

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
				
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Exchange Traded Funds (Etfs)

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. w22829
 
        

    
	

	
	
		
		
			35 Pages
		
		

		Posted: 14 Nov 2016
		
			Last revised: 19 May 2023
		
		
	

	
		
			
			




	See all articles by Itzhak Ben-DavidItzhak Ben-David
Ohio State University (OSU) - Department of Finance; National Bureau of Economic Research (NBER)
Francesco A. Franzoni
Universita della Svizzera italiana (USI Lugano); Swiss Finance Institute; Centre for Economic Policy Research (CEPR)
Rabih Moussawi
Villanova University - Department of Finance; University of Pennsylvania


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Exchange Traded Funds (ETFs)
									

								
							
							
							
								Annual Review of Financial Economics, Volume 9, 2017, Forthcoming, Charles A. Dice Center Working Paper No. 2016-22, Fisher College of Business Working Paper No. 2016-03-022, Swiss Finance Institute Research Paper No. 16-64
							

							
							
								
									Number of pages: 35
								
								
									Posted: 08 Nov 2016
								
								
									Last Revised: 16 Sep 2017
								
							

							
						

						
							
							Downloads
							4,827
							
						

					

					
					

					
						
							
						

						
							
								
									Exchange Traded Funds (Etfs)

								
							
							
							
								NBER Working Paper No. w22829
							

							
							
								
									Number of pages: 35
								
								
									Posted: 14 Nov 2016
								
								
									Last Revised: 19 May 2023
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  158
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: November 2016

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Over nearly a quarter of a century, ETFs have become one of the most popular passive investment vehicles among retail and professional investors due to their low transaction costs and high liquidity. By the end of 2016, the market share of ETFs topped over 10% of the total market capitalization traded on US exchanges, while representing more than 30% of the overall trading volume. ETFs revolutionized the asset management industry by taking market share from traditional investment vehicles such as mutual funds and index futures. Because ETFs rely on arbitrage activity to synchronize their prices with the prices of the underlying portfolio, trading activity at the ETF level translates to trading of the underlying securities. Researchers found that while ETFs enhance price discovery, they also inject non-fundamental volatility to market prices and affect the correlation structure of returns. Furthermore, ETFs impact the liquidity of the underlying portfolios, especially during events of market stress. 
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