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Understanding ETF Trading

There are a lot of things to consider when trading ETFs —  time of day, market volatility, and ETF 
liquidity, to name a few. Evaluating these factors can help execute a trade in the best possible 
manner. But where should you begin when you decide to trade a particular ETF?

ETF Trading: Understanding the Primary vs. Secondary Market

LIQUIDITY PARTICIPANTS UNDERLYING IMPACT

Primary Market Create new shares 
or offload old 
shares. Minimum 
size called “unit size”

Authorized 
Participants 
with the right to 
create or redeem

Requires AP to source 
underlying securities

Secondary Market Trading shares 
already issued on 
exchange with no 
size minimum

Individual investors 
or market makers

No requirement to 
source  
underlying securities

On-screen liquidity shows the current bid-ask spread and number of shares available at 
any given time. It will also show recent trading activity on the secondary market, but it 
may not indicate the full potential liquidity for an ETF.

If you are looking to place a large trade and don’t have an internal trading desk to help 
with the order, it may be prudent to work directly with the block desk at your firm’s 
custodian. The block desk will work with ETF market makers to access additional liquidity. 
Finally, if necessary, Authorized Participants can tap into the liquidity of the ETF’s 
underlying holdings through the creation and redemption process to ensure investor 
demand is met and the trades are executed in an efficient manner.

PRIMARY MARKET
	� Firms that have a relationship with 

the sponsor are called Authorized 
Participants (AP) and are the only 
firms that may create and redeem 
shares in the primary market.

SECONDARY MARKET
	� At launch, an ETF has a designated 

Lead Market Maker (LMM). LMMs 
are required by the exchange to 
meet minimum performance 
standards (i.e. best bid and 
best offer).

	� There are three primary listing 
exchanges in the U.S. :  NYSE Arca, 
NASDAQ and CBOE.

There are a few items to bear in mind when trading ETFs. You should consider many factors when looking to place ETF trades, including 
time of day, market volatility and ETF liquidity. While on-screen (secondary market) liquidity is useful to determine the average daily 
volume of an ETF, it is only part of overall ETF liquidity. First the difference between the primary and secondary market.

Like a mutual 
fund, an ETF 
is a diversified 
investment vehicle, 
but it trades like 
a common stock.

COMMON STOCK
• Trading flexibility intraday on 
 listed exchange

• Can take a long or short position
• Options frequently available

MUTUAL FUND
• Diversified portfolio of securities
• Underlying reported on 
 quarterly basis

• Index or active strategies
• Only Net Asset Value (NAV)
• Transaction at end of day

ETFs
• Diversified funds that 
 trade intraday like 
 common stock

• Tax efficient in-kind or 
 cash mechanism

• Generally fully transparent  
 underlying holdings 
 (semi and non-transparent 
 also offered)

Understand 
ETF Trading
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Every situation is different, and there is help available when you are ready to execute a trade. Our capital markets team has been working 
with liquidity partners and investors within the ETF ecosystem for years. They are always available to assist. 
If you have questions around trade execution, contact the Capital Markets Team through your Eaton Vance representative.

	� Understand the different order types, as they can impact trade execution and costs. 
	� Use caution when trading close to the market open and close as price discovery may impact bid / ask spreads.
	� Volatile markets may lead to steep premiums or discounts to an ETF’s NAV, so extra care should be taken when trading during these periods.

Final Tips for Efficient ETF Trades

ORDER TYPE MARKET SUITABILITY FOR BLOCK TRADES

Market Buy/sell is executed immediately at the best available 
price. However, the investor will not know the full 
cost of the transaction until it is executed.

Not recommended since there is no price control.

Limit This allows investors to set the exact price they are 
willing to pay or receive for an ETF share. However, 
the order may not be filled if the market moves.

Recommended as the buy will go off at the set price or lower and a 
sell will execute at the set price or higher.

Not Held A block trading desk will support these transactions 
and has discretion over timing and price in order to 
facilitate efficient execution.

Recommended for larger trades.

Stop Trades are placed once a predetermined price is hit. Not recommended due to inadvertent trades caused by market volatility.

Trade Decision Trade Preparation Trade Tips Trade Execution

ETF TRADE DECISION QUESTIONS POTENTIAL TIPS EXECUTION

	� Client decides to buy/sell  
MSIM ETF

	� MSIM representative  
(potentially) notified of size  
and direction of trade

	� Does your firm have an internal 
trading desk or do you route the 
trade through your custodian?

