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INTRO-
DUCTION
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It’s no secret that the ETF marketplace has grown by leaps and bounds over the last de-
cade. However, as the marketplace has expanded, the competition for AUM has grown 
ever more intense in an increasingly crowded landscape. In spite of these challenges, 

there is still ample room for inventive, innovative ETFs to make their mark and gather as-
sets—there is still a path to success for new issuers. 

The purpose of this guide, Big Tips for New Issuers, is to shine some light on that path, so 
to speak. In the following pages, experts on indexing, research, marketing and PR, trading, 
legal, listings, sales, and advertising offer their biggest tips for new issuers, garnered from 
their years of experience in the worlds of ETFs and finance.  

This guide is intended to provide a broad overview of the important items new issuers 
should be thinking about as they move from concept, to messaging, to launch day, gath-
ering AUM, and beyond. It is our sincere hope that the insights in the next few pages will 
help spark important conversations as you evaluate your firm’s strategies and goals in the 
coming year.

        — The Team at Arro Financial Communications
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Unfortunately, the “Field of 
Dreams” era of ETFs has 
come to a close. After the 

initial years of open gate policies 
for ETFs, the success of these low-
cost and transparent vehicles has 
threatened the business models of 
many custodians and wire-houses. 
As a result, over the past few years 
these main platforms have built 
gates around the field with some 
steep entry prices. 

So while the old saying, “if you 
build it, they will come” still holds 
true, can potential clients actually 
“come” when you build it? Getting 
past the gatekeepers and develop-
ing initial interest in new ETFs is 
where sales creativity matters the 
most.  

Understanding the landscape, hur-
dles, opportunities and required 
relationships is key to the sales 
efforts of any new ETF sponsor. 
Thinking holistically about distri-
bution is even more important.

Target Audiences

There are three main audiences 
for ETFs, which should be targeted 
in this order: retail, allocators, and 
institutional clients. ETFs require 
both assets and volume to graduate 
from a retail audience to an alloca-
tor audience. The same is true in 
order to move from allocators to in-
stitutional. Within each of the three 
target groups, it is critical to under-
stand the traits of the ideal buyers 
for your ETF and come up with the 
right segmentation, positioning, 
and targeting strategies for those 
ideal clients.

A BETTER APPROACH TO ETF 
SALES AND DISTRIBUTION
A BETTER APPROACH TO ETF 
SALES AND DISTRIBUTION

1
• National Accounts Open Gates
• Direct Marketing
• Liquidity & Data
• $25 Mil & Volume

Retail

2
• Open Custodian Gates
• Sales to RIAs & IBDs
• Build sales resources
• $100 Mil & Volume

Allocators

3
• Open Wire-house Gates
• Sales to CIOs
• Enhanced services
• $1 Bil

Institutions

Guillermo Trias
Toroso Investments
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Think about distribution 
holistically 

Your sales team should be closely 
coordinated with the marketing, 
product development, and invest-
ment research teams. Launching 
new ETFs without the necessary 
educational content, marketing, 
and PR support significantly lim-
its the success probabilities of your 
sales team. 

Start your sales efforts with 
Platforms and National Accounts 

Many new issuers incorrectly as-
sume that because they have listed 
their ETFs on a major exchange, 
they will immediately be available 
at the discount brokers. That is 
why the first salesperson you hire 
should be focused on platforms.  

A national accounts manager 
should know the landscape, focus 
on opening as many channels as 
possible, and understand the var-
ious levels of participation. There 
is a big difference between being 
available at Charles Schwab and 
being commission free on their 
Onesource platform.  

During this initial phase the na-
tional accounts manager should be 
acutely aware of both the data and 
liquidity providers.   Preventing a 
misquote on Yahoo Finance and 
connecting knowledgeable traders 
to clients are crucial at the launch 
of any new ETF.  This function will 
likely move to a capital markets 
person as success is achieved, but 
in the beginning the national sales 
manager should quarterback these 
efforts to grow the ETF issuer’s net-
work.  

Selling ETFs is all about momen-
tum of volume, which indicates 
acceptance.  The first hurdle is to 
get AUM over $10 to $25 million 
and volume over 15,000 shares a 
day.  One simple trick to help with 
volume is to launch your ETF with 
a low share price. An ETF with a 
$10 share price trades five times as 
much notional volume as one with 
a $50 share price. The dollar volume 
may be the same, but investors re-
spond positively to share volume. 

