
EXCHANGE TRADING: MORE IMPORTANT
THAN YOU THINK
Jason Guthrie — Head of Digital Asset Product and Head of Digital Assets

01 Oct 2018

One of the most common reasons that critics use to dismiss Exchange Traded Funds (ETFs)

is lack of need for intra-day trading by long term investors. The thinking is that, the

1-day change in price of a fund is inconsequential compared to the returns expected over

a multi-year holding period; why care about trading intra-day if it means changing my

operating model? Whilst I agree that most investors aren’t looking to start day-trading,

there are three major reasons investors could benefit from the ability to trade on

exchange:

 

1) It’s there when you need it:

For example, when you realise that you’re positioned unfavourably an hour before an

economic announcement and you need to buy exposure; or on the day the market is dropping

and you need to take risk off now. It is in these moments that the ability to transact

quickly comes to the forefront; better to have it and not need it, than need it and not

have it.

 

2) Transaction cost reduction:

There are well documented reductions in transaction costs for ETFs with an active

secondary market when compared to their underlying securities. This is driven by

investors looking to buy and sell on a given day, essentially trading with each other

and avoiding the need for an Authorised Participant to interact with the underlying

securities. Trading multiple times per day appeals to a certain type of investor, not a

long-term holder, however having many different investors active at any given ETF helps

it achieve scale. The transaction cost benefit will then be available to all investors

regardless of how frequently (or infrequently) they choose to use it.

 

3) Single point of access:

Being listed on an exchange means all ETFs are accessed through the equities market

ecosystem and as such have a common operational set-up. Once you’re set up to trade

securities on a given exchange you’ll have access to every ETF that has ever been listed

or ever will be listed. 

 

Although it might seem minor, the last point is arguably the element of ETFs that has

added the most value to investors. Not because of the operational simplicity it brings,

but rather the levelled playing field created and competitive market dynamics that have

resulted. 

 

Along came the competition 

 

If we think about the headline benefits that ETFs have delivered such as increased
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transparency, lower costs, product innovation; there’s absolutely no reason that mutual

funds couldn’t have brought these to investors, so the question is why didn’t they? 

 

With no common infrastructure in place, investors would typically access a fund via a

fund platform or big advisory firm, essentially creating gate keepers that sat between

the fund provider and the ultimate beneficiary of an investment. This also meant that

moving from one provider to another was very difficult if they weren’t offered via an

investor's current set up. As a result, the mutual fund industry focused on these gate-

keepers, as the key to success was to be onboarded in as many places as possible,

leading to the rebate culture regulators across Europe are now trying to end. 

 

Then along came the first ETF providers, who offered cheap passive building blocks for

the masses with initial success coming from an increasing focus on asset allocation

within the investment community. Success brings competition and additional providers

entered the space. Given the common platform on which ETFs are accessed (the equities

market) the only way to get the attention of investors was by catering directly to what

they wanted: increased transparency, lower costs and product innovation. 

 

Mutual fund providers had an oligopoly on the platforms on which they were offered. With

limited competition there was no reason to deliver client focused innovation. Every ETF

needs to compete with every other ETF and the only way to do that is to be better in the

eyes of investors.

 

While the intention of the first ETF was probably not to create such an ecosystem, this

unintended consequence is a primary driver of the investor focus the industry has which,

in turn, is a primary driver of the growth and investor confidence that we have seen

over the last 10 years.  You might not anticipate using exchange trading on a daily

basis, but I’d argue that you’re immeasurably better off as a result of its

availability.

 

Related Blogs

+ The factors that drive performance

+ The unique advantages of dividends

+ The large advantages of small companies

 

Upcoming Webinar

 

+ ETPs in 2018 - Navigating the Modern Landscape, Jason Guthrie, Head of Capital Markets

at WisdomTree in Europe

View the online version of this article here.
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https://wisdomtree.eu/~/link.aspx?_id=F0BC25D4E6F24FBDA7F3568E7D1F42EB&_z=z
https://wisdomtree.eu/~/link.aspx?_id=1D2D16FF3959455386DB336487C6FAAD&_z=z
https://www.brighttalk.com/webcast/15565/336700
https://www.wisdomtree.eu/en-gb/blog/2018-10-01/exchange-trading


Important Information

 

Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.

 

WisdomTree INSIGHT ARTICLE

WisdomTree.com   +44 (0) 207 448 4330


	EXCHANGE TRADING: MORE IMPORTANT THAN YOU THINK

