explainity explains
topic: ETF ®
date of publishing: 03/03/2022 exp l.a In |ty

YouTube: https://youtu.be/YNOgoR9koi8
explainity explains: ETF

Michael owns a lemonade factory. He went public with his “Zitrus” company ten years ago and recently
began trading in the worldwide fruit ETF. ETF stands for “exchange-traded fund.” For people like Susanna,
it's an opportunity to invest their money.

An ETF pools together several investment products from a sector and tracks their index — that's the average
market value of all products. There are ETFs for the stock market, bonds, raw materials and even real estate.
Some only cover sustainable or social investments. Others encompass specific regions or several countries.
There are ETFs for specific sectors, like transport, industry, technology and even the food sector, like our
fruit ETF example. It includes the top thousand economically strongest companies in the fruit industry, such
as Mickey's Zitrus company.

ETF shares are, like stocks, purchased and sold on the stock exchange. So, Susanna could spend a lot of
money and buy shares in each of these fruit companies. Or she could spend less money and buy a fruit ETF,
which means her investment is spread proportionally across all the assets within it. The index of all the
individual stocks and the performance of the ETF pool are therefore almost identical. If the market price
drops, then so does the ETF market price and vice versa.

When you invest in an ETF, it's also called a passive investment, as unlike funds, ETFs are not actively
managed. Instead, they are mostly run automatically. So, with a fruit ETF, Susanna also pays fewer fees than
with an actively managed fund investment.

The downside of an ETF: should the market price of one product drop significantly, it might take a while for
the system to detect this loss in value and adjust the ETF. With an actively managed fund, a funds manager
steps in more quickly and can replace the worse asset with another product, for example.

Usually an ETF includes a lot more assets than a fund. So when the value of one company drops, this loss
can be offset by the market prices of other companies in the ETF — and so, the drop is barely noticeable.

On top of this, Susanna can see which assets are included in the ETF at any time. It's possible to invest just a
small, one-off amount or, with a savings plan, as little as 25 euros a month. ETFs can be traded daily, and
there’s no minimum duration.

But watch out! As with all investments, even with ETFs, Susanna must anticipate the many risks involved
and do her research before investing her money.

In any case, Mickey's happy that his Zitrus company is being traded in an ETF - and with the success of his
once-small juice shop.

www.explainity.com www.youtube.com/explainitychannel
www.facebook.com/explainity www.twitter.com/explainity www.instagram.com/explainity

Note: Almost every explainity education clip was produced and published for private, non-commercial use and can therefore be shared without further consent for private purposes
free of charge. For commercial use or educational purposes like screenings for academic institutions (showing the video at school or in an academic setting) the video must be
licensed. The transcripts (texts) are free to use for classes. For further information please visit our website: www.explainity.com/education-project/. Please note that the content of
all video clips and transcripts must not be altered in any way, neither the illustrations nor the content itself. All contents were created to the best of our knowledge and belief at the
time of production. explainity assumes no responsibility for content being up-to-date, complete and valid and is not liable for any errors. © explainity - all rights reserved.




