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The content of this post is relevant to institutional investors interested in trading

ETFs in significant size. Individual investors do not always have access to liquidity

providers to trade ETFs as referenced below. Exchange-traded funds (ETFs) are often

criticized for their perceived illiquidity, especially when looking at “size on the

screen.” Ten years ago, it was much more difficult to execute large blocks in ETFs. At

that time there were really only a few large-block liquidity providers, typically bank

trading desks. It was also a time when trading underlying holdings of an ETF in hard-to-

access markets was difficult and expensive. Now, however, the market has evolved

drastically and there are a wide variety of liquidity providers willing to make very

large-size markets in the broad spectrum of ETFs. A recent example is an $85 million

block in an emerging market local debt ETF. The screenshot below shows a Bloomberg

historical price table for the Fund. I have highlighted the average daily volume (ADV)

in a yellow circle—230,071 shares per day. In the yellow square you can see that on

September 24 (as of 12:38pm) the fund traded 1,768,910 shares, significantly more than

the ADV.  Source:

Bloomberg. For illustrative purposes only. The next screenshot shows the Bloomberg

trade/quote recap screen, which shows scrolling quotes and actual trades throughout each

day. In the yellow square I have highlighted a block trade of 1,613,000 shares at a

price of $52.20 that took place at 10:54:45 a.m. on September 24, 2012. If you look

further down the screen, you can see that the quoted market at the time of the print was

$52.15 bid and $52.18 offered with very little size shown. So the trade took place just

above the displayed market.
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 Source: Bloomberg. For

illustrative purposes only. The final screenshot shows the level-two quote screen for

the same Fund. This indicates the bids and offers and sizes available beyond the inside

market. You can see that at 12:38 p.m. there were only 11,000 shares (yellow circle)

offered up to $52.20. 

Source: Bloomberg. For illustrative purposes only. This light volume on the order book

is typical of many ETFs. There is a lot of liquidity available from the community of

liquidity providers, but they do not post the available liquidity electronically, so the

order books look very thin. In the current market regulatory environment, many ETF

liquidity providers do not post markets electronically in size. This is why it has

become critical in the ETF market to develop a relationship with a variety of liquidity

providers who can handle your large-block trades, regardless of what the average daily

volume and the order book look like on your quote screens. Don’t let average daily

volumes limit your use of the wide variety of ETFs. Spend the time and energy necessary

to understand ways to effectively trade the products.

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.
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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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