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ETP FLOWS EXCEED $30bn IN RECORD APRIL AS ECONOMIC OUTLOOK
STABILIZES AFTER A VOLATILE FIRST QUARTER

Global ETP inflows surged to a six-month high of $33.5bn in April and were broad- based, led

by emerging markets, US large cap equity and renewed strength for non-US developed markets.

April marked a return to fundamentals-based investing with the global economy on more

solid footing, headline risks muted, US earnings season off to a good start and the emerging

markets driven equity volatility of Q1 out of the picture.

Emerging markets ETPs led both equity and fixed income flows during the month:

• Broad EM equity gathered $5.9bn – the first positive month since October – though the late-
March surge that continued into April slowed to close the month

• Broad frontier markets equity brought in $0.2bn to double the year-to-date total as market 
returns accelerated in April following a strong Q1 and 2013

• EM debt ETPs contributed $1.3bn – the best month since October 2012 – and investors 
continue to favor hard currency over local currency funds

Non-US developed equity ETPs, which remain an attractive option for investors seeking
relative value as the US bull market continues, generated flows of $9.9bn in April to regain
momentum after a flat March.

April ETP flows reflected the market trend toward value over growth as US value equity funds
gathered $3.1bn while redemptions for US growth totaled ($1.2bn).

US sector ETP flows were $4.4bn – focused in energy,utilities and industrials – and reached
$14.5bn year-to-date to keep pace with last year’s $35.7bn record.

Sources: BlackRock April 2014 ETF Landscape

Terry Krowtowski, Vice President
Radius Financial Education
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Smart Beta ETFs and the
Institutional Investor

Recent asset flows and surveys also indicate that institutional investors are increasingly turning to exchange
traded funds (ETFs) as an efficient way to gain exposure to smart-beta strategies. As the term enters the main
stream, plan sponsors can benefit from learning more about how smart-beta strategies expand portfolio
construction opportunities, especially in an environment of plan de-risking. 

The Third Pillar of Investment Portfolios
For decades, investors debated the relative merits of active management versus passive investment. Advocates
of active management believed financial markets were inefficient. Those who believed in the efficiency of markets
chose to invest in market-capitalization-weighted index strategies. 

Those in the inefficient market camp relied on active asset managers who sought superior returns through deep
fundamental analysis of individual companies. 

Over the last 25 years, the field of active management has been narrowed by an accelerating trend among global
asset managers towards closet indexing focused on relative risk management. This growing unwillingness to
deviate substantially from accepted benchmarks can be seen in the decline of active share scores and lower
tracking error among investment managers versus benchmarks.

While “smart beta” has become a buzzword in the investment community, the concept
is far from new. Since the 1970s, investment managers have used alternative weighting
and factor-driven strategies, albeit not labeled as smart beta. 

Michael Cooke
Head of Distribution
PowerShares
Canada
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As many actively managed portfolios converged on the index, their
returns tended to fall short of their benchmark, due to the drag
imposed by their management fees. 

While truly active managers with a long-term track record of
outperformance can still be found, they are an increasingly rare breed
in the asset management industry.

It was the recognition of this trend that led many institutional investors
to embrace passive strategies that delivered lower cost market
exposure. The merits of passive investment were further validated by
finance theories such as the Capital Asset Pricing Model (CAPM),
which argued that the capitalization-weighted market portfolio offered
the best possible trade-off between risk and return. These theories
assumed that investors are always rational and objective and that
share prices continuously reflect all relevant available information and
trade at their fair value. 

The most efficient way to access the market portfolio was through
beta. Beta reflects the risk/return attributes of the total capital
invested in a market by participants. Beta can only be fully
accomplished through a market-capitalization process. Thus, for
investors that believed in the efficiency of markets, the market-
capitalization-weighted index offered the most utility.

Empirical analysis refutes finance theory on the efficiency of markets.
By relying on a single metric, market-capitalization-weighted indices
overweight overvalued securities and underweight undervalued
securities. Risk premiums vary over time and depend greatly on
starting valuations. Building a portfolio to hold more of an asset when
it is expensive and less when it is cheap will create a return drag of
up to 2% in developed markets and more in less efficient ones (See
table below). 

Smart beta, or non-market-capitalization-weighted, indices give
investors a third choice, retaining the benefits of traditional indices:
broad market exposure, diversification, liquidity, transparency and low-
cost access. By giving investors access to specific investment factors
that affect risk and return, such as fundamentals or low volatility, smart-
beta indices also provide investors the opportunity to better manage
risk or potentially outperform the capitalization-weighted index.

Smart-beta strategies are generally diverse, simple, transparent, low
cost and systematic in nature. They look beyond the traditional cap-
weighting methodology to construct indexes that focus on a wider
array of factors. The most popular strategies include:

• Low volatility (e.g., S&P 500 Low Volatility Index)
• Fundamentals weighted (e.g.,  FTSE RAFI US 1000)
• Dividends
• Equal weight
• High beta

The shift toward smart-beta strategies is gaining momentum with
some of the world’s largest pension plans.

On April 4, 2014, Japan’s $1.3 trillion Government Pension
Investment Fund (GPIF) announced it would re-allocate a portion of
its $214 billion Japanese equity portfolio to a fundamentals-weighted
strategy designed by Research Affiliates. At the same time, the plan
will reduce its exposure to passive strategies that track the TOPIX
index, as well as its traditional active management. The decision was
based on the fund’s goal “to effectively capture mid- to long-term
excess returns through [an] indexing strategy.” 

The fundamentals-weighted strategy is a great example of smart
beta, preserving many of the desirable characteristics of traditional
indexing, but weighting stocks by business metrics such as book
value, cash flow, dividends and sales rather than market
capitalization. This methodology effectively severs the link between
the price and weighting of stocks in a portfolio, focusing instead on
the economic size of its constituent companies.

ETF Adoption by Institutional Investors
Recent data suggests that institutions are using exchange traded
funds (ETFs) at an increasing rate, due to the vehicle’s flexibility,
transparency and ease of implementation. The first generation of
ETFs was based on traditional indices largely due to the ease of
implementation as opposed to the investment merit of these
strategies. Early adopters of ETFs used them primarily for short-term
applications, such as tactical adjustments, manager transitions, cash
equitization and portfolio rebalancing. 

The usage of ETFs by institutional investors has been a growing trend
especially among larger plans, according to a Cogent Research survey
of U.S. institutional investors, commissioned by Invesco PowerShares
Capital Management1. ETFs are now used by 21% of larger funds
(those with more than $1 billion in assets), up from 15% in 2011.
Market-capitalization-weighted ETFs remain the most widely used by
institutional investors, but a shift towards smart beta is underway.

Whereas the Japanese GPIF example provides an endorsement of
smart beta as an investment opportunity for plan sponsors, recent asset
flows and survey data suggest the ETF is a preferred vehicle for gaining
smart beta exposure. According to Cogent, ETFs are now being
employed for more long-term, strategic investments, with 44% of
institutional funds holding ETFs for more than two years. This trend has
been accelerated by the introduction of smart-beta ETFs designed for
outperformance and/or risk reduction. And, like traditional capitalization-
weighted indexes, these strategies are generally transparent, passive
and rules-based, making them well-suited to the ETF structure and
delivering many of the same benefits as traditional ETFs. 

