
Harnessing the Power of
ETFs for Retirement

Investors



cabotwealth.com | 2

While many ETF investors have a long-term view of the market when allocating their retirement accounts, 
there’s another way to use ETFs to capture gains in shorter timeframes.

Even if you have no desire to day trade, you can still profit from advances in indexes, asset classes, 
sectors, industries, regions, market capitalizations and themes by using ETFs.

Swing trading is the process of capturing a price move that takes place over a day to several weeks, or 
sometimes months. 

You’ll find many advantages of swing trading ETFs. 

• Liquidity: Many ETFs have billions under management and trade hundreds of thousands 
of shares or more each day. This means you can generally buy and sell whenever you are 
ready, without waiting for someone on the other side of the trade. 

• Diversification: It can be difficult to thoroughly research all the stocks you’re considering. 
In addition, an ETF gives you access to a wider range of stocks tied to a particular index, 
sector, region, market cap or theme, which is likely a broader selection than you would 
typically make using individual securities.

• Ease of trading: Because ETFs trade during market hours, just like stocks, you can be 
more nimble than you can with mutual funds, which only price once a day, after the 
market close. 

• Choices: Whereas you’ll often focus on index or passive funds for your core strategic or 
tactical allocations, you can explore other themes with your trades. For example, there 
are ETFs tracking 5G, blockchain, pet care, video games and lumber, just to name a few. In 
other words, the choices are wide and varied. 

• Transparency: ETFs are required to publish holdings daily. You can find these on the 
fund sponsor’s website. Notably, Cathie Wood’s ARK ETFs send out an email every night 
detailing all the day’s trades and current holdings. This is critical for understanding 
whether an ETF is adhering to its investment objective or drifting. It also tells you if you 
have too much overlap in your holdings, rather than using your trades to express a 
specific point of view or to add alpha. 

• Risk management: Because ETFs are traded intraday, you can use stop-loss or limit 
orders to manage downside risk. You can’t do this with mutual funds. 

• Hedging and shorting: Inverse ETFs allow you to short an index. Leveraged ETFs seek 
a multiple of the performance of the index or benchmark they track. You can even buy 
a leveraged inverse ETF. Other ETF products have built-in hedging if you are concerned 
about protecting yourself in a market decline. 
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• Smoothing volatility: Because an ETF tracks a basket of securities, you smooth the 
volatility inherent with stock trading. This doesn’t mean you lose the opportunity for big 
gains. If your ETF components represent outperforming securities, you’ll capture gains if 
they are weighted heavily enough. 

• Low fees: Index ETFs, especially, have low trading costs and management fees. These 
can go up with an actively managed ETF, so it’s always a good idea to understand the fee 
structure of these investments. 

For those who like to get under the hood and understand their investments, the very structure of an ETF 
makes these advantages possible. 

For example, ETFs were originally designed for retail investors, but institutions have a major role 
in liquidity. Institutional investors who invest in ETFs can buy or sell creation units, the tranches of 
underlying shares that constitute the funds. 

That’s a mechanism institutions can use if the ETF’s price becomes misaligned from the net asset value.

What To Look For
Not every ETF has the same degree of liquidity. For instance, while corporate bond ETFs are more liquid 
than individual bonds, fixed-income ETFs may have less liquidity than equity ETFs.  That’s because, 
generally speaking, the bond market is less liquid. Bid-ask spreads in the bond market are wider than 
you’ll typically find in stocks, especially large caps with a large number of shares in the float.

However, an ETF is a preferable way to invest in the bond market, as a fund sponsor is able to get better 
pricing on its component securities than an individual can. 

If you’re not day trading, it probably won’t make a tremendous difference if the price at which you buy 
or sell is somewhat higher or lower than the moment when you hit the button. But it can help your 
swing trading if you understand something about the mechanisms of ETFs, and how various asset 
classes are different. 