Sales Team focus on Allocators and 
Institutions 

Once the initial hurdles are met, 
your sales effort should redirect 
its attention to the allocators. Tar-
geting allocators and institutions 
requires a sales force. One of the 
reasons ETFs are cheaper than mu-
tual funds is the lack of a transfer 
agent, which results in a lack of 
transparency in asset flows sourc-
es. This makes it extremely diffi-
cult to monitor, compensate, and 
motivate a sales team. We recom-
mend including a measurable, re-
quired activity component in your 
sales force’s compensation. Provid-
ing content, practice management, 
or software resources will also help 
your sales team build longer-term 
relationships that should convert 
into assets. 

So if you build it, they will come, 
as long as your distribution team 
is coordinated with product devel-
opment, marketing and research 
(quality content and education is 
key to engaging with gatekeepers 
and target audiences), and your 
sales team initially focuses primar-
ily on opening platform doors.

One simple trick to help with volume is to 
launch your ETF with a low share price. 
An ETF with a $10 share price trades five 
times as much notional volume as one 
with a $50 share price. 
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From existing, well-known 
issuers to firms looking to 
launch their first fund, the 

index development process is one 
of the earliest and most important 
steps for an ETF issuer to take. With 
the huge growth in the number of 
ETFs available and as the average 
AUM of new fund launches has 
dropped, it has become more vital 
than ever for new ETFs to have a 
unique underlying benchmark and 
strategy. Only with a unique, com-
pelling strategy and benchmark 
in place will your new issue have 

any hope of breaking through and 
successfully gathering assets. The 
increased competition in the space 
can be clearly seen in not only the 
overall number of new launches 
and total ETFs, but also the de-
clining average size of new funds 
(shown below).

INDEXING FUNDAMENTALSINDEXING FUNDAMENTALS
   Key Questions and Considerations 

As the number of ETFs has ballooned into the thousands, the average AUM has declined in an 
increasingly competitive marketplace. 

Rahul Sen Sharma
Indxx, LLC

2003 33
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Below are some key questions that 
every potential new ETF issuer 
should ask their index provider:

The first step is to reach out to an 
index provider to see if this idea 
can be developed into a rules-based 
index methodology suitable for 
serving as the underlying bench-
mark for an ETF. Many index pro-
viders have dedicated groups that 
work with clients in this way.

The first part of the index develop-
ment process involves understand-
ing your index investment thesis 
and examining your work thus far. 
Once that is clearly understood, an 
index development team should 
work with you to try and develop an 
index that is unique, replicable, and 
appealing to potential investors. It’s 
also important to look at the exist-
ing competitive landscape to see 
not only what else is out there that 
may compete with your new idea, 
but also to discover trends (e.g. 
what is gathering assets and what 
is losing assets) that can be used 
for guidance. The goal should be 
to arrive at a fully-developed index 
methodology guidebook as well as 
a backtest that is unique and ap-
pealing to potential investors.

Once the index methodology is 
complete, you should expect the in-
dex provider to be willing to calcu-
late, maintain and disseminate the 
index values. Some index providers 
also provide additional support in 
the form of index fact sheets, on-
going research on the index, and 
even the development of custom 
websites focused exclusively on 
the index.  

Finally, some other important 
questions to consider when work-
ing with an index provider include:

• Do they have access to the data 
I need?

• Do they have experience in this 
particular area?

• Do they have the personnel and 
bandwidth required to work on 
my idea quickly and accurately?

• Are they willing to protect me by 
signing a Confidentiality/Non-
Disclosure Agreement?

• Do they have a track record of 
success?

By taking these important ques-
tions and considerations into ac-
count, you and your team will be 
well on your way to choosing an in-
dexing partner¬—a key ally in your 
quest to gain traction and AUM. 

Once the index methodology is complete, 
you should expect the index provider 
to be willing to calculate, maintain and 
disseminate the index values. 

1 I have an idea. Now how do I 
make it into an index? 2 How does this process work? 3 Once the index is complete, what 

else should I expect in terms of 
support from an index provider?



Do

6

There is no one-size-fits-all 
when it comes to marketing 
and PR for ETF issuers, and 

this holds especially true for new 
entrants to the space.

         Have all your ducks in a             
         row on launch day.

Nothing should be left to chance 
on launch day, and this begins 
with testing your data feed multi-
ple times beforehand, as a faulty 
feed can delay an IPO. You and your 
team should be testing and re-test-
ing your data feed for at least a full 
week in the run-up to launch.