Return (%) Std Dev (%) Beta Alpha Sharpe Ratio

December 1990-March 2014

S&P 500 10.10 14.65 1.0000 0.00 0.4795

S&P 500 Low Volatility Index 11.03 11.13 0.5696 5.13 0.7148

January 1981-March 2014

S&P 500 11.17 15.49 1.0000 0.00 0.4213

FTSE RAFI US 1000 13.51 15.22 0.9732 2.48 0.5648

Traditional Beta vs. Smart Beta

Continued on page 6



Nearly a quarter of institutional decision-makers (24%) are using smart-
beta ETFs, according to Cogent, and that number is expected to rise.

Use of ETFs is expected to increase as more institutional
professionals become familiar with these vehicles and the role these
funds can play in re-balancing their portfolios and managing risk.
While 48% project they’ll make heavier use of market-capitalization
weighted ETFs, smart-beta ETF usage is expected to grow even
faster, with 53% planning to increase their usage.

Many institutional investors said they believe smart-beta ETFs help
manage volatility, increase diversification and provide access to
enhanced risk-adjusted returns.

Managing volatility appears to be the prime concern among investors
currently not accessing smart beta, with 67% saying they expect to
include a low volatility strategy over the next three years. High
dividend funds and fundamental indexing ranked second and third,
at 46% and 34% respectively.

Globally, smart-beta ETFs have garnered tremendous asset flows
capturing over $65 billion in net inflows in 2013. In the U.S., smart-
beta ETFs accounted for 29% of U.S. ETF equity inflows last year,
despite representing only 19% of the assets. 

Re-Thinking Plan De-Risking
Strong equity returns and higher interest rates have dramatically
improved the funding ratios of Canadian pension plans since the
financial crisis. This has accelerated the de-risking of pension plans
seeking to remove the major sources of volatility in funded status,
while still achieving short-term return objectives. As a complement to
liability-matched bond portfolios, plan sponsors may benefit from

closer analysis of smart-beta equity strategies that offer a wide array
of absolute and relative risk reduction solutions. Smart-beta ETFs
offer the further advantages of cost-effectiveness, transparency and
liquidity to fund benefits as they come due. 

The emerging smart beta category gives institutional decision makers
a powerful middle ground in portfolio construction opportunities. The
portfolio construction discussion is now about active and passive.
As a supplement to other investment strategies, smart-beta ETFs are
an effective tool for plan sponsors seeking better risk-adjusted
returns and lower costs amid volatile market conditions.

For more information on PowerShares Canada’s products, please
visit www.powershares.ca

Michael Cooke, Head of Distribution
PowerShares Canada
michael.cooke@invesco.com 

1 The Evolution of Smart Beta ETFs, Cogent Research, January

Commissions, management fees and expenses may all be associated with investments in
exchange-traded funds (ETFs). ETFs are not guaranteed, their values change frequently and past
performance may not be repeated. Please read the prospectus before investing. Copies are
available from Invesco Canada Ltd. at www.powershares.ca. 

There are risks involved with investing in ETFs. Please read the prospectus for a complete
description of risks relevant to the ETF. Ordinary brokerage commissions apply to purchases and
sales of ETF units.

Most PowerShares ETFs seek to replicate, before fees and expenses, the performance of the
applicable Index, and are not actively managed.  This means that the Sub-advisor will not attempt
to take defensive positions in declining markets and the ETF will continue to provide exposure to
each of the securities in the Index regardless of whether the financial condition of one or more
issuers of securities in the Index deteriorates.  In contrast, if a PowerShares ETF is actively
managed, then the Sub-advisor has discretion to adjust that PowerShares ETF’s holdings in
accordance with the ETF’s investment objectives and strategies. 
ETFs are not diversified investments.
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l’industrie financière  

canadienne a accueilli avec un 

soupir de soulagement l’entente 

intergouvernementale (EIG) sur-

venue entre le Canada et les États-

Unis concernant la FATCA (Foreign 

Account Tax Compliance Act).

Cette loi américaine sur les 

comptes à l’étranger, qui vise à 

combattre l’évasion fiscale de ci-

toyens américains qui habitent 

au Canada et dans tout pays 

étranger, doit entrer en vigueur le 

1er juillet prochain.

À L’AFFICHE Conseiller le plus engagé dans sa communauté 

de Finance et Investissement, Julien Dufour épouse plusieurs 

causes qu’il affectionne. À lire en page 4.

PHOTO : FRANÇOIS RIVARD
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C O M M I S S I O N  U N I Q U E

Le FMI  
s’en mêle

dans son dernier pro-

gramme d’évaluation du secteur 

financier canadien, le Fonds mo-

nétaire international (FMI) écrit 

que la mise en place d’un « ré-

gime coopératif de réglementa-

tion des valeurs mobilières » tel 

que préconisé par le gouverne-

ment fédéral serait bénéfique 

pour le Canada.

Ce constat n’est pas passé ina-

perçue à l’Autorité des marchés 

financiers (AMF).

Ainsi, le FMI lance carrément 

des f leurs au système écono-

mique et financier canadien.

« Si le système bancaire du Ca-

nada était une personne, une 

fiancée pourrait le présenter à ses 

parents : stable, solide, riche et 

prudemment réglementé », peut-

on lire dans le bulletin du FMI 

qui le résume.

Néanmoins, l’organisation in-

ternationale note certaines la-

cunes. Celle qui a trait à la régle-

mentation des valeurs mobilières  

a suscité le plus de réactions à 

Ottawa et au Québec.

« Il est surprenant que le FMI 

se préoccupe encore du débat 

le budget fédéral de 2014 

abolit deux avantages fiscaux  

liés aux fiducies, mais il assou-

plit les règles pour les dons 

successoraux.

La première mesure suppri-

mée, soit l’imposition au taux 

maximum des fiducies testa-

mentaires et des successions, 

était attendue. Le ministère des 

Finances avait mené des consul-

tations à cet effet en 2013.

La deuxième mesure est plus 

F I D U C I E S

Disparition 
de deux 
privilèges

PAR GUILLAUME POULIN-GOYER

FAT C A

Un accord 
bienvenu
PAR YAN BARCELO

L’organisation vante le 

régime canadien, mais 

favorise tout de même 

la commission unique.

PAR MARIE-CLAUDE FRENETTE

8e Colloque de conformité

Le Centre Sheraton Montréal

Pour de plus amples informations, consultez la page 30.
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there’s remarkable con-

sensus that the lack of regulation 

for financial planners needs to be 

addressed, but figuring out what 

to do is another matter.

For the better part of 20 years 

now, the complete absence of 

any oversight of or restriction on 

the practice of financial plan-

ning in most provinces has been 

identified as a glaring gap in the 

Canadian regulatory framework. 

The problem was pointed out in 

securities lawyer (now retired) 

Glorianne Stromberg’s seminal re-

port on the mutual fund industry 

way back in 1995. However, vari-

ous efforts at correcting this basic 

flaw over the years have inevitably 

faltered for one reason or another. 

Now, Ontario’s provincial govern-

ment is taking another crack at it. 

