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The Spread is not always spread

The magnitude of the spread is determined by the supply
and demand in trading with the respective exchange-traded
fund (ETF). The spread depends on the liquidity of the product.
Against this background, it is obvious why, for example, the
spread of the DJ Euro Stoxx 50 is smaller than that of industry
indexes or an emerging market index, whose spread is often
prone to rapid growth. Different spreads can also be identified
at different exchanges. Depending on the index, the liquidity
may be higher at another exchange, which usually results in
a smaller spread. Due to the profound exchange segmenta-
tion in Europe (various ETF market places), this is becoming
increasingly difficult. Generally, the trading margins range from
approximately 0.08 to 0.15 per cent for large, liquid indexes
up to more than 0.5 per cent for more special products and
indexes.

Watch the time zone

Especially in the case of ETFs on foreign indexes, the spread
may vary in the course of the day, as it depends on the opening
hours of the respective exchanges. For example, those who
want to invest in the Asian market should buy an ETF early
in the morning, while it is still being traded there. For invest-
ments in US indexes from Switzerland, the afternoon is more
suitable, the Wall Street having started. During these times,
the spread is usually smaller. Background: The market makers
who continuously guarantee the prices charge higher fees for
their services outside the trading hours of the respective coun-
tries. This is because they assume a higher risk than during re-
gular trading hours. The situation is more complex with global
indexes such as the MSCI World. This index contains shares
from all time zones, which makes things extremely difficult for
market makers.

Advertisement

For the selection of the fund, it is important that several mar-
ket makers and a sufficient number of market players actively
trade in an ETF product, if possible competing against each
other. @

Difference between the bid and asked price of a secu-
rity. The spread is one of the key quality criteria for the
selection of a trading platform. The smaller the spread,
the lower the implicit costs will be for the investor when
buying and selling securities.
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10x10 - the magazine in PDF format regarding Exchange traded funds - in no way poses an invitation to
buying or selling. Investment instruments reflected and described in this magazine may be suitable to only
a limited extend or even not at all depending on risk profile, investment horizon and investment objectives
of each particular investor. We suggest to all investors to consult their financial advisors before starting
an investment in Exchange Traded Funds. Information contained in this newsletter has thoroughly been
checked to the best of Editorial staff's knowledge and date as of compilation of this newsletter. financial-
media Ltd. excludes any liabilities.
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