
QUARTERLY COMMENTARY
Notes from the NewSquare Community 

Why use ETFs over mutual funds? The advantages 
are many. Two of them—lower costs and lower 
capital gains taxes—are hugely important.
Exchange-traded funds have shown tremendous growth since their 
introduction in the early 1990s. In 2019, assets invested in ETFs 
surpassed $6 trillion*. Why? ETFs, though similar to mutual funds in 
several ways, may give investors an edge. 

You probably know that ETFs tend to have lower expense 
ratios—the amount that shareholders pay annually for expenses 
and management fees. Perhaps it is not obvious that ETFs can be 
much more tax e�icient than mutual funds. Those tax savings can 
have a sizable e�ect on your investment returns. 

“As someone who was involved from the 
beginning in the development of ETFs, I believe 
they represent the most innovative investment 
vehicle in the modern era.” 

—Joseph S. Rizzello, Chairman, NewSquare Capital

In 1985, Joseph led the team at the Philadelphia Stock Exchange that 
created the forerunner to the first exchange-traded fund (ETF). Later, at 
Vanguard, he played a key role in the e�ort that led to their eventual 
launch of ETFs.
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Tax burden: ETFs vs. mutual funds

The di�erence lies in the structure of the two investment products. 
ETFs were deliberately structured to combat one of the key 
disadvantages of mutual funds: the tax burden of capital gains, 
from actions taken by other investors in a mutual fund.

When mutual fund investors sell their shares, the fund manager 
has to sell assets to raise cash. In today’s environment, where most 
stocks have appreciated significantly over many years, that is likely 
to trigger taxable capital gains distributions, adding to the tax 
burden of the fund’s remaining shareholders.

ETFs work di�erently. When investors buy or sell shares of an ETF, 
the vast majority of trading takes place directly between buyers 
and sellers on an exchange. That, along with the ability to utilize 
the unique ETF creation/redemption feature,1 minimizes the 
chance of capital gains distributions because, unlike in a mutual 
fund, ETF managers generally aren’t forced to sell securities. 
Bottom line: There is a low probability that you will pay an annual 

capital gains tax on an ETF. With mutual funds, it’s likely you will be 
paying capital gains tax in many of the years you own the fund, 
whether you sell shares or not.

The di�erence is stark. In 2018, 62% of U.S.-listed mutual funds 
paid out a capital gain, according to Morningstar, and in five of the 
last six years, more than half of mutual funds paid out capital gains. 
For ETFs, the 2018 number was just 6.2%. The number of ETFs with 
capital gains distributions hasn’t been above 10% for at least the 
past 10 years (see Fig. 1).

Fig. 1: ETFs vs. Mutual Funds: Percentage of Funds that Paid a Capital Gain

% of ETFs that paid a capital gain

Source: Morningstar, as of 12/31/2018.

% of Mutual Funds that paid a capital gain

Pe
rc

en
ta

ge

1ETFs have a unique creation/redemption mechanism. Authorized participants create or redeem shares of an ETF directly with the ETF provider in creation units, which are 
generally exchanged in-kind for baskets of the underlying securities and/or cash. 

Capital gains distributions by mutual funds have been particularly 
high in recent years. With the run-up from a long bull market, many 
holdings have appreciated significantly. Meanwhile, investors have 
pulled a lot of money out of funds, especially actively managed 
funds, forcing those managers to sell positions and distribute 
capital gains to the smaller group of remaining shareholders. 

Measuring the impact

You can see the expense ratio for any fund, as that information is 
publicly available. However, taxes on capital gains distributions are 
a lot easier to overlook. They’re provided to you at year-end and 
need to be reported as income on your tax return. The impact to 
your tax liability can be significant.

Fig. 2 on the next page shows the hypothetical di�erence, or “tax 
alpha,” of an ETF over a mutual fund tracking the same index. Each 
recorded a 10% return, but the mutual fund’s short-term capital gain 
dividend, assuming a 24% tax rate, reduces the total return by 1% 
each year. Over 10 years, that 1% would pull approximately $225,000 
out of the $1,000,000 portfolio, turning it over to Uncle Sam.

At NewSquare Capital, we use ETFs for many reasons. They help us 
with diversification in a transparent, accessible way, and they 
provide liquidity. But the biggest benefit to our investors may be 
that ETFs provide a cost-e�ective, tax-e�icient way to help them 
achieve their long-term investment goals. 

(Continued on page 2)
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What is an ETF?
Exchange-traded funds (ETFs), which debuted in 1993, are 
investment securities that allow individuals to pool their money 
to invest in stocks, bonds, or other assets. Unlike mutual funds, 
ETFs can be bought and sold throughout the day on stock 
exchanges. Most ETFs track a specific index, and the universe of 
ETFs is ever-expanding, o�ering more and more options for 
investors. In 2019, the rapidly growing ETF market topped $6 
trillion* in assets under management, more than double the 
amount of just four years ago.