The Ontario Ministry of Fi-

nance’s economic outlook this 

past autumn signalled the inten-

tion to tackle this issue once again. 

Michael Smith, best known as a former Olympic decathlete and 

as a TV sports commentator, is an established investment advisor 

with Peters & Co. Ltd. in Calgary. Smith (pictured here at his home 

with his dog, Jersey) says his career as an athlete taught him 

valuable lessons about volatility, which he applies daily in working 

with his high net-worth clients. Says Smith: “I can talk people off 

a cliff or tell them not to party too hard.” (See story on page B8.)

F I N A N C I A L  P L A N N I N G 

Are new 
rules on the 
horizon?

for some time, policy- 

makers have been worried about 

rising household debt levels in 

Canada. Borrowing for the pur-

poses of investing appears to be 

following that trend, too, with 

margin debt now at record levels. 

Regulators also are increasingly 

concerned about suitability and 

disclosure when investors play 

with borrowed money.

The latest data from the 

Investment Industry Regulatory 

insurance companies are 

facing pressure to reinvigorate 

their product offerings in order 

to bolster client appetite, with 

several rounds of price hikes and 

diminishing guarantees having 

made many insurance products a 

tougher sell for financial advisors.

However, insurers must strike a 

careful balance between offering 

long-term guarantees that appeal 

to clients and managing the risks 

associated with those guarantees, 

CHRIS BOLIN

WWW. INVESTMENTEXECUTIVE .COM
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A Smarter Way to
Invest in the World

For many years, exchange traded funds (ETFs) have been a transparent, low-cost way for Canadian investors
to participate in any number of broad markets or specialized sectors. To meet changing investor needs, ETFs
have evolved from their original purpose of replicating the performance of a specific index to the next
generation of “smart beta” ETFs that seek to deliver superior risk-adjusted returns.

Smart beta indexing, also known as factor-based investing, is a strategy that considers the many drivers that can
influence a stock’s risk-return profile, including market capitalization, earnings momentum, historical volatility,
price-to-earnings ratios, etc. Depending on the particular ETF’s objective, the driver(s) will help determine how to
weight the stock holdings in the portfolio to enhance performance and lower risk. In the historical volatility example,
if a certain stock has had relatively low volatility in the past, it will have a higher weighting in the ETF relative to
higher volatility stocks.

The Low-Risk Approach to Going Global
Most people already know they should invest beyond Canada to benefit from geographic diversification. Canada
has outstanding companies, but these companies are largely concentrated in three sectors – financial services,
energy and materials.

So why do many Canadians choose to invest only in Canada? Likely it’s because they are more comfortable
investing in familiar names, and less comfortable trying to sort through the massive universe of stocks available
outside of Canada. Traditional ETFs that track the performance of a global or international market take the
challenge out of selecting stocks, but do not provide investors with the opportunity to outperform that market or
benefit from stronger risk management.

Access global markets with low-risk weighted ETFs

Barry Gordon
CEO & President,
First Asset Exchange
Traded Funds 
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This is where smart beta ETFs hold a distinct advantage. ETFs that
offer broad market exposure to the geographic regions they
represent, while also being weighted on the basis of low volatility (for
example), have the potential to provide stronger returns with a lower
risk profile than ETFs that are weighted based on size alone.

First Asset, a leading manager of ETFs that aim to deliver superior
risk-adjusted returns, recently introduced two low-risk weighted ETFs
based on global and international MSCI risk-weighted indices.

For a convenient, low-risk approach to investing in foreign markets,
First Asset now offers:

• First Asset MSCI Europe Low Risk Weighted ETF (TSX:RWE), which 
offers broad exposure to the lower volatility stocks of developed 
large- and mid-capitalization companies in Europe and the potential 
for enhanced risk-adjusted returns.

• First Asset MSCI World Low Risk Weighted ETF (TSX:RWW), which 
provides broad exposure to the lower volatility stocks of developed 
large- and mid-capitalization companies from around the world and 
the potential for enhanced risk-adjusted returns.

Whereas the “market indexes” – MSCI Europe Index and MSCI World
Index, respectively – are weighted according to market capitalization,
First Asset’s low-risk ETFs re-weight each security of the parent
index, so larger weightings are given to lower-risk stocks. This
approach may include high-volatility stocks found within the index,
but these holdings will have lower weightings. This way, the
performance of the majority of stocks in that market are captured,
but the result is lower realized volatility than the parent index.

Both of the First Asset low-risk weighted ETFs are available either
hedged or unhedged to the Canadian dollar, depending on whether
an investor wants to avoid the impact of multiple currency
movements on the ETF’s return (hedged version) or prefers the
potential benefits of foreign currency diversification (unhedged
version). Either way, First Asset’s smart beta strategies focus on
minimizing volatility and reducing portfolio risk, while providing
access to the potential for enhanced risk-adjusted returns.

For more information about how to access international markets and
achieve better risk-adjusted returns than the broader market with
low-risk weighted ETFs, please contact First Asset Exchange
Traded Funds at 1.877.642.1289 or visit us at www.firstasset.com.

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

Important information about each First Asset ETF Fund is contained in its respective prospectus.
Individuals should seek the advice of professionals, as appropriate, prior to investing. This
investment 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
mutual fund investments. ETFs are not guaranteed, their values change frequently and past
performance may not be repeated.

The commentaries presented are prepared as a general source of information. They are not
intended to provide specific individual advice including, without limitation, investment, financial,
legal, accounting or tax. The opinions contained in this document are solely those of First Asset
and are subject to change without notice.  First Asset assumes no responsibility for any losses or
damages, whether direct or indirect, which arise from the use of this information and expressly
disclaims liability for any errors or omissions in this information.  First Asset is under no obligation
to update the information contained herein. The First Asset ETFs are managed by First Asset
Investment Management Inc. 

MSCI is a trademark of MSCI Inc. The MSCI indexes have been licensed for use for certain
purposes by First Asset. The funds or securities referred to herein are not sponsored, endorsed,
or promoted by MSCI, and MSCI bears no liability with respect to any such funds or securities or
any index on which such funds or securities are based. The prospectus of the funds contains a
more detailed description of the limited relationship MSCI has with First Asset and any related fun
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Harnessing the
Power of Dividends 

The last few years have seen a number of factors driving the popularity of dividend-paying equities. As more
and more income-seeking baby boomers retire, demographics increasingly support a need for dividend-
paying investments. Record low interest rates and an abundance of defensively positioned portfolios have
also supported dividend investing since the financial crisis of 2008/2009.

However, over the years, dividend payers have offered a lot more than an income boost or a “safe” way to buy
stocks. They have provided the majority of long-term market returns and contributed to lower portfolio risk. They
have also provided tax-efficient growing income and the opportunity to build an effectively diversified portfolio. 
Here we look at the power of a dividend-focused investment strategy, including:

• The performance of dividend equities relative to the overall market. 
• The effectiveness of dividends as an income strategy.
• How to combine attractive dividend yields with the potential for dividend growth.