Gaining AUM traction and momen-
tum should be your firm’s number 
one priority once you launch. To 
support this effort, your marketing 
materials should be written, de-
signed, and compliance-approved 
well in advance, so your PR cam-
paign and sales team can hit the 
ground running. In particular, you 

should have a comprehensive sales 
plan in place from day one—no one 
wants to wait around for the phone 
to ring. You should also alert the in-
siders by letting Google, Yahoo, and 
Bloomberg know to add your ticker 
to their respective databases/ter-
minal. This is critical for gaining 
momentum with everyday inves-
tors. 

Finally, you should get to the office 
early. It’s not ideal to spot a blun-
der at 9:21am, with nine minutes 
to go until the market opens. Give 
yourself ample time on launch day 
morning to make sure there are no 
last minute issues.

MARKETING AND PR
Alexandra Levis
Arro Financial Communications

MARKETING AND PR    
 Dos & Don’ts for ETF Issuers



Don’tDo                     Expect social media         
                     alone to grow AUM

While the potential benefits of a ro-
bust social media strategy, can be 
substantial, there are often more 
wrinkles to this approach than is-
suers may first realize.

Social media campaigns are most 
effective when content is timely 
and spontaneous. This can prove 
problematic in the finance world, 
where most communications must 
be cleared by a compliance team 
before being published. A deeper 
problem is that social media is not 
the preferred, trusted source of fi-
nancial information for most in-
vestors. It is unlikely that an inves-
tor will open or close a position in 
an ETF because of a friend’s Face-
book or LinkedIn post. 

To get around the spontaneity 
problem, a certain number of social 
media posts can be preapproved by 
compliance ahead of time and then 
scheduled for posting throughout 
the week. We recommend focus-
ing on Twitter for daily posts, and 
LinkedIn for more robust, compre-
hensive pieces (such as whitepa-
pers, articles, or infographics).

Coupled with a more traditional 
marketing and PR campaign, so-
cial media can be an effective tool 
to stay “top-of-mind” with your net-
work.

           Insert yourself into the 
           current media conversation

A public relations campaign is at 
its best when journalists and oth-
er members of the media feel that 
they can turn to your company for 
insights into developing stories. 
This can be accomplished by mon-
itoring the news cycle and posi-
tioning your firm as a trustworthy 
source. For example, becoming 
a “thought leader” in the biotech 
space will go far in establishing 
your firm as experts in that space 
(and in those sorts of ETFs more 
specifically), and, just as important-
ly, in the underlying holdings your 
fund represents.

          Put all your marketing 
                     dollars in one basket

A marketing and branding initia-
tive is like a four-legged chair con-
sisting of branding, marketing, PR, 
and social media. Cut away one of 
the legs and the chair falls over! 
In other words, marketing and PR 
campaigns are synergistic affairs. 
Great marketing materials will fall 
on deaf ears if the PR campaign is 
not firing on all cylinders. A fan-
tastic PR campaign will all be for 
naught if the branding and mes-
saging are not well-thought-out 
and consistent. All the social media 
in the world will not grow AUM on 
its own. When sufficient resources 
are devoted to each of the “legs” of 
the strategy, then something beau-
tiful results: an effective marketing 
and PR campaign. 

Don’t

7

Your marketing materials should be 
written, designed, and compliance-
approved well in advance, so your PR 
campaign and sales team can hit the 
ground running.
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Given the rate at which the 
ETF landscape has ma-
tured over the past decade, 

it should come as no surprise that 
new issuers are clamoring to get 
in on the action and grab a piece 
of this growing pie.  In a market 
heavily dominated by a few ETF gi-
ants, new issuers have had varying 
levels of success attracting assets, 
let alone taking market share from 
these established incumbents. One 
of the main hurdles new issuers 
face out of the gate is in establish-
ing liquidity and tradability in their 
products soon after launch. Why 
do some succeed at this while oth-
er funds spend months (or even 
years) with dismal average dai-
ly volumes and gratuitously wide 
spreads? We’ve identified the fac-
tors that can answer that question, 
and that significantly influence 
an ETF’s liquidity profile. They are 
uniqueness of concept, timing and 
distribution. 

Why do SPY (SPDR S&P 500 ETF) 
and EEM (iShares MSCI Emerging 
Market ETF) trade millions and 
millions of shares a day? Sim-
ple. First mover advantage. These 
names were first to market for their 
respective exposures. We cannot 
tell you how many new ETF provid-
ers we’ve met who attempt to rein-
vent the wheel and pitch a “new” 
way to replicate the S&P 500. The 
odds of “me too” products gathering 
enough interest from investors are 
slim-to-none. If the concept isn’t 
unique, the ETF will have a tough 
time attracting investor interest. 
Spreads will remain wide and there 
simply will not be sufficient liquidi-
ty in the product. 

