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This article is relevant to financial professionals and is not relevant to an individual

investor. Individual investors should speak with a financial professional about their

investing questions.

As the ETF market has matured, investors have become more educated on the underlying liq

uidity profile of an ETF and how to leverage their trading desk resources to source that

liquidity in block trades.

Now that ETFs are prolific in asset allocators’ portfolios, and the adoption of ETF

Model Portfolios continues to rise, what about small rebalance trades that don’t require

a block trade? For high average daily volume (ADV) ETFs like the WisdomTree India Earnin

gs Fund (EPI), WisdomTree Japan Hedged Equity Fund (DXJ) or WisdomTree U.S. Quality Divi

dend Growth Fund (DGRW), limit orders for a few thousand shares are rather simple. But

for the 90% of ETFs in the marketplace that have lower average daily volume (ADV),

historical demand does not warrant a deep on-screen order book. This logical ecosystem

practice has made executing smaller trades across portfolios more challenging to asset

allocators, but not impossible! 

Follow these simple best practices for an easier and better execution experience for

small lot trading in lower ADV ETFs.

1. Always use limit orders when trading electronically.

If you are concerned about having to watch the order, set the limit 2–3 cents above

the offer price. The order will be filled at the best bid or offer, potentially

better than the limit price, but the order type guarantees that the price will not

go beyond the limit set.

2. Leverage the capital markets desks at issuers.

Capital markets desks can speak with market makers before you trade and let them

know to expect increased electronic volume. This practice should add further

liquidity depth to accommodate the expected trades that day.

You can send an email with ticker and share sizes to uscapmkts@wisdomtree.com before

you plan to trade, and we can speak to the liquidity providers on your behalf.

3. You can always send the order to the trading desk.

There is no size too small to send orders “Not Held.” Although the order may not

warrant a block trade, the trading desk may have access to algos and dark pools to

execute the smaller lots in an efficient manner on your behalf.

4.  NEVER USE MARKET ORDERS.    Even the most liquid ETFs are subject to executions at

prices away from fair value due to the time-sensitive and price-insensitive nature of

market orders.
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Important Risks Related to this Article

There are risks associated with investing, including possible loss of principal. Funds

focusing their investments on certain sectors may be more vulnerable to any single

economic or regulatory development. This may result in greater share price volatility.

Please read each Fund’s prospectus for specific details regarding the Fund’s risk

profile.

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.

trading desk : Professional traders at platform that work with the market and liquidity

providers to source underlying liquidity.

Small rebalance trades : Smaller dollar model accounts or low dollar amount changes to

portfolios will result in small trade quantities.

Average daily volume    : Average dollar amount traded over the course of a single

trading day.

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

at a specified price or better.

On-screen order book : The aggregate share quantities being bid and offered across all

listed exchanges.

best bid : REG NMS requires orders get filled at the highest bid or lowest offer (best

bid or offer) listed on all exchanges

“Not Held” : An order type preference allowing the platform desk to execute on behalf

of the investor.

Algos  : Trading order management programs that look to execute trades based on a pre-

determined metric. One example is: “volume weighted average price”

Dark pools   : A private securities exchange in which investors, typically large

financial institutions, are able to make trades anonymously.

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.
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