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THIS MONTH

Robust ETP Flows In December Mark Strong 2013 With Equity ETPs
Reaching All-Time Record

Global ETP flows accelerated in December to $24.7bn, following the Fed’s decision to begin

trimming its $85bn monthly bond-buying program. This removed market uncertainty and

Equity ETPs responded, bringing in the bulk of the inflows for the month at $28.9bn – entirely

from Developed Markets.

Full-year Equity ETP flows set an all-time record at $247.3bn, overtaking 2008 which was the

only other year they had exceeded $200bn.  US exposures gathered $147.8bn in 2013,

followed by Japanese exposures with $38.2bn. Pan-European funds surged in the second

half of the year and finished with $26.7bn, more than double the total from 2012.

Total 2013 flows of $235.5bn surpassed $200bn for the second consecutive year, underscoring

the industry’s continued secular growth. The composition of flows shifted significantly in favor

of Equities versus 2012, illustrating how investors use ETPs to seek efficient, tailored access

to varied investment exposures and for diversified buy-and-hold investments.

Fixed Income flows of $27.5bn, while lower than 2012, remained strong thanks to investors

pouring $35.9bn into Short-Maturity ETPs.

Strategic Beta Equity – which we define as non-market cap weighted Equity ETPs –

contributed a record $65.1bn of inflows in 2013 led by dividend-weighted funds, and nearly

doubled the $34.2bn from last year.

Gold ETP outflows of ($40.1bn) in 2013 offset all inflows from the past three years combined

as the price of Gold fell from its peak and investors turned to Equities for more attractive returns.

Source: Blackrock ETF Research

Terry Krowtowski, Vice President
Radius Financial Education
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ETF Flows by Provider - Jan-2014
Provider AUM ($M) Flow ($M) % AUM
Vanguard $1,958 $200.3 ||||||||||||||||||||||||||||||||||| 11%
BMO $12,682 $57.1 |||||||||| 0.5%
First Asset $538 $50.7 |||||||| 10%
RBC $213 $25.1 |||| 13%
Purpose $149 $17.3 ||| 13%
PowerShares $1,767 $14.2 || 0.8%
First Trust $70 $12.2 || 21%
Horizons $3,895 -$227.9 ||||||||||||||||||||||||||||||||||||||| -6%
BlackRock $41,663 -$427.2 ||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||| -1%
Total $62,933 -$278.2 -0.4%

Source: National Bank Financial, Bloomberg
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Chart 1: Canadian ETF Flows by Month
Source: National Bank Financial, Bloomberg
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ETF Flows by Category - Jan-2014
Asset Class AUM ($M) Flow ($M) % AUM
Equity $37,859 -$216.8 ||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||| -0.4%
Fixed Income $21,960 -$39.9 ||||||||||||| -0.2%
Multi-Asset $1,537 $8.2 || 0.5%
Commodity $589 -$11.3 ||| -2%
Levered Long $458 -$111.7 |||||||||||||||||||||||||||||||||||||| -22%
Inverse $530 $93.3 |||||||||||||||||||||||||||||||| 19%
Total $62,933 -$278.2 -0.4%

Source: National Bank Financial, Bloomberg

January was down modestly with outflows of $278 mln or -0.4% driven by equity and levered ETFs  
Top two outflows were for Canadian equity exposure still under pressure with $625 mln combined 
EAFE and U.S. equities remain in strong demand representing six of the top 10 product flows 
Vanguard had top flows in the month, with young providers seeing strong percentage flows 

Flows by Category
Equity was down $217 mln in the month mostly due to 
steady redemptions from broad Canadian equity ETFs
like XIU and HXT, which were offset by continued interest 
and inflows into U.S. and international equity ETFs like 
ZDM. Fixed income was mostly flat but still negative at 
$40 mln in outflows, and so was commodity at $11 mln out. 
Multi-asset ETFs were the only asset class that saw inflow in 
January at $8 mln, which went to income products such as 
FIE, iShares Canadian Financial Monthly Income.  

Flows by Provider
Vanguard was the provider with the highest inflows in 
January, with $200 mln of inflows spread across every 
single one of its suite of core asset ETFs. BMO had healthy 
creations to ZDM and ZSP echoing the continuing interest in 
international and U.S. markets, respectively. First Asset had 
a good month with its largest creations going to its 
Morningstar Value Index ETFs for both U.S. (XXM) and 
Canada (FXM). First Trust was the largest percentage 
grower with flows into FSL senior loans. RBC launched four 
new ETFs in January, including the actively managed quant-
driven dividend funds for Canada (RCD), U.S. (RUD) and 
EAFE regions (RID), as well as a short-term corporate bond 
ladder (RBO).

