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Exchange-traded funds (ETFs) have seen immense growth over the past decade. There are a multitude of benefits,
including transparency, tax efficiency and the ability to make intraday trades, that have contributed to the use and
growth of ETFs. While these are all beneficial to investors, we continue to see questions around ETF trading. Although
ETFs do trade on-exchange like stocks, investors have to understand that ETFs trade differently and that ETF execution is
an imperative part of investing that should not be minimized.

 

Many investors know that when evaluating an ETF, average daily volume (ADV) does not indicate the true liquidity of an 
ETF. The liquidity of an ETF resides in its underlying securities, but how does one access that to ensure smooth
execution?

 

Let’s discuss the do’s and the don’ts of how to best trade an ETF.

 

The Don’ts

 

1. Don’t trade in the first or last 15 minutes of the trading day. This is when trade desks have less transparency and
markets are more volatile.

 

2. Don’t place market orders; if you want to trade electronically, place limit orders. We advise investors to always
use limit orders, especially in times of volatility. We also advise investors to not use stop-loss orders that turn into
market orders. 

 

 

The second point is especially important to focus on because many investors can make costly mistakes by simply
“throwing in a market order.” Let’s take a look at an example that illustrates this point.

 

Figure 1
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Figure 1 shows an investor who wanted to purchase The WisdomTree Bloomberg Floating Rate Treasury Fund (USFR) .
Instead of utilizing his or her resources and working with a trading desk, he or she carelessly entered in a market order
that spiked the graph up nearly 11%. That is an extremely costly mistake that he or she will have to share with clients. The
underlying securities are U.S. Treasury floating rate notes, which are extremely liquid, with an outstanding issuance of

$342 billion as of May 31, 2018.1

 

 

The Do’s

 

1. Do utilize your resources. Consult your trading desk as well as the relevant capital markets desk. The majority of
issuers have capital markets teams that can consult on a trade. Additionally, the majority of advisors have access to
a trading desk. These desks have access to expert market makers who can access the underlying liquidity, just like
the example in figure 2. 

 

2. Do use a limit order when trading electronically, this cannot be said enough! 

 

 

Figure 2

USFR trading_DO

 

The client in figure 2 was able to trade 811,192 shares or just over $20 million notional at a penny inside the offer. That is
30 times the ADV at the time of the trade! The investor worked with his or her trading desk because they knew that there
was plenty of liquidity available via the underlying securities. Making a simple phone call or sending a simple email can
make the world of a difference. Would you rather be the investor who spiked the graph up 11% or would you rather be
the investor with flawless execution? 

 

The WisdomTree Capital Markets desk is always a resource in terms of ETF trading and education. Any question is valid
and no order size is too small to reach out to us for a consultation. Most investors have a trading desk through their firm
or custodian, and they are always a resource as well. If there is one thing to take away from this piece, it’s do use your
resources and make that phone call or email—it can be the difference between seamless execution and a very costly
mistake. 
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1Source: U.S. Treasury Monthly Statement, as of 5/31/2018. https://treasurydirect.gov/govt/reports/pd/mspd/2018/opd
m052018.pdf 

Important Risks Re lated to th is Art ic le   

There are risks associated with investing, including possible loss of principal. Securities with floating rates can be less
sensitive to interest rate changes than securities with fixed interest rates but may decline in value. The issuance of floating
rate notes by the U.S. Treasury is new, and the amount of supply will be limited. Fixed income securities will normally
decline in value as interest rates rise. The value of an investment in the Fund may change quickly and without warning in
response to issuer or counterparty defaults and changes in the credit ratings of the Fund’s portfolio investments. Due to
the investment strategy of this Fund, it may make higher capital gain distributions than other ETFs. Please read the
Fund’s prospectus for specific details regarding the Fund’s risk profile.

 

Neither WisdomTree Investments, Inc., nor its affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax
advice. All references to tax matters or information provided in this material are for illustrative purposes only and should
not be considered tax advice and cannot be used for the purpose of avoiding tax penalties. Investors seeking tax advice
should consult an independent tax advisor.

 

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

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

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.

Market 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.

Limit Orders  : An order placed with a brokerage to buy or sell a set number of shares at a specified price or better.

Stop-loss market orders  : an order whereby the investor instructs the broker to automatically sell the stock if it drops to
a certain price.

Floating Rate Treasury Note   : a debt instrument issued by the U.S. government whose coupon payments are linked to
the 13-week Treasury bill auction rate.

Market maker  : Someone who quotes a buy and a sell price in a financial instrument.
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