Mohit Bajaj
WallachBeth Capital

GROWING HEALTHY ETF 
LIQUIDITY FROM DAY ONE 

GROWING HEALTHY ETF 
LIQUIDITY FROM DAY ONE 

                     A Primer 



If the concept isn’t unique, the ETF will have 
a tough time attracting investor interest.

Secondly, timing is critical. You 
need to launch the right product at 
the right time in the right market 
conditions.  It will be nearly impos-
sible to successfully gather interest 
in a new high yield bond ETF when 
Carl Icahn is on CNBC telling the 
world that the junk bond market is 
going to collapse. On the flipside, 
look at the success of HACK (Pure-
Funds ISE Cyber Security ETF), 
which raised over $1b in assets in 
its first year. As one of the biggest 
stories of 2015, cyber security pre-
sented an extremely compelling 
investment proposition, with in-
vestors aggressively seeking expo-
sure to companies focused on the 
space. In the right place at the right 
time, HACK reaped the benefits. 

Finally, a well targeted market-
ing and distribution plan prior to 
launch plays a huge role in wheth-
er there will be liquidity in a new 
product. New issuers often make 
the mistake of only directing their 
pre-launch efforts towards secur-
ing seed capital and partnering 
with those that will serve as lead 
market makers and authorized 
participants for their new funds. 
What’s often overlooked is the need 
to devise a specific strategy for get-
ting investors to trade your fund 
from inception. A liquidity provider 
can consistently keep a product at 
a penny wide spread, but it’s point-
less if no one is trading the product. 
If you get it right on the initial ex-
ecution of the distribution strategy, 
then momentum builds with the 
products. Interest from investors 
means increased liquidity, which 
drives tighter spreads and better 
tradability. This should pave the 
way for continued success.

Most agree that ETFs will contin-
ue to remain firmly entrenched as 
investment vehicles. There is no 
doubt newcomers will continue to 
try to jump on the bandwagon and 
establish their own presence in the 
space. Remember the basic guide-
lines outlined above and you’ll be 
a few steps ahead in succeeding in 
this $2T and growing industry.  

9
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You’ve just launched an ETF. 
You’ve got a great concept 
and you know investors 

will love your idea. There’s just one 
problem: in a crowded marketplace, 
how is anyone supposed to know 
your fabulous ETF exists? Online 
advertising can be a huge help in 
spreading the news. 

What is it?

Online display advertising is the 
placement of advertising mes-
sages on web pages. These adver-
tisements are often referred to as 
banner ads and feature the adver-
tisement message. If clicked, they 
deliver the user to the advertiser’s 
desired destination. These adver-
tisements come in a variety of siz-
es and can be served on desktops, 
tablets, and smartphones.

Targeting

All advertising campaigns have a 
target audience in mind. For ETF 
sponsors, that target audience is 
usually some combination of ad-
visors and self-directed ETF in-
vestors. However, there are several 
types of advisors and they should 
not be categorized into a one-size-
fits-all descriptor. For example, 
most wire house firms require an 

asset threshold before they permit 
ETFs on their platform. If this is the 
case you might prefer to target fee 
only advisors and wait on the wire 
house advisors. Furthermore, you 
may wish to target advisors when 
they are researching ETFs. In any 
event, we seek to identify the target 
audience as specifically as possible 
and have a host of techniques to 
reach them.

ONLINE ADVERTISINGONLINE ADVERTISING
 Reaching the Right Investors for Your New Fund

Erin Evans
Orbis Marketing

Contextual targeting coupled with audience 
selection can be a very powerful method of 
getting your message into the marketplace. 
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Targeting & Context

Ideally your advertisement will not 
just reach the right audience but 
will reach them at the optimal mo-
ment—that moment when they are 
researching ETFs, ideally your cat-
egory or even your particular fund. 
Contextual targeting coupled with 
audience selection can be a very 
powerful method of getting your 
message into the marketplace. By 
pinpointing your audience, you 
maximize your ad’s effectiveness—
the right context can be the differ-
ence between a click and being ig-
nored.

Tracking Results & Optimizing

A key feature of online advertising 
is its ability to track and optimize 
results. There is no shortage of 
metrics including basic front-end 
metrics such as click-through rate 
and cost-per-click. Important back-
end metrics include engagement 
level and cost-per-engagement, 
lead generation, cost-per-lead and 
cost per download, as well as many 
others. These metrics can be deter-
mined for specific ads and place-
ments. Our job is to improve these 
metrics by continuously monitor-
ing and adjusting to maximize re-
sults. The goal here is to improve 
the advertising ROI while increas-
ing the efficiency of the ad spend. 

