risks and
biases, or high-dividend risk. To address these challenges and
provide the potential to generate alpha, modified-cap weighting has
been implemented across RBC Quant Dividend Leaders ETFs. In
addition to enhanced risk-return potential, modified-cap weighting
benefits these ETFs by providing:

• Access to the full breadth of the market with minimized liquidity risk.
• Exposure to the growth potential of small- and mid-cap stocks. 
• Exposure to the diversification benefits of large-cap stocks.

In combining this innovative weighting strategy with a high-quality
dividend portfolio, RBC Quant Dividend Leaders ETFs stand apart as
a versatile and cost-effective tool that can serve as either a core or
satellite component of a portfolio.

Please read the prospectus or Fund Facts document before investing. Funds are
not guaranteed, their values change frequently and past performance may not be
repeated. Fund units are bought and sold at market price on a stock exchange and
brokerage commissions will reduce returns. RBC ETFs do not seek to return any
predetermined amount at maturity. Index returns do not represent RBC ETF returns.
RBC ETFs are managed by RBC GAM. RBC GAM is an indirect wholly-owned
subsidiary of Royal Bank of Canada.

® / TM Trademark(s) of Royal Bank of Canada. Used under licence.
© RBC Global Asset Management Inc. 2014

Trevor Cummings, Head of Business Development, Exchange Traded
Funds, RBC Global Asset Management   etfs.investments@rbc.com

S&P 500: Alternative Weighting Schemes
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Source: RBC Global Asset Management. Jan. 1997�Aug. 2013.

Equally weighted is attractive, but not practical or scalable

S&P 500: Alternative Weighting Schemes
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Continued from : Beyond Beta   page 9



CANADIAN ETF WATCH X

RBC ETFs do not seek to return any predetermined amount at maturity. Index returns do not represent RBC ETF returns. RBC ETFs are managed by 
RBC Global Asset Management Inc., an indirect wholly owned subsidiary of Royal Bank of Canada.
® / TM Trademark(s) of Royal Bank of Canada. Used under licence. © RBC Global Asset Management Inc. 2014.

RBC Funds  |  PH&N Funds  |  BlueBay Funds  |  RBC ETFs
Partner with Experience.™

RBC Global Asset Management is Canada�s leading provider of income solutions. And RBC ETFs offer another 
way to tap into that income investment expertise. Our lineup includes the innovative RBC Target Maturity Corporate 
Bond ETFs, a 1�5 year bond ladder and the new rules-based RBC Quant Dividend Leaders ETFs, featuring Canada�s 
only international dividend ETF solution.  

Choose ETFs backed by the strength and experience of an investment leader. 
Visit rbcgam.com/etfs or call 1-888-770-2586. 

DON�T JUST 
FOLLOW THE LEADER.
Invest with one.
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Fundamentally Better –
The Evolution of
Index Investing

Early Days of Indexing
The most common question on the minds of investors is “How’s the market doing?”. But rarely do we stop to ask,
“What exactly is the “market” and how is it defined?”. Even novice investors recognize the common definitions of
the various stock markets (i.e. well publicized market indexes such as the S&P/TSX Composite Index which
represents the performance of the Canadian stock market). Today, equity indexes have evolved from a few
relatively simple structures to many complex variations, some which have become extremely sophisticated in
their construction, but that was not always the case. 

Originally, indexes were designed to measure the average performance of a group of stocks that were considered
representative of the broad market. Indexes were also developed to serve as benchmarks that investors could use
to gauge the performance of professional investment advisors. Because indexes were intended to mirror the
market, the vast majority weighted stocks according to market capitalization which gave a greater weight to the
movements of large company stock prices compared to those of small company stock prices. Later, mutual funds
and ETFs were introduced which were designed to track the performance of these traditional market capitalization
weighted indexes.

“How’s the market doing?”

Karl Cheong, CFA

Senior Vice President,
Head of Product
Development,
First Trust
Portfolios Canada 
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Problem with Market Capitalization Weighting
The market is generally extremely efficient at reflecting the prices
investors are currently willing to pay for a company based on
available information. However, the market is not immune to periods
of speculation and changes in investor sentiment which can cause a
company’s share price to deviate significantly from its fundamental
value. This scenario is best demonstrated by the internet and

technology-driven bull market in the late 1990’s (see chart below).
This period of market speculation exposed a potential flaw inherent
in capitalization weighted indexes. Capitalization weighted indexes,
by their very nature, were forced to overweight larger overvalued
companies and underweight smaller, potentially undervalued
companies causing a drag on an index’s returns.

e

Fundamentals Matter
Many investors have started to embrace fundamental indexing due to
the tendency for stock prices to deviate from a company’s true value.
Unlike traditional market capitalization weighted indexes which rely
solely on the price that the market places on a company to determine
its weight in the index, fundamentally weighted indexes evaluate a
company based on fundamental measures such as price to book
value and price to cash flow to determine a company’s weight within
an index. As a result, fundamental weighting attempts to limit
exposure to over-priced stocks and increase exposure to those which
are trading at more attractive valuations. While different methods of
indexing are plagued by different inherent limitations, fundamental
indexes have historically generated higher returns1 and often times

The Rise and Fall of Technology stocks

The chart above is meant to illustrate the technology bubble crash which is widely accepted to have occurred on March 10, 2000.

lowered volatility when compared to market cap weighted indexes.
While the majority of ETFs and assets under management in Canada
currently follow market capitalization weighted indexes, I believe
investors will seek to diversify their portfolios into fundamental
strategies as part of a natural evolution and trend toward
diversification among investment strategies.

1 Tzee-man Chow, Jason Hsu, Vitali Kalesnik, and Bryce Little. 2011. “A Survey of Alternative
Equity Index Strategies” Journal of Finance, vol. 67, no. 5 (September/October):37-56

Karl Cheong, CFA, Senior Vice President, Head of Product and
Capital Markets, First Trust Portfolios Canada
karlcheong@firsttrust.ca
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“No más.” One of the most memorable boxing 

matches in history ended when those two 

words were uttered by Roberto Durán in the 

eighth round of his title rematch with Sugar Ray 

Leonard in 1980. Nearly 34 years later, Durán’s 

reasons for walking out of the ring remain 

a matter of speculation and controversy. 

Was it stomach cramps? An injury? Or 

simply frustration at being outclassed by an 

opponent he had beaten soundly a scant 

five months earlier? Regardless, his quitting 

sent shockwaves through his native Panama 

and the entire boxing world. For Durán was 

the quintessential tough guy. He grew up on 

the hard streets of Panama City and became 

a professional fighter at the age of 16; his 

brawling style spawned the nickname “Manos 

de Piedra” (hands of stone). If there were “a 

least likely to quit mid-fight” award, Durán 

would win it hands down. But, whatever the 

reason, he just couldn’t take it any longer. 

Like prizefighters, investors can take quite a 

beating. Sometimes the blows are absolute, 

catastrophic losses. But more often the jabs 

and uppercuts come in the form of relative 

shortfalls. Fortified with long investment 

horizons, diversified rosters of managers, 

limited short-term liquidity needs, and ample 

risk tolerances, most investors should be 

tough enough to absorb the punishment. But 

all too often they, too, are sorely tempted to 

give up the good fight and abandon their 

convictions in the middle rounds. Hope fades, 

and they sell the stocks that have lost value. 

Desperation sets in, and they buy stocks that 

have already appreciated, on the chance they 

might continue to rise. In short, they quit. 

Selling recent losers and buying recent 

winners is the antithesis of the systematic 

rebalancing discipline through which smart 

beta strategies earn long-term excess returns. 

Indeed, we contend that this procyclical 

behavior is what pays, over time, for the value 

added by fundamentally weighted index 

investing and other smart beta strategies. 