Flows by Product: January 2014
Inflows in the month mirrored the prior year�s trends, with 
a bias towards the U.S. as well a short-term bond theme.
BMO�s ZDM (MSCI EAFE, CAD-hedged) was the top ETF with 
$43 mln in creations, while VUN from Vanguard (a wrap of the 
U.S.-listed VTI) was the most popular vehicle for U.S. 
exposure. However, ZSP, XUS and VFV, all of which track 
unhedged versions of the S&P 500, were also all on the top 10 
list. Outflows were primarily from broad Canadian equity (XIU,
HXT), some sector funds (iShares Capped Energy XEG), rate 
sensitive aggregate bonds (ZAG, XBB) and prefs (CPD).

Canadian ETF Flows: January 2014 
Negative Flows but U.S. & EAFE Still Strong 

ETF RESEARCH & STRATEGY 
February 3, 2014 

January 2014 FLOWS

INFLOWS OUTFLOWS
Top Single Long ETF Inflows Top Single Long ETF Outflows

Ticker Name Flow ($M) % AUM Ticker Name Flow ($M) % AUM
1 ZDM BMO MSCI EAFE Hedged to CAD Index ETF $43.1 ||||||||||||||||||||||||| 6% 1 XIU iShares S&P/TSX 60 Index Fund -$441.6 |||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||| -4%
2 VUN Vanguard US Total Market Index ETF $42.5 |||||||||||||||||||||||| 82% 2 HXT Horizon S&P/TSX 60 Index ETF -$184.1 |||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||||| -21%
3 HFR Horizons Floating Rate Bond ETF $39.9 ||||||||||||||||||||||| 11% 3 HXS Horizons S&P 500 Index ETF -$56.1 |||||||||||||||||||||||||||||||| -28%
4 VSC Vanguard Canadian Short-Term Corp $30.0 ||||||||||||||||| 17% 4 ZAG BMO Aggregate Bond Index ETF -$46.1 |||||||||||||||||||||||||| -6%
5 CDZ iShares S&P/TSX Canadian Dividend Aristocrats $29.5 ||||||||||||||||| 3% 5 PSB PowerShares 1-5 Year Laddered Inv. Grade Corp -$34.2 ||||||||||||||||||| -13%
6 ZSP BMO S&P 500 ETF $26.4 ||||||||||||||| 3% 6 XBB iShares DEX Universe Bond Index Fund -$33.5 ||||||||||||||||||| -2%
7 XUS iShares S&P 500 Index ETF $22.4 ||||||||||||| 27% 7 XEG iShares S&P/TSX Capped Energy Fund -$32.3 |||||||||||||||||| -5%
8 ZUB BMO Equal Weight US Banks Hedged to CAD $21.9 |||||||||||| 11% 8 CPD iShares S&P/TSX Canadian Preferred Share -$24.9 |||||||||||||| -2%
9 VFV Vanguard S&P 500 Index ETF $21.2 |||||||||||| 9% 9 XCB iShares DEX All Corporate Bond Index Fund -$23.1 ||||||||||||| -2%
10 ZPR BMO S&P/TSX Laddered Preferred Share $21.1 |||||||||||| 2% 10 ZLC BMO Long Corporate Bond Index ETF -$22.0 ||||||||||||| -13%

Source: National Bank Financial, Bloomberg
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Get The Facts About
Factor-based Indexing

The exchange traded funds (ETF) industry has been growing rapidly over the past decade, as has investor demand
for increasingly new and sophisticated index products to help meet the financial needs of ETF investors.

One relatively new type of ETF investment that looks beyond systematic risk (or beta) to the various other factors
that tend to impact relative performance is “factor-based” investing, which has also been referred to as intelligent
(or smart) beta. Factor-based investing is based on the notion that factors such as a company’s value, momentum,
or size will all have an impact on its risk-adjusted performance. Factor-based indexing is the next generation of
ETFs, allowing investment advisors to tilt portfolios toward one or more important factors in an effort to deliver
stronger risk-adjusted returns than more traditional, capitalization-weighted indices.

Factor-based investing looks at the many drivers that tend to influence a stock’s risk and return profile. For
example, a company’s “value” factor isn’t considered in most passive mandates. But equities with more favourable
valuation ratios (such as price-to-earnings and price-to-book) have demonstrated persistent outperformance,
particularly when compared to stocks that do not have favourable valuation ratios. Factor-based mandates can
be structured to benefit from the potentially higher gains available from those stocks with attractive valuation
ratios. Weighing the many considerations when it comes to passive investing, factor-based mandates can take
index investing performance to a whole new level, while also potentially lowering risk. Factor-based mandates also
tend to maintain weighting restrictions to avoid the overweighting or underweighting of certain investment sectors,
providing diversification benefits not available when you simply “buy the market.”

Looking Beyond Market Beta for Performance.

Barry H. Gordon
President and Chief
Executive Officer
First Asset



CANADIAN ETF WATCH 7

To provide Canadian investors with access to factor-based ETFs,
First Asset Exchange Traded Funds launched a series of factor-based
ETFs based on Morningstar® Indexes almost two years ago. These
funds include First Asset Morningstar Canada Momentum Index ETF
(WXM), First Asset Morningstar Canada Value Index ETF (FXM), and
First Asset Morningstar Canada Dividend Target 30 Index ETF (DXM).
In October 2013, First Asset launched the US equity factor-based
ETFs: First Asset Morningstar US Momentum Index ETF (YXM) and
First Asset Morningstar US Value Index ETF (XXM). 

