
    

  

    

 

        

      

     

                         

                       

 

 

   

 

   

 

     

    

   

      

 

   

           

             

             

            

                  

                

                    

                  

          

              

            

    

             

               

              

                                                      
                

                 

         

Joanna M  Gallegos 

Managing  irector 

Head of U.S. ETFs 

Octob r 1, 2018 

Br nt J. Fi lds 

S cr tary 

U.S. S curiti s and Exchang Commission 

100 F Str  t, NE 

Washington, DC 20549-1090 

R : Exchang -Trad d Funds (Fil No. S7-15-18) 

D ar Mr. Fi lds: 

J.P. Morgan Ass t Manag m nt (“JPMAM”)1 strongly supports th S curiti s and Exchang  

Commission’s (th “SEC” or th “Commission”) propos d rul 6c-11 and r lat d provisions, which 

would p rmit  xchang -trad d funds (“ETFs”) that satisfy c rtain conditions to op rat without th  

 xp ns and d lay of obtaining an  x mptiv ord r (th “proposal”).2 

JPMAM curr ntly off rs 27 ETFs in th US, and 7 mor curr ntly in r gistration, with a total of 

approximat ly $11.3 billion in ass ts und r manag m nt (“AUM”) at th  nd of August 2018. W  

launch d our first ETF in Jun 2014. As a mor r c nt  ntrant to th ETF mark t, w ar pl as d 

that th SEC is moving forward to substantially  as th proc ss of bringing ETFs to mark t, and in 

doing so, making th rul s mor consist nt across all r gistrants. 

W g n rally support th comm nts on th proposal provid d by th Inv stm nt Company Institut  

and SIFMA’s Ass t Manag m nt Group. W off r our additional comm nts b low. 

I. ETFs and Transparency 

Whil w strongly support propos d rul 6c-11, including its  mphasis on daily portfolio 

transpar ncy to facilitat  ff ctiv arbitrag ,3 w wish to r it rat our vi w that such transpar ncy is 

not a n c ssary pr r quisit for  ff ctiv arbitrag , and may limit inv stors’ acc ss to c rtain 

1 J.P. Morgan Ass t Manag m nt is a mark ting nam for th inv stm nt manag m nt subsidiari s of JPMorgan. 

2 Exchang -Trad d Funds, R l as Nos. 33-10515, IC-33140 (Jun 28, 2018), 83 F d. R g. 37332 (July 31, 2018). 

3 See, e.g., Proposal at n.28 and accompanying t xt. 

270 Park Avenue, New York, New York 10017-2014 

Telephone: 212 648 1131 joanna.m.gallegos@jpmorgan.com 

J.P. Morgan Investment Management Inc. 

“J.P.Morgan Asset Management is the marketing name for the asset management businesses of JPMorgan Chase & Co. those businesses include, but are not limited to, 

J.P. Morgan Investments Management Inc., JPMorgan Investment Advisors, Inc., Security Capital Research & Management Incorporated and J.P. Morgan Alternative Asset Management, Inc.” 
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inv stm nt strat gi s in an ETF v hicl . JPMAM has a long history of d liv ring activ inv stm nt 

strat gi s to inv stors who valu hands-on, prof ssional inv stm nt manag m nt ground d in 

fundam ntal r s arch. As w hav pr viously  xplain d to SEC staff,4 a k y imp dim nt holding 

JPMAM back from off ring mor activ ly manag d ETFs is our conc rn about pot ntial n gativ  

cons qu nc s associat d with daily portfolio disclosur – sp cifically, th risks of front-running by 

oth r mark t participants and “fr  riding” by mark t participants who ar abl to r construct and 

r plicat our propri tary insights and strat gi s. W hav an application p nding b for th SEC for 

an ETF that would r ly on an alt rnativ m thodology to facilitat  ff ctiv arbitrag without daily 

portfolio transpar ncy.5 W b li v th propos d m thodology would provid suffici nt 

information to  nabl mark t mak rs to  ff ctiv ly arbitrag and maintain  ffici nt mark ts in th  

funds cont mplat d by th Application. W urg th Commission to mov forward with granting 

 x mptiv r li f for this nov l ETF structur . 

II. Scope of Proposed Rule 6c-11 

W support th SEC’s proposal to includ both ind x-bas d and fully-transpar nt activ ly manag d 

ETFs that ar organiz d as op n- nd funds within th scop of Rul 6c-11. W agr  with th  

Commission’s conclusion that  xisting activ ly manag d ETFs hav function d  ff ctiv ly sinc th  

first such funds w r launch d in 2008, and th r for ar appropriat ly includ d. W also agr  that 

th lin b tw  n ind x-bas d and activ ly manag d ETFs has b com blurr d ov r tim , and 

th r for it is unn c ssary and  v n in ffici nt to impos additional r gulatory r quir m nts upon 

activ ly manag d ETFs. Finally, w not that th  xpansiv scop of th rul will conf r b n fits to 

ETF sponsors, inv stors, and th SEC. 

 . Inclusion of Actively M n ged ETFs 

In  xplaining th Commission’s rational for including both ind x-bas d and activ ly manag d ETFs 

within th scop of propos d rul 6c-11, th proposal obs rv s that th d viation b tw  n th  

mark t pric and n t ass t valu (“NAV”) p r shar has g n rally b  n r lativ ly small for both typ s 

of ETFs.6 Th proposal cit s data sugg sting that d viations ar mor variabl across ass t class s 

und rlying th ETFs than b tw  n ind x-bas d and activ ly manag d ETFs inv sting in th sam  

ass t class. This is consist nt with our  xp ri nc . JPMAM off rs both ind x-bas d and activ ly 

manag d fix d incom funds, and our activ ETFs trad with similar, and at tim s low r, d viations 

than our ind x ETF; all of th m typically trad within approximat ly 50 basis points of th ir NAVs. 