Smart Betas Trading
To us, the smart beta moniker refers to 

rules-based investment strategies that 

use non-price-related weighting methods 

to construct and maintain a portfolio of 

stocks.1 The research literature shows 

that smart beta strategies earn long-term 

returns around 2% higher than market 

capitalization-weighted indices. Moreover, 

smart beta strategies do not require any 

insight into the weighting mechanism. 

One can build a smart beta strategy with 

any stock ranking methodology that is not 

related to prices, from a strategy as naïve and 

transaction-intensive as equal weighting to 

a more efficient approach such as weighting 

on the basis of fundamental economic 

scale. For example, a low volatility portfolio 

and its inverse, a high volatility portfolio, 

both outperform the market by roughly 

Slugging It Out in the Equity Arena

KEY POINTS
1. Smart beta strategies are coun-

tercyclical, periodically rebalanc-
ing out of winning stocks and into 
losers. They may underperform 
for extended periods but they 
ultimately tend to prevail.

2. Investors’ procyclical behavior, 
selling recent losers and buying 
recent winners, pays for the 
estimated 2% per year in long-
term value added by smart beta 
strategies.

3. Smart beta investing can be 
reasonably expected to have an 
edge as long as investors persist 
in following trends and chasing 
performance.

Ryan Larson, CFA
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2%—as long as they are systematically 

rebalanced.2  It is not the weighting 

method but the rebalancing operation 

that creates most of smart beta’s excess 

return. Acting in a countercyclical or 

contrarian fashion, smart beta strategies 

buy stocks that have fallen in price and 

sell stocks that have risen. 

Because all smart beta strategies are 

inherently doing the same thing—contra-

trading against price movements by 

means of the rebalancing process—they 

are generally buying and selling the same 

stocks.3  It seems reasonable to assume 

they have pretty much the same trading 

partners. 

To illustrate this commonality, we 

analyzed the 2013 reconstitution of a 

also looked at the transactions that would 

have been executed by a hypothetical 

equal-weighted index whose holdings 

were contained in the Russell 1000® 

Index. The fundamentals- and equal-

weighted strategies bought and sold 80% 

of the same stocks. These results indicate 

that smart beta strategies with meaning-

fully different weighting methodologies 

tend to engage in similar countercyclical 

stock trading.

Who Trades Opposite 
Smart Beta?
The stock market is an equilibrium 

market. For every trade, there must be 

a buyer and a seller, and for one inves-

tor to profit another must lose. This 

simple arithmetic means that investors 

fundamentals-weighted index in the light 

of the constituents’ recent performance. 

Table 1 lists the top 20 portfolio holdings 

by weight prior to rebalancing. We evalu-

ated how the stock performed relative to 

the market over the previous 12 months 

and noted whether the rebalancing 

trade was a purchase or a sale. In 90% 

of the observations, the fundamentally 

weighted index is buying when the stock 

underperforms and selling when the stock 

outperforms.4  To see whether another 

smart beta strategy would have traded 

the same stocks in the same direction, we 

   Like prizefighters, 
investors can take quite a 
beating.
� �

Weight (% of Total)
Relative 

Performance* 
(%)

Reconstitution Trades

Top 20 Holdings Pre-Reconstitution
Post-

Reconstitution
Fundamentals-

Weighted
Equal-

Weighted

Bank of America 3.16 2.22 14.31 Sell Sell

Exxon Mobil 2.74 2.98 -12.65 Buy Buy

General Electric 2.26 1.94 1.54 Sell Sell

Citigroup 2.15 1.65 9.25 Sell Sell

AT&T 2.11 2.08 2.69 Sell Sell

JPMorgan Chase 1.96 1.78 -4.18 Sell Sell

Chevron 1.77 1.97 -6.64 Buy Buy

Pfizer 1.64 1.40 14.17 Sell Sell

Wal-Mart 1.58 1.03 4.09 Sell Sell

Verizon 1.54 1.43 8.22 Sell Sell

Berkshire Hathaway 1.47 1.12 7.70 Sell Sell

Wells Fargo 1.31 1.44 -3.52 Buy Sell

Johnson & Johnson 1.15 1.13 7.17 Sell Sell

Procter & Gamble 1.06 1.11 -1.08 Buy Sell

ConocoPhillips 0.90 1.33 -14.32 Buy Buy

IBM 0.81 0.92 -11.88 Buy Buy

Goldman Sachs 0.80 0.59 8.11 Sell Sell

Microsoft 0.78 0.99 -28.27 Buy Buy

Merck 0.75 0.78 2.84 Buy Sell

Home Depot 0.64 0.48 25.98 Sell Sell

*Relative performance is the stock’s total return minus the total return of the Russell 1000® Index from March 19, 2012 to March 15, 2013.

Source: Research Affiliates, based on data from FactSet.

Table 1. Going the Same Direction (March 2013)
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in aggregate will earn the market return 

and no more. Indeed, less, because Jack 

Bogle’s “Cost Matters Hypothesis” is 

right: “Gross returns in the financial markets 

minus the costs of financial intermediation 

equal the net returns actually delivered to 

investors.”5And if we take away the low-

cost index funds, what’s left are the active 

managers, whose investment manage-

ment fees are much higher. In Bogle’s 

phrase, it’s humble arithmetic—index 

investors will win. Nonetheless, smart 

beta strategies claim to beat the market 

by 2%. What gives?

Clearly, there is no way to determine 

precisely who trades with fundamentals-

weighted and other smart beta strategies. 

Conceptually, however, investors taking 

the other side of smart beta trades would 

be those who buy stocks after they rise 

in price and sell after they fall. They are 

trend-following, performance-chasing 

investors; we consider them “procycli-

cal” investors. Smart beta strategies are 

countercyclical, periodically rebalancing 

out of what has been working and into 

less favored stocks. We believe actively 

managed portfolios, cap-weighted index 

funds, and many ETFs trade procyclically, 

but in a larger sense smart beta strate-

gies’ most important trading partners are 

the end investors—the clients who chan-

nel cash to investment vehicles. 

Procyclical Investors 
Many investors are procyclical. Russ 

Kinnel of Morningstar published “Mind 

the Gap 2014,” updating his seminal 2005 

article that compared reported mutual 

fund performance with the returns actu-

ally earned by the average investor. The 

gap—the difference between the fund’s 

total time-weighted return and the aver-

age investor’s money-weighted return—

reflects the value added (or subtracted) 

by investors’ decisions to move cash into 

and out of funds. In other words, the gap 

is the return impact of investors’ market 

timing decisions (Table 2).6 

The conclusion is not unexpected, but 

it’s still stunning. Over the past 10 years, 

the average investor earned a return that 

was 2.5% worse than the return of the 

average fund they invested in! The drag 

ranged from –1.7% for U.S. equities to 

–3.1% for sector funds. Kinnel’s findings 

are consistent over different long-term 

time periods and across all asset classes. 

Of course, these are retail investors; 

one might expect to find that they are 

prone to run as a herd. But several stud-

ies reported in peer-reviewed journals 

suggest that institutional investors are 

no less susceptible to the same procycli-

cal behavior, resulting in a return drag 

between 1% and 2%.7 

Investors chase returns. Cash streams 

into outperforming strategies and 

equity styles. In particular, more capi-

tal is channeled to the managers who 

recently achieved superior results, and 

so the managers themselves become 

de facto trend chasers, adding to their 

positions in the same stocks or the same 

type of stock already in their portfolios. 

The stocks they buy have lately had 

strong returns—they are, after all, the 

very stocks driving the managers’ out-

performance—and they are probably 

expensive. 

Clearly, there is a common thread 

when the returns of all kinds of inves-

tors (retail and institutional) in all asset 

classes (stocks, bonds, commodities, 

and alternatives) fall behind the long-

term returns of the funds they invest in. 

