


  





  
    

      
      
        Skip to content

        
          
            
              
                
                  [image: Adviser Investments]
                
                
                  Personal Wealth

                  Management
                
              

              
                
                  Call now

                  1.800.492.6868
                
                
                  Get Started
                
              

              
                Menu
                
                  menu
                
              
            

        


        
        
          
            
              
                  	Our Services


			
			Financial Planning
	Investment Management
	Tax Planning
	Managed Bonds
	401(k) Advisory Services	







	Why Adviser?


			
			Our Process
	Our Principles
	Our People
	Our History
	Awards & Recognitions
	Company News
	Careers	







	Ideas & Insights


			
			Blogs

	Financial Planning
	Investing
	Retirement
	Economy and the Markets	



	
	
			Resources

	Special Reports
	Quarterly Outlook
	Quarterly Webinar	









              

              
                  	Getting Started
	Client Login


              

            

          

        
      


      
      
        
          
            
              
                [image: Adviser Investments Header Logo]
[image: Adviser Investments Header Logo]



                
                  Personal Wealth

                  Management
                
              
            

            
                	Our Services


			
			Financial Planning
	Investment Management
	Tax Planning
	Managed Bonds
	401(k) Advisory Services	







	Why Adviser?


			
			Our Process
	Our Principles
	Our People
	Our History
	Awards & Recognitions
	Company News
	Careers	







	Ideas & Insights


			
			Blogs

	Financial Planning
	Investing
	Retirement
	Economy and the Markets	



	
	
			Resources

	Special Reports
	Quarterly Outlook
	Quarterly Webinar	









            

            
              
                
                  Call now

                  1.800.492.6868
                
                
                  Get Started
                
              

            

          

        

      
      

      
      
        
        
            
                
                    [image: Adviser Investments]
[image: Adviser Investments]



                
                
                  Personal Wealth

                  Management
                
            

          
            
              Menu
              menu
            
          

        


        
            	Our Services 
	Financial Planning
	Investment Management
	Tax Planning
	Managed Bonds
	401(k) Advisory Services



	Why Adviser? 
	Our Process
	Our Principles
	Our People
	Our History
	Awards & Recognitions
	Company News
	Careers



	Ideas & Insights 
	Blogs
	Special Reports
	Quarterly Outlook
	Quarterly Webinar



	Getting Started
	Client Login


        

      

      
    


    
        

            
                

                    
                

                
                    

                        
 

     
    Home
                Adviser Fund Update
    



                        Fidelity Wants to Reinvent ETFs


                        
                        
                            

                                
                                    

                                                                                    Published August 26, 2016

                                                                            
                                

                                
                                    



                                

                            

                        
                        

                        
                                                
                        
                            

                                                            

                        

                        
                        Fidelity Wants to Reinvent ETFsA type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index.

Fidelity has gotten creative in an attempt to solve the active stock-fund manager’s problem of daily portfolio transparency in exchange-traded fundsA type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index. (ETFs)A type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index. with something called an “exchange-traded active fund.” The firm proposed this hybrid structure in an August 11 petition to the Securities and Exchange Commission, and is touting the new product as one that can deliver the desirable features of an exchange-traded fund—potential tax efficiencies, intraday trading and real-time pricing determined by the market—combined with the firm’s storied active management talent.



Fidelity has already successfully launched actively managed bondA financial instrument representing an IOU from the borrower to the lender. Bond issuers promise to pay bond holders a given amount of interest for a pre-determined amount of time until the loan is repaid in full (otherwise known as the maturity date). Bonds can have a fixed or floating interest rate. Fixed-rate bonds pay out a pre-determined amount of interest each year, while floating-rate bonds can pay higher or lower interest each year depending on prevailing market interest rates. ETFs, where daily reporting of holdings is not as much of a concern, since the portfolios are much harder to replicate and bond trading works differently than stockA financial instrument giving the holder a proportion of the ownership and earnings of a company. trading. Why is daily disclosure an obstacle for actively managed stock ETFs? It would mean that anyone following the ETFA type of security which allows investors to indirectly invest in an underlying basket of financial instruments (these may include stocks, bonds, commodities or other types of instruments). Shares in an ETF are publicly traded on an exchange, and the price of an ETF’s shares will fluctuate throughout the trading day (traditional mutual funds trade only once a day). For example, one popular ETF tracks the companies in the S&P 500, so buying a share of the ETF gets an investor exposure to all 500 companies in the index. could replicate the portfolio or front-run anticipated trades, making it more difficult to get favorable prices on stocksA financial instrument giving the holder a proportion of the ownership and earnings of a company.. This is why Fidelity is seeking to introduce its exchange-traded active funds (ETAFs), which would eliminate the daily disclosure requirement.



