
Exchange Traded Fund 

Introduction 
An Exchange-Traded Fund (ETF) is a type of investment fund that combines the features of a mutual 
fund and a stock. It's a pooled investment vehicle that trades on stock exchanges, allowing 
investors to buy and sell shares throughout the trading day, just like individual stocks. 

 

Fund Structure 
• Basket of Assets: An ETF holds a diversified portfolio of underlying assets, which can 

include stocks, bonds, commodities, or a mix of various asset classes. 
• Passive or Active Management: Some ETFs track a specific index, mirroring its 

performance (passive ETFs), while others are actively managed by investment 
professionals. 

 

Exchange-Traded Nature 
• Traded on Stock Exchanges: ETF shares are bought and sold on major stock exchanges, 

enabling investors to trade them throughout the trading day at market prices. 
• Ticker Symbol: Each ETF has a unique ticker symbol by which it's identified on the 

exchange. 

 

Transparency and Liquidity 
• Transparency: ETFs disclose their holdings regularly, allowing investors to know the assets 

within the fund. 
• Liquidity: High liquidity due to the ability to trade throughout the day at prevailing market 

prices. 

 

Cost Efficiency 
• Lower Expenses: ETFs generally have lower expense ratios compared to traditional mutual 

funds, which contributes to their cost efficiency. 
• No Minimum Investment: Investors can buy ETF shares at the market price without facing 

minimum investment requirements. 

 

 



Diversification and Accessibility: 
• Diversification: Provides diversification benefits as an ETF typically holds a basket of 

assets, spreading risk across various securities or asset classes. 
• Accessibility: Allows access to various markets and asset classes that might be 

challenging to access for individual investors. 

 

Creation and Redemption 
• Authorized Participants: Specialized market participants, called authorized participants, 

create or redeem ETF shares in large blocks known as creation units. 
• Arbitrage Mechanism: This creation/redemption process helps keep the ETF's market price 

aligned with the net asset value (NAV) of its underlying holdings. 

 

Tax Efficiency 
• Potential Tax Advantages: ETFs can be more tax-efficient compared to mutual funds due 

to the structure of in-kind redemptions, potentially reducing capital gains distributions. 

 

Conclusion 
ETFs offer investors a flexible, cost-effective way to gain exposure to various markets, sectors, or 
asset classes. They provide the benefits of diversification, transparency, and liquidity, making them 
popular investment choices for both retail and institutional investors seeking a wide range of 
investment opportunities. 


