
A GUIDE TO 
TRADING & 
INVESTING IN 
ETFS
In this guide, we’ll walk you through the basics of ETFs and explain 
how you can trade and invest in them through eToro. 
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Exchange-traded 
funds (ETFs) have 
become extremely 
popular with traders 
and investors in recent 
years for good reason. 
Simple, transparent, 
and cost-effective, 
they offer a 
straightforward way to 
gain exposure to a 
wide range of assets 
including stocks, 
bonds, commodities, 
and real estate. 

Interested in learning more 

about ETFs? This guide to ETFs 

is a great place to start. In this 

guide, we’ll walk you through 

the basics of ETFs and explain 

how you can trade and invest in 

them through eToro. 
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WHAT IS AN ETF?

An ETF, or exchange-traded fund, is a type of investment fund that aims to track 
the performance of a specific stock market index, industry sector, or asset.

ETFs are in many ways similar to mutual funds. However, unlike mutual funds, they are traded on the stock market. 

This means that they can be purchased and sold just like regular stocks. 

There are ETFs available for virtually every asset class, including stocks, bonds, real estate, and commodities.

SOME EXAMPLES OF ETFS INCLUDE:

To buy or sell an ETF, you need a trading account with a stock broker or investment platform.

At eToro, buying and selling ETFs is very straightforward. eToro’s platform is easy to use and offers zero 

commissions* on ETFs as well as low minimum investments. 

This means that investing in ETFs is something that anyone can do. 

The SPDR S&P 500 ETF
(SPY), which tracks the 

performance of the S&P 
500 index. 

The Technology Select 
Sector SPDR ETF (XLK), 
which offers exposure to 

US technology 
companies. 

The SPDR Gold ETF
(GLD), which tracks 
the performance of 

gold. 

*Zero commission on ETFs is only available to UK and European clients of eToro UK 
Ltd. and eToro Europe Ltd. and does not apply to short or leveraged trades. 

PG 02

https://www.etoro.com/discover/markets/etf
https://www.etoro.com/trading/platforms/
https://www.etoro.com/markets/spy/chart
https://www.etoro.com/markets/xlk/stats
https://www.etoro.com/markets/gld/chart
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WHAT ARE THE ADVANTAGES OF ETFS?

There are a number of advantages to investing in ETFs. These include: 

ETFs tend to have extremely low ongoing charges meaning that they can be a great way to invest 
cost-effectively. They are generally much cheaper than actively-managed investment funds 
because they do not have investment managers actively making investment decisions. 

TRANSPARENCY: 

Investing via ETFs is an easy way to diversify your portfolio. Through one security, you can 
potentially gain exposure to hundreds of different individual stocks. For example, the SPDR 
S&P 500 ETF (SPY) offers exposure to 500 different US stocks. 

ETFs can be a very useful asset allocation tool as they can help you gain access to different areas 
of the financial markets including foreign markets, commodity markets, and real estate markets. 
For example, if you’re looking for portfolio exposure to Chinese stocks, you could invest in the 
iShares China Large-Cap ETF (FXI). Similarly, if you’re looking for portfolio exposure to silver, you 
could invest in the iShares Silver Trust (SLV). 

ETFs are very transparent. Unlike mutual funds, investors can see exactly what an ETF holds. 

INSTANT ACCESS TO A WIDE RANGE OF MARKETS: 

DIVERSIFICATION BENEFITS: 

LOW COSTS: 

EASILY TRADED: 
Because ETFs are traded on the stock market, it’s very easy to buy and sell them. You can 
trade ETFs at any time during market hours. 
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https://www.etoro.com/discover/markets/stocks
https://www.etoro.com/trading/market-hours-and-events/
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TYPES OF ETFS

STOCK 
INDEX ETFS:

These are designed to track a particular stock market index such as the S&P 500, the 
FTSE 100, or the Nikkei 225. Examples of stock index ETFs include the SPDR S&P 500 
ETF (SPY), which tracks the S&P 500 index, and the iShares FTSE 100 UCITS ETF 
(ISF.L), which tracks the FTSE 100 index. Investing in stock index ETFs can be a great 
way to gain broad exposure to the stock market at a low cost. 

