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1	� ETF Spread: The ETF spread is the difference between the highest price a buyer is willing to pay and the lowest price for which a seller is willing to sell.
2	� Separately managed account: A privately managed investment account owned by an investor seeking to manage a pool of individual assets. Separate 

accounts are typically opened through a brokerage or financial advisor. They may also be held at a bank or opened with an insurance company.
3	� 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 assets.

DID YOU KNOW?

The exchange-traded advantage of exchange-traded funds (ETFs) provides 
investors with the potential to trade at less than the cost to trade the 
underlying portfolio.

The starting spread1 of an ETF is a transparent reflection of the costs associated to 
transact in the underlying market, at the quoted size. This spread also is paid by portfolio 
managers of mutual funds or separately managed accounts (SMAs)2 on comparable 
portfolios, but it is not transparent to the investor. 

What makes an ETF different, and gives it a distinct advantage, is the fact that it is traded 
on an exchange. The exchange allows not only for transparency of spreads, but, more 
importantly, it creates another layer of liquidity where buyers and sellers can meet to 
transact and exchange their risk of a fund. Because of this added layer of liquidity3, the 
ETF spread can collapse to inside of underlying costs. This is because there are enough 
natural buyers and sellers in the fund that a market maker does not have to transact 
in the underlying market for every trade done on the exchange. This is the efficiency of 
the exchange listing.

The Exchange-Traded Advantage:
ETFs Can Trade at Less than Cost



Investors should carefully consider the investment objectives, risks, charges and expenses of the Funds before investing. To 
obtain a prospectus containing this and other important information, please call 866.909.9473 or visit WisdomTree.com to 
view or download a prospectus. Investors should read the prospectus carefully before investing.
There are risks involved with investing, including possible loss of principal. Funds focusing on a single country or sector and/or funds 
that emphasize investments in smaller companies may experience greater price volatility. Foreign investing involves special risks, 
such as risk of loss from currency fluctuation or political or economic uncertainty. Investments in currency involve additional special 
risks, such as credit risk and interest rate fluctuations. Derivative investments can be volatile, and these investments may be less liquid 
than other securities, and more sensitive to the effects of varied economic conditions. Fixed income investments are also subject 
to credit risk, the risk that the issuer of a bond will fail to pay interest and principal in a timely manner or that negative perceptions 
of the issuer’s ability to make such payments will cause the price of that bond to decline. Investing in mortgage- and asset-backed 
securities involves interest rate, credit, valuation, extension and liquidity risks and the risk that payments on the underlying assets 
are delayed, prepaid, subordinated or defaulted on. Due to the investment strategy of certain Funds, they may make higher capital 
gain distributions than other ETFs. Please see prospectus for discussion of risks.
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THE ADVANTAGES OF THE ETF STRUCTURE

Below are several examples of WisdomTree Funds where the Fund’s spread on the screen is 
tighter than the spread of the underlying basket. It is important to understand this advantage 
of the ETF structure and to keep it in mind when reserving judgment for ETF spreads.

Source: Bloomberg, June 2019.
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