The value and momentum factor-based funds – including FXM and WXM
– have been extremely popular in Canada and were among the
strongest-performing mandates in the Canadian equity category over
2013. All of First Asset Exchange Traded Funds’ factor-based ETFs –
which come in both currencies, hedged and unhedged versions – aim to
replicate Morningstar Indexes that leverage CPMS investment strategies.
CPMS is Morningstar’s proprietary equity research platform that
integrates fundamental, estimate and technical data, as well as economic
and commodity data, for over 4,000 Canadian and U.S. companies.

At First Asset Exchange Traded Funds, we aim to deliver better risk-
adjusted results through our factor-based indexing approach, and our
factor-based ETFs’ performance thus far has been as strong as we
had expected. By leveraging Morningstar’s CPMS methodology, First
Asset has created ETFs that capture value and momentum effects for
Canadian investors. These professional portfolio management

solutions were available to only a few individuals just a few years ago.
Our leadership and success in factor-based indexing over the past
two years should open the door to additional ETF options across other
asset classes that can benefit from factor-based analysis.

To learn more about the benefits of factor-based ETF investing and
First Asset Morningstar ETFs, please contact First Asset Exchange
Traded Funds at 1.877.642.1289.

Barry H. Gordon, President and Chief Executive Officer, First Asset

1. Top performing Canadian Equity Funds-Source: Morningstar. FXM & WXI’s Morningstar
performance rankings are solely based on 1 year total return performance as at Dec. 31, 2013, in
the CIFSC Canadian Equity category for ETFs, which has 31 funds in the ETF group.  FXM &
WXM’s performance: 1 Yr - 26.38% and 25.97%, since inception: 21.22% and 19.16%,
respectively. FXM & WXM inception date is February 13, 2012. Performance shown is for the
common units of the Funds. The Fund's performance is subject to change every month. 

This communication is intended for informational purposes only. The Funds are offered by
prospectus. Individuals should seek the advice of professionals, as appropriate, and read a Fund’s
prospectus prior to investing. 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. First Asset is under no obligation to update the information contained herein. The
information should not be regarded as a substitute for the exercise of your own judgment. 

Morningstar® is a registered trademark of Morningstar, Inc.  Morningstar Indexes have been
licensed for use for certain purposes by First Asset. Morningstar, Inc. does not sponsor, endorse,
issue, sell or promote the First Asset ETF’s noted, makes no representation regarding the advisability
of investing in those ETFs and bears no liability with respect to that security or any other security
linked to Morningstar Indexes.  Morningstar Indexes cannot be invested in directly. The past
performance of Morningstar Indexes is not a guarantee of Index’s future performance results.

e

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 
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ETF Liquidity is
More Than Just
Trading Volume

In recent years, much has been made of exchange-traded funds (ETFs) and the benefits they afford investors.
One of the benefits is the stock-like characteristics of ETFs, for example benefits like (intraday trading,
exchange listed, various order types – to name a few) however, further examination relating to the depth of the
trading market or liquidity for any particular ETF is warranted. 

One of the misconceptions is that smaller ETFs with a smaller market capitalization and less trading volume are
illiquidand should therefore be avoided. The “stock-like” characteristics of ETFs naturally lead to ETFs being assessed
for liquidity just like you would a common stock. However, a core difference is rooted in the open-ended nature of
ETFs. While stocks have a fixed number of shares requiring that there be sellers of a stock to satisfy the demand from
buyers (“limited offerings”), ETF shares on the other hand can be created or redeemed in large “creation unit”
aggregations to satisfy demand (“continuous offerings”). As a result of this structure, there is more liquidity than can
be ascertained by simply looking at the market capitalization and daily trading volume of the ETF itself.

It’s a misconception that ETFs with a smaller market capitalization and less trading
volume are illiquid and should therefore be avoided. Rather attention should be paid
to evaluating fund attributes which differentiate one ETF from another.

Karl Cheong
Senior Vice President,
Head of Product
Development
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Let’s take an example of a small market capitalization/low trading
volume fund and drill into the specifics.

The First Trust AlphaDEX™U.S. Dividend Plus ETF (CAD-Hedged)
(TSX:FUD) typically trades just 2,306 shares per day. The total market
capitalization of the fund is $5.60 million. In the exhibit below you can
see the historical prices and volumes of the ETF. On 7/16/13 an
investor purchased nearly 83,611 shares of the ETF. “Stock-like”
analysis would suggest that this trade would significantly impact the
price of the ETF as this trade would represent 32 times the volume of
a typical trading day.  Yet,  since the security is an ETF, the more
appropriate way to assess the impact of the increased trading on the
liquidity of the security is to realize that this trade represents a small
fraction of the average daily volume of the individual underlying
stocks that comprise the ETF’s portfolio holdings.

