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ROB CARRICK: How balanced ETFs

are rewiring investor brains – for better,
and for worse
BY ROB CARRICK, PERSONAL FINANCE COLUMNIST

No investment product has done
more good in the past 20 or so years
than the balanced ETF.
Investors are pouring money into
these exchange-traded funds
because they take the guesswork out
of building a portfolio. Balanced ETFs,
also called asset allocation ETFs,
come in a bunch of different mixes of
stocks and bonds. Pick the one that
suits your needs, add money when
you can and let the markets do their
work of creating long-term wealth.
I’ve never seen a product engage
investors like balanced ETFs,
particularly retirees. The questions
I’m getting from readers suggest
investors are thinking in depth about
how these products are constructed
and how suitable they are in today’s
investing environment.
There may be some overthinking
going on, though. A lot of investors
I’ve heard from like the idea of
balanced ETFs, but not the fact that
most of them have a substantial
weighting in bonds.
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In a recent column, I discussed
the case of a reader on the edge
of retirement who was looking at
balanced ETFs with an 80-20 mix of
stocks and bonds and wondering if
that was too tame in a world of ultra
low interest rates. My answer, a flat
no, prompted another question from
someone else near retirement who
wondered about an all-equity asset
allocation ETF (offers exposure to
stocks from around the world).

The GICs are a practical way to
avoid having to sell hard-hit stocks to
provide retirement income. But they
don’t address the sense of dread
people feel when their investments are
plunging in value. For that, you need
bonds. When stocks sink, they float.
A couple of alternatives for the
investor who chafes at bonds in a
balanced ETF: Look for a balanced
ETF with a 70-30 mix of stocks and
bonds, or pick a suitable balanced
ETF and add a complement to
juice the bond yield. Maybe an ETF
holding long-term bonds, corporate
bonds (investment grade or high
yield) or emerging market bonds.
The all-stocks approach looks rational
now, but most investors will regret it on
the first day of the next bear market.

“What about having everything in
[an all-stocks balanced ETF], but with
four to five years worth of needed
income during retirement set aside in
guaranteed investment certificates?”
this person asked.
For the right sort of investor, that could
work. I’m thinking of someone who
is experienced enough with investing
that they can watch a portfolio plunge
20 or 30 per cent and not be tempted
to sell in a panic because they have
GICs as a backstop.
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Commissions, trailing commissions, management fees, brokerage fees and expenses may be associated with investments in mutual funds and ETFs. Please
read the mutual fund’s or ETF’s prospectus, which contains detailed investment information, before investing. The indicated rates of return are historical
annual compounded total returns for the period indicated including changes in unit value and reinvestment of distributions. The indicated rates of return do
not take into account sales, redemption, distribution or option charges or income taxes payable by any unitholder that would have reduced returns. Mutual
funds and ETFs are not guaranteed. Their values change frequently, and investors may experience a gain or a loss. Past performance may not be repeated.
The statements contained herein are based on information believed to be reliable and are provided for information purposes only. Where such information is
based in whole or in part on information provided by third parties, we cannot guarantee that it is accurate, complete or current at all times. It does not provide
investment, tax or legal advice, and is not an offer or solicitation to buy. Graphs and charts are used for illustrative purposes only and do not reflect future
values or returns on investment of any fund or portfolio. Particular investment strategies should be evaluated according to an investor’s investment objectives
and tolerance for risk. Fidelity Investments Canada ULC and its affiliates and related entities are not liable for any errors or omissions in the information or
for any loss or damage suffered.
Certain statements in this commentary may contain forward-looking statements (“FLS”) that are predictive in nature and may include words such as “expects,”
“anticipates,” “intends,” “plans,” “believes,” “estimates” and similar forward-looking expressions or negative versions thereof. FLS are based on current
expectations and projections about future general economic, political and relevant market factors, such as interest and assuming no changes to applicable tax
or other laws or government regulation. Expectations and projections about future events are inherently subject to, among other things, risks and uncertainties,
some of which may be unforeseeable and, accordingly, may prove to be incorrect at a future date. FLS are not guarantees of future performance, and actual
events could differ materially from those expressed or implied in any FLS. A number of important factors can contribute to these digressions, including, but not
limited to, general economic, political and market factors in North America and internationally, interest and foreign exchange rates, global equity and capital
markets, business competition and catastrophic events. You should avoid placing any undue reliance on FLS. Further, there is no specific intention of updating
any FLS, whether as a result of new information, future events or otherwise.
From time to time a manager, analyst or other Fidelity employee may express views regarding a particular company, security, and industry or market sector.
The views expressed by any such person are the views of only that individual as of the time expressed and do not necessarily represent the views of Fidelity
or any other person in the Fidelity organization. Any such views are subject to change at any time, based upon markets and other conditions, and Fidelity
disclaims any responsibility to update such views. These views may not be relied on as investment advice and, because investment decisions for a Fidelity
Fund are based on numerous factors, may not be relied on as an indication of trading intent on behalf of any Fidelity Fund.
This information is for general knowledge only and should not be interpreted as tax advice or recommendations.
Every individual’s situation is unique and should be reviewed by his or her own personal legal and tax consultants.
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