SECTOR OR 
INDUSTRY 
ETFS:

These are designed to provide exposure to specific areas of the stock market such as 
technology companies, healthcare companies, or financial companies. An example of 
an industry ETF is the healthcare select sector SPDR ETF (XLV), which provides 
exposure to healthcare stocks in the S&P 500 index. 

STYLE 
ETFS: 

These are designed to track stock indexes that are based on a specific investment 
style. An example of a style ETF is the iShares edge MSCI USA quality factor ETF
(QUAL), which invests in large-and mid-cap US stocks that have strong fundamentals. 

BOND 
ETFS: 

These are designed to provide exposure to fixed income securities. They can contain 
all kinds of bonds including US treasury bonds, corporate bonds, high-yield bonds, 
and more. An example of a bond ETF is the iShares Barclays 1-3 year treasury bond 
ETF (SHY), which provides exposure to US treasury bonds. 

COMMODITY 
ETFS: 

These are designed to track the price of a commodity such as gold or oil. An example 
of a commodity ETF is the SPDR gold ETF (GLD), which tracks the performance of 
gold. 

REAL 
ESTATE
ETFS: 

These are designed to track real estate indexes. An example of a real estate ETF is 
the Vanguard real estate ETF (VNQ), which tracks the performance of the MSCI US 
investable market real estate 25/50 index. 

LEVERAGED
ETFS: 

These are designed to provide amplified exposure (2x, 3x, etc.) To the underlying 
shares or market. An example of a leveraged ETF is the Proshares Ultra S&P 500
(SSO), which provides 2x the daily return of the S&P 500 index. Leveraged ETFs can 
magnify your potential investment gains, however, they can also magnify your losses. 

INVERSE 
ETFS: 

These are designed to help investors profit from a decline in the underlying index or 
market. If the underlying index falls, the inverse stock index ETF will rise. An example 
of an inverse ETF is the Proshares UltraPro short QQQ ETF (SQQQ). This ETF rises if 
the underlying index, the NASDAQ 100, falls. Note that this particular ETF is also 
leveraged and provides 3x the regular exposure. 

There are many types of ETFs available to investors today. Some of the main 
types of ETFs include:

https://www.etoro.com/markets/isf.l
https://go.etoro.com/en/dynamic?symbol=xlv&gc=uk_g
https://go.etoro.com/en/dynamic?symbol=qual&gc=uk_g
https://go.etoro.com/en/dynamic?symbol=shy&gc=uk_g
https://go.etoro.com/en/dynamic?symbol=gld&gc=uk_g
https://go.etoro.com/en/dynamic?symbol=vnq&gc=uk_g
https://go.etoro.com/en/dynamic?symbol=sso&gc=uk_g
https://go.etoro.com/en/dynamic?symbol=sqqq&gc=uk_g
https://www.etoro.com/discover/markets/etf
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If you believe that a stock 
market index or asset (such 
as gold) is likely to rise in the 
future, you would open a BUY 

position on an ETF that covers 
that index or asset. This is 
called ‘going long’. 

For example, if you believe 
that the S&P 500 index is 
going to rise over the next 
year, you would open a BUY

position on an ETF such as 
the SPDR S&P 500 ETF (SPY), 
which tracks the performance 
of the S&P 500 index.  

If the S&P 500 index does 
rise, your investment in the 
SPDR S&P 500 ETF (SPY) will 
increase in value, and you can 
close the trade for a profit if 
you wish. However, if the S&P 
500 index falls, the value of 
your ETF will fall as well, 
meaning you will generate a 
loss. 

HOW INVESTING IN ETFS WORKS 

ETF trading and investing is quite simple. Here’s a look at the basics. 

PROFITING FROM 
A RISING MARKET 

If you believe that a stock 
market index or asset is likely 
to fall in the future, you could 
open a SELL position on an 
ETF that covers that index or 
asset. This is called ‘going 
short’. 

You can open a SELL position 
on an ETF by trading 
Contracts For Difference 
(CFDs). CFDs are financial 
instruments that offer traders 
and investors the opportunity 
to profit from the price 
movements of a security 
without actually owning the 
underlying security. 