Why do investors persist in costly pro-

cyclical behavior? The short answer, as 

Chris Brightman wrote in this space last 

month, is that they prefer to do what is 

comfortable. Buying winners and avoid-

ing losers is a chronic pattern of financial 

behavior.

    For one investor to profit, 
another must lose.� �

 10-Year Returns through December 31, 2013
Total Return

(%)
Investor Return

(%)
Returns Gap

(%)
All Funds 7.30 4.81 -2.49

US Equity 8.18 6.52 -1.66

Sector Equity 9.46 6.32 -3.14

Balanced 6.93 4.81 -2.12

International Equity 8.77 5.76 -3.01

Taxable Bond 5.39 3.15 -2.24

Municipal 3.53 1.65 -1.88

Alternative 0.96 -1.15 -2.11

Source: Research Affiliates based on Kinnel (2014).

Table 2. The Gap Between Fund and Investor Returns
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Client Behavior: A Case 
Study
For a more focused investigation of cli-

ents’ market timing decisions, we looked 

at a highly reputable asset management 

boutique with a long track record in value 

investing. A fund launched by the firm 

more than 20 years ago has an annual-

ized inception-to-date return that is 1.4% 

higher than the S&P 500 Index return 

for the same period. But this exceedingly 

favorable long-term result came with 

quite a bit of short-term variability, as one 

would expect of a value strategy.8  

The solid line in Figure 1 shows the cycli-

cality of the fund’s annualized three-year 

excess returns, which range between 

20% below and 23% above the cor-

responding S&P 500 return. It comes 

as no surprise that the fund’s investors 

responded to these peaks and troughs 

in relative performance in a most procy-

clical manner. The strategy’s net asset 

flows, represented by the columns, track 

its trailing excess returns quite closely. 

Higher excess returns are followed by net 

asset inflows; lower excess returns induce 

outflows. Moreover, inflows tend to con-

tinue rising after performance has peaked 

(investors buy high), and outflows tend 

to be greatest after performance has hit 

bottom (investors sell low). 

Smart beta strategies are not taking their 

2% excess returns directly from this or 

any other financial intermediary. As we 

noted, the long-term excess return of 

the fund used in this example is positive. 

Instead, smart beta strategies are earning 

their value-added returns from end inves-

tors whose procyclical behavior forces 

the manager to sell stocks in bad times 

(usually when they are at the bottom of a 

cycle and cheap) and buy stocks in good 

times (when these stocks have outper-

formed and are expensive). Smart beta 

managers and other countercyclical or 

contrarian investors are the counterpar-

ties to those trades. 

We took one more step and looked at the 

largest positions held by the value fund 

in question at the end of 2008 (Table 3). 

These are stocks they might have been 

compelled to sell during a period of sig-

nificant outflows. We further observed 

that, in the course of rebalancing early 

in 2009, a fundamentally weighted 

U.S. large company strategy purchased 

two-thirds of the value fund’s top hold-

ings (the shaded companies in Table 3). 

And we found much the same phenom-

enon with other managers who similarly 

experienced procyclical client behavior. 

Smart beta strategies were buying the 

stocks these managers were forced to 

sell. This is the 2% excess return pay-

ment in action.

Figure 1. Value Fund Net Asset Flows vs. Trailing
Three-Year Excess Returns

Source: Research Affiliates based on data from eVestment Alliance.
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Procyclical Investing: 
Can It Last?
In the United States, the sport of 

boxing has lost much of the popularity 

it still enjoyed when Sugar Ray Leonard 

squared off against Roberto Durán. 

Certainly there are fewer local boxing 

gyms to supply new generations of 

trained fighters, perhaps because 

nowadays many parents encourage their 

children to take up less dangerous sports. 

Procyclical investing, however, is as 

prevalent as ever. To be sure, procyclical 

investors can prevail over many rounds, 

and when they win their behavior is 

reinforced. But researchers in the field of 

behavioral finance have also identified 

a series of cognitive biases and 

psychological inclinations underlying 

    We do not anticipate a 
mass movement toward 
countercyclical investing.
� �

investors’ penchant for going along 

with the emotional crowd. They 

include overconfidence, a compelling 

need for social validation, and a 

confirmation bias that leads people 

to discount or disregard contrary 

evidence. Because it is hard for people 

to change their habitual ways of 

thinking, we do not anticipate a mass 

movement toward countercyclical 

investing anytime soon. And as long 

as investors persist in following trends 

and chasing returns, someone will 

throw in the towel and take the other 

side of smart beta trades.

Company*
Weight

(% of Total)
CA 5.76
Philip Morris 5.02
Microsoft 4.60
Bank of America 4.29
Merck & Co. 4.27
Exelon Corp. 4.13
Eli Lilly and Co. 3.79
JPMorgan Chase & Co. 3.58
Home Depot 3.33
Tyco International 3.03
Wells Fargo 2.80
Tyco Electronics 2.67
Safeway 2.67
FPL Group 2.60
Bristol-Myers Squibb 2.40
PACCAR 2.27
Citigroup 2.25
Pfizer 2.10
Lorillard 2.05
eBay 1.78
*Shaded stocks were purchased in the first 
quarter 2009 rebalancing of a fundamentally 
weighted U.S. large company index.
Source: Research Affiliates based on data 
from FactSet.

Table 3. Top Holdings of a Value
Fund as of December 31, 2008

Endnotes

1. Research Affiliates did not coin the popular term smart beta. We are using it 
as a convenient way to refer to non-price-weighted, rules-based investment 
strategies in which periodic rebalancing is the central mechanism for captur-
ing premium returns.

2. The risk-adjusted returns may differ. For example, over the 1964–2012 
period, a portfolio whose stock weights were based on the standard devia-
tion  of monthly returns over five years (thus, a high-volatility portfolio) had 
a Sharpe ratio of 0.36. The inverse portfolio whose stocks were weighted 
by 1/  (therefore, a low-volatility portfolio) had a Sharpe ratio of 0.47. See 
Arnott, Hsu, Kalesnik, and Tindall (2013).

3. This does not mean the trades are precisely the same. Different weighting 
methods will naturally result in somewhat different rebalancing transac-
tions. Portfolios are also likely to operate on different rebalancing schedules.

4. We also looked at full portfolios for a fundamentally weighted and an equal-
weighted index and found they executed countercyclical trades (buying 
underperforming stocks and selling outperforming stocks) in 75% of their 
stock positions at the latest reconstitution.

5. Bogle (2005), p. 22. Bogle’s emphasis.
6. Because investment managers generally don’t control the timing and mag-

nitude of external cash flows (that is, investors’ contributions and withdraw-
als), they quite properly report returns on a time-weighted basis. The inves-
tors’ experience, however, is reflected by their individual money-weighted 
returns, which do take external cash flows into account. Kinnel uses industry 
aggregate cash flow information to estimate the average investor’s actual 
return. For more information about time-weighted and money-weighted 
rates of return, see Bailey, Richards, and Tierney (2007), pp. 724–729.

7. See Stewart, Neumann, Knittel, and Heisler (2009) and Goyal and Wahal 
(2008).

8. We also analyzed the results against an appropriate value style index and 
found nearly identical results. We chose to show the S&P 500 here because 
we wanted to display the cyclicality of excess returns against the broad 
market.
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FTSE RAFI® Equity Index Series*

TOTAL RETURN AS OF 3/31/14 BLOOMBERG 
TICKER YTD 12 MONTH

ANNUALIZED

3 YEAR 5 YEAR 10 YEAR
10 YEAR 

STANDARD DEV.

