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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. You may have heard time

and time again that exchange-traded funds (ETFs) are bought and sold just like stocks on

an exchange. While this is true, it is important to understand the various order types

used to execute ETFs. The execution portion of an ETF investment is often

underemphasized, but it can be costly if not traded correctly. Investors need to be

familiar with the basic order types available and with how to access their ETF block

desk to ensure best execution. Furthermore, they need to be well-versed in their

respective order entry system. Here are some of the basic terms used for ETF trading.  

Market versus Limit OrdersMarket versus Limit Orders Market and limit orders are the two most basic order types

available – and the difference between the two is vital.   A market orderA market order is an order

to buy or sell an ETF at the best available price immediately. There is no price

control, and while it typically ensures instant execution, the order may get filled at

any available price, which may be far from the current bid offer, especially during

times of market volatility.   A limit orderA limit order is an order to buy or sell an ETF with a

restriction on the maximum or minimum price to be paid. A buy limit order can only be

executed at the limit price or lower and a sell limit order can only be executed at the

limit price or higher. While limit orders are not guaranteed to fully execute, they

protect the investor against an unforeseen market move or a momentary lack of deep bids

and offers. We always recommend utilizing limit orders in a reasonable range of fair

value with the understanding that a limit order does not ensure execution.   Stop-LossStop-Loss

Orders versus Stop-Loss Limit OrdersOrders versus Stop-Loss Limit Orders   A stop-loss orderA stop-loss order is an order to buy or sell

an ETF at the market price once the ETF has traded at or through your specified or “stop

price.” Once the stop price is triggered, the order turns into a market order. This

order is designed as an automatic trigger to immediately trade if the market breaks

through a set price threshold. Stop-loss orders can be very dangerous, especially in

times of market volatility, and they were a contributing factor to large price swings on

August 24, 2015.1   A stop-loss limit orderA stop-loss limit order is an order to buy or sell an ETF at the

market price once the ETF has traded at or through a stop price, but with a limit price

attached to it. The goal here is to activate a limit order at a specified price. As

mentioned above, we always recommend utilizing limits when trading, as it gives the

investor price control of his or her orders. Just like limit orders, stop-loss limit

orders do no ensure execution.   Block ExecutionBlock Execution When trading a large block of an ETF

or trading an ETF that has lower volume on exchange, it is important to employ all tools

available, especially your block ETF desk. Many investors believe that only large

institutions have access to liquidity providers, who can access the underlying liquidity

of an ETF, but that is not the case. Firms like Charles Schwab, TD Ameritrade or

Fidelity as well as all the wirehouse platforms typically have block desks to utilize as

a resource, and these are just a few examples. Almost all custodian and wirehouse

broker-dealers have agency block execution desks available as a resource to their

clients. While each platform has its own system, it is key to note that the client must

select his or her order as “not held” in order to allow the platform desk to execute on
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the client’s behalf. An order marked or defaulted to “held” will be sent directly to the

market and executed without discretion. The Capital Markets team at WisdomTree is always

available to guide institutional investors on best trading practices and help them

understand all their trading outlets.   Trading Best PracticesTrading Best Practices 1. Avoid tradingAvoid trading

during the first or last 15 minutes of the trading day.during the first or last 15 minutes of the trading day. This is when trade desks

have less transparency and when markets are more volatile. 2. Place limit orders; doPlace limit orders; do

not use market orders.not use market orders. In times of volatility, we advise investors not to use market

orders, especially those connected to stop orders. 3. Know your resources.Know your resources. Utilize

your block trading desk, and if you have not worked with them before, understand their

process, so you are prepared when it is time to trade. Get to know the capital markets

desks at the various issuers, as they can help you navigate your trading processes.   

           1Please

note: The New York Stock Exchange (NYSE) no longer accepts or honors stop-loss orders as

of February 26, 2016.

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

ETF Block DeskETF Block Desk  : Agency execution trading desk who can ETF liquidity providers.

BidsBids  : What investors are willing to pay.

VolatilityVolatility  : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

100% Passively Hedged Approach100% Passively Hedged Approach  : Strategy designed to have the full currency exposure

hedged, regardless of any changes in market conditions.

Wirehouse platformsWirehouse platforms  : The agency desk of a wirehouse firm such as Morgan Stanley, Bank

of America Merrill Lynch, UBS, Wells Fargo.
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