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Barclays Global Investors’ iShares exchange traded funds (etFs) sprung out of nowhere six months 
ago to move to centre stage as local investors zoom in on their cost-effective, high-variety formula.
MIchelle BaltaZar writes.

In the world of finance, fund managers 
either become part of history or they 

help re-write it. Helping to champion 
index funds 30 years ago puts Barclays 
Global Investors (BGI) in the latter cate-
gory and it’s still blazing the trail today 
through its exchange traded funds (ETFs) 
called iShares.

 Sounds like hyperbole but then again 
who knew back in the 1970s that index 
managed funds would become a multi-
trillion dollar industry? In the same way, a 
closer look at how iShares ETFs are struc-
tured suggests they too will change the 
way investors buy into global markets. 

 Investors overseas have cottoned on 
to this and now Australians have their 
chance to climb on board.

 
why trade iShares?
 In a nutshell, iShares are a cost-effective 
alternative to investing in international 
equities. Take US equities for example. 
While a traditional US equities managed 
fund could cost 1.78 per cent of your net 
assets per year, an equivalent iShares 
fund would cost only 0.09 per cent or 20 
times less.

 No wonder a wide variety of industry 
players are buying iShares. “Fund man-
agers, transition managers, hedge funds 
and multi-managers, as well as advisers 
and private wealth managers, all use 
ETFs to manage the volatility in their 
portfolio,” said Tim Bradbury, co-head of 
iShares Australia.

 “Diversification is king so with the 
volatility spikes we’ve seen in the last six 
to seven months, you see the use of ETFs 
increase globally” he added.

 It could be the market volatility or the 
cost but the take up of ETFs have shot 
through the roof. New Morgan Stanley 
data show that the average trading vol-
umes of ETFs worldwide jumped 53.3 per 
cent to $96 billion in the three months to 
March this year. The total global ETF 
assets under management is around  
$840 billion as at April, of which $413 bil-
lion or around 50 per cent are managed 
by iShares.

More control, more customised
In Australia, self managed super fund 
(SMSF) trustees are leading the charge. 
“We’ve always thought that iShares 
would be a great vehicle for SMSFs and 
when we looked at our register, more 
than half of the people that bought 
iShares have done so on behalf of an 
SMSF,” said Bradbury.

 “This reinforces the fact that the aver-
age SMSF has very little allocated to 
international equities. People know they 
should be buying more global exposure 
and tapping into markets we don’t have 
here and iShares have become a great 
tool for them.” 

 Financial planners are also fans par-
ticularly after the credit crunch brought 
home the value of transparency and bet-
ter control over their clients’ portfolios.

 “Thinking of some of the blow ups 
over the last couple of years, to be able to 
look through and see what underpins the 
investment and know exactly what the 
cost of it is, are of value to an investor,” 
said Bradbury.

Being able to tailor global portfolios is 
a big plus. “Financial intermediaries 

probably have been a little under serv-
iced in terms of global equity offerings,” 
he said, continuing, “What I mean by this 
is that intermediaries would always say 
‘we like your global equities fund, but 
can we just have just the US exposure?’ 
or ‘can we just have the European and 
not the US?’ or just emerging markets? So 
iShares are fantastic tools to build cus-
tomised portfolios.”

 
Investing in hard to reach markets
 Bradbury said iShares have also become 
popular because they offer access to hard 
to reach markets or those where there are 
limited products available, such as in 
China and the emerging markets region.

 For example, for a low 0.74 per cent 
of your net assets in the fund per year, 
an investor can access China’s top 25 
index through iShares FTSE/Xinhua 
China 25 ETF, which returned 36 per 
cent per year over three years. Similarly, 
investing in the iShares MSCI Emerging 
Markets would cost 0.74 per cent and for 
that, you get 24 per cent return per year 
over three years. 

 “There is no minimum trade size 
when buying iShares ETFs For example 
with the iShares MSCI Emerging Mar-
kets, you can buy whatever size you like, 
all in just one trade so it’s nice and easy to 
settle,” said Bradbury.

 And because emerging market iShares 
are listed on the ASX, they are settled like 
a normal ASX trade and can go straight 
into the client’s custodial account or mar-
gin loan account. Most major margin lend-
ers have approved iShares.

In other words, iShares are a fairly 
cheap and simple strategy for what tradi-
tionally could have been a cumbersome, 
costly and complex trade.

 
debunking etF myths
 A discussion on ETFs is not complete 
without a discussion on where they sit in 
an active-passive investment strategy.

 “Some people say ‘I don’t use index 
funds, I choose all my active managers’ 
however the reality is that there may 
not be active managers for the exposure 
wanted, and iShares can give that to 

you and you’ll have more control,”  
said Bradbury.

 “In terms of the core-satellite theme, 
people often want passive managers in 
their portfolio. iShares fit that model bril-
liantly and the investor can choose some 
of the active managers around the out-
side,” he added.

 The liquidity of ETFs is also often mis-
understood. “We’ve been around for six 
months and the trading volumes are 
increasing but people look at that and 
think iShares are illiquid when the reality 
is, ETFs are one of the most liquid vehi-
cles on earth.”

 “The liquidity of the global share 
markets that we can bring to the ASX is 
massive. A lot of people say they want to 
see a lot of depth on both sides of a stock. 
Once you describe to them the liquidity 
of iShares ETFs, that myth is busted.”

 In the end, local investors still have a 
lot to learn about how iShares ETFs work. 
But with a ten-year track record, 14 
iShares products already on the ASX and 
plans to launch more ETFs in the future, 
BGI looks set to repeat history, transform-
ing the investment landscape today just 
as they did 30 years ago. n

tim Bradbury

cost of managed fund vs. cost of iShares
  Market category average fund cost (% p.a.) iShares cost (% p.a.)

Japanese shares 1.58 0.52

Emerging market shares 1.86 0.74

US shares 1.78 0.09

Global shares 1.87 0.40

China shares 1.83 0.74

Asia ex-Japan shares 1.86 0.51–0.68
Source: Morningstar
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