For example, if you believe 
that the S&P 500 index is 
going to fall over the next 
three months, you could open 
a SELL position on the SPDR 
S&P 500 ETF (SPY), which 
tracks the performance of the 
S&P 500 index.  

If the S&P 500 index does fall, 
you will profit from your short 
position. If the S&P 500 index 
rises, however, you will 
generate a loss. 

PROFITING FROM A 
FALLING MARKET 

A third way you can 
potentially profit from ETFs is 
through dividends.

Dividends are cash payments 
that some companies pay to 
their investors out of their 
profits. Not all companies pay 
dividends but many well-
established companies do. 

If you hold an ETF that invests 
in dividend-paying 
companies, you will receive 
dividends on a regular basis. 

For example, if you hold the 
iShares FTSE 100 UCITS ETF 
(ISF.L) – which has exposure 
to a number of dividend-
paying companies listed on 
the London Stock Exchange –
you will receive regular 

dividends. 

DIVIDENDS
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https://www.etoro.com/trading/cfd/
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*Zero commission on ETFs is only available to UK and European clients of eToro UK Ltd. and eToro Europe Ltd. 
and does not apply to short or leveraged trades. 

ETF FEES

There are two types of fees associated with ETFs. These are:

TRADING 
COMMISSION: 

These are the fees that brokers and investment platforms charge to 

place a trade. On eToro, there are zero commissions* to open and close 

ETF positions. 

SECTOR OR 
INDUSTRY ETFS:

These fees, which are sometimes referred to as the ‘total expense ratio’, 

are charged by the fund company / ETF provider, i.e. iShares or 

Proshares. Ongoing charges are generally very low. For example, ongoing 

charges on the SPDR S&P 500 ETF (SPY) are around 0.095% per year. 
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https://www.etoro.com/trading/fees/
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You can never eliminate risk completely when investing in ETFs, however, there 
are ways to reduce risk. 

One of the most effective ways to reduce risk is to diversify your portfolio. This means spreading your money out
over many different investment assets so that you’re not over-exposed to any single asset. A diversified portfolio
might have exposure to equity ETFs, bond ETFs, and commodity ETFs.

For stock index ETFs, adopting a long-term investment horizon is another strategy that can help reduce the risk of
losing money. In the short term, stocks can be highly volatile. However, in the long run, the stock market tends to
rise. So, generally speaking, the longer you invest for, the less chance you have of losing money.

For short ETF trades, stop losses can also be an effective risk-management tool. Stop losses help minimise
investing losses by closing out losing positions before large losses build up.

RISK MANAGEMENT STRATEGIES 
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RISKS OF INVESTING IN ETFS

The main risk that ETF traders and investors face is market risk or investment risk. This is the risk that the
underlying index or asset falls in value. If you own an ETF and the underlying index or asset falls, the value of your
ETF will also fall.

For example, if you buy a S&P 500 index ETF such as the SPDR S&P 500 ETF (SPY), and the S&P 500 index falls
20%, the value of your investment is also likely to fall by around 20%.

Similarly, if you buy a gold ETF such as the SPDR Gold ETF (GLD) and the price of gold falls 20%, the value of your
investment will also fall by about 20%.

It’s important to note that leveraged ETFs carry additional investment risk.

For example, if you buy a leveraged ETF that offers 2x the exposure to the S&P 500 index and the S&P 500 falls
10%, you are looking at a loss of 20% instead of 10%.

All forms of trading and investing involve some degree of risk and ETF trading 
and investing is no different. 
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HOW TO CHOOSE AN ETF

There are hundreds of ETFs available to investors today. 

When it comes to choosing an ETF, the first thing to do is to define your goals and 
objectives, and your risk tolerance.

Common goals and objectives include:  

Once you have determined your goals and objectives, you can identify an ETF that can help you achieve them and is 
suited to your risk tolerance. 

With hundreds of ETFs to choose from on eToro, including stock index ETFs, sector ETFs, commodity ETFs, and 
inverse ETFs, you’ll find one that matches your requirements. 

You can check out the full range of ETFs eToro offers at the eToro ETF page. 

