
 

                                     

  

    

 

    

    

   

     

       

  

   

 

                   

              

                  

    

 

   

                 

                

                   

        

 

  

                

        

 

        

  

               

                  

                 

  

 

                

                

                  

Mr. Bre t J. Fields 

Secretary 

Securities a d Excha ge Commissio  

100 F Street, NE 

Washi gto , DC 20549 

New York, 1 October 2018 

Subject: Excha ge Traded Fu ds, File No. S7-15-18 

Dear Mr. Fields, 

Flow Traders US LLC is pleased to express its support for the  ewly proposed ETF rule which moder izes markets 

a d e ha ci g the curre t market structure, ultimately improvi g tra spare cy for the i vestor a d more 

efficie t ETF markets. I  this letter, we provide some thoughts about the impact of the  ew rule o quoted 

spreads i  the ETF market. 

About Flow Traders 

Flow Traders is a publicly listed, global ETF market maker. We provide liquidity both o -a d off-excha ge (OTC). 

I the OTC ETF market, we provide two-sided markets to our i stitutio al cou terparties. Because ETF market 

maki g is our core busi ess, we are shari g our opi io  regardi g the proposed rule a d the effect this rule might 

have o quoted spreads o - a d off-excha ge. 

ICI letter 

Flow Traders agrees with the I vestme t Compa y I stitute comme t letter. We would like to share some 

additio al thoughts o  the rule a d its pote tial impact. 

Effects of the Rule Proposal o quoted spreads 

Positive Impact 

• Custom baskets will allow market makers, together with authorized participa ts a d ETF portfolio ma agers, 

to bemore efficie t i the creatio /redemptio process. As a result, market makers will be able to provide 

tighter quotes o excha ge as well as for block trades i  the OTC markets which e ha ces market efficie cy 

a d liquidity. 

• More flexibility i creatio / redemptio  sizes will allow market makers to ma age their i ve tory a d 

positio s more efficie tly a d allow for tighter spreads o excha ge. This is particularly be eficial for less 

liquid products si ce the i ve tory costs are ge erally higher as there is less tur over. We e courage the SEC 
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Divisio  of Tradi g a d Markets a d the SEC Divisio of I vestme t Ma ageme t to work together to 

harmo ize their approaches to creatio /redemptio u it sizes. 

Negative Impact 

• Restrictio  o placi g creatio /redemptio  orders for the  ext day (i.e. before the basket a d the holdi gs of 

the fu d are published) will have a  egative impact o the quoted spread (bid ask spreads will i crease). This 

is curre tly  ot market practice. There ca  be sou d operatio al reaso s to prepare for a 

creatio /redemptio prior to the  ext day basket a d holdi gs of the fu d bei g k ow . More specifically, it 

is curre tly commo market practice for US listed ETFs with i ter atio al equity baskets to ge erate 

creatio /redemptio orders for the  ext day. 

• To illustrate this poi t, co sider the followi g example: A US listed ETF with a Japa ese stock basket is traded 

duri g US hours. At 4 PM EST, themarket maker assesses its i ve tory a d wa ts to create the ETF because 

it e ded the day with short i ve tory. Si ce the issuer has  ot published the  ew basket yet, the market 

maker will have to wait u til the basket is published before it ca  give up the creatio order. Therefore, the 

basket  eeds to be published earlier or the Market Maker a d/or Authorized Participa t have to wait u til 

later i the eve i g to be able to place a creatio order. It is importa t to  ote that, day over day, these 

baskets do ’t cha ge sig ifica tly; a d the market maker is beari g the risk associated with these cha ges. 

As a co seque ce, this process becomes less efficie t a d the bid ask spreads for the ETF will i crease. 

• A possible solutio would be for the market maker a d/or the Authorized Participa t to i clude a “to be 

published” ack owledgeme t i the creatio  order. This would mea  it will be creati g the ETF shares based 

o  the “to be published” basket. This better reflects curre t practice a d will make sure the bid ask spreads 

for these US ETFs with i ter atio al baskets will  ot be  egatively impacted by the proposed rule. 

We appreciate the opportu ity to comme t o the Rule Proposal, a d we always sta d ready to have a dialogue 

about the Commissio ’s co cer s regardi g the ETF ecosystem. 

Regards, 

Flow Traders US LLC 

Bas Tamme s 
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