FTSE RAFI® All World 30001 TFRAW3 1.97% 21.39% 9.11% 21.33% 9.70% 18.60%

MSCI All Country World2 GDUEACWF 1.21% 17.17% 9.14% 18.43% 7.53% 16.63%

FTSE RAFI® Developed ex US 10003 FRX1XTR 1.73% 24.05% 6.38% 18.18% 8.15% 20.31%

MSCI World ex US4 MLCUWXUG 0.86% 17.00% 6.80% 16.44% 7.21% 18.27%

FTSE RAFI® Developed ex US Mid Small5 TFRDXUSU 2.74% 18.45% 7.26% 21.86% 10.31% 18.77%

MSCI World ex US Small Cap6 GCUDWXUS 3.55% 21.56% 7.95% 21.94% 8.80% 20.17%

FTSE RAFI® Emerging Markets7 TFREMU -1.63% -5.11% -5.51% 13.33% 12.69% 24.40%

MSCI Emerging Markets8 GDUEEGF -0.37% -1.07% -2.54% 14.83% 10.45% 23.96%

FTSE RAFI® 10009 FR10XTR 2.49% 23.25% 15.38% 26.41% 9.33% 17.18%

Russell 100010 RU10INTR 2.05% 22.41% 14.75% 21.73% 7.80% 15.01%

S&P 50011 SPTR 1.81% 21.86% 14.66% 21.16% 7.42% 14.71%

FTSE RAFI® US 150012 FR15USTR 1.61% 28.91% 14.41% 30.86% 11.33% 21.78%

Russell 200013 RU20INTR 1.12% 24.90% 13.18% 24.31% 8.53% 19.74%

FTSE RAFI® Europe14 TFREUE 3.97% 35.36% 7.94% 19.54% 8.85% 22.87%

MSCI Europe15 GDDLE15 2.21% 25.20% 9.05% 18.22% 8.03% 20.00%

FTSE RAFI® Australia16 FRAUSTR 5.90% 1.03% 7.17% 21.52% 12.28% 23.98%

S&P/ASX 20017 ASA51 5.76% 0.87% 4.65% 20.12% 11.51% 24.34%

FTSE RAFI® Canada18 FRCANTR 1.55% 7.76% 1.61% 19.75% 11.45% 21.16%

S&P/TSX 6019 TX60AR 1.57% 6.53% -0.74% 15.34% 10.21% 21.41%

FTSE RAFI® Japan20 FRJPNTR -5.44% 9.81% 4.95% 11.17% 3.29% 16.24%

MSCI Japan21 GDDLJN -5.47% 7.77% 5.57% 10.53% 2.32% 15.87%

FTSE RAFI® UK22 FRGBRTR -0.50% 19.85% 10.55% 20.47% 7.49% 19.60%

MSCI UK23 GDDLUK -0.82% 16.81% 9.04% 18.64% 6.84% 17.82%

*To see the complete series, please go to: http://www.ftse.com/Indices/FTSE_RAFI_Index_Series/index.jsp.

Russell Fundamental Index Series*

TOTAL RETURN AS OF 3/31/14 BLOOMBERG 
TICKER YTD 12 MONTH

ANNUALIZED

3 YEAR 5 YEAR 10 YEAR
10 YEAR 

STANDARD DEV.

Russell Fundamental Global Index Large Company24 RUFGLTU 1.92% 21.92% 10.38% 20.71% 9.86% 16.93%

MSCI All Country World Large Cap25 MLCUAWOG 0.94% 16.88% 9.15% 17.88% 7.17% 16.33%

Russell Fundamental  Developed ex US Index Large Company26 RUFDXLTU 2.57% 26.40% 7.69% 17.57% 8.75% 18.41%

MSCI World ex US Large Cap27 MLCUWXUG 0.52% 16.69% 6.81% 16.06% 6.93% 18.16%

Russell Fundamental  Developed ex US Index Small Company28 RUFDXSTU 2.32% 20.48% 9.83% 22.00% 10.28% 18.09%

MSCI World ex US Small Cap6 GCUDWXUS 3.55% 21.56% 7.95% 21.94% 8.80% 20.17%

Russell Fundamental Emerging Markets29 RUFGETRU -1.84% -0.09% -2.05% 16.49% 13.83% 23.94%

MSCI Emerging Markets8 GDUEEGF -0.37% -1.07% -2.54% 14.83% 10.45% 23.96%

Russell Fundamental US Index Large Company30 RUFUSLTU 2.15% 22.04% 15.55% 24.20% 9.69% 15.57%

Russell 100010 RU10INTR 2.05% 22.41% 14.75% 21.73% 7.80% 15.01%

S&P 50011 SPTR 1.81% 21.86% 14.66% 21.16% 7.42% 14.71%

Russell Fundamental US Index Small Company31 RUFUSSTU 2.62% 26.95% 14.62% 30.22% 12.33% 20.78%

Russell 200013 RU20INTR 1.12% 24.90% 13.18% 24.31% 8.53% 19.74%

Russell Fundamental Europe32 RUFEUTE 3.68% 32.73% 8.20% 19.70% 10.03% 21.29%

MSCI Europe15 GDDLE15 2.21% 25.20% 9.05% 18.22% 8.03% 20.00%

*To see the complete series, please go to: http://www.russell.com/indexes/data/Fundamental/About_Russell_Fundamental_indexes.asp.

Performance Update
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Fixed Income/Alternatives

TOTAL RETURN AS OF 3/31/14 BLOOMBERG 
TICKER YTD 12 MONTH

ANNUALIZED

3 YEAR 5 YEAR 10 YEAR
10 YEAR 

STANDARD DEV.

RAFI® Bonds US Investment Grade Master33 — 2.97% 0.93% 5.96% 9.34% 5.57% 5.82%

ML Corporate Master34 C0A0 2.97% 1.42% 6.04% 9.89% 5.28% 5.95%

RAFI® Bonds US High Yield Master35 — 2.61% 5.42% 8.60% 17.82% 9.15% 9.45%

ML Corporate Master II High Yield BB-B36 H0A4 2.98% 6.92% 8.51% 15.80% 7.86% 9.15%

RAFI® US Equity Long/Short37 — 1.19% 7.83% 3.29% 11.80% 4.93% 11.26%

1-Month T-Bill38 GB1M 0.01% 0.03% 0.04% 0.07% 1.48% 0.53%

FTSE RAFI® Global ex US Real Estate39 FRXR -2.61% 2.04% 4.61% 21.67% — —

FTSE EPRA/NAREIT Global ex US40 EGXU -0.32% -2.58% 5.45% 18.49% — —

FTSE RAFI® US 100 Real Estate41 FRUR 8.15% 2.27% 10.08% 33.19% — —

FTSE EPRA/NAREIT United States42 UNUS 10.15% 4.58% 10.52% 28.69% — —

Citi RAFI Sovereign Developed Markets Bond Index Master43 CRFDMU 2.49% 2.98% 3.82% 5.41% 5.31% 7.32%

Merrill Lynch Global Governments Bond Index II44 W0G1 2.68% 1.04% 2.00% 3.92% 4.28% 6.70%

Citi RAFI Sovereign Emerging Markets Local Currency Bond 
Index Master45 CRFELMU 1.62% -9.69% — — — —

JPMorgan GBI-EM Global Diversified46 JGENVUUG 1.90% -7.14% — — — —

Performance Update

Sources and Method: All index returns are calculated using total return data from Bloomberg and FactSet. Returns for all single country strategies and Europe regional strategies 
 are in local currency. All other returns are in USD. Annualized returns are geometrically linked returns, calculated using monthly data. Annualized 
 standard deviation is calculated using sample standard deviation and monthly return data.

Definition of Indices
(1) The FTSE RAFI® All World 3000 Index is a measure of the largest 3,000 companies, selected and weighted using fundamental factors; (sales, cash flow, dividends, 

book value), across both developed and emerging markets.

(2) The MSCI All Country World Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of 
developed and emerging markets.

(3) The FTSE RAFI® Developed ex US 1000 Index is a measure of the largest 1000 non U.S. listed, developed market companies, selected and weighted using fundamental 
factors; (sales, cash flow, dividends, book value). 