Other Considerations

There is a lot that goes into a suc-
cessful ad campaign. Here are a few 
things we typically recommend to 
clients:

• Call to Action: Your ad should 
have a strong call to action. 
“Click For More Information” 
isn’t bad; “Click For Our Free 
Guide to….” is better. 

• Landing Page: A landing page 
is a critical element of your ad 
campaign. It delivers the pay-
off for the call to action and 
provides information meant 
to move your visitor closer to 
an investment decision. The 
landing page should also offer 
a visitor the ability to complete 
a form, allowing you to capture 
a lead or email address. An en-
tire article could be devoted 
to the topic of landing pages 
alone, but suffice it to say that 
the landing page should not be 
your product page.

• Messaging: Before you create 
your ads you should settle on 
the messaging. This seeming-
ly simple stage is often over-
looked or skipped altogether.

• Test & Optimize: We know we 
mentioned this above but this 
point is important. Always be 
optimizing.

Cost Considerations

First time advertisers are often 
worried about advertising costs 
and ROI. One of the advantages of 
online advertising is that it is scal-
able and doesn’t have to be expen-
sive. Some of our largest clients 
started small, proved the concept 
and then scaled up as their assets 
grew. 
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Financial advisors and insti-
tutions now control over $1 
trillion in ETF assets. Who 

are these advisors who have shift-
ed the core of their investment 
models? That’s the question most 
ETF issuers are asking, especially 
as more product providers enter 
the ETF-ecosystem. How do we 
connect with them?

It helps to answer these questions 
by looking at the characteristics of 
the ETF-centric advisor. In addition 
to being disenthralled with active 
management, these advisors look 
to the cost benefits, transparency 
and tax-efficiency of ETFs. Some 
other more prominent traits in-
clude:

• Entrepreneurial and open to 
change

• Younger principals or younger 
research team

• Technologically savvy 
• Changing economic models of 

their practices
• Strong time management and 

organizational skills

Overall, these practices are healthy 
and growing, but they aren’t the typ-
ical advisory firms of ten years ago. 
With that, the way you successfully 
connect with them needs to be dif-

ferent. The fact is, fewer and fewer 
ETF-centric advisors are going to 
industry conferences. They aren’t 
taking meetings as frequently and 
few will even speak on the phone. 

Innovative ETF issuers understand 
the benefits of creating “virtual re-
lationships”. And, frankly, this new 
breed of advisors prefers it that 
way. A short educational story sent 
via email to thousands of ETF-cen-
tric advisors will trump the effec-
tiveness of weeks of personal calls 
to the same group. 

We asked ETF-centric advisors…

 

CONNECTINGCONNECTING
 With ETF-Centric Advisors
Tom Lydon
ETF Trends

How would you like to learn more about how ETF Issuers can help your practice?

Phone call from  Representative 

Research Reports 

In-Person Seminar 
near your location 

Webcast 
Virtual Conference 

All of the above

3%

27%

18%

9%

24%
19%
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For some, especially seasoned as-
set managers entering the ETF 
marketplace, this requires a change 
in mindset. First, most new and 
emerging ETF issuers have devel-
oped ETFs that have moved far 
beyond the pure beta strategy. So, 
they require time to describe and il-
lustrate to potential advisor clients. 
But if these ETF-centric advisors 
aren’t taking calls, meetings or at-
tending conferences, how do you 
engage with them? 

Here’s your recipe for success. Cre-
ate a digital marketing strategy.

1. Put the time and effort into de-
veloping your Customer Rela-
tionship Management, or “CRM”

2. Develop regular ETF education-
al content and market strategy 
content 

3. Email advisors periodically 
with these strategy ideas

4. As traction grows with your 
targeted advisors, develop a 
webcast campaign

5. Track data on email effective-
ness and webcast interaction 

A successful marketing plan tracks 
the “cost per advisor engagement.” 
If you spend $20,000 sponsoring a 
conference, how many advisors do 
you really engage with? How many 
advisors do you really get to explain 
the strategy of your ETF model to? 

At a typical conference, it might 
be 20-25 advisors who really give 
you the time and understand why 
you’re different from the rest of the 
pack. With a successful webcast, 
you can engage with 300-500 ad-
visors for the same cost and easily 
import the data into your CRM.

