
What is an ETF?

Not all ETFs work the same way
Passive ETF

Aims to replicate, not outperform

Active ETF

Cash-based ETF Synthetic ETF

Does not directly own the
assets

Before you buy,
know the risks

Example
If the STI falls 10%, an STI-
tracking ETF falls
approximately 10%

Your returns may come from:

Capital
gains

Income
distributions

The value of ETF
units can rise or fall

Like buying a tiny
slice of every
company in an ‘index’

‘Index’ measures
how investments are
performing

Most ETFs track a
specific index, not try
to outperform it

One fund can give
exposure to many
assets and at lower
fees and charges

ETFs trade on the stock exchange throughout the trading day

Many investors... pool money
into one fund...

ETF

which invests
according to a stated

objective...

giving investors broad
exposure through one

purchase

ETF
UNITS

e.g. Track the STI

EXAMPLE: STI

An STI-tracking ETF
gives exposure to
the 30 largest
companies on SGX

FUND

Tracks an index

Usually has lower
management fees

ETF Manager makes
investment decisions

Aims to outperform an index

Carries higher costs and
manager-dependent risk

The structure is simpler
Main structural risk is market
risk Adds counterparty

risk X@

On SGX, synthetic ETFs are tagged “X@" Read the specific risks before
investing

Buys and holds the actual
assets

Uses derivatives such as swaps

ETFs are not principal-
guaranteed
You may lose all or a substantial
amount.

Market risk
Your ETF rises and falls with
the index

2 Tracking error
The ETF may not replicate
the index perfectly

Foreign exchange risk
Currency movements can
affect SGD returns

Liquidity risk
Selling at a fair price may be difficult 

Price vs Net Asset Value (NAV)
divergence
The traded price can differ
from underlying asset value

6 Securities lending risk
Some cash-based ETFs lend
out securities

Counterparty risk
Synthetic ETFs may suffer losses
if a swap counterparty defaults
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Why investors
use ETFs
ETFs can make broad market exposure simpler.

1 Instant
diversification

One ETF can cover
many companies or

assets

2 Lower fees

Passive ETFs usually
cost less than

actively managed
funds

3 Trading
flexibility

Buy and sell ETF
units during the

trading day

4 Transparency

ETF holdings are
disclosed
regularly

Simpler ETFs =/= Risk-free ETFs

Want diversified
exposure

Read the Product Highlights
Sheet

Read the latest factsheet

Compare Total Expense
Ratio

Check tracking error
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Should you
invest in an ETF?

ETFs may suit
you if you:

Prefer lower-cost
passive investing

Have time to absorb
volatility

Accept the risk of
loss

ETFs may be less
suitable if you:

Cannot tolerate
day-to-day price
volatility

Need guaranteed
regular income

Want to actively
outperform the
market

Before investing, check:

Browse ETFs on SGX

ETFs can be useful,
if you know what you are buying.
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