Despite the fact that the trading volume was extraordinary relative to
historical trading levels, the price did not fluctuate accordingly.  If you
had been using the average daily trading volume (ADV) number to
guide your trading strategy, then you might have never imagined you
could trade that many shares in one day. 

A further look at the actual trades made in FUD during the day on
7/16/2013 allows one to draw a number of reasonable conclusions.

1) Volume is not driving the price of the ETF. A large block (78,900
shares) trade is executed on the heels of a number of smaller block
trades with no fluctuation in the price; and

2) One can see that the declining price in the 9:39 am to 11:07 am
timeframe is driven by the value of the underlying stocks held in the
ETF’s portfolio, not trading volume of the ETF as one might otherwise
assume based on typical trading volume analysis.

Based on the above, the following suggestions may prove useful with
smaller ETFs: 

1)  Generally avoid trading on the open or close of the market.  At the
open, the market maker has to price the ETF relative to the prices of
the underlying stocks held in the ETF’s portfolio which tend to be a best
estimate based on the data available.  Be it financial crisis, geopolitical
concerns or company specific issues, prices on the open can be volatile
which impacts the ETF’s pricing until the trading day gets underway and
the prices of the stocks underlying the ETF are established;

2)  Use limit orders – Limit orders are generally preferred over market
orders, enabling investors to control the price at which ETF trades
may be executed. In doing so, investors can often access much more
depth than what is seen at the top of the order book, since ETF
shares can be created or redeemed. 

3)  Stop Orders – if these are part of your strategy, then consider using
stop limits as stop orders turn into market orders when triggered.

Daily Closing Price of First Trust AlphaDEX™
U.S. Dividend Plus ETF

Date Last Price Vol
06/27/13 19.99 550
06/28/13 20.08 10,000
07/04/13 20.24 425 
07/05/13 20.21 1,265 
07/08/13 20.39 1,650
07/09/13 20.5 1,830
07/10/13 20.47 2,875
07/11/13 20.71 400
07/12/13 20.75 1,635
07/16/13 20.78 83,611
07/17/13 20.81 1,560
07/18/13 20.99 2,650
07/19/13 21.02 675
07/23/13 21.15 225
07/24/13 20.95 15,694
07/26/13 20.98 5,702
07/30/13 20.89 1,337
07/31/13 21.03 4,580

Source:  Bloomberg

FUD Trading Detail on 7/16/13 – A Closer Look

Trade Recap 07/16/13 of First Trust AlphaDEX™ 
U.S. Dividend Plus ETF

Date Volume Vol
09:39:20 25 20.87 
09:39:20 200 20.87
10:41:16 14 20.86 
10:41:16 78,900 20.86
10:51:22 300 20.87 
10:58:49 90 20.83 
10:58:49 100 20.83
11:03:15 7 20.82 
11:03:15 400 20.82
11:07:58 1,500 20.78
11:23:36 600 20.80
11:28:37 75 20.80
11:28:37 400 20.80 
13:01:16 50 20.77 
13:01:16 200 20.77
13:25:44 75 20.74
13:25:44 100 20.74
14:09:39 75 20.78
14:09:39 100 20.78

Source:  Bloomberg

Continued on page 10



Understanding ETF Implied Liquidity

In the Bloomberg chart below, we can see that the 30-day Average
Daily Volume of the ETF is only 1,100 shares as of December 16,
however, the ETF’s implied liquidity under the trading data section,
was 15.5 million shares on December 16. The implied liquidity figure
displays the number of ETF shares that could potentially be traded as
implied by the trading volume of each stock in the portfolio. If you
were a portfolio manager who wanted to invest $100 million in the
ETF, you might be hesitant at first because the ETF usually trades
only about $24,409 notional per day (1,100 shares times $22.19 per
share, as of December 16). However, if you review the liquidity of the
underlying holdings of the ETF, you would see that you could
potentially trade more than $363 million notional daily ($22.19 times
15.5 million shares) without impacting the share prices of the
underlying stocks that make up the ETF portfolio.

Why does ETF liquidity matter?

Many investors assume that ETFs tracking specific segments of the
market will generally offer very similar returns. However, as the
diversity of approaches followed by ETFs has increased over the past
decade, so has the divergence in returns, even among funds in the
same sector or asset class.

As investors begin to understand ETF liquidity, recognizing that good
execution and tight spreads are made possible (even for thinly traded
ETFs) by the liquidity of the funds’ underlying holdings coupled with
the ETF creation and redemption process, more attention can be paid
to evaluating fund attributes which differentiate one ETF from another,
such as index methodology and portfolio holdings. With this
knowledge, investors are much better equipped to begin sorting
through the ever-growing universe of ETFs on the basis of information
that is relevant in order to achieve their objectives.

This article is for informational purposes only and is not and should not
be taken or construed as investment advice to any person. Specific
investments and/or investment strategies should be evaluated in the
context of an investor’s entire circumstances. Investors should consult
their own advisors as to the merits of a particular investment.
Commissions, trailing commissions, management fees and expenses all
may be associated with mutual fund/ETF investments. Please read the
prospectus before investing. Mutual funds/ETFs are not guaranteed, their
values change frequently and past performance may not be repeated.