(4) The MSCI World ex US Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of developed 
markets, excluding the United States.

(5) The FTSE RAFI® Developed ex US Mid Small Index tracks the performance of small and mid-cap companies domiciled in developed international markets (excluding 
the United States), selected and weighted based on the following four fundamental measures of firm size: sales, cash flow, dividends and book value.

(6) The MSCI World ex US Small Cap Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of 
small cap developed markets, excluding the United States.

(7) The FTSE RAFI® Emerging Markets Index comprises the largest 350 Emerging Market companies selected and weighted using fundamental factors (sales, cash flow, 
dividends, book value).

(8) The MSCI Emerging Markets Index is an unmanaged, free-float-adjusted cap-weighted index designed to measure equity market performance of emerging markets. 

(9) The FTSE RAFI® 1000 Index is a measure of the largest 1,000 U.S. listed companies, selected and weighted using fundamental factors; (sales, cash flow, dividends, 
book value).

(10) The Russell 1000 Index is a market-capitalization-weighted benchmark index made up of the 1,000 highest-ranking U.S. stocks in the Russell 3000. 

(11) The S&P 500 Index is an unmanaged market index that focuses on the large-cap segment of the U.S. equities market. 

(12) The FTSE RAFI® US 1500 Index is a measure of the 1,001st to 2,500th largest U.S. listed companies, selected and weighted using fundamental factors; (sales, cash 
flow, dividends, book value).

(13) The Russell 2000 is a market-capitalization weighted benchmark index made up of the 2,000 smallest U.S. companies in the Russell 3000. 

(14) The FTSE RAFI® Europe Index is comprised of all European companies listed in the FTSE RAFI® Developed ex U.S. 1000 Index, which in turn is comprised of the largest 
1,000 non U.S. listed developed market companies, selected and weighted using fundamental factors; (sales, cash flow, dividends, book value).

(15) The MSCI Europe Index is a free-float adjusted market capitalization weighted index that is designed to measure the equity market performance of the developed 
markets in Europe.

(16) The FTSE RAFI® Australia Index is comprised of all Australian companies listed in the FTSE RAFI® Developed ex U.S. 1000 Index, which in turn is comprised of the 
largest 1,000 non U.S. listed developed market companies, selected and weighted using fundamental factors; (sales, cash flow, dividends, book value).

(17) The S&P/ASX 200 Index, representing approximately 78% of the Australian equity market, is a free-float-adjusted, cap-weighted index. 

(18) The FTSE RAFI® Canada Index is comprised of all Canadian companies listed in the FTSE RAFI® Developed ex U.S. 1000 Index, which in turn is comprised of the largest 
1,000 non U.S. listed developed market companies, selected andweighted using fundamental factors; (sales, cash flow, dividends, book value).

(19) The S&P/Toronto Stock Exchange (TSX) 60 is a cap-weighted index consisting of 60 of the largest and most liquid (heavily traded) stocks listed on the TSX, usually 
domestic or multinational industry leaders. 
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(20) The FTSE RAFI® Japan Index is comprised of all Japanese companies listed in the FTSE RAFI® Developed ex U.S. 1000 Index, which in turn is comprised of the largest 
1,000 non U.S. listed developed market companies, selected and weighted using fundamental factors; (sales, cash flow, dividends, book value).

(21) The MSCI Japan Index is an unmanaged, free-float-adjusted cap-weighted index that aims to capture 85% of the publicly available total market capitalization of the 
Japanese equity market. 

(22) The FTSE RAFI® UK Index is comprised of all UK companies listed in the FTSE RAFI® Developed ex U.S. 1000 Index, which in turn is comprised of the largest 1,000 
non-U.S. listed developed market companies, selected and weighted using fundamental factors; (sales, cash flow, dividends, book value).

(23) The MSCI UK Index is an unmanaged, free-float-adjusted cap-weighted index that aims to capture 85% of the publicly available total market capitalization of the 
British equity market. 

(24) The Russell Fundamental Global Index Large Company is a measure of the largest companies, selected and weighted using fundamental factors; (adjusted sales, 
retained cash flow, dividends + buybacks), across both developed and emerging markets.

(25) The MSCI All Country World Large Cap Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance 
of developed and emerging markets.

(26) The Russell Fundamental Developed ex US Large Company is a subset of the Russell Fundamental Developed ex US Index, and is a measure of the largest non-U.S. 
listed developed country companies, selected and weighted using fundamental factors; (adjusted sales, retained cash flow, dividends + buybacks).

(27) The MSCI World ex US Large Cap Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity market performance of 
large cap-developed markets, excluding the United States.

(28) The Russell Fundamental Developed ex US Index Small Company is a subset of the Russell Fundamental Developed ex US Index, and is a measure of small non-U.S. 
listed developed country companies, selected and weighted using  fundamental factors; (adjusted sales, retained cash flow, dividends + buybacks).

(29) The Russell Fundamental Emerging Markets Index is a measure of Emerging Market companies, selected and weighted using fundamental factors; (adjusted sales, 
retained cash flow, dividends + buybacks).

(30) The Russell Fundamental U.S. Index Large Company is a subset of the Russell Fundamental US Index, and is a measure of the largest U.S. listed companies, selected 
and weighted using fundamental measures; (adjusted sales, retained cash flow, dividends + buybacks). 

(31)  The Russell Fundamental US Index Small Company is a subset of the Russell Fundamental US Index, and is a measure of U.S. listed small companies, selected and 
weighted using fundamental measures; (adjusted sales, retained cash flow, dividends + buybacks).

(32) The Russell Fundamental Europe Index is a measure of European companies, selected and weighted using fundamental factors; (adjusted sales, retained cash flow, 
dividends + buybacks).

(33) The RAFI® Bonds US Investment Grade Master Index is a U.S. investment-grade corporate bond index comprised of non-zero fixed coupon debt with maturities ranging 
from 1 to 30 years issued by publicly traded companies.  The issuers held in the index are weighted by a combination of four measures of their fundamental size—sales, 
cash flow, dividends, and book value of assets.

(34) The Merrill Lynch U.S. Corporate Master Index is representative of the entire U.S. corporate bond market. The index includes dollar-denominated investment-grade 
corporate public debt issued in the U.S. bond market. 

(35) The RAFI® Bonds US High Yield Master is a U.S. high-yield corporate bond index comprised of non-zero fixed coupon debt with maturities ranging from 1 to 30 
years issued by publicly traded companies. The issuers held in the index are weighted by a combination of four measures of their fundamental size—sales, cash flow, 
dividends, and book value of assets. 

(36) The Merrill Lynch Corporate Master II High Yield BB-B Index is representative of the U.S. high yield bond market. The index includes domestic high-yield bonds, 
including deferred interest bonds and payment-in-kind securities. Issues included in the index have maturities of one year or more and have a credit rating lower than 
BBB-/Baa3, but are not in default. 

(37) The RAFI® US Equity Long/Short Index utilizes the Research Affiliates Fundamental Index® (RAFI®) methodology to identify opportunities that are implemented 
through long and short securities positions for a selection of U.S. domiciled publicly traded companies listed on major exchanges. Returns for the index are 
collateralized and represent the return of the strategy plus the return of a cash collateral yield. 

(38) The 1-Month T-bill return is calculated using the Bloomberg Generic 1-month T-bill. The index is interpolated based off of the currently active U.S. 1 Month T-bill and 
the cash management bill closest to maturing 30 days from today.  

(39) The FTSE RAFI® Global ex US Real Estate Index comprises 150 companies with the largest RAFI fundamental values selected from the constituents of the FTSE Global 
All Cap ex U.S. Index that are classified by the Industry Classification Benchmark (ICB) as Real Estate.

