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In light of the recent extreme volatility, we have prepared
a brief guide for investors on how to trade in the current
market environment.

Equity, Treasury
Volatility and Credit
Spreads Ballooning

Current market conditions are highly volatile and have given rise to price dislocation in
certain markets.
Below is a short summary of recent market activity for equity and credit ETFs in particular.
Equities
• ETF products have continued to function, albeit with wider spreads.
• Liquidity in cash and futures has dried up, which has a knock-on effect for the ETF market.
• Fair values may be less precise or they may reference futures that are closed (limit up/
down), which in turn causes bid/offer spreads to widen significantly. Underlying companies
are moving AGMs, which changes dividend points and major futures are rolling on Friday 20
March 2020. Consequently, visibility of futures’ fair value is reduced, which causes bid/offer
spreads to widen in ETFs.
• Primary markets have continued to operate as expected amid record volumes of activity
across markets.
Credit
• In credit, investors are raising cash.
• There is a limited amount of balance sheet that brokers can deploy, which may reduce
liquidity at times.
• Major credit ETFs have been trading at wider than usual discounts to NAV. This is to be
expected in such a distressed environment. The ETF price represents where risk is actually
clearing. The NAV represents the underlying bond basket; the levels within may be slower
to respond.

Discount/premium
to NAV

In the current environment, we have seen strong moves as investors quickly reallocate exposures
using ETFs as a source of risk transfer.
• Within fixed income, the pricing mechanism of the underlying bonds has been driven by fears
of a liquidity freeze. This has challenged markets.
• US Treasury (and other government bond markets) volatility has had unprecedented intraday
moves but the Treasury is the basis for pricing other USD-denominated bonds.
• Credit spreads have widened very quickly (in some cases by more than 100bps in investment
grade and 400bps in high yield) and are trading on both headline news and increased fears
of defaults.
• NAV uses end of day prices and, in fast-moving markets, some bonds may exhibit stale prices
in indices. As a result, meaningful discounts or premiums can arise and gyrate quickly.
It is worth noting that the price discount to NAV represents the point at which a trade can be
done via the ETF. It can give an indication of the cost liquidity at that time. Given recent volatility,
investors should be aware of the challenges when executing orders, such as sourcing liquidity at
fair prices in rapidly changing markets. We encourage investors to engage our capital markets
teams in such markets.

Volumes Show
There is more
Activity Happening
at the Secondary
Market Level

Cumulative volumes across major exposures in the fixed income, EMEA-domiciled ETF
universe show the usage of the instrument for liquidity and risk transfer. Between 1 and 18
March 2020, in the euro corporate bond space, for example, there was close to $13.6 billion of
volumes exchanged in ETFs when “only” $3.4 billion of these exchanges led to net outflows. In
other words, almost $1 dollar for every $4 exchanged. This example shows how the ETF, as an
instrument, may prove useful when liquidity is more challenging in the underlying.
Euro government bonds have not escaped the recent volatility and challenging liquidity. We can
also see a similar phenomenon of higher volumes versus actual trading, with $9.7 billion of trades
and $1.9 billion of inflows.1
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Source: Bloomberg Finance L.P., as of 19 March 2020. Universe classification: Morningstar Direct.
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ETF Mechanism —
Trading

Trading is done on exchange and OTC via authorised participants (APs) and financial
intermediaries. ETF issuers like SPDR interact with APs when demand and supply dynamics
lead to the need for creating or redeeming shares. This in turn leads portfolio managers actions
to manage these flows by buying or selling underlying instruments, or preparing baskets of
securities to be received into or taken out of the fund, in line with the index risk characteristics.

Figure 2
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Source: The above diagram is for illustrative purposes only.
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How to Determine
Fair Value

Spread
•

Intra-day prices will move in a band between bid and offer .

•

The more activity there is on screen in shares of an ETF, the tighter the spreads tend to be.

•

The more liquid the underlying, the more liquid or diverse the hedging tools and the tighter the
spreads tend to be.

NAV Discount/premium
•

EOD NAV vs. current price will show the current intra-day price and potential cost of liquidity.

•

If there is high demand to buy the exposure, the ETF may trade at premium and, inversely, if
there is selling pressure the ETF may trade at a discount.