Fidelity proposes structuring these ETAFs like closed-end funds, but their take would “modernize” them. Closed-end funds have similar features to both open-end mutual funds and ETFs. Like mutual funds, they hold a basket of securities that do not need to be disclosed daily, but like ETFs, there are a finite number of shares and they trade throughout the day, meaning that investors may be able to buy shares at prices above or below the net asset value (NAV) of the fund’s portfolio. Unlike open-end mutual funds, closed-end funds are not required to offer daily redemptions (open-end funds have up to seven days to pay proceeds on the sale of shares, but they usually pay within one or two days), meaning that investors who wish to sell their stake have to find buyers for their shares.



Fidelity’s ETAF investors will be able to sell their shares to other buyers on the open market (the same as for ETFs or traditional closed-end funds), or they can use the built-in workaround—if they can’t find buyers, Fidelity will have a standing offer to repurchase shares on a weekly basis at NAV, providing a decent fallback option for investors who need to sell and can’t find a buyer.



To bridge the gap between active ETFs’ daily disclosure requirement and Fidelity’s desire for opacity, the firm has outlined a plan to publish its ETAF holdings on a 30-day delay. However, in the interim, the firm would maintain a “tracking basket” of stocks using the most recent holdings data priced on 15-second intervals throughout the day. The idea is to give investors an approximation of the value of the underlying portfolio.



Hypothetically, if the fund was run by a manager with a low-turnover (infrequent trading) style, this approximation could be fairly accurate. For a high-turnover strategy, the basket’s price may not be an accurate reflection of the current portfolio. To provide additional points of reference, Fidelity would report the fund’s actual NAV each day along with a method to reconcile any deviations between it and the tracking basket’s NAV. The firm asserts that this would give traders the tools by which to make informed decisions as to the value of the ETAF.



There are already non-transparent variations on ETFs available: Eaton Vance’s “NextShares,” or “exchange-traded managed funds,” that apply an active manager’s “secret sauce” but also trade on exchanges with aims to deliver potential discounts to NAV and greater tax efficiency than a similar mutual fund. NextShares, launched earlier this year, currently offer an equityThe amount of money that would be returned to shareholders if a company’s assets were sold off and all its debt repaid. strategy, a municipal bond fund and a third following a global equity income strategy.



Critics have charged that NextShares has struggled to land broker-dealers to offer their funds as a result of a unique trading mechanism that would require updates to trading platforms and add costs, and because they are difficult to explain to potential investors. Fidelity’s proposed ETAFs would look and trade more like traditional ETFs.



Making active stock management available in a widely accepted non-transparent exchange-traded product is a potential game changer, both for the Boston-based fund giant and the ETF industry as a whole, as it could potentially open the floodgates for Fidelity to create ETAF counterparts of any of its actively managed funds.



Our view: Fidelity continues to innovate its way into the ETF marketplace. As we’ve covered extensively, the fund giant has made decisive inroads to the ETF landscape, showing a clear dedication to carving its own niche in a marketplace it was late to embrace.



It remains to be seen when or if these ETAFs hit the market, and no specific guidance on potential funds or expenses has been provided. If they follow the pattern of the actively managed bond ETFs, they will cost the same as their regular open-end mutual fund shares.



ETAFs would certainly be a novel twist on the traditional ETF, and may be embraced by those who desire the ability to trade actively managed funds intraday. For buy-and-hold investors, ETAFs may not hold the same appeal—end-of-day pricing and the ability to redeem shares on a daily basis through Fidelity may be preferable.



We’ll be following this story to see how it develops, and will report back with any news.




About Adviser Investments

Adviser Investments is a full service wealth management firm, offering investment management, financial and tax planning, managed individual bond portfolios, and 401(k) advisory services. We’ve been helping individuals, trustsA legal document that functions as an instruction manual to how you want your money managed and spent in your later years as well as how your assets should be distributed after your death. Assets placed in a trust are generally safe from creditors and can be sold by the trustee in short order, avoiding the lengthy and costly probate process., institutions and foundations since 1994, and have more than 3,500 clients across the country and over $6 billion in assets under management. Our portfolios encompass actively managed funds, ETFs, socially responsible investments and tactical asset allocation strategies, with particular expertise in Fidelity and Vanguard mutual funds. We take pride in being The Adviser You Can Talk To.

Our minimum account size is $350,000.  To see a full list of our awards and recognitions, click here, and 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 rankings consider factors such as assets under management, revenue produced for the firm, regulatory record, quality of practice and philanthropic work. This award does not consider client experience and is not indicative of future performance.

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.

© 2018 Adviser Investments, LLC. All Rights Reserved.
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Welcome.

Polaris Wealth Advisory Group and Adviser Investments are now under one new brand, RWA Wealth Partners. 

Over the next few months, we are transitioning to a new website under our new brand. For you, this means a better experience and more access to valuable education, insights and advice. It also means you gain access to expanded wealth management solutions such as tax¹ and legal services², alternative investments and more. Explore this site for additional information on these new services and call your advisor with any questions at 833-RWA-PLAN. 
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¹Personalized tax advice and tax return preparation is available through a separate, written engagement agreement with RWA Tax Solutions, LLC.

²Legal services can be obtained through a separate, written engagement via our relationship with Hall & Diana, LLC
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