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WHAT ARE EXCHANGE TRADED FUNDS (ETFs)? 

Mike Brown, etfSA.co.za 

 

Suze Orman, the well known US investment guru and TV personality calls ETFs “the unit trusts 

for the 21st Century”.  The special features of ETFs that prompt this comment by Ms Orman are 

covered briefly below.   

 

• ETFs are Collective Investment Schemes that can be transacted through stock exchanges.  

As such, they are essentially listed unit trusts, but unlike unit trusts, which can only be 

transacted directly with Mancos once a day, ETFs trade all day through the secondary 

market.  This makes ETFs far more liquid and transparent than other non-listed investment 

instruments.  

 

• Trading, clearance, transfer of funds, registration in investors’ name and custodianship all 

takes place through the JSE/ STRATE/CSDP central depository and settlement systems.  

Other non listed investments do not have the benefits of centralised electronic settlement 

and registration.   

 

• The portfolio of securities in an ETF, typically comprises the constituent securities of an 

equity or bond market index.  The index tracking nature of ETFs means they are passive 

rather than actively managed investment tools.  In delivering BETA (market average) 

performance, ETFs are not really disadvantaged relative to actively managed (ALPHA) 

portfolios.  Recent research indicates that a representative ETF, such as the Satrix 40 

which tracks the FTSE/JSE Top 40 index, has outperformed over 80% of equity based unit 

trusts over the past 5 years.  
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• Because of their passive investment mandates, ETFs have lower cost structures than most 

actively managed products.  The typical Total Expense Ratio (TER) for an ETF is 50 bps 

(0,50%) or lower, compared with an average of around 200 bps (2,00%) for the equity 

unit trust industry.  The low cost structures of ETFs are a further boost to their 

comparative net (after cost) performance relative to other actively managed investment 

vehicles.   

 

• ETFs are regulated and adhere to all the reporting, compliance and conduct rules for both 

the Financial Services Board (as Collective Investment Schemes) as well as the JSE (as 

listed securities).  This adds certainty and peace of mind for investors.   

 

• Low cost investment platforms, such as etfSA Investor SchemeTM, Satrix Investment Plan, 

etc, provide access to clients wishing to invest in ETFs for small or recurring investment 

amounts.  Client accounts are administered by Category III FSP Administrators (LISPS), 

such as Automated Outsourcing Services.  These investment platforms accommodate 

Financial Service Providers and can pay commission, where FSPs utilize such platforms to 

access ETFs for their clients.   

 

 