Competition in the ETF market-
place is only increasing. Your firm 
wouldn’t be in the business if you 
weren’t convinced you have some-
thing special to offer. This new 
breed of advisors is interested, but 
wants to be communicated with 
on their terms. The great news is 
they’re happy to have you spend 
less money doing it. 

Innovative ETF issuers understand the 
benefits of creating ‘virtual relationships.’ 
And, frankly, this new breed of advisors 
prefers it that way.
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What’s the difference be-
tween Fund A and Fund 
B?” Some version of that 

question is among the most fre-
quent we receive. In an increas-
ingly crowded marketplace, many 
investors and advisors have trou-
ble distinguishing between the 
1,500-plus ETFs available. This is 
particularly the case for the many 
“smart beta” funds, where compet-
ing claims about index methodol-
ogies can leave investors confused 
and unable to evaluate them objec-
tively.

In-depth research and analysis can 
help overcome many of these dif-
ficulties. One of the first questions 
an ETF researcher should ask is: Is 
it any different than funds already 
available? Because an ETF’s hold-
ings are transparent, it is easy to 
see how much overlap there is be-
tween a fund’s underlying constit-
uents and those of other ETFs.  

If the newcomer has upwards of 
90% overlap with an established 
fund or funds, the issuer will often 
compete on cost. However, many 
new funds do offer something sub-
stantially different than seemingly 
similar ETFs, whether that differ-
ence is due to constituent selec-
tion, weighting, or some combina-
tion thereof. 

Naturally, it is straightforward 
to describe a given fund’s index 
methodology, sector allocation, 
geographic allocation, et cetera, as 
well as how these may differ from a 
competing fund, but that still leaves 
many investors wondering, “Is that 
good or bad?” When available, back 
tests have a place in research as 
well, but investors take those with 
more than a few grains of salt.

Michael Krause
AltaVista Research

 Differentiating ETFs in a Crowded Marketplace

THE IMPORTANCE OF 
RESEARCH AND ANALYSIS

Mninimal
Overlap

New
ETF

Existing ETFs

“
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Here is where an investment anal-
ysis of an ETF’s underlying constit-
uents can really help investors un-
derstand and evaluate a new fund. 
Leveraging the vehicle’s transpar-
ency, ETF researches apply tradi-
tional tools of security analysis to 
each underlying constituent and 
then roll that data up to the fund 
level, allowing investors to view 
and value an ETF in a familiar yet 
disciplined way.

For equity funds, that means cal-
culating everything an investor 
would care about when looking at 
a single stock: sales, earnings, div-
idends—both historical and fore-
casted—as well as trends in esti-
mate revisions, what’s happening 
on the balance sheet, and a variety 
of valuation metrics. For fixed in-
come ETFs, that means not only 
information such as current yield, 
yield to maturity, and duration, but 
also modeling price-sensitivity to 
changes in interest rates and an 
analysis of likely losses due to de-
faults. The benefit of this analytical 
approach is that it is forward-look-
ing. 

Putting numbers in front of inves-
tors helps them quickly under-
stand differences between funds, 
and regular updates increases their 
comfort level by keeping them on 
top of changing markets. They can 
determine, for example, how much 

earnings growth the stocks in an 
ETF are generating, and what sort 
of multiples they trade at. Investors 
can then compare the figures to 
those for a competing ETF, clarify-
ing any differences in metrics that 
investors care about. 

Fund issuers are limited by com-
pliance in terms of the information 
they can use in their marketing 
materials, making product dif-
ferentiation all the more difficult. 
Analyzing an index instead of the 
product affords more latitude, and 
most investors understand this to 
be a good proxy for understand-
ing the investment fundamentals 
of the securities in which an ETF 
invests. Providing this informa-
tion—especially when it’s other-
wise lacking—helps investors both 
understand new products as well 
as facilitate their use in portfolios. 
And that makes all the difference. 

Leveraging the vehicle’s transparency, 
we apply the traditional tools of security 
analysis to each underlying constituent
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In recent months, ever-greater 
attention in the financial press 
has been paid to attracting and 

servicing the needs of millennials, 
and for good reason. This loose-
ly-defined generation, commonly 
understood to have been born be-
tween the early 1980s and 2000s, 
stands to inherit trillions of dollars 
in the coming years. Unlike their 
parents, the motivations of these 
new investors is often a great deal 
beyond the conventional scope 
of profits—they don’t just want to 
make money on their investments, 
they want to put their money to 
work and do good. 