(40) The FTSE EPRA/NAREIT Global ex US Index is a free float-adjusted index, and is designed to represent general trends in eligible listed real estate stocks worldwide, 
excluding the United State.  Relevant real estate activities are defined as the ownership, trading and development of income-producing real estate.

(41) The FTSE RAFI® US 100 Real Estate Index comprises of the 100 U.S. companies with the largest RAFI fundamental values selected from the constituents of the FTSE 
USA All Cap Index that are classified by the Industry Classification Benchmark (ICB) as Real Estate.

(42) The FTSE EPRA/NAREIT United States Index is a free float-adjusted index, is a subset of the EPRA/NARIET Global Index and the EPRA/NAREIT North America Index 
and contains publicly quoted real estate companies that meet the EPRA Ground Rules. EPRA/NARIET Index series is seen as the representative benchmark for the real 
estate sector.

(43) The Citi RAFI Sovereign Developed Markets Bond Index Series seeks to reflect exposure to the government securities of a universe of 22 developed markets. By 
weighting components by their fundamentals, the indices aim to represent each country’s economic footprint and proxies for its ability to service debt. Performance 
may be positive or negative. Past performance is not an indication of future results. Historical data used from index inception date of 09/30/2001 (index = 100) until 
12/31/2011. Live data used since 01/01/2012. 

(44) The Merrill Lynch Global Government Bond Index II tracks the performance of investment grade sovereign debt publicly issued and denominated in the issuer’s own 
domestic market 
and currency.

(45) The Citi RAFI Sovereign Emerging Markets Local Currency Bond Index Series seeks to reflect exposure to the government securities of a universe of 15 emerging 
markets. By weighting components by their fundamentals, the indices aim to represent each country’s economic footprint and proxies for its ability to service debt. 
Performance may be positive or negative. Past performance is not an indication of future results. Historical data used from index inception date of 09/30/2011 
(index = 100) until 12/31/2011. Live data used since 1/1/2012.

(46) The JPMorgan GBI-EM Diversified Index seeks exposure to the local currency sovereign debt of over 15 countries in the emerging markets.
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Disclosures

The material contained in this document is for general information purposes only. It is not intended as an offer or a solicitation for the purchase and/or sale of any security or 

financial instrument, nor is it advice or a recommendation to enter into any transaction. Research results relate only to a hypothetical model of past performance (i.e., a simulation) 

and not to an asset management product. No allowance has been made for trading costs or management fees, which would reduce investment performance. Actual results may 

differ. Index returns represent back-tested performance based on rules used in the creation of the index, are not a guarantee of future performance, and are not indicative of any 

specific investment. Indexes are not managed investment products and cannot be invested in directly. This material is based on information that is considered to be reliable, but 

Research Affiliates® and its related entities (collectively “Research Affiliates”) make this information available on an “as is” basis without a duty to update, make warranties, express 

or implied, regarding the accuracy of the information contained herein. Research Affiliates is not responsible for any errors or omissions or for results obtained from the use of this 

information. Nothing contained in this material is intended to constitute legal, tax, securities, financial or investment advice, nor an opinion regarding the appropriateness of any 

investment. The information contained in this material should not be acted upon without obtaining advice from a licensed professional. Research Affiliates, LLC, is an investment 

adviser registered under the Investment Advisors Act of 1940 with the U.S. Securities and Exchange Commission (SEC). Our registration as an investment adviser does not imply a 

certain level of skill or training.

Citigroup Index LLC, a subsidiary of Citigroup Inc., and Research Affiliates, LLC have agreed to jointly create and distribute investable fixed income indices (the “Citi RAFI Bonds 

Index Series”) based on the Research Affiliates’ patented Fundamental Index methodology. All intellectual property, including trademarks, contributed by Research Affiliates, LLC 

and Citigroup Index LLC shall remain solely vested with the respective contributor. Neither Citigroup Index LLC nor Research Affiliates, LLC makes any warranties, expressed or 

implied, to any of their customers nor anyone else regarding the accuracy or completeness of any data related to the Citi RAFI Bonds Index Series. All information is provided for 

information purposes only. Neither Citigroup Index LLC nor Research Affiliates, LLC accepts any liability for any errors or any loss arising from the use of any data or information 

set forth in this publication. CITI is a registered trademark and service mark of Citigroup Inc. or Citibank, N.A., is used under license by Research Affiliates, LLC, and is used and 

registered throughout the world.

The RAFI® US Equity Long/Short Index is calculated by S&P Dow Jones Indices LLC or its affiliates. S&P® is registered trademark of Standard & Poor’s Financial Services LLC and 

Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC; the marks have been licensed for use by S&P Dow Jones Indices LLC and its affiliates. Investment 

products based on the RAFI® US Equity Long/Short Index are not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, Dow Jones, S&P or their respective 

affiliates and none of S&P Dow Jones Indices LLC, Dow Jones, S&P or their respective affiliates makes any representation regarding the advisability of investing in such product(s). 

S&P Dow Jones Indices LLC, its affiliates, sources and distribution agents, and each of their respective officers, directors, employees, agents, representatives and licensors 

(collectively, the “Index Calculation Agent”) shall not be liable to Research Affiliates, any customer or any third party for any loss or damage, direct, indirect or consequential, arising 

from (i) any inaccuracy or incompleteness in, or delays, interruptions, errors or omissions in the delivery of the RAFI® US Equity Long/Short Index or any data related thereto 

(the “Index Data”) or (ii) any decision made or action taken by Research Affiliates, any customer or third party in reliance upon the Index Data. The Index Calculation Agent does 

not make any warranties, express or implied, to Research Affiliates, any of its customers or anyone else regarding the Index Data, including, without limitation, any warranties 

with respect to the timeliness, sequence, accuracy, completeness, currentness, merchantability, quality or fitness for a particular purpose or any warranties as to the results to 

be obtained by Research Affiliates, any of its customers or other person in connection with the use of the Index Data. The Index Calculation Agent shall not be liable to Research 

Affiliates, its customers or other third parties for loss of business revenues, lost profits or any indirect, consequential, special or similar damages whatsoever, whether in contract, 

tort or otherwise, even if advised of the possibility of such damages.

The RAFI® Bonds US Investment Grade Index and RAFI® Bonds US High Yield Index are calculated by ALM Research Solutions, LLC, (ALM) in conjunction with Research Affiliates. 

All rights and interests in the RAFI® Bonds US Investment Grade Index and the RAFI® Bonds US High Yield Index vest in Research Affiliates. All rights in and to the Research 

Affiliates Fundamental Index® concept used in the calculation of the RAFI® Bonds US Investment Grade Index and the RAFI® Bonds US High Yield Index vest in Research Affiliates. 

The above RAFI® indexes are not sponsored or promoted by ALM or its respective affiliates. Neither ALM nor Research Affiliates make any warranties, express or implied, to any of 

their customers or anyone else regarding the accuracy or completeness of any data related to the RAFI® Bonds US Investment Grade Index, or the RAFI® Bonds US High Yield Index. 

All information is provided for information purposes only. Neither ALM nor Research Affiliates accept any liability for any errors or any loss arising from the use of information in 

this publication.

Russell Investments is the source and owner of the Russell Index data contained or reflected in this material and copyrights related thereto. Russell Investments and Research 

Affiliates have entered into a strategic alliance with respect to the Russell Fundamental Index Series. Subject to Research Affiliates’ intellectual property rights in certain content 

(see below), Russell Investments is the owner of all copyrights related to the Russell Fundamental Indexes. Russell Investments and Research Affiliates jointly own all trademark and 

service mark rights in and to the Russell Fundamental Indexes. The presentation may contain confidential information and unauthorized use, disclosure, copying, dissemination, or 

redistribution is strictly prohibited. Russell Investments is not responsible for the formatting or configuration of this material or for any inaccuracy in the presentation.

