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This blog post is relevant to institutional investors interested in trading exchange-

traded funds (ETFs) in significant volume. Individual investors do not always have

access to liquidity providers to trade ETFs as referenced below.

The spectrum of sophistication among exchange-traded fund (ETFs) users ranges from new

users of ETFs who are just learning and realizing their many benefits to those users who

utilize ETFs on a daily basis and incorporate them into their portfolios. No matter

where an investor is on this spectrum, what is paramount is to recognize that ETF

execution affects your total return. Investors spend the majority of time on asset

allocation, but when it comes time to execute, it is imperative to know what resources

you have to obtain the best pricing possible.

Let’s take a look at two trades as the best way to understand the impact your execution

choices can have on your bottom line.

Figure 1Figure 1

 

Figure 1 shows an investor, Investor A, who wanted to buy 25,000 shares of the WisdomTre

e CBOE S&P 500 PutWrite Strategy Fund, PUTW. Investor A was unclear of what his

resources were and did not feel like asking for assistance. He ended up entering a marke

t order causing PUTW to spike 3.6%. PUTW is an investment vehicle—as opposed to a
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trading vehicle—so while there is ample liquidity available via the underlying

securities, it is imperative to know how to access it and to not just enter a market

order. PUTW’s underlying securities are S&P 500 Index put options, some of the most

heavily traded options in the marketplace, as they derive their liquidity from the

components of the S&P 500. This trade could have potentially been executed without any

market impact.

So what could have been prevented? We always recommend that clients use a limit on all

orders, instead of a market order, as a form of protection to ensure that their orders

do not get filled outside a specific comfort zone. This is a clear example of how a

limit is always encouraged, no matter the size of the order. The underlying securities

of PUTW are extremely liquid, and had the investor made a simple phone call and used his

resources, which will be discussed later, this could have been easily avoided. No size

is ever too small to reach out to the capital markets team or your trading desk. 

The second trade example, in figure 2, shows another investor, Investor B, who also

wanted to purchase PUTW. On the opposite end of the spectrum, Investor B wanted to

purchase 1,942,500 shares of the Fund, a MUCH larger chunk than Investor A.

Figure 2Figure 2

As you can see, Investor B was able to purchase his entire order, which was almost 20

times the average daily volume, at one penny inside the offer in a single block. His

execution was flawless. He was able to take advantage of the ETF structure by using his

resources. The client reached out to the capital markets desk here at WisdomTree for a

consultation on his trade and then was able to lean on his trading desk to implement his

order. His trading desk was able to work with liquidity providers to tap into the

underlying liquidity of PUTW. Investor B was not an expert trader, but he realized that

he needed to utilize his resources to ensure a smooth execution experience. This trade

example illustrates clearly that liquidity exists beyond what is on screen, and there

are expert market makers who can access that resource and pass it back to the investor. 

This brings me to the obvious question: Would you rather have the execution experience

of Investor A or that of Investor B? I think we can all agree we would much prefer

Investor B’s seamless execution experience. At WisdomTree we work with many investors
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and financial advisors on a daily basis, and we often see that investors spend the least

amount of time on execution. What is essential to know is that an investor can

potentially have a strong execution experience each and every time if they know how to

use their resources. The WisdomTree Capital Markets Desk is always a resource in terms

of ETF trading and education, and we are here to help facilitate all trades, both on the

way in and on the way out. Furthermore, most investors also have a trading desk through

their firm or custodian. One conversation can make a world of difference when

implementing your investment vehicle of choice. No size is ever too small to reach out

to your trading desk or the capital markets team. Remember, trading impacts your total

return, and a simple phone call can ensure the impact is not negative. 

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 INFORMATIONIMPORTANT INFORMATION

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

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

read and consider carefully before investing.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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DEFINITIONSDEFINITIONS

Market OrdersMarket Orders  : An order that an investor makes through a broker or brokerage service

to buy or sell an investment immediately at the best available current price.

LiquidityLiquidity  : 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.

S&P 500 IndexS&P 500 Index  : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Put optionsPut options  : an option to sell assets at an agreed price on or before a particular

date.

Limit OrdersLimit Orders  : An order placed with a brokerage to buy or sell a set number of shares

at a specified price or better.

Liquidity providersLiquidity providers  : Traders that facilitate the trading of ETF shares by conducting

the transference of liquidity between the underlying basket shares and the ETF.
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