Income, Growth & Diversification

Trevor Cummings
Head of Business
Development,
Exchange Traded
Funds, RBC Global
Asset Management
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Dividends and the Market 
A key role in portfolios: Dividend-paying companies represent a
significant portion of the global equity market. For example, over 80%
of S&P 500 Index companies and close to 80% of S&P/TSX
Composite Index companies pay a dividend. Among these are a broad
range of well-established, stable and soundly managed businesses
from which to build a diversified portfolio. Dividend payments can
provide a steady cash flow stream that can be reinvested, reallocated
or used for income. When markets decline, they can help offset losses.
And when markets rise, they can help boost portfolio returns.

An important component of long-term returns: In Canada,
dividend payments comprised over 30% of total equity market
returns between 1986 and 2013. As shown in the chart above,
investors who reinvested dividends over this period saw total returns
that were nearly twice the size of the market’s price returns. 

Market leadership and attractive risk-adjusted returns:
Conventional thinking states that taking on higher risk is the only way
to potentially achieve higher returns. However, as the charts below
illustrate, companies that pay dividends have not only historically
outperformed the index by a wide margin, but have done so with
significantly lower volatility. 

A Powerful Income Strategy
Income growth that’s well ahead of inflation: Along with superior risk-adjusted returns, dividends themselves have provided investors with
excellent inflation protection. Over the past 25 years, the S&P/TSX Composite Index dividend yield has grown at just over 5% annually, whereas
inflation has driven price increases of just over 2% annually (see table below). Compounded over that time period, inflation caused prices to
increase by 70%, while dividend income grew by 244%. The bottom line: investors who continuously withdrew their dividends throughout the
past 25 years were rewarded with a remarkable increase in their income relative to inflation. 

  

Superior tax efficiency: It’s no secret that eligible dividends are one of the lowest taxed sources of investment income in Canada. From the lowest
to the highest tax bracket, eligible dividends are taxed significantly less than interest and regular income. 

 Base March 31, 1989 March 31, 2014 Annualized Growth Rate 

S&P/TSX Composite Index Dividend $100 $344 5.1% 

Canadian Consumer Price Index $100 $170 2.1% 

Continued on page 12

Source: RBC GAM, Bank of Canada. Index dividend was calculated using the following method: Index dividend = Index Total Return – Index Price Return.



Assuming the top combined federal and Ontario tax rates, a 4% bond yield is roughly equivalent to a 3% dividend yield on an after-tax basis.
Today, however, Canadian investment grade bond yields are in the 3% range, while a dividend-focused strategy can comfortably achieve a
quality yield in the 4% range. As such, a dividend strategy today can provide a more attractive income stream for investors on a pre-tax basis,
and by an even greater margin on an after-tax basis (see table below).

Continued from : Harnessing the Power of Dividends    page 11
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2014 Combined Top Federal &  
 Provincial Marginal Tax Rates 

 
Earn More and Keep More With Dividends 

Today’s Typical After-Tax Yields 

Province 
Interest 
Income 

Eligible 
Dividend 
Income 

 3% Bond Interest 
4% Eligible 

Dividend Income 

Alberta 39.00% 17.72%  1.83% 3.29% 

British Columbia 43.70% 23.91%  1.69% 3.04% 

Manitoba 46.40% 26.74%  1.61% 2.93% 

New Brunswick 43.30% 20.96%  1.70% 3.16% 

Newfoundland & Labrador 42.30% 20.96%  1.73% 3.16% 

Northwest Territories 43.05% 22.33%  1.71% 3.11% 

Nova Scotia 50.00% 34.85%  1.50% 2.61% 

Nunavut 40.50% 25.73%  1.79% 2.97% 

Ontario 46.41% 28.19%  1.61% 2.87% 

Prince Edward Island 47.37% 27.33%  1.58% 2.91% 

Quebec 48.22% 24.11%  1.55% 3.04% 

Saskatchewan 44.00% 23.36%  1.68% 3.07% 

Yukon Territories 42.40% 14.28%  1.73% 3.43% 

 Source: taxtips.ca 

Chasing Yield and looking to the past
Historically, the focus of dividend ETF investing has been dominated by
two strategies. The first dividend ETF strategy is to invest in companies
with high dividend yields in the hopes of providing outsized income and
the long-term benefits of dividend-payer outperformance. However,
many investors have learned that high yields are often red flags for value
traps, low-to-no earnings growth or, even worse, future dividend cuts.

The second dividend ETF strategy is to focus solely on historical
dividend growers with the assumption that the trends of dividend
growth and capital gains will continue. One significant downside to this
strategy can be a sacrifice of the attractive dividend of a yield-oriented
strategy. A focus on historical long-term dividend growers might also
ignore companies that have a smaller capitalization; are newer, yet still
fundamentally attractive; are currently transforming their strategy into
a dividend-paying model; or are turning the corner on their ability to
pay and grow their dividend. Further, research by RBC Global Asset
Management’s Quantitative Investment Management team has shown
that historical dividend growth alone has not been a reliable indicator
that a business is healthy or will continue to grow its dividend.

With these two dividend ETF strategies, investors are forced to make
a mutually exclusive decision to either chase high yields or purchase
dividend growth stocks. But, ultimately, neither strategy provides the
full breadth of benefits from dividend investing.

Follow the Leaders
Payment decisions for company dividends are generally made by the
board of directors on a quarterly basis. When a board declares a
dividend, it has to review whether or not the company can safely pay
and/or grow the dividend. Key fundamental factors that the board
reviews include whether paying a dividend will allow the company to
maintain balance sheet strength and flexibility; future expectations
for free cash flow; required capital for future investments and
expenditures; and expected profitability of those investments,
continuing operations and new lines of business.

As an equity investor, why not also review these forward-looking
factors? After all, a company’s future health and profitability are more
likely to drive stable and growing dividends than a historical dividend-
paying track record.

RBC Quant Dividend Leaders ETFs:
The best of Both Worlds
In order to build a portfolio that provides attractive income, RBC Quant
Dividend Leaders ETFs (“RBC ETFs”) first filter their investment universe
for attractive dividend yields. Second, they filter for many of the same
forward-looking factors used by company boards to help ensure a
portfolio of companies that can provide stable dividends and potential
dividend growth. To prevent some of the risks of relying entirely on
company financial statements, the RBC ETFs may also use market
sentiment factors like short interest to gauge whether other market
participants deem the companies healthy. Finally, unlike many other
dividend strategies, the investment universe considered includes small-,
mid- and large-cap names, leaving no “income opportunity stone
unturned” to provide broad diversification by both sector and cap size. 

Today’s investors want it all – an attractive monthly income stream
that has the ability to grow over time, and long-term capital growth
from a diversified portfolio of sound, stable dividend-paying
companies. RBC ETFs offer a strategic, well-thought-out solution that
uses forward-looking variables to provide these characteristics.
Instead of forcing investors to choose one objective or the other, RBC
ETFs offer the best of both worlds: the growth potential of a dividend
growers portfolio, combined with the attractive income of a high-
dividend portfolio. And they do so by answering the key questions
that dividend investors are always asking: 

Is the dividend safe and is it likely to grow? Where are the best
dividend-paying opportunities? 

RBC Quant Dividend Leaders ETFs is designed to solve for these
questions and take the weight off of the shoulders of investors
looking for attractive income, growth potential and diversification from
their dividend portfolios.
 