MSCI returns information provided under license through MSCI. All returns based calculations are calculated by Research Affiliates, LLC. MSCI Index returns information provided 

under license through MSCI. Without prior written permission of MSCI, this information and nay other MSCI intellectual property may only be used for your internal use, may not be 

reproduced or re-disseminated in any form and may not be used to create any financial instruments or products or any indices. This information is provided on an “as is” basis, and 

the user of this information assumes the entire risk of any use made of this information. Neither MSCI nor any third party involved in or related to the computing or compiling of the 

data makes any express or implied warranties, representations or guarantees concerning the MSCI index-related data, and in no event will MSCI or any third party have any liability 

for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) relating to any use of this information.

Investors should be aware of the risks associated with data sources and quantitative processes used in our investment management process. Errors may exist in data acquired from 

third party vendors, the construction of model portfolios, and in coding related to the index and portfolio construction process. While Research Affiliates takes steps to identify data 

and process errors so as to minimize the potential impact of such errors on index and portfolio performance, we cannot guarantee that such errors will not occur.

Research Affiliates is the owner of the trademarks, service marks, patents and copyrights related to the Fundamental Index methodology. The trade names Fundamental Index®, 

RAFI®, the RAFI logo, and the Research Affiliates corporate name and logo among others are the exclusive intellectual property of Research Affiliates, LLC. Any use of these trade 

names and logos without the prior written permission of Research Affiliates, LLC is expressly prohibited. Research Affiliates, LLC reserves the right to take any and all necessary 

action to preserve all of its rights, title and interest in and to these terms and logos.

Various features of the Fundamental Index® methodology, including an accounting data-based non-capitalization data processing system and method for creating and weighting 

an index of securities, are protected by various patents, and patent-pending intellectual property of Research Affiliates, LLC. (See all applicable US Patents, Patent Publications, and 

Patent Pending intellectual property located at http://www.researchaffiliates.com/Pages/legal.aspx#d, which are fully incorporated herein.)

©2014 Research Affiliates, LLC.  All rights reserved.

Copyright 2014 Research Affiliates. Reproduced and republished from Fundamentals with permission from Research Affiliates. All rights reserved.
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Exchange Traded Receipts 
from the Royal Canadian Mint
ETRs issued through the Mint’s Canadian Gold Reserves and Canadian Silver  

Reserves programs offer a secure, efficient and low cost investment in gold or silver.

Secure 
• Direct beneficial ownership of gold or silver (no intermediaries) 

• Stored at the Royal Canadian Mint, a Crown Corporation

Convenient 
• TSX listed in both C$ and US$ (MNT/MNT.U for gold and MNS/MNS.U for silver)

•  Qualified investments for all Canadian registered accounts including RRSPs and TFSAs

•  Flexible redemption options for newly casted bullion products including  

99.9% pure silver London Good Delivery bars and 100 oz bars; 99.99% pure  

1 oz Maple Leaf coins, gold kilobars and London Good Delivery bars

Low Cost 
•  All-in annual service fee of 0.35% for gold ETRs and 0.45% for silver ETRs

Visit our website for more information: www.reserves.mint.ca 
Pour plus d’information, visitez notre site Web : www.reserve.monnaie.ca

An investment in ETRs involves a degree of risk, resulting primarily from fluctuations in bullion price. For further information, see the website. This notice is for information purposes only and does not constitute an offer to sell or a solicitation of an offer to buy ETRs. 
Investir dans des RTB implique certains risques, en particulier ceux qui découlent de la fluctuation du cours des métaux précieux. Consulter le site Web pour des renseignements complémentaires. Le présent avis n’est fourni qu’à titre indicatif et ne constitue pas une 
proposition de vente ni une sollicitation d’achat de RTB.

© 2013 Royal Canadian Mint. All rights reserved. © 2013, Monnaie royale canadienne. Tous droits réservés.

Reçus de transactions boursières 
de la Monnaie royale canadienne
Les reçus de transactions boursières (RTB) de la Réserve d’or canadienne et de la 
Réserve d’argent canadienne sont des produits d’investissement en or ou en argent 
sûrs, efficaces et abordables.

Sûr 
• Propriété directe d’or ou d’argent physique (aucun intermédiaire) 
• Entreposés à la Monnaie royale canadienne, une société d’État

Pratique 
•  Négociés à la Bourse de Toronto (TSX) en $CAN (MNT pour l’or et MNS pour 

l’argent) et en $US (MNT.U pour l’or et MNS.U pour l’argent)
•  Admissibles à tous les régimes enregistrés d’épargne canadiens, y compris les REER 

et CELI
•  Options de rachat flexibles – produits d’investissement nouvellement frappés, 

y compris les lingots de bonne livraison et les lingots de 100 oz en argent pur à 
99,99 %, les pièces Feuille d’érable de une once, les lingots de un kilogramme et 
les lingots de bonne livraison en or pur à 99,99 %

Abordable 
•  Frais annuels de 0,35 % pour les RTB – Or et de 0,45 % pour les RTB – Argent 

     

Balance

© 2014 KPMG LLP, a Canadian limited liability partnership and a member firm of the KPMG network of independent member firms affiliated with  
KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.

kpmg.ca/assetmanagement

Peter Hayes
National Director 
Alternative Investments
T: 416-777-3939
E: phayes@kpmg.ca

James Loewen 
National Leader 
Asset Management
T: 416-777-8427
E: jloewen@kpmg.ca

In today’s market we are all being asked to balance 
costs, compliance and customers. With ETFs, 

margins are tight and the pressure is on to be more 
competitive by shrinking MERs. To add to the strain 

are the extra costs to comply with an evolving and 
increasingly complex regulatory environment. 

At KPMG, we understand how regulatory transformation 
impacts your business. Our dedicated asset management 

team is working on these issues right now and brings 
practical experience to the table.

Let’s start the conversation.
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ALPHA            BENCHMARK           BETAPRO              

Commissions, trailing commissions, management fees and expenses all may be associated with an investment in exchange traded products managed 
by AlphaPro Management Inc and Horizons ETFS Management (Canada) Inc. (the “Horizons Exchange Traded Products”). The Horizons Exchange Traded 
Products are not guaranteed, their values change frequently and past performance may not be repeated. The prospectus contains important detailed 
information about the Horizons Exchange Traded Products. Please read the relevant prospectus before investing.

Active Management meets ETFs
You don’t have to be a passive investor to use ETFs. Actively 

Managed ETFs are a low-cost, transparent investment solution 

that benefits from professional portfolio management. 

Innovation is our capital. Make it yours.

Indexing isn�t always a one-size-fits-all solution. 

Learn how you can get the Active AdvantageTM for your portfolio at HorizonsETFs.com

HETF<GO>
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How much 
difference can 
1.73% make?
Lots, actually. It’s the average difference in MERs between 
the Vanguard ETFsTM and Canadian mutual funds. And that 
difference could add $70,454 in value to the typical Canadian 
portfolio over the next 10 years, and $229,715 over the next 20.

Compare your mutual funds to Vanguard ETFs 
vanguardcanada.ca/costcompare

Winner - Canada 
Vanguard Investments Canada Inc.