	� Which custodian does your firm 
use for ETF execution?

	� What Order Management System 
(OMS) do you use to transmit 
trades to your custodian?

	� Do you have email / phone 
numbers for the traders  
at your custodian?

	� If traded internally, use 
Limit Order

	� If trading via custodian —   
notify client of the existence  
of block desks —  many RIAs 
are unaware

	� If trading via custodian and 
trade is > 2,000 shares, mark 
the trade as “Not 
Held” in OMS

	� If unable to mark trade, call 
or contact custodian 
trading desk

	� Market or orders not designated 
as “Not Held” don’t benefit from 
having an “order owner”

	� “Not Held” allows professional 
traders to minimize 
market impact

	� Custodians quantify execution 
quality and hold market makers 
accountable

	� Most trades will be executed via 
competitive Request for 
Quote (RFQ)



IMPORTANT INFORMATION 
The views and opinions and/or analysis expressed are those of the author or the 
investment team as of the date of preparation of this material and are subject 
to change at any time without notice due to market or economic conditions and 
may not necessarily come to pass. Furthermore, the views will not be updated 
or otherwise revised to reflect information that subsequently becomes available 
or circumstances existing, or changes occurring, after the date of publication. 
The views expressed do not reflect the opinions of all investment personnel 
at Morgan Stanley Investment Management (MSIM) and its subsidiaries and 
affiliates (collectively “the Firm”), and may not be reflected in all the strategies 
and products that the Firm offers. 
This material has been prepared on the basis of publicly available information, 
internally developed data and other third-party sources believed to be reliable. 
However, no assurances are provided regarding the reliability of such information 
and the Firm has not sought to independently verify information taken from public 
and third-party sources.
This material is a general communication, which is not impartial and all information 
provided has been prepared solely for informational and educational purposes and 
does not constitute an offer or a recommendation to buy or sell any particular 
security or to adopt any specific investment strategy. The information herein has 
not been based on a consideration of any individual investor circumstances and is 
not investment advice, nor should it be construed in any way as tax, accounting, 
legal or regulatory advice. To that end, investors should seek independent legal 
and financial advice, including advice as to tax consequences, before making any 
investment decision.
The Firm has not authorised financial intermediaries to use and to distribute this 
material, unless such use and distribution is made in accordance with applicable 
law and regulation. Additionally, financial intermediaries are required to satisfy 

themselves that the information in this material is appropriate for any person 
to whom they provide this material in view of that person’s circumstances and 
purpose. The Firm shall not be liable for, and accepts no liability for, the use or 
misuse of this material by any such financial intermediary. 
This material may be translated into other languages. Where such a translation 
is made this English version remains definitive. If there are any discrepancies 
between the English version and any version of this material in another language, 
the English version shall prevail.
The whole or any part of this material may not be directly or indirectly reproduced, 
copied, modified, used to create a derivative work, performed, displayed, published, 
posted, licensed, framed, distributed or transmitted or any of its contents disclosed 
to third parties without the Firm’s express written consent. This material may 
not be linked to unless such hyperlink is for personal and non-commercial use. 
All information contained herein is proprietary and is protected under copyright 
and other applicable law.
Before investing in any Eaton Vance ETF, prospective investors should 
consider carefully the investment objective(s), risks, and charges and 
expenses. The current prospectus contains this and other information. 
To obtain a prospectus or summary prospectus (which includes 
the applicable fund’s current fees and expenses, if different from 
those in effect as of the date of this material), download a copy at  
eatonvance.com or call 1-800-548-7786. Prospective investors should 
read the prospectus carefully before investing. 
Morgan Stanley Investment Management Inc. is the adviser to the ETFs. Distributor: 
Foreside Fund Services, LLC.

NOT FDIC INSURED | OFFER NO GUARANTEE | MAY LOSE VALUE 
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | NOT A DEPOSIT

Risk Considerations 
Investing involves risk. The market prices of Shares of the ETFs are expected to fluctuate, in some cases materially, in response to changes in 
the Portfolio’s NAV, the intra-day value of holdings, and supply and demand for Shares. The Adviser cannot predict whether Shares will trade 
above, below or at their NAV. Buying or selling Shares in the secondary market may require paying brokerage commissions or other charges 
imposed by brokers.
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