Technical Analysis
Here’s where ETF traders can get an edge. Just as you can use various technical indicators and chart 
patterns to trade stocks, you can do the same with ETFs. 
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Moving Averages
A moving average shows you the average price of an ETF over a particular period. The 50-day and 200-
day lines are often used to gauge medium- or long-term support, but charting software allows you to 
incorporate shorter trend lines, such as the 5-day, 10-day, or 21-day averages. 

Support at a key moving average can show you whether institutions are stepping in to buy more shares 
on the dip. If an ETF breaks through a key moving average, it can indicate a lack of conviction and the 
possibility for more selling. 

In addition, if a shorter average crosses above a longer line, it is a bullish indicator. If the reverse occurs, 
and a shorter line crosses below the longer line, it’s generally bearish.
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Relative Strength
Different programs have their own ways of presenting relative strength. 

One popular measure is the Relative Strength Index, which gauges the magnitude of price changes to 
determine whether a stock or ETF is oversold or overbought. The RSI is an oscillator, or line, that moves 
between two points, and features a reading between 0 and 100. 

Traditionally, a measure of 70 or above can indicate whether a security is overbought and may be trading 
at a high valuation. A reading of 30 or below may mean it’s oversold. 

Other charting programs use a Relative Strength line to compare a stock or ETF’s price momentum 
relative to the broader market. One caveat: If the broader market is defined as the S&P 500 and your 
ETF represents an asset class other than large-cap domestic equities, then take this measure of relative 
strength with a grain of salt. 
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Chart Patterns
Chart patterns such as a flat base, pennant or flag formation, cup with or without handle, or a double 
bottom are some of the more common ways to identify an ETF that may be setting up for further gains. 

In the past, it was more difficult to identify these patterns on a chart. However, in the past few years 
artificial intelligence has been incorporated into many charting programs, which can help you spot these 
more easily.

The key is knowing the proper buy point in each situation and understanding the current market cycle. 
Often, but not always, bases and patterns will form during a broad market downturn. Occasionally a 
stock will pull into a base for seemingly no reason, as there’s no news or anything obviously negative 
that you can find. 

In those cases, it may simply be a matter of institutional investors taking profits or spotting a sector 
rotation. Don’t fight the patterns. Instead, wait for a proper buy point, preferably during a broad 
market rally. 
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Trading Volume
Big institutions, not retail investors, drive big trading volume in ETFs. While this may not be as important 
in ETFs as in individual stocks, it’s still worth keeping an eye on volume,

Put simply: Heavier-than-normal trading volume is a sign that institutions are buying. Forget the 
“meme stock” craze. Yes, occasionally vast numbers of retail investors band together to push a price 
higher or lower, but that’s far from typical, despite the news media attention. 

In addition to tracking daily or weekly trading volume on your chart program, you can also watch the 
average number of shares that change hands on a given day. Not all ETFs are created equal in this 
regard. An ETF with low trading volume may be less liquid than something much bigger, such as the SPDR 
S&P 500 ETF (SPY), which has been moving more than 80.5 million shares a day, on average.
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Key Takeaways:
• Trading ETFs offers a number of advantages over stocks, including risk mitigation, 

diversification, and the ability to hedge and short.

• Swing trading is possible with ETFs, unlike mutual funds, which are designed for 
longer-term investing.

• Swing trading can mean any timeframe ranging from a day, to weeks or even months. A 
swing trade is not intended as a long-term buy-and-hold investment.

• Trading ETFs is not so different technically from trading stocks. Look for moving averages, 
trading volume, chart pattern and relative strength. These can help you identify the right 
time to buy and sell.
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This special report is published by Cabot Wealth Network. Cabot is neither a registered investment advisor nor a registered broker/dealer.

Neither Cabot nor our employees are compensated in any way by the companies whose stocks we recommend. Sources of information are 
believed to be reliable, but are in no way guaranteed to be complete or without error. Recommendations, opinions or suggestions are given with 
the understanding that readers acting on the information assume all risks involved.

We encourage readers of this report to consult with an independent financial advisor with respect to any investment in the securities mentioned 
herein. Any opinions, projections and predictions expressed in this profile are statements as of the date of this publication and are subject to 
change without further notice. Past performance may not be indicative
of future results.
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