2013 Morningstar ETF Provider of the Year 
2013 Morningstar Best Equity ETF

Morningstar Awards 2013 ©. Morningstar, Inc. 
All Rights Reserved. Awarded to Vanguard Investments Canada Inc. for Morningstar ETF Provider of the Year and Best Equity ETF, Canada.  
For further information about the Morningstar Awards, including information relating to the criteria upon which the awards are based, please visit  
www.investmentawards.com. Source: Vanguard calculations using data from Morningstar, Inc. as of December 31, 2012. The hypothetical examples 
do not represent the return of any particular investment. The example above assumes a 6% annual return of the underlying investments and an initial 
investment of $250,000. For the ETF MERs we used the following MERs of the Vanguard ETFs as of December 31, 2012: For Canadian equity, 0.11%, 
Vanguard FTSE Canada Index ETF; for Canadian fixed income, 0.26%, Vanguard Canadian Aggregate Bond Index ETF; for emerging markets equity, 
0.54%, Vanguard FTSE Emerging Markets Index ETF; for global equity, 0.31%, average of MERs for Vanguard FTSE Developed ex North America Index 
ETF (CAD-hedged) and Vanguard S&P 500 Index ETF (CAD-hedged); for international equity, 0.43%, Vanguard FTSE Developed ex North America Index 
ETF (CAD-hedged). The rate of return is used only to illustrate the effects of the compound growth rate and is not intended to reflect future values 
of a Vanguard ETFTM or returns on investment in a Vanguard ETF. MERs for the Vanguard ETFsTM are as of December 31, 2012, and are based upon 
actual audited expenses including waivers and absorptions. Without waivers and absorptions, MERs would have been higher. Vanguard Investments 
Canada Inc. expects to continue absorbing or waiving certain fees indefinitely, but may, in its discretion, discontinue this practice at any time. The 
MER for the mutual funds is the average MER for Series A Funds as of December 31, 2012. For more detailed information visit, vanguardcanada.ca.  
© 2014 Vanguard Investments Canada Inc. All rights reserved.



European equities

AlphaDEX

Currency-hedged 

benefits of an ETF

EUR
www.firsttrust.ca

1-877-622-5552 Portfolios Canada®

First Trust

Commissions, trailing commissions, management fees and expenses all may be associated with ETF investments. ETFs are not 
guaranteed, their values change frequently and past performance may not be repeated. Please read the prospectus before investing.

     Now is the time to capitalize  
on attractive European dividend 
yields with TSX:EUR, First Trust 
AlphaDEX™ European Dividend 
Index ETF (CAD-Hedged).

AlphaDEX™

 AlphaDEX™ Methodology

Q1 Q2 Q3 Q4

  Canada’s 
       First 
   European 
         ETF

 First Trust AlphaDEX™ European Dividend Index ETF  

* Maximum annual management fee of 0.80%
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Unique arrangement makes this the
first time MFDA-licensed reps are able
to offer clients ETFs
Investment Executive - Clare O'Hara - Mutual fund representatives
with Burlington, Ont.-based Mandeville Wealth Services Inc., the
fund dealer subsidiary of Michael Lee-Chin's Mandeville Holdings
Inc., are now able to sell exchange-traded funds (ETFs).

The announcement in May from Mandeville has, in effect, stolen the
thunder from an industry working group led by the Canadian ETF
Association (CETFA) that has been working on a similar initiative
over the past year and had anticipated launching an ETF offering
for mutual fund advisors in early 2015.

"Of course, it would have been nice to be the first one out of the
gate," says Pat Dunwoody, the CETFA's executive director. "But
everyone on the CETFA board sees this as great news because it
proves our point. It shows what we have been trying to accomplish
over the past year is now possible."

Frank Laferriere, senior vice president and chief operating officer at
Mandeville, says the firm spent about three months developing its
system: "Our [reps] are already proficient in mutual funds, and we don't
believe it is that much of a stretch to be able to give them this extra tool
to service their clients. Intrinsically, ETFs are mutual funds, so why
shouldn't a mutual fund advisor be able to offer these products?"

The lack of access to ETFs for mutual fund advisors is not primarily
the result of legal or registration issues, but because of technological
limitations and lack of creativity, says Laferriere. Currently, advisors
licensed by the Mutual Fund Dealers Association of Canada (MFDA)
are registered to sell ETFs but do not have access to a securities
exchange to purchase the ETFs.

"Making ETFs available to mutual fund dealers is really an industry
interface challenge akin to the round hole/square peg clichÃ©," says
Scott Mackenzie, senior vice president, business development, with
Toronto-based Fidelity Clearing Canada ULC (FCC). "The traditional
MFDA platforms don't have the ability to connect with or understand
the securities market infrastructure, such as the exchanges and
clearing houses, so they are not able to access or easily support ETFs."

Mandeville was able to set up its ETF offering quickly by utilizing its
existing back-office relationships with Toronto-based Broadridge
Financial Solutions Inc. and FCC. Mandeville mutual fund reps place
ETF trade orders directly on Broadridge's Dataphile platform. Those
trades then are executed through Mandeville's relationship with its
carrying broker, FCC, which executes and settles the trades and
provides custody services for the ETFs on behalf of Mandeville via
Dataphile.

The overall process involved discussions with Mandeville's back-
office partners but also with internal compliance people and industry
regulators.
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"It was simply about putting the pieces together," says Laferriere,
"understanding the obstacles and then coming up with a solution."

Broadridge was able to configure a system on the MFDA platform
that would only allow approved Mandeville advisors to order trades
with specific ETFs.

"We had to make sure the system was configured so that only
specific [Mandeville]-authorized ETFs were allowed to be
processed," says Paul Strijckers, Broadridge's vice president of
business solutions, "as well as ensure [the system] satisfied
[Mandeville]'s defined regulatory requirements."

There are more than 300 ETFs available in Canada, but Mandeville
mutual fund reps will have access to a pre-approved list of
approximately 60.

"We went through a filtering approach," says Laferriere, "to identify
those ETFs that were largely mutual fund-based, as opposed to a
commodity pool."

A major obstacle for dealers to consider is that although MFDA
advisors are licenced to sell ETFs, current MFDA courses do not
contain any information on ETFs.

The Ontario Securities Commission (OSC) says that mutual fund
dealers will need to address this proficiency gap before trading
ETFs. An email from the OSC confirms that the regulator has not
met directly with Mandeville.

Laferriere agrees that advisor education is key to investor protection.
Thus, Mandeville will be assessing the proficiencies of its MFDA
advisors before they are approved to sell ETFs. For now, only those
MFDA advisors who have completed the Canadian securities course
(CSC) are permitted to handle ETF orders. But Laferriere is quick to
say he is in discussions with several service providers to provide
ETF-specific training.

The CETFA also has advisor education at the top of its list and its
working group, which includes TMX Group Ltd. and Clearing and
Depository Services Inc., will continue to develop a set of best
practices that would be based on proficiency requirements already
in place for selling mutual funds. The group is continuing with its
plans to launch a pilot project in Ontario by the end of 2014.

The group's plan proposes using a member of a securities exchange
to conduct the trade of an ETF on behalf of MFDA-licensed advisors.
Windsor, Ont.-based Sterling Mutuals Inc. and Vaughn, Ont.-based
FundEx Investments Inc. also will participate in the pilot project.

"Hats off to Mandeville for finding a solution that will provide its
advisors with access to the ETF market," says Nelson Cheng, CEO
of Sterling Mutuals. "However, the [CETFA] working group is
developing a solution that will work with all dealers and their various
back-office systems, including proficiency requirements for advisors
and registration requirements for dealers."



Now in its 13th year, the World Alternative Investment Summit Canada – WAISC 2014,
scheduled for September 15-17 in Niagara Falls, and November 12 in Vancouver, brings
together 300+ investment managers; institutional, retail and accredited investors; and various
professional services firms. As the largest Canadian conference serving the alternative
investment and exempt market sector, delegates will hear from renowned national and
international speakers who will address key industry issues, learn about new strategies from
existing fund managers and network with key decision-makers  and major players.  

Hear innovative new strategies as WAISC 2014 builds upon it’s    past success.
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Pat Boland
Moderator for WAISC
Niagara & Vancouver

Niagara Falls
Monday, September 15 to Wednesday, September 17

Fallsview Casino Resort

Vancouver
Wednesday, November 12

Fairmont Waterfront

Canada’s Premier
Alternative Investment Event!
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