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The asset management industry has been evolving over the past decade, with investors

flocking to transparent, liquid, low-cost ways of investing. Historically, large

percentages of investors held more traditional investments in their portfolios. After

the investment decision had been made, the execution process was simple: Press a button

(or make a phone call), and your cash was delivered to the investment company; in return

you received a net asset value (NAV) for your shares. There was no thought needed for

the execution. It was all done for you. You typically would receive end-of-day net asset

value (NAV) the day of your investment. With the arrival of exchange-traded funds (ETFs)

to the investment landscape, every investor, advisor, analyst or chief investment

officer has now become “Head of Trading”. The execution should factor into the projected

total return analytics of the investment. What is the ETF’s bid/ask spread? What is the

cost to execute beyond the commission? ETFs can provide many benefits to investors;

however, those benefits come with added responsibility. The fact that ETFs are

“exchange”-traded means that they trade on the secondary market (NYSE, NASDAQ, Better

Alternative Trading System (BATS), etc.). Increased liquidity adds a level of

complexity. Now you, the investor, and not the fund’s portfolio manager, are in control

of the execution process. This is critically important. ETF investors should take the

time to understand the nuances of the execution process. No matter how big your

investment allocation is going be, the execution process should be taken seriously.

There are a variety of different components at work when one is looking at a potential

investment in an ETF and how that ETF may interact on the secondary market. Are the

underlying stocks domestic, international or emerging markets? Are the stocks trading at

the same time as the ETF? These simple questions factor into the understanding of what

is happening when the U.S. market opens and the ETF starts trading on the secondary

market. In addition, it is important for investors to realize that ETFs have a bid/ask

spread, a net asset value (NAV), an indicative value (IV), a fair value and a last

price. You wouldn’t buy a house and accept whatever price the seller was selling it for,

would you? You would look at what the house last sold for and what the market has done

in the interim, determine where you felt the “fair value” of the house was now, and

evaluate all that based upon the offered price. Evaluating ETFs should follow a similar

thought process. Investors need to take ETF execution due diligence seriously. In an

upcoming blog, we will explain the differences of all the values mentioned in more

detail. As investors continue to utilize ETFs in their portfolios, it is imperative that

they take the time to understand the mechanics at work when buying and selling ETFs.

Poor execution can significantly hamper returns. As an investor, do your due diligence.

Call the ETF sponsor’s capital markets desk. Speak with the traders that are going to be

executing on your behalf. Take the time to build the proper relationships. Investors

need to embrace this new responsibility and educate themselves on the market dynamics at

work when investing in ETFs. "With great power comes great responsibility." - Voltaire

Important Risks Related to this Article

The contents of this post are relevant to institutional investors interested in trading

ETFs in significant size. Individual investors do not always have access to liquidity
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providers to trade ETFs as referenced above. ETFs typically issue and redeem shares at

NAV only in large blocks of shares (“Creation Units”), which only institutions or large

investors may purchase or redeem. Currently, Creation Units generally consist of 100,000

shares, though this may change from time to time. Creation Units are not expected to

consist of less than 50,000 shares. ETFs generally issue and redeem Creation Units in

exchange for a portfolio of securities closely approximating the holdings of the ETF

and/or a designated amount of U.S. cash.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information is intended

to constitute investment advice or a recommendation to make (or refrain from making) any

kind of investment decision and may not be relied on as such. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Liquidity  : The degree to which an asset or security can be bought or sold in the

market without affecting the asset’s price. Liquidity is characterized by a high level

of trading activity. Assets that can be easily bought or sold are known as liquid asset.

Execution process : The process of getting in and out of an investment.

Net Asset Value (NAV)     : The calculated assets minus liabilities divided by shares

outstanding. NAV is the straightforward account of the actual assets in the fun.

Better Alternative Trading System (BATS) : An alternative trading platform.

Indicative Value (IV)    : The indicative value (IV) is the value that ETF issuers

provide to offer a more real-time indication of the value of each ETF portfolio. It is

also sometimes known as the indicative optimized portfolio value (IOPV) or intraday

indicative value (IIV.

Fair value : Also known as “eNAV.” It is essentially an indicative value (IV) that is

made in real time by calculating the basket value on every underlying tick and by

adjustments that account for updated market new.

Last price : The last price the security traded at on the stock exchange.
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