Trevor Cummings, Head of Business Development, Exchange Traded
Funds, RBC Global Asset Management   etfs.investments@rbc.com
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Revisiting
Commodities

In March, the Federal Reserve announced a third $10 billion reduction to quantitative easing, decreasing
monthly bond purchases to $55 billion.1 Because commodity prices have historically risen in the presence of
inflation, commodity prices may continue to rise as Fed tapering continues.

In fact, since the onset of 2014, various commodity categories have experienced noteworthy upticks in pricing.
The Reuters/Jefferies CRB Index – an equal weighted index that follows energy, grain, softs, industrials and
metals – is up approximately nine per cent to 301.30 year-to-date.2 It is up 14 per cent since the three-year bottom
it hit in June 2012 of 268.31.3

Commodities Seemed to Have Bottomed
John Murphy, Chief Technical Market Analyst with StockCharts.com and one of the most widely followed futures
market experts, pointed out in a note on February 22, 2014, that commodities, as represented by the
Reuters/Jefferies CRB Index, “bounced off” chart support at mid-2012 lows.

Murphy writes: “…Year-to-date gains have also been seen in other energy markets, precious metals, grains,
livestock, cotton, orange juice, and tropicals (cocoa and sugar). While some of them may also be weather-related,
there’s also the possibility that the commodity upturn may be an overdue reaction to a stronger global economy.”

Now might finally be a good time to revisit investing in commodities. After three years
of negative returns, a strengthening global economy provides many reasons to
consider increasing investments in this asset class, since many of its components seem
poised for growth.

Howard Atkinson
President,
Horizons ETFs
Management
(Canada) Inc.
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A second driver of a commodities comeback could be the ability of the
asset class to be used as an inflationary hedge. In March, the Federal
Reserve announced a third $10 billion reduction to quantitative easing,
decreasing monthly bond purchases to $55 billion.4 Because
commodities prices have historcially risen in the presence of inflation,
one may consider using the asset class as an inflationary hedge.

Commodity Rallies Follow Stock Rallies
In his February note, Murphy also wrote that commodities, as an
asset class, trail stock markets. Looking at the chart below, it appears
that the CRB Index bottomed-out following the S&P 500®’slowdown
in 2011 and then slowly trailed the market, as it rallied upward since
then. In the chart, it also appears that commodities are starting to
show strength relative to the S&P 500®, possibly suggesting that they
may be a more attractive avenue for returns.

Broad Exposure Is Best
Historically, a commodities pullback has tended to only last
approximately a year (Direxon/Bloomberg chart); however, the current
pullback has lasted three years. This is the first time in 20 years that
the Dow Jones UBS Commodity Index has failed to recover during a
three-year period, as well as having displayed negative returns on a
year-over-year basis.

The amount the Index has dipped over three years may be seen as
a green light to value investors that it’s a good time to buy, with the
Index offering an extreme discount to its highs.

S
ource: S
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 as at Feb
ruary 21, 2014

Continued on page 16
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During the financial crisis of 2008/2009 gold became a rising star
since it was viewed as a way to guard against inflation. The market
appeared to be extremely bullish on the metal compared to other
commodities such as agriculture and energy. The cumulative annual
average of gold spot prices rose to $1,411.28 in 2013 from $871.96
in 2008, according to Kitco.com. However, towards the end of 2013,
the trend began to unravel, with the cumulative average of the year-
to-date spot price falling to $1,292.77. 

Historically, gold has rarely been the best beneficiary of returns. The
rotation of returns within the asset class frequently changes, which
makes it important for investors to seek an approach with broad
exposure – featuring different underlying commodity markets to
potentially maximize the return benefit from the asset class as a
whole. ETF

An ETF That Gives You Broad Exposure
The Horizons Auspice Broad Commodity Index ETF (HBR) is an easy
way to get broad commodity exposure in one ETF. HBR tracks 12
commodity futures contracts and will allocate to these contracts
using a tactical approach. It will take a long futures position in a
commodity when it is trending up; or it will take a flat (zero weight)
position in a commodity when it is trending down.
Unlike investing directly in commodity futures, HBR employs a smart-
roll strategy that seeks to minimize the negative impact of contango
– a situation where the futures price is below the current spot price;
it also seeks to maximize the positive impact of backwardation –
trading a futures contract at a higher price as it gets closer to expiry.
 

Why i\Invest In HBR?
• Portfolio diversification using an asset class with historically low 

correlation to stocks and bonds
• Exposure to a broad and diversified basket of commodities
• Efficient hedge against inflation
• Low-cost access to the commodity and risk management 

expertise of Auspice Capital for all investors, regardless of 
portfolio size or experience

Exchange Traded Futures Contracts
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Continued from : Revisiting Commodities   page 15
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1 Sharf, S (2014, March 14) “Fed Cuts Monthly Asset Purchases To $55 Billion Maintaining Taper Pace, Market Awaits Yellen Remarks” Forbes.com Retrieved from Forbes.com on April 4, 2014.
2 Bloomberg.com, as at April 4, 2014
3 Bloomberg.com, as at April 4, 2014
4 Sharf, S (2014, March 14) “Fed Cuts Monthly Asset Purchases To $55 Billion Maintaining Taper Pace, Market Awaits Yellen Remarks” Forbes.com Retrieved from Forbes.com on April 4, 2014.
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ETF Details
 
Name: Horizons Auspice Broad Commodity Index ETF
Ticker: HBR; HBR.A (Advisor Class)
Management Fee: 0.80%
Underlying Index: Auspice Broad Commodity Excess Return Index
Investment Manager: Horizons ETFs Management (Canada) Inc.
Sub-Advisor: Auspice Capital Advisors Ltd.
Investment Strategy: Enhanced tactical long commodity
Currency: Canadian dollar (foreign currency exposure is hedged

Howard Atkinson, President, Horizons ETFs Management (Canada) Inc.   hatkinson@horizonsetfs.com
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Exploring the Benefits of a
Rules-Based Methodology

Embedded in this term is a tacit recognition that more recent approaches to portfolio construction, beyond
market cap weighted benchmarks, may provide better, more intuitive ways to invest. One of the difficulties with
a term like “smart beta,” however, is that the category has been broadly defined by some to include any index
that does not follow a market cap-weighting methodology. This is problematic because it implies similarity
among a variety of approaches that may be markedly different.

Nevertheless, rather than debate the merits of “smart beta” as a category, the purpose of this article is to help investors
understand what makes the AlphaDEX™ methodology (upon which 43 North American listed ETFs are based) distinct
from market cap weighted benchmarks, as well as other approaches that have been deemed “smart beta.” 

To that end, the following takes a closer look at the AlphaDEX™ methodology, highlighting the underlying logic
upon which this model is based.

Overview of the AlphaDEX™ Methodology
In order to stay true to the mandate of each category to which the AlphaDEX™ methodology is applied, and to
avoid style-drift, the universe from which potential holdings are selected is established from a broad universe of
stocks and ADRs. For example, the First Trust European Dividend AlphaDEX Index ETF (EUR) selects
approximately 44 ADRs from a universe of European ADRs.The candidates are scored based on a value model
and a growth model (which are described in more detail below), in order to select portfolio holdings. “Value” and
“growth” are scored separately based on the premise that there are different attributes that have tended to drive
performance for value stocks versus growth stocks.