Investing in the stock market, or a particular sector,                                             
to generate capital growth 

Generating passive income from dividend-paying companies 

Diversifying your investment portfolio across multiple asset 
classes such as equities, bonds, and commodities 

Hedging your portfolio against risks such as falling share 
prices or currency movements 
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HOW TO TRADE ETFS ON ETORO 

Here’s how to place a trade:

ETF trading and investing is straightforward on eToro. 

Z

1. Login or create an online trading 
account by going to www.etoro.com

2. Head to our Markets page, and then 
select ETFs to access the full list of 
ETFs that are available to trade

3. Select the ETF that you wish to 
trade, then select Trade

4. Select BUY or SELL depending on 
the direction you wish to trade

5. Enter the amount of money you wish 
to trade or invest or the number of 
units of the ETF you wish to buy or 
sell 

6. If going short, set a stop loss

7. Select Open Trade

That’s it. It really is very simple. 
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https://www.etoro.com/login
http://www.etoro.com/
https://www.etoro.com/discover/markets
https://www.etoro.com/discover/markets/etf


An ETF, or exchange-traded fund, is a type of investment fund that aims to track the 
performance of a specific stock market index or asset.

ETFs are traded on stock exchanges. This means that they can be bought and sold 
just like individual stocks. To invest in an ETF, you need a brokerage account with a 
stock broker or investment platform, like eToro. 

ETFs are available for virtually every asset class, including stocks, bonds, real 
estate, and commodities. 

ETFs offer a number of advantages including low trading costs, diversification 
benefits, instant access to a wide range of markets, transparency, and ease of 
trading. 

There are many types of ETFs including stock index ETFs, sector ETFs, style ETFs, 
bond ETFs, real estate ETFs, commodity ETFs, inverse ETFs and leveraged ETFs. 

The main type of risk associated with ETFs is market risk. This is the risk that the 
underlying asset or index falls in value. 

The risks of investing in ETFs can be reduced by diversifying your portfolio. 

Trading ETFs on eToro is straightforward. 

eToro’s platform is easy to use and offers zero commissions on ETFs as well as low 
minimum investments. 

SUMMARY
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GLOSSARY 

CFD 
Contract for difference. A financial instrument that 
enables you to profit from the price movements of 
securities without actually owning the underlying 
security

DIVERSIFICATION Spreading your money out over many different 
investments to lower portfolio risk 

DIVIDENDS Cash payments that some companies make to 
shareholders out of their profits 

ETF  
Exchange-traded fund. A type of investment fund that 
aims to track the performance of a specific stock market 
index or asset

GOING LONG (BUY) Buying a security 

GOING SHORT (SELL) Selling a security

INVERSE ETF An ETF that is designed to help investors profit from a 
falling market 

LEVERAGE  
Using capital borrowed from a broker when opening a 
position to increase the potential return of an 
investment.

LEVERAGED ETF An ETF that provides amplified exposure to an index or 
asset 

MARKET CAPITALISATION The total value of a company’s shares 

MARKET RISK The risk that the underlying index or asset falls in value

MUTUAL FUND An investment fund that pools money together from 
many individual investors to purchase securities

RISK The amount of capital exposed on any single trade

RISK MANAGEMENT Focusing on risk when trading in order to minimise 
losses 

SPREAD The difference between the buy and the sell price. This 
is also the cost of placing the trade
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eToro is a multi-asset platform which offers both investing in stocks and cryptoassets, as well as trading CFDs. 

CFDs are complex instruments and come with a high risk of losing money rapidly due to leverage. 75% of retail 

investor accounts lose money when trading CFDs with this provider. You should consider whether you 

understand how CFDs work, and whether you can afford to take the high risk of losing your money.

This information is for educational purposes only and should not be taken as investment advice, personal 

recommendation, or an offer of, or solicitation to buy or sell, any financial instruments. This material has been 

prepared without having regard to any particular investment objectives or financial situation, and has not been 

prepared in accordance with the legal and regulatory requirements to promote independent research. Any 

references to past performance of a financial instrument, index or a packaged investment product are not, and 

should not be taken as a reliable indicator of future results. eToro makes no representation and assumes no 

liability as to the accuracy or completeness of the content of this guide. Make sure you understand the risks 

involved in trading before committing any capital. Never risk more than you are prepared to lose.

Guide correct as of July 2020.
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