With this in mind, new issuers 
can make strides towards attract-
ing millennial money by creating 
funds that demonstrate sensitivi-
ty regarding such issues as global 
warming, food and water scarcity, 
poverty, and social justice. If such 
funds can demonstrate lower risk 
profiles along with returns that ri-
val market benchmarks, they can 
prove very compelling to so-called 
impact investors, particularly mil-
lennials. 

While early ESG (Environmental, 
Social, and Governance) investing 
strategies have been traditional-
ly focused on negative or exclu-
sionary screens (removing fossil 
fuel companies from indexes, for 
example), the new generation of 
ESG funds utilize positive screens 
(isolating companies with high 
ESG scores) to highlight specific 
characteristics, for example good 
corporate governance, renewable 
energy, or human rights. 

In this way, the next generation 
of high net worth individuals 
shouldn’t have to face making the 
difficult choice between their val-
ues and good returns.

Gregg Sgambati
S-Network Global Indexes, Inc.

ATTRACTING A YOUNGER AUDIENCE 
TO YOUR BURGEONING FUND
An ESG Perspective
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A 2-day conference addressing the ins-and-
outs of launching ETFs, featuring expert panels, 
prime networking opportunities, and more.

The Conrad Hotel

SEPT 29-30, 2016

102 North End Ave, New York, NY 10282
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Stacy L. Fuller
Timothy A. Bekkers

Aaron E. Ellias
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Despite the growing popular-
ity of ETFs, even the most 
seasoned investment man-

agers do not always know where to 
begin when considering whether 
and how to launch an ETF. Here are 
a few of the questions we are often 
asked by new ETF sponsors: 

We are a quantitative manager, so 
our strategy could work as either 
an index-based or actively-man-
aged ETF. What are the pros and 
cons of each approach?

This depends in part on your need 
for investment flexibility within 
the strategy and your desire for a 
streamlined regulatory process. In 
short, packaging the strategy as 
actively managed would provide 
you with more investment flexibil-
ity than you would have if you re-
duced the quantitative strategy to 
an algorithm or formula that could 
function as an index. However, ac-
tively managed ETFs typically take 
longer to bring to market than in-
dex-based ETFs and are currently 
subject to more burdensome regu-
latory requirements. 

In particular, whereas listing ex-
changes have “generic” listing 
standards with which most in-
dex-based ETFs can comply and, 

therefore, launch without specific 
SEC approval, no such “generic” 
listing standards exist for actively 
managed ETFs. Accordingly, they 
need to obtain SEC approval for 
listing standards specific to them, 
which can take months, as their 
strategy is subjected to additional 
SEC scrutiny. 

We currently advise mutual funds 
and are familiar with the laws in 
that area. Is it safe to assume that 
the laws applicable to ETFs are the 
same as those for mutual funds? 

Although there is significant over-
lap, ETFs are exempted from some 
requirements that apply to mutual 
funds and are subject to other re-
quirements that don’t apply to mu-
tual funds. So there is not complete 
parity between the mutual fund 
and ETF regulatory regimes.

Indeed, even with the exemptions 
that ETFs get, ETFs face more ex-
pansive regulatory requirements 
than mutual funds because their 
shares are listed and trade on a se-
curities exchange. As a result, like 
other exchange-traded securities 
(such as GOOG) and unlike mutual 
funds, they are subject to an entire 
additional set of securities laws 
and regulations, as well as those of 
a listing exchange and its self-reg-
ulatory organization. For these rea-
sons, the regulatory requirements 
applicable to ETFs are somewhat 
more complex than those appli-
cable to mutual funds and require 
some additional legal knowledge 
and expertise to navigate.

Even with the exemptions that ETFs get, 
ETFs face more expansive regulatory 

requirements than mutual funds

ETFs & REGULATIONS
A Survey of Frequently Asked Questions
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The following table provides a sam-
ple of differences in regulations 
that apply to ETFs and open-end 
mutual funds:

How much does it cost to launch 
an ETF?  

As noted above, ETFs obtain ex-
emptions from the SEC to operate 
as ETFs (and avoid certain regula-
tory requirements that apply to mu-
tual funds). Assuming that the SEC 
continues to order such exemp-
tions as a routine matter, obtaining 
them should be relatively inexpen-
sive. In fact, the total legal fees can 
run less than $150,000, depending 
on, among other things, whether 
the ETFs will be actively managed 
or index-based and whether the 
ETF sponsor currently runs other 

funds or separate accounts pursu-
ant to such strategies.  

When should we contact counsel to 
work with us on our ETF 
aspirations?  