Karl Cheong, Senior Vice President, Head of Product Development,
First Trust Portfolios Canada
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Continued from : ETF Liquidity is More Than Just Trading Volume   page 9

Bloomberg Fund Summary of First Trust AlphaDEX™ U.S. Dividend Plus ETF
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Exchange Traded Forum (ETF) 
Monday, March 31, 2014 ~ Toronto 
Canada�s leading event dedicated to Exchange Traded Products. Hear from leading financial industry 
professionals and industry experts who will provide valuable insights into the issues and trends that matter 
most to Canada�s financial professionals. Join us for presentations, advisor/client-focused sessions, 
roundtable discussions, networking events and knowledge sharing critical issues facing the financial 
industry. This is an opportunity for IIROC based financial advisors and also Portfolio Managers to gather 
together in a great location to network, learn from each other, and participate in the numerous 
educational opportunities that fill the agenda. 

ExchangeTradedForum.com

Radius Practice Management & Retirement Summit (RPMRS) 
Thursday, May 8, 2014 ~ Toronto
RPMRS offers proven practice management tools and education to help enhance business-building
efforts, increase efficiencies within your practice, and grow revenue to sustain your practice. This 
extensive one day event delivers a focused set of tools and resources from select sponsor partners that 
include products, retirement coaching and planning, current economic perspectives, information on 
advisor support programs and tools for your business and development. This is an opportunity for financial 
advisors to gather together in a great location to network, learn from each other, and participate in the 
numerous educational opportunities that fill the agenda. 

RadiusPMRS.com

Niagara Institutional Dialogue (NID)
Mon., June 9 to Wed., June 11, 2014 ~ Niagara-on-the-Lake
Niagara Institutional Dialogue is an exchange of ideas, knowledge and practices for Canadian 
Institutional Investors. A selected group of senior representatives from Canadian pensions and family 
offices will participate in three days of informative discussions, education and networking. This 
confidential closed-door event is reserved for select industry participants. InstitutionalDialogue.com 

Exchange Traded Forum (ETF West) 
Tuesday, June 17, 2014 ~ Vancouver
Canada�s leading event dedicated to Exchange Traded Products. Hear from leading financial industry 
professionals and industry experts who will provide valuable insights into the issues and trends that matter 
most to Canada�s financial professionals. Join us for presentations, advisor/client-focused sessions, 
roundtable discussions, networking events and knowledge sharing critical issues facing the financial 
industry. This is an opportunity for IIROC based financial advisors and also Portfolio Managers to gather 
together in a great location to network, learn from each other, and participate in the numerous 
educational opportunities that fill the agenda.

ExchangeTradedForum.com 

World Alternative Investment Summit Canada (WAISC) 
Mon., Sept. 15 to Wed., Sept. 17, 2014 ~ Niagara Falls
WAISC is in its 12th year and is Canada�s largest gathering of alternative and exempt market investment
professionals and service providers. Featuring panel discussions with top-level Canadian and 
international speakers, fund managers and leading service providers, WAISC brings together over 300 
delegates to explore every side of alternative investments.  WAISC is a popular annual event that is not to 
be missed. waisc.com 

World Alternative Investment Summit Canada  (WAISC West) 
Wednesday, November 12, 2014 ~ Vancouver
WAISC West is in its 3rd year and is Canada�s largest gathering of alternative and exempt market
investment professionals and service providers. Featuring panel discussions with top-level international 
speakers, fund managers and leading service providers, WAISC brings together over 200 delegates to 
explore every side of alternative investments. waisc.com

Radius Financial Education (Radius), a division of CHW Inc., has been producing high level conferences within the financial services sector in Canada for over 
12 years. As Canada�s leading producer of conferences within the financial sector, Radius events focus on education and networking through an exchange 
of independent ideas and information, allowing our delegates to be leaders in their chosen fields. Our top-down approach to the agenda enables us to 
deliver relevant, thought-provoking, cutting edge, and sometimes controversial insight in a stimulating manner. We understand the importance of learning 
from the best. Each conference offers a well balanced speaker composition consisting of insight from authors, educators, economists, regulatory bodies and 
industry leaders from around the globe.
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Radius Financial Education (Radius),Radius Financial Education (Radius), has been producing high level conferences within the financial services sector in Canada for over 12 years. As Canada’s
leading producer of conferences within the financial sector, RadiusRadius events focus on education and networking through an exchange of independent ideas
and information, allowing our delegates to be leaders in their chosen fields. Our top-down approach to the agenda enables us to deliver relevant, thought-
provoking, cutting edge, and sometimes controversial insight in a stimulating manner. We understand the importance of learning from the best. Each
conference offers a well balanced speaker composition consisting of insight from authors, educators, economists, regulatory bodies and industry leaders from
around the globe.
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ETF Strategy: Tactical Asset Allocation: January 2014 
FINANCIAL PRODUCTS RESEARCH