The term “smart beta” has recently become a favourite buzz word among ETF pundits. 

Karl Cheong, CFA

Senior Vice
President, Head of
Product and Capital
Markets, First Trust
Portfolios Canada 
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Portfolio weightings are also determined by these scores so that
stocks with more desirable attributes as determined by the scoring
methodology may have a greater impact on performance than stocks
with less desirable attributes. This model is reapplied semi-annually,
at which time portfolio holdings are rebalanced.

The AlphaDEX™ “Value” Model
The AlphaDEX™ “value”model scores stocks on three separate
factors: price-to-book ratio, price-to-cash flow ratio, and return on
assets. The first two factors seek to identify whether a stock is cheap
or expensive, relative to certain underlying fundamental measures
(book value and cash flow), while the third factor provides an indication
of balance sheet quality. Essentially, this model seeks to capitalize on
the so-called “value” anomaly that has been well established by
several academic studies, wherein a pattern of excess returns is
associated with cheaper stocks versus more expensive stocks.

In seeking to understand the existence of a factor that predicts the
relative outperformance of cheap stocks in the context of the efficient
market hypothesis1, many have concluded that these stocks must be
riskier than more expensive stocks. After all, they reason, there is no
free lunch. However, a number of compelling alternative explanations
for the value anomaly argue that excess returns associated with
cheap stocks are primarily rooted in a pattern of behavioral mistakes
made by investors.

For example, because investors are emotional beings, rational
analysis is often supplemented with investor optimism and/or
pessimism. On the one hand, expensive stocks tend to have high,
optimistic expectations about future earnings growth, often
extrapolated from previous periods of strength. However, investors
may overlook potential challenges to future growth, which may arise
from changes in the competitive environment, shifts in consumer
preferences, or a variety of other unforeseen circumstances. As a
result, when an expensive stock announces earnings results that fall
short of analysts’ expectations, it may be punished more severely
than a cheap stock that misses earnings estimates.

On the other hand, cheap stocks tend to have low, pessimistic
expectations about future growth, which may be inferred from past
weakness. In such instances, investors may overlook potential
improvements, which may result from possible changes in leadership,
restructuring, innovation, or even the inherent cyclicality of certain
businesses. Hence, when a cheap stock announces earnings that
exceed expectations, it may be rewarded more than an expensive stock.

The influence that these misjudgments may have on investor behavior
helps to explain the persistence of the value anomaly, in our opinion. 

The AlphaDEX™ “Growth” Model
The AlphaDEX™ growth model scores stocks based on five separate
factors: three-month price appreciation, six-month price appreciation,
twelve-month price appreciation, one-year sales growth, and price-to-
sales ratio. The first three factors measure momentum over various
time periods. The fourth factor provides a measure of fundamental
growth.  The fifth factor provides a measure of value. This model seeks
to systematically profit from the so-called “momentum” anomaly, which
is the tendency for stocks that have performed best in the recent past
to continue outperforming over the next three to twelve months.

Rules-based ETFs Versus Actively Managed Mutual Funds
Similar to the goal of many actively managed mutual funds, the goal
of some rules-based stock selection methodologies, such as the
AlphaDEX™ methodology, is to identify those stocks within a broad
universe of securities which exhibit the fundamental characteristics
that enable them to provide the greatest potential for capital
appreciation. Because the ETF structure provides additional features
such as exchange traded liquidity, generally lower costs and
transparency, we believe ETFs may be a better alternative to actively
managed mutual funds when seeking alpha.

The Growth of AlphaDEX™ ETFs
Since the launch of the original 16 AlphaDEX™ ETFs in the spring of
2007, this family of funds has expanded to include 4 ETFs available
in Canada (and a total of 46 ETFs in the U.S., Canada and Europe).
The success and acceptance of the AlphaDEX™ methodology has
been one of the key reasons why First Trust is one of the fastest
growing ETF sponsors globally.

We believe this growth provides evidence that ETF strategists and
portfolio managers have begun to look beyond the first generation
of market cap-weighted ETFs. While various ETF sponsors have their
own take on what constitutes a “better” way to construct an
nvestment portfolio, the AlphaDEX™ methodology relies upon the
insights of academic finance in seeking to provide a set of  ETFs, with
which investors may implement a variety of investment strategies,
ranging from sector rotation models to traditional strategic asset
allocation portfolios.

Karl Cheong, CFA, Senior Vice President, Head of Product and
Capital Markets, First Trust Portfolios Canada
karlcheong@firsttrust.ca

AlphaDEX™ is a registered trademark of First Trust Portfolios L.P. in the United
States and is the subject of a pending trademark registration application in Canada.
First Trust Portfolios L.P. has obtained a patent for the AlphaDEX™ stock selection
methodology from the United States Patent and Trademark Office. A patent
application for the AlphaDEX™ stock selection methodology is pending in Canada.

1 In its most basic form, the efficient market hypothesis is a theory which states that the price of
a stock accurately reflects all known information about the stock. 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 Mutual Fund or ETF. 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.
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FATCA and  Considerations for
Canadian Exchange-Traded Funds 

On February 5, 2014, Canada announced that it had signed an intergovernmental agreement (IGA) with the U.S.
Finance has since released updated draft legislation to implement the IGA under Canadian law. The draft legislation
provides further guidance for FATCA implementation including reporting deadlines and penalties for non-
compliance. Since FATCA will now be implemented under Canadian domestic law, Canadian FIs will need to
comply with FATCA when the provisions take effect on July 1, 2014, even if they do not receive any income from
sources within the U.S.

Broadly speaking, most Canadian funds, including exchange-traded funds (ETFs) and Canadian fund managers
will be treated as Reporting Canadian FIs and will be required to comply with FATCA regardless of their investments
or investor base.1 This article will briefly highlight the potential impact of certain FATCA compliance requirements
that would likely be applicable to Canadian ETFs.

The U.S. “Foreign Account Tax Compliance Act” (FATCA) is a U.S. law designed to combat tax evasion by
U.S. citizens and U.S. residents through the use of offshore accounts and investments. This law focuses
on reporting by financial institutions (FIs) in Canada and other countries to the Internal Revenue Service
(IRS) about financial accounts and substantial financial interests held by U.S. taxpayers. The 30% FATCA
withholding tax on certain U.S. source income is used as a penalty to compel FIs to provide information
about U.S. account holders and U.S. owners.

Carmela Pallotto
Financial Services
Tax Practice

Keno Chan
Partner,
US Corporate Tax Practice
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Certain FATCA Compliance Requirements

Registration and Reporting
Canadian ETFs and their managers that have a reporting obligation
(i.e. Reporting Canadian FIs) will need to register with the IRS in order
to obtain a Global Intermediary Identification Number (GIIN) that will
be used for FATCA compliance.  Canadian FIs that register by May 5,
2014, will be listed on the first IRS FFI list that will be published on
June 2, 2014. Otherwise, Canadian FIs must register before
December 22, 2014 in order to be on the IRS FFI list to be published
in January 2015 and avoid the 30% FATCA withholding tax imposed
on certain U.S. source withholdable payments (e.g. interest,
dividends) to Canadian FIs beginning January 1, 2015.