Figure 3
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* iNAVs are calculated and distributed every 15 seconds by market data vendors.
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Guidance for
Trading in Stressed
Market Conditions

• Reduce the number in competition for RFQ. Some brokers see more downside than upside
quoting versus a larger number of brokers in current market conditions.
• Make sure the underlying hedge is open.
• Make sure the underling market is open, e.g. only trade US equities during US market hours.
• Pricing large, less liquid trades on risk is more challenging, so be prepared to execute over a
longer time period where possible.
• Explore limit orders.

General Approach to
ETF Trading

Regardless of market conditions, there are a range of questions for investors to consider before
trading ETFs. The SPDR Capital Markets Group is always ready to help investors as they weigh
these considerations.
Execution Priorities
• What is the timeframe for execution?
• Is the creation/redemption window open?
• Based on trade objectives, which is the correct type of order to use?

Trade Consideration
• Is the trade of a market standard size, or is it outsized in comparison with the ETF’s historical
average volumes?
• What is the trade size relative to the underlying market?
• Are the underlying constituents open to trade due to local market hours or holidays?

Market Environment
• Is the market trading in an orderly fashion (i.e. volatility halts)?
• Is the ADV drastically higher/lower than normal?
• Is the ETF’s bid/ask wider than usual?
• Is there currently an outsized premium/discount?

Match Execution
Strategies with
Portfolio Objectives

ETF secondary trading volume is often the first measure of ETF liquidity. However, investors
with larger order sizes can source liquidity not displayed on the screen from liquidity providers.
ETFs are at least as liquid as their underlying constituents at any given point in time. With ETFs
representing a multitude of asset classes, geographies, sectors and styles, the SPDR team is
available to help investors navigate different market environments and volatility regimes and to
properly evaluate execution strategies to meet portfolio objectives.
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Figure 4

Execution Strategy
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Source: Bloomberg Finance L.P., as of 19 March 2020. Universe based on Morningstar classification.
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About State Street
Global Advisors

Our clients are the world’s governments, institutions and financial advisors. To help them achieve
their financial goals we live our guiding principles each and every day:
•
•
•
•

Start with rigor
Build from breadth
Invest as stewards
Invent the future

For four decades, these principles have helped us be the quiet power in a tumultuous investing
world. Helping millions of people secure their financial futures. This takes each of our employees
in 27 offices around the world, and a firm-wide conviction that we can always do it better. As a
result, we are the world’s third-largest asset manager with US $3.12 trillion* under our care.
* AUM reflects approximately $43.72 billion USD (as of 31 December 2019), with respect to which State Street Global
Advisors Funds Distributors, LLC (SSGA FD) serves as marketing agent; SSGA FD and State Street Global Advisors
are affiliated.

ssga.com/etfs
Marketing Communication.
For professional investor use only.
Important Information
The information provided does not constitute
investment advice and it should not be relied
on as such. It should not be considered a
solicitation to buy or an offer to sell a security.
It does not take into account any investor’s
particular investment objectives, strategies,
tax status or investment horizon. You should
consult your tax and financial advisor. All
information is from SSGA unless otherwise
noted and has been obtained from sources
believed to be reliable, but its accuracy is not
guaranteed. There is no representation or
warranty as to the current accuracy, reliability
or completeness of, nor liability for, decisions
based on such information and it should not be
relied on as such.
Israel: No action has been taken or will be taken
in Israel that would permit a public offering of
the Securities or distribution of this sales
brochure to the public in Israel. This sales
brochure has not been approved by the Israel
Securities Authority (the ‘ISA’).Accordingly, the
Securities shall only be sold in Israel to an
investor of the type listed in the First Schedule
to the Israeli Securities Law, 1978, which has
confirmed in writing that it falls within one of
the categories listed therein (accompanied by
external confirmation where this is required
under ISA guidelines), that it is aware of the
implications of being considered such an
investor and consents thereto, and further that
the Securities are being purchased for its own