January 9, 2014

Pat Chiefalo, CFA | 416.869.7931 | pat.chiefalo@nbc.ca
Daniel Straus, M.Fin., PhD | 416.869.8020 | daniel.straus@nbc.ca

Ling Zhang, M.Fin. | 416.869.7942 | ling.zhang@nbc.ca

We see mildly improving global growth, contained inflation and accommodating monetary policy 
Equities overweight favouring developed over emerging, with high dividends and smaller caps 
Rates remain a concern so we favour short duration high yield with governments underweight 
Our preference is to overweight U.S. dollar-denominated exposure to U.S. & EAFE stocks 

Our recommended ETFs to express National Bank�s Asset Allocation Strategy: 

Table 1 - Recommended ETFs

 Ticker Fund Name Price    
($)  Type* QMV** 

($M)
20D ADV 

(000)
MER     
(%)

VTI US Vanguard Total Stock Market ETF 95.49 USL 39,137 3,454 0.05
VUN CN Vanguard US Total Market Index ETF 28.08 UnH 60 58 0.15***
ZDY CN 06.71FTE dnediviD SU OMB UnH 63 18 0.34
VGG CN Vanguard US Dividend Appreciation 27.49 UnH 27 21 0.28***

UXM/B CN First Asset Morningstar US Div Target 50 10.90 UnH 1 5 0.60***
IJR US iShares Core S&P Small-Cap ETF 108.05 USL 14,236 1,009 0.17
VB US 77.901FTE paC-llamS draugnaV USL 8,243 438 0.10

XEF CN iShares MSCI EAFE IMI Index ETF 23.67 UnH 82 31 0.30***
VDU CN Vanguard FTSE Developed ex North America 27.96 UnH 45 26 0.28***
ZHY CN BMO High Yield US Corporate Bond CAD-H 15.96 C$H 613 108 0.62
XHY CN iShares US High Yield Bond CAD-Hedged 21.54 C$H 595 83 0.61
HYI CN Horizons Active High Yield Bond ETF 10.72 C$H 34 51 0.67
HYS US PIMCO 0-5 Year High Yield Corporate Bond 106.54 USL 3,681 228 0.55

SJNK US SPDR Barclays Short Term High Yield Bond 30.89 USL 3,108 954 0.40
*Type: US-Listed (USL); CAD with US dollar (USD); CAD with currency hedge (C$H), and Non-currency hedged (UnH); ** ZSP/U and HXS/U's 

QMV and 20D ADV include both CAD and USD units; ***Stated Management Fee; Source: NBF, Bloomberg; Data as of 08-Jan-14
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Asset Allocation Strategy Report: Carefully stick to the 
plan! �Jan. 8, 2014

Reference: Martin Lefebvre, Asset Allocation and 
Investment Strategist

 We expect global growth to gather some steam but 
still remain tepid in 2014. Inflation should be 
contained, which will help global monetary policy to 
stay highly accommodative. 

 Although it remains to be seen what the impact of 
the Fed�s reduction of bond purchases will be, we 
see fewer risks on the horizon. Of course, the 
potential for deflation in Europe remains a concern, 
but consensus �bullishness� could well turn out to be 
the biggest hurdle to overcome this year. 

 We recommend keeping government bond 
exposure at a minimum, with a corresponding 
overweight position in riskier issuers. Duration 
should be kept short but closer to benchmark. 

 We are maintaining an overweight equity position at 
the expense of fixed income securities. While it 
would be tempting to bet on underperformers and 
undervalued securities to start the year, we believe 

ETF STRATEGY 
Tactical Asset Allocation: January 2014 

FINANCIAL PRODUCTS RESEARCH 
January 9, 2014 

Table 2 - Global Asset Allocation 3-Month Horizon
Weight

Min Under Equal Over Max
Cash
Bonds
(Duration)

Federal
Investment Grade
High Yield (USD)
Non-traditional Income

World Equities
S&P/TSX
S&P 500 (USD)

Growth vs. Value
Large Cap vs. Small Cap
Defensives vs. Cyclicals

MSCI EAFE (USD)
MSCI EM (USD)

Alternative Investments
Commodities

Energy
Base Metals
Gold

Hedge Funds (USD)
REITs

Asset Classes

Source: Consulting Investment Committee, NBF



ETF Strategy: Tactical Asset Allocation: January 2014 
FINANCIAL PRODUCTS RESEARCH

January 9, 2014

Pat Chiefalo, CFA | 416.869.7931 | pat.chiefalo@nbc.ca
Daniel Straus, M.Fin., PhD | 416.869.8020 | daniel.straus@nbc.ca

Ling Zhang, M.Fin. | 416.869.7942 | ling.zhang@nbc.ca

U.S. and EAFE markets will continue to outperform markets linked to commodity prices. Although double digit 
growth is not our base case scenario for 2014, we wouldn�t be surprised if this turned out to be the case 
again.

