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October 10, 2014
Fidelity Gets Active with ETFs
It's taken Fidelity more than a year and a half, but it finally
launched actively managed exchange-traded funds (ETF) this
month. The firm hinted at its plans in February 2013, and in the
intervening months expanded its roster with a suite of 10 stockfocused, passively managed sector ETFs a year ago.
But as we wrote last year, we thought it was only a matter of time
before Fidelity would make its name in the ETF space by
combining its active management expertise with the investment
vehicle, and the firm has taken the first steps in that direction by
opening Fidelity Corporate Bond ETF, Fidelity Limited Term Bond
ETF and Fidelity Total Bond ETF on October 9.
All three of these fixed-income offerings share names and
managers with existing Fidelity mutual funds, but the ETFs are
separate vehicles, meaning they may differ in performance and
composition from their namesakes.
Fidelity Total Bond ETF is managed by Ford O'Neil, Pramod Atluri
and Michael Foggin. O'Neil and Foggin are also managers at
Fidelity Total Bond, and Atluri co-manages the bond sleeve of
Fidelity Puritan. The fund seeks to outperform the overall bond
market while providing a steady stream of current income.
Fidelity Limited Term Bond ETF is overseen by Rob Galusza and
David Prothro. The two co-manage Fidelity Limited Term Bond
Fund, while Galusza also co-manages Fidelity Intermediate Bond
Fund. This fund is focused on short-to-intermediate-term
investment-grade fixed-income securities.
Fidelity Corporate Bond ETF is run by Michael Plage and Prothro,
who also co-manage Fidelity Corporate Bond Fund. Like the
mutual fund, Corporate Bond ETF will be invested mainly in
intermediate-term investment-grade and high-yield bonds, with a
goal of earning high current income.
While the new ETFs' expense ratios of 0.45% are very competitive
when compared to other actively managed fixed-income ETFs,
they are also identical to Fidelity's mutual funds with the same
names and objectives. Due to the way ETFs are priced on the
market, and the premium investors often have to pay on a
bid-ask spread, the mutual fund versions of these strategies may
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still be the cheaper option from an expense perspective.
What's Next?
With this move, Fidelity has established a toehold in a relatively
new and sparsely populated marketplace. As of July 2014, actively
managed ETFs accounted for less than 1% of ETF assets in the
U.S., with $17 billion invested (the overall U.S. ETF market stood
at $1.9 trillion in August). This amounts to an opportunity for
Fidelity to make its name as the active ETF provider. The firm is
already looking to the future, having petitioned the SEC for
permission to open a non-transparent stock-focused ETF—if
approved, it would be the first of its kind (although approval may
be hard to come by).
In the meantime, we'll be keeping a close eye on Fidelity's
activities in the space and its new bond ETFs in particular.
About Adviser Investments
Adviser Investments and its subsidiaries operate as an
independent, professional money management firm with
particular expertise in Fidelity and Vanguard mutual funds. With
2,500 clients and more than $3.0 billion under management,
Adviser Investments is one of the nation's largest mutual fund
research and money management firms. Our investment
professionals focus on helping individual investors, trusts,
foundations and institutions meet their investment goals. Our
minimum account size is $350,000. Adviser Investments was
recently named to Barron's list of the top 100 independent
financial advisers nationwide and its list of the top advisory firms
in Massachusetts. We are also recognized on the Financial Times
300 Top Registered Investment Advisers list.
For more information, please visit www.adviserinvestments.com
or call 800-492-6868.
Disclaimer: This material is distributed for informational purposes only. The
investment ideas and expressions of opinion may contain certain forward-looking
statements and should not be viewed as recommendations, personal investment
advice or considered an offer to buy or sell specific securities. Data and statistics
contained in this report are obtained from what we believe to be reliable sources;
however, their accuracy, completeness or reliability cannot be guaranteed.
Our statements and opinions are subject to change without notice and should be
considered only as part of a diversified portfolio. You may request a free copy of the
firm's Form ADV Part 2, which describes, among other items, risk factors,
strategies, affiliations, services offered and fees charged.
Past performance is not an indication of future returns. The tax information
contained herein is general in nature, is provided for informational purposes only,
and should not be construed as legal or tax advice. We do not provide legal or tax
advice. Always consult an attorney or tax professional regarding your specific legal
or tax situation.
The Barron's ranking reflects the volume of assets overseen by the advisers and
their teams, revenues generated for the firms and the quality of the advisers'
practices, as determined by its editors.
Editors at the Financial Times bestowed "elite" status on 300 firms in the U.S., as
determined by assets under management, asset growth, longevity, compliance
record, industry certifications and online accessibility.