There is the ability to designate and register an entity as a Sponsoring
Entity that will perform the due diligence, withholding and reporting
obligations for one or more Sponsored FIs. For example, a fund
manager may be registered as the Sponsoring Entity for the ETFs
that it manages.

Under the IGA, there is no requirement for a reporting Canadian FI to
enter into an FI agreement with the IRS to comply with FATCA.
FATCA reporting by Canadian ETFs and their managers will be
provided to the Canada Revenue Agency (CRA) which will, in turn,
provide the information to the IRS. Canadian ETFs and their
managers will need to file their FATCA reports with the CRA by May
1 of each year.  The first FATCA report will be due May 1, 2015 (under
the draft Canadian implementation legislation).

The IGA does not require a Canadian FI to appoint a responsible
officer to certify the accuracy of its FATCA report. However a
responsible officer will need to be named for purposes of registering
the Canadian ETF with the IRS. 

Reporting Canadian FI FATCA Obligations
Under the IGA, a Canadian ETF must perform certain due diligence
procedures with respect to  preexisting and new Financial Accounts2

in order to identify accounts held by certain U.S. persons3 (U.S.
Reportable Accounts4) and accounts held by Nonparticipating FIs
(i.e. FIs that are not on the IRS FFI list).  Certain information related
to these reportable accounts must then be provided annually to the
CRA in order to satisfy a Canadian ETF’s annual FATCA reporting
obligations.  Reporting Canadian ETFs that comply with their FATCA
obligations will not be subject to FATCA withholding.

Annex I to the IGA lists procedures for identifying U.S. Reportable
Accounts and accounts held by Nonparticipating FIs. In general, if
an investment dealer, FI or other intermediary (such as a depository
institution), holds legal title to ETF units on behalf of its clients and the
unit is registered in nominee-name on the books of the ETF, the ETF
would only have to perform due diligence on the dealer or other FI.
If, however, a purchase results in a unit being first registered in client-
name on the books of an ETF, then the ETF would be considered to
maintain a Financial Account held by the unit holder and may
therefore, be required to perform due diligence procedures on such
unit holders to determine whether they are U.S. persons.  If the unit
is also held in an account maintained by a dealer or other FI, it may
be possible, in certain instances, to rely on the due diligence
performed by the dealer or other FI. Given that in most cases, ETF
units will be registered only in nominee-name on the books of the
ETF, many Canadian ETFs may have minimal FATCA due diligence
obligations.  

Canadian ETFs that are Reporting Canadian FIs will have a
requirement to provide certain information about U.S. persons owning
Financial Accounts in the ETF on the ETF’s annual FATCA report to
the CRA. Since, in many cases, ETFs would only have units registered
in nominee-name, the reporting burden on such ETFs may not be
significant.

What Should Canadian ETFs Be Doing?
With the upcoming July 1, 2014 effective date for certain FATCA
provisions, Canadian ETFs and their managers should now consider
their potential FATCA compliance obligations, including:

1. Confirming their FATCA entity classification under the IGA;
2. Registering Reporting Canadian FIs with the IRS by December 22, 

2014 (if they have not already done so);
3. Determining whether due diligence and reporting procedures apply.

In addition, Canadian ETFs should agree on the allocation of 
FATCA responsibilities between the funds and the manager. 

Carmela Pallotto, Financial Services Tax Practice, KPMG

Keno Chan, Partner, US Corporate Tax Practice, KPMG
kenochan@kpmg.ca

1 On February 20, 2014, the U.S. Treasury and IRS issued regulations that treat
certain investment advisors and investment managers that do not maintain financial
accounts as certified deemed-compliant foreign financial institutions (FFIs).  In
general, certified deemed-compliant FFI status means that these entities do not
need to register and do not need to comply with the FATCA reporting requirements.
Under the Canadian IGA, a non-reporting Canadian FI only includes a deemed-
compliant FFI included in U.S. regulations in effect as of the signing of the IGA (i.e.
February 5, 2014).  Since the regulations adding investment advisors and investment
managers as a new category of deemed-compliant FFI were issued after February
5, 2014, Canadian investment advisors and managers cannot take advantage of
this deemed-compliant status. 

2  A Financial Account means an account maintained by an FI, including non-regularly
traded equity or debt interests in certain FIs.  

3  In general, a U.S. person is an individual who is a U.S. citizen or a U.S. resident; a
corporation or partnership organized in the U.S.; a trust subject to U.S. law that is
controlled by U.S. citizens or U.S. residents; or a testamentary trust of a decedent
that was a U.S. citizen or a U.S. resident at the time of death. 

4  A U.S. Reportable Account is a Financial Account held by:  (1) one or more
Specified U.S. Persons (generally, U.S. persons other than specifically excluded
persons listed in the IGA such as, for example, corporations whose shares are
regularly traded on an established securities market); or (2) a Passive Non-Financial
Foreign Entity (NFFE) that has as Controlling Persons one or more U.S. citizens or
U.S. residents.  A Passive NFFE generally includes a non-regularly traded entity that
earns significant (>50%) passive income (e.g. interest or dividends) or has significant
(>50%) assets that generate passive income. A Controlling Person is generally a
natural person who exercises “control”, as defined in the IGA, over an entity.  Annex
II of the IGA provides a list of products that are not reportable accounts even though
they may be held by Specified U.S. Persons or Passive NFFEs that have U.S.
Controlling Persons.
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Surveying the
International
ETF Landscape

Using ETFs, it is becoming increasingly easy to add international exposure to diversify your portfolio, while
looking at different “flavours” from an exposure (broad vs. factors), and respectively risk (currency exposure,
and again factors) standpoint. Furthermore, pricing is coming down and is becoming very competitive between
providers, both with the new international products being introduced and the fee reductions on existing
international products undergone from some of the major ETF providers.

The three main areas of international focus are the European, Asian, and Emerging Markets categories. What are
the options allowing for access to the diversification attributes provided by these markets?  

While the crisis situation triggered by Russia’s involvement in the Ukraine and its de facto annexation of Crimea
continues to represent potentially considerable risk, the Eurozone’s sluggish recovery, and the threat of deflation
it faces open the door for it to pursue unconventional means to attempt to jolt the area out of its conundrum. With
that, Eurozone equities could get a meaningful boost from a declining Euro, possibly making it more compelling
than it otherwise would already be to look at Europe. The potential for European equities and related ETFs to
register gains rests, in part on the potential to see the Euro being devalued. 

As the ETF industry continues to grow by leaps and bounds, the variety of product
available to investors grows as well, with options available for Canada and U.S.
investing increasingly matched by choices available to invest abroad.