As a potential sponsor of new ETFs, 
you will make decisions that im-
pact your new ETFs almost imme-
diately. Experienced counsel can 
help direct you to other service 
providers who may help you devel-
op your strategy and evaluate the 
ETF marketplace. They can also 
help you initiate discussions with 
the listing exchanges. Therefore, 
it typically helps to talk to counsel 
earlier—rather than later—in the 
process. 

BEFORE LAUNCH

REGULATORY REQUIREMENTS

OPEN-END
MUTUAL

FUNDS

ETFs

Apply to SEC for 
Exemptive Relief

Register under 
1933 & 1940 Acts
on Form N-1A

File Form 8-A to 
register shares
under 1934 Act

Annually update 
Form N-1A

Mail bi-annual 
shareholder
reports and file 
Forms N-CSR
and N-Q

File reports 
pursuant to
listing exchange 
rules

Publish list 
of portfolio 
securities daily

Qualify for
generic listing 
standards or 
obtain new 
listing standard

PERIODIC REPORTING
CONDUCT
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Douglas M. Yones
The New York Stock Exchange

As a new ETF issuer, you 
know how critical it is to 
choose the right listing 

partner to position yourself for suc-
cess, and this is one of the first key 
decisions you will have to make. 
Listing your fund(s) with a trust-
ed partner will help ensure overall 
success by allowing you to concen-
trate on what’s really important: 
product development, sales and 
distribution. It’s well worth the time 
investment to perform research 
upfront because this decision can 
make or break your listing.

Here are four compelling consider-
ations to bear in mind when choos-
ing where you list your fund:

• Market structure
• Industry expertise & guidance 
• Issuer services
• Marketing and visibility

Market Structure

One of the first questions to ask is 
how a given market will support 
the trading of your ETFs. In terms 
of market structure, you’ll want to 
consider overall market quality in-
cluding volume, access to liquidi-
ty, and breadth of products. If you 
choose a marketplace with excep-
tional overall market quality, you’ll 
be positioning your listing with the 
best growth opportunities.

You should make sure your ETF 
has easy access to high quality 
investors and liquidity providers. 
This has the largest impact on 
driving sales and liquidity for your 
ETF. Also consider a lead market 
maker (LMM) program to incentiv-
ize market makers to take on your 
new products, or a program that 
rewards market makers for having 
a large number of allocations, even 
though the ETF may be just start-
ing out and thinly traded. Exchang-
es with a higher number of liquidity 
providers can offer narrower bid/
ask spreads. 

Industry Expertise and Guidance

A key factor in making your de-
cision should be whether the ex-
change in question acts in a con-
sultative capacity for its issuers. 
More specifically, ask if they can of-
fer guidance through the complete 
listings process, including expert 
consultations and legal support.

This kind of guidance should in-
clude expert consultations and 
round-the-clock expert legal and 
regulatory support, particularly 
with SEC Rule 19b-4 filings. You 
should also consider an exchange’s 
experience and long term relation-
ship with the industry’s primary 
regulators: the SEC and FINRA. 
The level of access to expertise 
and best-in-class customer service 
from experienced ETF profession-
als can significantly speed up your 
time to market and help you avoid 
undue delays in the 19b-4 filing and 
approval process.

CHOOSING THE RIGHT LISTING PARTNER      

 A Recipe for ETF Launch Success
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Issuer Services

As an ETF issuer, you know that 
gathering the intelligence on the 
trading activity of your products is 
essential to driving tighter spreads 
and greater liquidity. Sales and dis-
tribution efforts depend on access 
to the most up-to-date information 
and analysis. Sample services to 
consider include market intelli-
gence, trade monitoring and sales 
and distribution support. 

Some of the available intelligence 
for ETF issuers includes monthly 
reports on the performance of your 
products, reports on the perfor-
mance of the broader ETP Industry 
so that issuers can identify trends 
and adjust sales strategies, and the 
daily performance of your LMM as 
well as other liquidity providers.

Marketing and Visibility

ETF issuers should be looking to 
get more out of their relationship 
with their exchange beyond just 
its transactional capability. The 
launch of a new trading product 
also provides a firm brand strength-
ening opportunity. It is also import-
ant to compare each exchange’s 
respective visibility platform from 
both a client reach and a sales tar-
geting perspective. 

By investing the time upfront to 
evaluate all of your options, you 
will be in a much better position 
to provide your new ETF with the 
greatest possibility for success. 

A key factor in making your decision should 
be whether the exchange in question acts in 

a consultative capacity for its issuers. 
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