account and not for the purpose of re-sale or
distribution. This sales brochure may not be
reproduced or used for any other purpose, nor
be furnished to any other person other than
those to whom copies have been sent. Nothing
in this sales brochure should be considered
investment advice or investment marketing as
defined in the Regulation of Investment Advice,
Investment Marketing and Portfolio
Management Law, 1995 (“the Investment
Advice Law”). Investors are encouraged to seek
competent investment advice from a locally
licensed investment advisor prior to making any
investment. State Street is not licensed under
the Investment Advice Law, nor does it carry
the insurance as required of a licensee
thereunder. This sales brochure does not
constitute an offer to sell or solicitation of an
offer to buy any securities other than the
Securities offered hereby, nor does it constitute
an offer to sell to or solicitation of an offer to buy
from any person or persons in any state or other
jurisdiction in which such offer or solicitation
would be unlawful, or in which the person
making such offer or solicitation is not qualified
to do so, or to a person or persons to whom it is
unlawful to make such offer or solicitation.
Investing involves risk including the risk of loss
of principal. The whole or any part of this work
may not be reproduced, copied or transmitted
or any of its contents disclosed to third parties
without SSGA’s express written consent. The
trademarks and service marks referenced
herein are the property of their respective
owners. Third party data providers make no
warranties or representations of any kind
relating to the accuracy, completeness or
timeliness of the data and have no liability
for damages of any kind relating to the use of
such data.

For use in Singapore: State Street Global
Advisors Singapore Limited, 168, Robinson
Road, #33-01 Capital Tower, Singapore 068912
(Company Reg. No: 200002719D, regulated by
the Monetary Authority of Singapore).
T: +65 682.
Australia: State Street Global Advisors,
Australia Services Limited (AFSL Number
274900, ABN 16 108 671 441) (“SSGA, ASL”).
Registered office: Level 15, 420 George
Street, Sydney, NSW 2000, Australia.
T: 612 9240-7600.
Belgium: State Street Global Advisors Belgium,
Chaussée de La Hulpe 120, 1000 Brussels,
Belgium. T: 32 2 663 2036. F: 32 2 672 2077.
SSGA Belgium is a branch office of State Street
Global Advisors Ireland Limited. State Street
Global Advisors Ireland Limited, registered
in Ireland with company number 145221,
authorised and regulated by the Central Bank
of Ireland, and whose registered office is at
78 Sir John Rogerson’s Quay, Dublin 2.
France: State Street Global Advisors Ireland
Limited, Paris branch is a branch of State Street
Global Advisors Ireland Limited, registered in
Ireland with company number 145221,
authorised and regulated by the Central Bank
of Ireland, and whose registered office is at 78
Sir John Rogerson’s Quay, Dublin 2. State Street
Global Advisors Ireland Limited, Paris Branch, is
registered in France with company number RCS
Nanterre 832 734 602 and whose office is at
Immeuble Défense Plaza, 23-25 rue DelarivièreLefoullon, 92064 Paris La Défense Cedex,
France. T: (+33) 1 44 45 40 00.
F: (+33) 1 44 45 41 92.
Germany: State Street Global Advisors
GmbH, Brienner Strasse 59, D-80333 Munich.
Authorised and regulated by the Bundesanstalt
für Finanzdienstleistungsaufsicht (“BaFin”).
Registered with the Register of Commerce