Drew Millard
ETF Analyst
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Furthermore, Capital Economics has data showing the beginnings of
a recovery in the Central Europe region, and Merrill Lynch's fund
manager survey indicates optimism for Eurozone returns over the
next 12 months, all of which hints we may now just be coming out of
a low point in European equities. Consider some of the options
available in light of these sentiments. iShares recently launched the
iShares MSCI Europe IMI Index ETF (XEU), replicating the MSCI
Europe index and providing exposure to a wide range of countries.
For a possibly more sector-concentrated ETF, the BMO MSCI Europe
High Quality (CAD Hedged) ETF (ZEQ), screens for holdings based
on high return-on-equity, stable year-over-year earnings growth and
low financial leverage.  For the income-focused, the First Trust
AlphaDEX European Dividend ETF (EUR), also CAD hedged,
replicates the AlphaDEX European Dividend Index, which is broadly
diversified across sectors and countries within Europe. Finally, the
ETF most directly focused on mitigating risk is the First Asset MSCI
Europe Low Risk Weighted ETF (RWE), available in hedged and un-
hedged forms (and additionally in corresponding “Advisors’Series”).
The lowest risk stocks in the MSCI Europe Index are weighted the
most heavily in this ETF, which also  tends to have a smaller stock size
bias. Which of these you select, and whether you opt for CAD Hedged
or Un-hedged, are options that will result in different outcomes, and
reflect different investor needs and viewpoints going in.

Asia is another interesting area to explore right now, with China
having to deal with stabilizing a decelerating economy less buoyed by
exports, and Japan running higher import levels without a
commensurate increase in exports despite a significant decline in the
value of the Yen. Perhaps similar to Europe, good value should
surface out of exposure to the region, although possibly not as soon,
since  Europe could be the near term beneficiary of stimulus activity,
all the while Asia’s ability to stimulate has likely decreased. What are
some of the better Asian focused ETFs then? Vanguard just announced
the launch of a FTSE Developed Asia Pacific Index ETF, introducing
an investment vehicle to gain access to the broad Asia Pacific market

at low cost. Country-wise, iShares has a Japan Fundamental Index
ETF (CJP), CAD hedged, with about $65MM of AUM. In addition,
iShares (XCH) and BMO (ZCH) both have China Equity ETFs, with
iShares also providing a China All-Cap Fund (CHI)  tracking a broader
AlphaShares China Index (CHI holds positions in 250 companies, vs.
55 for ZCH and 26 for XCH). iShares (XID) and BMO (ZID) also have
India Equity ETFs, if you would like to consider more Asian focused
ETFs than just those in the Far East. Collectively, these ETFs have
over $175MM of AUM, showing a modicum of interest on the part of
Canadian investors in exploring the Asian regions as investment
opportunity. A significant uptake opportunity is likely present here, in
light of favourable longer term investment and economic trends.

A third area to consider is Emerging Markets. This had become a
more popular investment area earlier, with interest receding more
recently, due to growth and performance challenges. That said, there
is no shortage of investment vehicles available in this space. The
standard broad Emerging Markets ETFs exist, from iShares, BMO
ETFs and Vanguard. Note, however, that Vanguard's FTSE Emerging
Markets Index ETF (VEE) tracks the FTSE Emerging Index, which
treats South Korea as a Developed Market and thus does not include
it, subsequently reducing the Technology sector exposure in VEE.
Both iShares' MSCI Emerging Markets Index ETF(XEM) and BMO's
MSCI Emerging Markets Index ETF(ZEM) track the MSCI Emerging
Markets Index which does consider South Korea an Emerging
Market, providing for higher Technology sector exposure than VEE.
Another popular Emerging Markets ETF is the iShares BRIC Index
Fund (CBQ), which has over $131MM in AUM and tracks the
performance of companies from former Emerging market economies
leaders Brazil, Russia, India, and China – with Goldman Sachs long
ago coining the BRIC acronym when pointing out the increased
importance of these economies in the new millennium – for the
moment though, markets have moved beyond the challenged BRIC
countries, with Frontier markets outperforming them meaningfully in
2013 for instance.

Continued on page 24
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Another interesting option in Emerging Markets is the iShares MSCI
Emerging Markets Minimum Volatility Index ETF (XMM), which
weights securities based on their low volatility relative to other
securities in the MSCI Emerging Markets Index, with the lowest
volatility stocks getting the highest weights. Two dividend oriented
products exist for Emerging Markets in the form of the First Trust
AlphaDEX Emerging Market Dividend ETF (FDE), CAD hedged, and
the Horizons Active Emerging Markets Dividend ETF (HAJ).

Of note are four Horizons products, the BetaPro MSCI Japan Bull+
(HPU) and Bear+ (HPD) Funds, and the BetaPro MSCI Emerging
Markets Bull+ (HJU) and Bear+(HJD) Funds. These ETFs return two
times the daily performance of the MSCI Japan and MSCI Emerging
Markets Indices, respectively, straightforward in the case of HPU and
HJU, but two times the inverse in the case of HPD and HJD.   These
products are more indicated for investors inclined to take a more
active management role possibly involving daily trading activities, and
are less advisable for more buy and hold and longer term-oriented
investors  simply looking to add foreign exposure to their portfolio. 

I began this article by segmenting the international investment
options in to the aforementioned three main areas, to give some
structure to the world out there available for investment exploration.
There are other options available to capture bigger parts of the world
in one trade: ETFs tracking MSCI EAFE indices, broad Developed
Market indices (both with and without Canada), and All World indices.
There is no question that global economies are becoming increasingly
interconnected so it is increasingly important to understand how
developments outside of North America will affect the performance
of Canadian portfolios diversified internationally, and which of the
specific choices available you deem more applicable to either or both
of your investment needs, and outlook.
 
Drew Millard, ETF Analyst, ETF Insight   dmillard@dal.ca
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EXCHANGE
TRADED
FORUM2014

Toronto

The Exchange Traded Forum, Toronto, was created by Radius Financial Education (Radius) and brought together leading
professionals from every segment of this dynamic group of investment providers including investors, advisors, managers, research
professionals, regulatory experts and noted financial educators, to review the past, assess the present and discuss strategic
options for achieving continued future success.

Both 2012 and 2013 were times of exponential growth and change in Exchange Traded Products. Building a top down agenda allowed
us to focus on educating our attendees on the role Canada has played in this growth, the current trends around the world and the
economic environment, rising interest rates, regulatory changes, building better portfolios, Exchange Traded Receipts and issues
financial advisors are facing today. Our distinguished list of speakers, each an authority in their field, did just that! 

Radius’ goal is to host a truly educational forum and we would like to thank our speakers and sponsors for their invaluable
contribution. We would also like to thank all those who completed an evaluation form as these comments are essential and will be the
foundation for our 2015 ETF Forums.

ETF Toronto Review
Monday, March 31, Hyatt Regency
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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.
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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%



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 

Innovation Stars. 
Innovation is our capital. Why not make it yours?  

Learn more at HorizonsETFs.com

2013 Morningstar Research Inc. all rights reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not 
warranted to be accurate, complete, or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information. Past performance is no 
guarantee of future results.  
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 prospectus before investing.

Morningstar Category ETF Name Ticker Morningstar Rating

Canadian Fixed Income Horizons Active Corporate Bond ETF HAB

Preferred Share Fixed Income Horizons Active Preferred Share ETF HPR

Canadian Short Term Fixed Income Horizons Active Floating Rate Bond ETF HFR

Canadian Dividend & Income Equity Horizons Active Cdn Dividend ETF HAL

US Equity Horizons S&P 500® Index ETF HXS



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)