Fig. 2: Hypothetical Example of “Tax Alpha”

ETF Mutual Fund

Shares 50,000 50,000

Investment value at start of year ($) 1,000,000 1,000,000

Investment return (%) 10.0 10.0

Fees (%) 0.05 0.05

Value a�er fees before taxes ($) 1,099,500 1,099,500

Return a�er feex before taxes (%) 9.95 9.95

Short-term capital gain divdend per share ($) 0.00 0.83

Short-term capital gain divdend value ($) 0.00 41,500.00

Short-term tax rate (%) 24 24

Tax liability ($) 0 9,960

Value a�er taxes ($) 1,099,500 1,089,540

Return a�er taxes (%) 9.95 8.95

Di�erence or “tax alpha” (%)            1.00
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*Statistical data sourced from: Bloomberg, L. P., Morningstar, and NewSquare Capital, LLC
NewSquare Capital is an SEC registered investment advisor. Registration of an investment advisor does 
not imply any specific level of skill or training. For additional information regarding NewSquare Capital, 
please obtain the Form ADV, Part 2, which is available through your investment adviser representative or 
online by visiting www.adviserinfo.sec.gov.
Please remember, past performance may not be indicative of future results. Investing in any investment 
vehicle carries risk, including the possible loss of principal, and there can be no assurance that any 
investment strategy will provide positive performance over a period of time. The asset classes and/or 
investment strategies described in this commentary may not be suitable for all investors.
The opinions expressed herein are those of NewSquare Capital as of the date of writing and are subject 
to change. The material is for informational, discussion purposes only, and does not represent an o�er 
to buy or sell any investment.
Due to various factors, including changing market conditions and/or applicable laws, the content may 
no longer be reflective of current opinions or positions. Moreover, you should not assume that any 
discussion or information contained in this commentary serves as the receipt of, or as a substitute for, 
personalized investment advice from NewSquare. To the extent that a reader has any questions 
regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is 
encouraged to consult with the professional advisor of his/her choosing. NewSquare is neither a law 

Market Review
Despite some notable corrections, particularly in May and August, 
U.S. equities recorded a strong 2019, with the S&P 500 Index 
advancing approximately 31%. Many asset classes advanced, from 
stocks to commodities to fixed income. Within equities, large-cap 
and growth-oriented stocks led the way, but mid-cap and 
small-cap indexes also posted double-digit gains. 

In fixed income, 2019 was the best year for U.S. aggregate bond 
returns since 2008. Yields fell in the low-interest environment, and 
while generating income was di�icult, bond valuations rose, driving 
the Barclays Capital U.S. Aggregate Bond Index to an 8% gain. 

As we o�en point out, short-term periods such as quarters and 
calendar years are arbitrary measures, revealing much less about a 
market or a portfolio than a five- to 20-year full market cycle. 
Consider that by adding on the di�icult fourth quarter of 2018, the 
S&P 500’s 15-month return drops to a still-solid but much less 
impressive 13%. And remember, as good as 2019 was, 2018 was 
one of the worst on record in one aspect, as the vast majority of 
asset classes declined.*

What a di�erence a year makes! One year ago, in our commentary, 
we implored you not to panic. Heading into 2020, our advice may 
seem di�erent—it’s less about potential panic and more about not 
getting too carried away—but in reality, it’s much the same. Don’t 
concern yourself with short-term ups and downs. Instead, stay 
disciplined. It sounds easy, but it can be di�icult to truly employ 
over time. Do what you can to keep your focus on the long term 
and position your portfolio so it can capitalize on opportunities 
and protect your money, no matter where the market goes.

Portfolio Discussion
During the fourth quarter and calendar year 2019, the bulk of our 
portfolios remained largely steady. We made some trades across the 
board throughout the year, concentrated in sectors as well as sub-asset 
classes, but our broad asset allocation largely remained unchanged.

firm nor a certified public accounting firm, and no portion of the newsletter content should be 
construed as legal or accounting advice.
If you are a NewSquare Capital client, please remember to contact NewSquare Capital, in writing, if 
there are any changes in your personal/financial situation or investment objectives for the purpose 
of reviewing/evaluating/revising our previous recommendations and/or services. Any o�er to invest 
in the firm’s investment strategies can be made by a written agreement only.
The information in this document is intended for U.S. residents only. Before investing, an investor 
should carefully consider the portfolio objectives, risks, charges, and expenses. For more information 
on NewSquare Capital and its investment strategies, visit newsquarecapital.com
Exchange-traded funds (ETFs) carry risks associated with the underlying securities and intent of the 
fund including but not limited to market risk, foreign political risk, and trading risk. The tax e�iciency 
and low cost of the ETF may be eroded by active trading over time. Please speak with your advisor 
about risks. Transactions in shares of ETFs may result in brokerage commissions and will generate 
tax consequences. All regulated investment companies are obliged to distribute portfolio gains to 
shareholders. Carefully consider the Funds’ investment objectives, risk factors, and charges and 
expenses before investing. This and other information can be found in the Funds’ prospectuses or, if 
available, the summary prospectuses. Read the prospectus carefully before investing. 
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