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ETFs 30th anniversary
Heading into its fourth decade, Canadian financial innovation gathers momentum

DESPITE HISTORIC MARKET DECLINES, Q1 ETF INVESTMENT
REMAINS POSITIVE
A

pril arrived along with a
ferocious bear market, but surprisingly, Canadian exchange-traded
funds (ETFs) saw more investment in
than out in March. It was a continuation of a longer-term trend, favouring
ETF investments even in the face of
extreme market forces.
High-interest savings account ETFs
attracted almost $4-billion last year,
and one factor at play was “bottom
feeding,” investors shifting cash into
equity markets hitting valuations
they consider more reasonable.
But the data trends show that this
is also an intensification of other
changes that have been underway
for some time. While ETFs are now
30 years old in Canada, the past
five years have seen an overall
shift in the way they’re used, says
Steve Hawkins, president and CEO
of Horizon ETFs, and chair of the
board of the Canadian ETF Association (CETFA). “I think investors
were waiting for this correction to
happen.
“ETFs have empowered investors
and advisers to be able to make
asset allocation decisions swiftly
and efficiently; to trade in and out
of markets as they want, depending
on their views. Five years ago, ETF
investment was largely institutional;
today, ETFs are the investment
vehicle of choice for retail investors
as well.”
Another primary driver of ETF
popularity is increasing fee awareness among investors and advisers,
explains Mr. Hawkins. “With the
implementation of CRM2 (a regulatory framework for investment fee
disclosure), fees have become much
more important for clients in under-

Considered a win for long-term Canadian investors, ETF providers are challenging the marketplace to
continue to compress fees across the board. ISTOCK.COM

Five years ago, ETF
investment was largely
institutional; today,
ETFs are the investment
vehicle of choice for
retail investors as well.
Tyler Mordy
President and CIO of Forstrong
Global and a CETFA board
member

standing their ultimate returns. The
majority of investment advisers are
now fee-based; five years ago, the
majority were commission-based.”
The introduction of a vast array of
new products has made it possible
to access any investment strategy in
an ETF wrapper, he adds.
ETFs outsold traditional mutual
funds in 2018 and 2019; in the first
three months of 2020, the pace
intensified. “We’re not seeing this
new investment in the capital markets being put into mutual funds.
It’s being put into ETFs. The same

ETFs: WHERE WE ARE

is true in Australia, the U.S. and the
U.K. – it’s global.”
ETF providers are challenging the
marketplace to continue to compress fees across the board, which
is a win for Canadian investors over
the longer term. For now, says Mr.
Hawkins, “ETFs are better tools for
investment advisers to create portfolios for clients focused on ultimate
returns.”
The trends at play today have
their roots in the 2008 global
financial crisis, says Tyler Mordy,
president and CIO of Forstrong
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EQUITY:

Canada 21%

Canada 36%
United States 35%
Global 9%
DM Regional & Country 4%
Emerging Markets 4%
DM: Broad 12%

United States 21%
International 17%
Multi-Asset 3%

Commodities 1%

Fixed Income 38%

Inverse/Levered 0%

FIXED-INCOME ETF
FLOWS BY TYPE
Canada Aggregate 31%
Canada Government 11%
Canada Corporate 17%
Cash Alternative 7%
Preferred/Convertible 8%
Sub-Investment Grade 6%
Foreign 8%
U.S./North America 11%

Global and a CETFA board member.
“The game-changing benefit of
this financial innovation is that, by
the time we emerged from the last
financial crisis, it became evident
that investors could build truly globally diversified portfolios exclusively
with ETFs. In the last five years,
we’ve seen these trends accelerate.”
Since the emergence of COVID-19,
he says, investors have used
ETFs to fulfill a variety of strategies, including implementing risk
management approaches. “The
ETF structure is resilient and solid;
it doesn’t cause systemic risks.
For example, the bond market has
become very illiquid, but bond ETFs
have continued to trade and provide
a crucial source of liquidity.”
Each time a market crisis arises,
ETFs attract criticism, he says, and
“come under fire for causing ‘systemic risks.’ It’s viral misinformation, and I’m always shocked at the
widespread level of misunderstanding in the investment community.
Many investors mistakenly believe
ETFs are ‘forced sellers,’ a complete
lack of understanding of ETF mechanics. ETFs are designed to follow
trends, not make them, which is
why they are called ‘trackers’ in
Europe. And most ETF trading takes
place on secondary exchanges,
without impacting the liquidity of
the underlying securities.”
ETFs are also proving more
“sticky” than mutual funds in terms
of asset flows partly because of
their portfolio-building convenience, says Mr. Mordy. “It’s far
easier to stay the course when
you’re in a balanced, diversified
portfolio.”

EQUITY ETF FLOWS
BY SECTOR

Financials 39%
Real Estate 21%
Health Care 10%
Utilities 9%
Materials 9%
Technology 5%
Energy 4%
Other 2 %

FIXED-INCOME ETF
FLOWS BY MATURITY
Broad/Mixed 51%
Ultra Short Term 6%
Short Term 20%
Mid Term 9%
Long Term 5%
Real Return 2%
Target Maturity 1%
Cash Deposit 7%

Data supplied by The National Bank of Canada, Financial Markets, Canadian ETF Flows, March 2020
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ETFs: WHERE WE’RE HEADED

DIY 6%
Has adviser 6%
Has robo 11%
Family only 3%
Has planner 6%

PERCENTAGE OF RESPONDENTS USING ETFs
11%
10%

ETF usage by retail investors has seen incremental
growth over time, with sharp increases following
the implementation of regulations requiring greater
fee disclosure.
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Insurance 3%
Manufacturer 6%
Bank 7%
Credit union 3%
Independent 7%
Online 37%
Don’t know 2%

ETF USAGE BY
INVESTABLE ASSETS

Below 100K 3%
100K-250K 9%
250K-500K 11%
500K+ 21%

ETF USAGE BY REGION
Alberta 7%
British Columbia 7%
Manitoba 4%
New Brunswick 3%
Newfoundland and Labrador 3%
Nova Scotia 3%
Northwest Territories 20%
Nunavut 0%
Ontario 8%
Prince Edward Island 3%
Quebec 4%
Saskatchewan 4%
Yukon 15%

Credo Consulting has been surveying Canadians about their finances each month since late 2015. Where we’re headed and ETF Usage charts data reflect their most recent responses.

Supporting the growth,
sustainability and integrity
of Canada’s ETF industry.
Visit cetfa.ca for up-to-date and detailed industry statistics, news and member information,
or call 1-877-430-2532.

Comprehensive
ETF suite
Designed for
Canadians
Canadian
expertise
As one of Canada’s leading asset managers, we oﬀer over 30
ETFs across active, strategic beta and index solutions. Our
cost-eﬀective Canadian-listed ETFs track indexes designed
with Canadian investor needs in mind. Based in Canada, we
oﬀer local expertise and investment support.

ETFs made for Canadians by Canadians.
That’s better together.
Contact your Mackenzie representative for details or visit
mackenzieinvestments.com/ETFs

Commissions, trailing commissions, management fees, brokerage fees and expenses may be associated with investment funds. Investment funds
are not guaranteed, their values change frequently and past performance may not be repeated.