 The drop in the economic surprise index since mid-
September suggests that the outperformance of 
cyclical sectors over more defensive ones could 
reverse course until there is evidence that interest 
rates are bottoming out, or until analysts lower their 
expectations far enough to create positive surprises 

 Sector wise, in the United States consumption stocks 
look the most appealing in the short term for two 
reasons. First, consumer staples have broken out of 
their trading range and they have started to bottom 
out on a relative basis 

Pressure on interest rates remains upward 
Source: NBF, Datastream

Exceptional year�not so much 
Source: NBF, Datastream

 We do not anticipate that bond yields will rise 
significantly in 2014.  

 Nevertheless, since it is the first step towards 
unwinding some of the extraordinary measures that 
were put forward during the crisis, upward pressure on 
yields will likely remain strong as long as the economy 
keeps improving. 

 In short, this means that there is still a fair chance of 
seeing negative bond returns, albeit not as pronounced 
as those witnessed last year. 

 From a fundamental perspective nothing is 
changed, and we continue to believe that 
developed market equities will outperform every 
other asset classes.  

 Although double-digit growth is not our base case 
scenario for this year, we wouldn�t be surprised if 
this turned out to be the case again.  

 In fact, over the past decades, 25%-plus equity 
performances in a context of easy monetary 
conditions have always been followed by strong 
growth the subsequent year. 

Valuations still attractive 
Source: NBF Datastream

 There is no denying that last year was characterized by 
multiples� expansion for equities, since earnings growth 
came out below expectations. However, valuations are 
still attractive by most metrics. 

 When we look at the price-to-forward-earnings ratios, 
equities remains in line with historical trends for U.S. 
and Canadian markets, they are well below trend for 
the EAFE regions and are near historical lows for most 
emerging markets 

 Therefore, while some analysts are already 
proclaiming that we are in a bubble, to us equities 
appear to be far from expensive. PE ratios at these 
levels are also historically associated with good returns 
over the long run 
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ICI REPORTS ETF ASSETS AND NET ISSUANCE 

WASHINGTON, DC, JANUARY 29 , 2014 — The combined assets of the nation’s exchange-traded funds (ETFs) were

$1.675 trillion in December, according to ICI. The Institute’s monthly statistical collection also includes the value of shares

issued and redeemed by exchange-traded funds. 

Assets of Exchange-Traded Funds by Type 
Millions of dollars 

Nov 2013 Nov 2013 Dec 2012

Total Domes�c Equity 1,028,450 998,675 764,732

Domes�c (Broad-Based) 761,701 731,096 509,338

Domes�c (Sector/Industry) 266,748 267,579 255,394

Global/Interna�onal Equity 398,846 395,224 328,521

Hybrid 1,448 1,412 656

Bond 245,862 247,661 243,203

All 1,674,607 1,642,972 1,337,112

Value of Shares Issued and Redeemed by All Exchange-Traded Funds 
Millions of dollars 

Dec 2013 Nov 2013 2013 2012

Gross Issuance 135,324 88,078 1,336,003 1,154,074

Gross Redemp�ons 115,353 74,727 1,156,137 968,679

Net Issuance 19,970 13,350 179,865 185,394

Number of Exchange-Traded Funds by Type 
Dec 2013 Nov 2013 Dec 2012

Total Domes�c Equity 603 602 575

Domes�c (Broad-Based) 292 291 274

Domes�c (Sector/Industry) 311 311 301

Global/Interna�onal Equity 438 436 404

Hybrid 14 14 13

Bond 238 233 202

All 1,293 1,285 1,194

Highlights: Assets of all exchange-traded funds rose in December by $31.64 billion, or 1.9 percent, to $1.675 trillion.

Over the past 12 months, ETF assets increased $337.50 billion, or 25.2 percent. Assets in domestic equity ETFs increased

$263.72 billion since December 2012, and global equity ETF assets rose $70.33 billion during this period. At the end of

December 2013, assets of bond funds were $245.86 billion and hybrid funds were $1.45 billion.

During December, the value of all ETF shares issued exceeded that of shares redeemed by $19.97 billion. In December 2012,

the value of all ETF shares issued exceeded that of shares redeemed by $32.58 billion.
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Alternatives  
meet ETFs

Horizons ETFs is a member of Mirae Asset Global Investments.  Commissions, trailing commissions, management fees and expenses all may be associated with an investment in Horizons Alternative  
Strategy ETFs managed by AlphaPro Management Inc. (the “ETFs”). The ETFs are not guaranteed, their values change frequently and past performance may not be repeated. Certain Horizons 
Alternative Strategy ETFs may have exposure to leveraged investment techniques that magnify gains and losses and which may result in greater volatility in value and could be subject to aggressive 
investment risk and price volatility risk. The prospectus contains important detailed information about these ETFs. Please read the prospectus before investing.     
            

Horizons ETFs offer six alternative-strategy ETFs that can help reduce portfolio volatility,  
manage overall risk and achieve non-correlated returns. Gain alternative exposure with  
the liquidity, transparency and low cost of an ETF structure.  