Munich HRB 121381. T: +49 (0)89-55878-400.
F: +49 (0)89-55878-440.
Hong Kong: State Street Global Advisors Asia
Limited, 68/F, Two International Finance Centre,
8 Finance Street, Central, Hong Kong.
T: +852 2103-0288. F: +852 2103-0200.
Ireland: State Street Global Advisors
Ireland Limited is regulated by the Central
Bank of Ireland. Registered office address 78
Sir John Rogerson’s Quay, Dublin 2. Registered
Number: 145221. T: +353 (0)1 776 3000.
F: +353 (0)1 776 3300.
Italy: State Street Global Advisors Ireland
Limited, Milan Branch (Sede Secondaria di
Milano) is a branch of State Street Global
Advisors Ireland Limited, registered in
Ireland with company number 145221,
authorised and regulated by the Central Bank
of Ireland, and whose registered office is at 78
Sir John Rogerson’s Quay, Dublin 2. State Street
Global Advisors Ireland Limited, Milan Branch
(Sede Secondaria di Milano), is registered in Italy
with company number 10495250960 - R.E.A.
2535585 and VAT number 10495250960 and
whose office is at Via Ferrante Aporti, 10 - 20125
Milano, Italy. T: +39 02 32066 100.
F: +39 02 32066 155.
Netherlands: State Street Global Advisors
Netherlands, Apollo Building, 7th floor
Herikerbergweg 29 1101 CN Amsterdam,
Netherlands. T: 31 20 7181701.
SSGA Netherlands is a branch office of State
Street Global Advisors Ireland Limited,
registered in Ireland with company number
145221, authorised and regulated by the Central
Bank of Ireland, and whose registered office
is at 78 Sir John Rogerson’s Quay, Dublin 2.
Switzerland: State Street Global Advisors
AG, Beethovenstr. 19, CH-8027 Zurich.
Authorised and regulated by the
Eidgenössische Finanzmarktaufsicht
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(“FINMA”). Registered with the Register
of Commerce Zurich CHE-105.078.458.
T: +41 (0)44 245 70 00. F: +41 (0)44 245 70 16.
United Kingdom: State Street Global Advisors
Limited. Authorised and regulated by the
Financial Conduct Authority. Registered in
England. Registered No. 2509928. VAT No.
5776591 81. Registered office: 20 Churchill
Place, Canary Wharf, London, E14 5HJ. T: 020
3395 6000. F: 020 3395 6350.
Standard & Poor’s, S&P and SPDR are registered
trademarks of Standard & Poor’s Financial
Services LLC (S&P); Dow Jones is a registered
trademark of Dow Jones Trademark Holdings
LLC (Dow Jones); and these trademarks have
been licensed for use by S&P Dow Jones Indices
LLC (SPDJI) and sublicensed for certain
purposes by State Street Corporation. State
Street Corporation’s financial products are not
sponsored, endorsed, sold or promoted by
SPDJI, Dow Jones, S&P, their respective
affiliates and third party licensors and none of
such parties make any representation regarding
the advisability of investing in such product(s)
nor do they have any liability in relation thereto,
including for any errors, omissions, or
interruptions of any index.

All forms of investments carry risks,
including the risk of losing all of the
invested amount. Such activities may
not be suitable for everyone.
The information provided does not
constitute investment advice and it
should not be relied on as such. It should
not be considered a solicitation to buy or
an offer to sell a security. It does not take
into account any investor’s particular
investment objectives, strategies,
tax status or investment horizon.
You should consult your tax and
financial advisor.
This document contains certain statements
that may be deemed forward looking
statements. Please note that any such
statements are not guarantees of any
future performance and actual results or
developments may differ materially from
those projected.
Issuing Office: This document has been
issued by State Street Global Advisors Ireland
(“SSGA”), regulated by the Central Bank of
Ireland. Registered office address 78 Sir John

Rogerson’s Quay, Dublin 2. Registered number
145221. T: +353 (0)1 776 3000. F: +353 (0)1 776
3300. Web: ssga.com.
ETFs trade like stocks, are subject to
investment risk and will fluctuate in market
value. The investment return and principal
value of an investment will fluctuate in value, so
that when shares are sold or redeemed, they
may be worth more or less than when they were
purchased. Although shares may be bought or
sold on an exchange through any brokerage
account, shares are not individually redeemable
from the fund. Investors may acquire shares
and tender them for redemption through the
fund in large aggregations known as “creation
units.” Please see the fund’s prospectus for
more details.

The information contained in this
communication is not a research
recommendation or ‘investment research’ and
is classified as a ‘Marketing Communication’ in
accordance with the Markets in Financial
Instruments Directive (2014/65/EU). This
means that this marketing communication
(a) has not been prepared in accordance with
legal requirements designed to promote the
independence of investment research (b) is not
subject to any prohibition on dealing ahead of
the dissemination of investment research.
© 2020 State Street Corporation.
All Rights Reserved.
ID181554-3005156.1.1.GBL.INST 0320
Exp. Date: 31/03/2021

Past Performance is not a guarantee of
future results.
SPDR ETFs is the exchange traded funds (“ETF”)
platform of State Street Global Advisors and is
comprised of funds that have been authorised
by Central Bank of Ireland as open-ended UCITS
investment companies.
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