HAC  Horizons Seasonal Rotation ETF 
HBR Horizons Auspice Broad Commodity Index ETF
HHF  Horizons Morningstar Hedge Fund Index ETF
HMF  Horizons Auspice Managed Futures Index ETF
HUS.U  Horizons Universa US Black Swan ETF
HUT  Horizons Universa Canadian Black Swan ETF

 

 

 

HHF, Recipient of the 2012 William F. Sharpe  
Indexing Achievement Award for Most Innovative ETF

Horizons alternative ETFs trade on the Toronto Stock Exchange. Learn more at  
www.HorizonsETFs.com/alternatives.
HETF<GO>
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this year’s rrsp season is 

shaping up to be the best in sev-

eral years as investors regain con-

fidence and hold a more positive 

view of the future.

In fact, financial advisors report 

that clients are eager to review 

their portfolios and add to their 

equities exposure. Fund compan-

ies, meanwhile, are seeing sizable 

increases in sales volumes com-

pared with the past few years. 

“A number of clients who were 

running to the ‘safe and secure’ 

last year are much more opti-

mistic this year,” says Bill Bell, 

president of Bell Financial Inc. 

of Aurora, Ont. “Last year, they 

wanted to talk about the inter-

est rate on a five-year guaranteed 

investment certificate [GIC]; this 

year, they want to know about the 

U.S. equities market. Instead of 

saying, ‘Get me out’ after the good 

year we saw in equities in 2012, 

clients are seeing the benefits of 

Andrea Kladar, an investment advisor with TD Waterhouse 

Private Investment Advice in Calgary, volunteers and raises 

funds for organizations that help homeless and mistreated 

animals. She works with the Alberta Animal Rescue Crew 

Society, fostering dogs in need of care. She eventually adopted 

Drizella, above. “We have an obligation,” she says, “to give to 

those who need us the most.” (See story on page B12.)

R R S P S 

More clients 
are warming  
to equities 

late last year, the om- 

budsman for Banking Services 

and Investments (OBSI) un-

leashed its so-called “nuclear op-

tion” by publicly singling out sev-

eral financial services firms that 

were refusing to follow OBSI’s 

recommendations to compensate 

aggrieved investors. But investor 

advocates say those nukes clearly 

fizzled, and now it’s time for regu-

lators to give OBSI more bite.

For most of OBSI’s life, the 

desjardins group’s recent  

decision to buy a stake in 

Qtrade Financial Group will al-

low Desjardins, the Lévis, Que.-

based financial services giant, 

to extend its reach into the cred-

it union system outside its home 

province. At the same time, the 

deal will strengthen Vancouver-

based Qtrade’s existing position 

as a third-party wealth-manage-

ment provider to the credit union 

system.

DAVE BUSTON

WWW. INVESTMENTEXECUTIVE .COM
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Fund companies 

report sizable boosts in 

sales volumes  
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Active ETFs Delivering a 

World of Dividends

The CE solution you’ve been waiting for is here 

Visit www.investmentexecutive.com and click on “CE Place” to:
- manage all your CE requirements
- take and complete courses online
- register for events
- create personalized learning plans
- print your certificates anytime 

For more information, contact us at 416-218-3677 
or visit our website www.investmentexecutive.comwww.investmentexecutive.com

Manage ALL your CE needs
(and it’s ALL free)

In step with 
market needs
At KPMG, we understand the fi nancial services industry.

Our integrated teams of Audit, Tax, and Advisory professionals 
help to provide our clients with an in-depth understanding of the 
markets in which they operate. Through our varied perspectives, 
we help our clients navigate the potential challenges and 
take advantage of new opportunities throughout the business 
lifecycle - from value creation to realization.

We provide leading professional services and 
industry insight to help organizations manage risk 
and performance in the dynamic and challenging 
environments in which they do business.

kpmg.ca

© 2012 KPMG LLP, a Canadian limited liability partnership and a member fi rm of the KPMG network of independent 
member fi rms affi liated with KPMG International Cooperative (“KPMG International”), a Swiss entity. All rights reserved.



The table represents average management expense ratios for all Canadian-domiciled mutual funds and exchange traded funds as reported by Morningstar 
and calculated by Vanguard as of December 31, 2012. The Vanguard ETFs are managed by Vanguard Investments Canada Inc. Commissions, 
management fees, and expenses all may be associated with the Vanguard ETFs. This offering is only made by prospectus. The prospectus 
contains important detailed information about the securities being offered. Copies are available from Vanguard Investments Canada Inc. at 
www.vanguardcanada.ca. Please read the prospectus before investing. ETFs are not guaranteed, their values change frequently, and past 
performance may not be repeated. © 2013 Vanguard Investments Canada Inc. All rights reserved.

888-293-6728 
vanguardcanada.ca

AVERAGE MERs

Mutual funds

 2.01%
ETFs

 0.88%
Vanguard ETFs

 0.27%

Overpaying for investments 
doesn’t make sense either. 

Vanguard MERs are a fraction of the industry average cost for mutual funds or ETFs.
We pioneered index investing in 1976, and we’ve been perfecting low-cost investing ever since.