4 See L tt r from Christoph r P. Willcox, CEO, J.P. Morgan Ass t Manag m nt, to David W. Grim, Dir ctor, Division 
of Inv stm nt Manag m nt, U.S. S curiti s and Exchang Commission, dat d July 7, 2017,  v il ble  t 
https://www.s c.gov/comm nts/sr-nys arca-2017-36/nys arca201736-2636844-161243.pdf. 

5 J.P. Morgan Exchang -Trad d Fund Trust,  t al., Fil No. 812-14790, fil d Jun 28, 2017. 

6 Proposal at II.B.2. 
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Thus, w agr  with th SEC’s d t rmination to includ activ ly manag d ETFs within propos d 

rul 6c-11. 

W also agr  that th r is no r ason to cr at or maintain a m aningful r gulatory distinction 

b tw  n ind x-bas d and activ ly manag d ETFs.7 As th proposal not s, “[t]h prolif ration of 

highly customiz d, oft n m thodologically complicat d, ind x s has blurr d th distinction b tw  n 

such products.”8 W agr  ; b spok ETFs tracking customiz d smart b ta strat gi s ar in many 

ways mor similar to activ ly manag d ETFs than to traditional “plain vanilla” ind x ETFs. Ind  d, 

w b li v inv stors could b confus d by a r gulatory distinction b tw  n ind x-bas d and activ ly 

manag d ETFs, insofar as th y may assum that ETFs carrying th “ind x-bas d” d signation ar  

l ss compl x or risky. Particularly giv n that, as th proposal not s, practic s around portfolio 

transpar ncy hav conv rg d across ind x-bas d and activ ly manag d ETFs, w support th SEC’s 

approach. 

b. Affili ted Index Providers 

Similarly, w b li v th r is no n  d for  nhanc d r quir m nts for ind x-bas d ETFs r lying on an 

affiliat d ind x provid r.9 W agr  with th SEC’s comm ntary in 2008 that  xisting provisions 

und r th f d ral s curiti s laws r quir funds to adopt m asur s r asonably d sign d to pr v nt th  

misus of mat rial non-public information.10 Sinc that tim , th SEC has stopp d imposing sp cific 

conditions in  x mptiv ord rs d sign d to addr ss pot ntial conflicts of int r st st mming from 

th s arrang m nts. Inst ad, in mor r c nt ord rs, including JPMAM’s, th SEC has r quir d such 

ETFs to abid by conditions similar to thos of activ ly manag d ETFs, which addr ss similar 

conc rns – most notably, full portfolio transpar ncy.11 Bas d on our  xp ri nc , full portfolio 

7 For this r ason, w do not b li v th SEC should r quir ETFs to disclos tracking  rror, wh r applicabl , as doing 
so would r introduc a distinction b tw  n ind x-bas d ETFs (i.e., thos for whom tracking  rror is m aningful) and 
activ ly manag d ETFs. See Proposal at 129. 

8 Proposal at 26. 

9 See Proposal at 28. 

10 See Exchang -Trad d Funds, SEC R l as Nos. 33-8901 and IC-28193 (Mar. 11, 2008), 73 F d. R g. 14618 (Mar. 18, 
2008), at n. 105-106 and accompanying t xt, r f r ncing rul 38a-1 (r quiring funds to adopt polici s and proc dur s 
r asonably d sign d to pr v nt violation of f d ral s curiti s laws); rul 17j-1 (r quiring funds to adopt a cod of  thics 
containing provisions d sign d to pr v nt c rtain fund p rsonn l (“acc ss p rsons”) from misusing information 
r garding fund transactions); S ction 204A of th Inv stm nt Advis rs Act of 1940 (r quiring an advis r to adopt 
polici s and proc dur s that ar r asonably d sign d, taking into account th natur of its busin ss, to pr v nt th  
misus of mat rial, non-public information by th advis r or any associat d p rson); and S ction 15(f) of th S curiti s 
Exchang Act of 1934 (r quiring a r gist r d brok r or d al r to adopt polici s and proc dur s r asonably d sign d, 
taking into account th natur of th brok r’s or d al r’s busin ss, to pr v nt th misus of mat rial, nonpublic 
information by th brok r or d al r or any p rson associat d with th brok r or d al r). 

11 J.P. Morgan Exchang -Trad d Fund,  t al.; R l as Nos. IC-30898 (Notic ) January 30, 2014; IC-30927 (Ord r) 
F bruary 25, 2014. 
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transpar ncy, tog th r with  xisting provisions d sign d to pr v nt th misus of non-public 

information, should b suffici nt to prot ct against th risk of information sharing b tw  n portfolio 

manag m nt staff and ind x manag m nt staff. W th r for support th Commission’s proposal 

to codify this approach (i.e., to not includ additional r quir m nts for ETFs r lying on an affiliat d 

ind x provid r). 

c. Benefits of the Proposed Scope 

Finally, it is worth noting that th inclusiv scop of th rul will r sult in d cr as d tim and cost 

for most n w ETFs to  nt r th mark t, b n fitting both inv stors and ETF sponsors, and will fr   

up critical SEC r sourc s to focus on nov l products. Th s b n fits should not b und rstat d. By 

way of  xampl , JPMAM fil d four am ndm nts to our  x mptiv application for ind x-bas d ETFs 

and  ight am ndm nts for our activ ly manag d ETFs. 

III. Exemptive Relief – Affiliated Transactions 

W g n rally support th Commission’s propos d approach to th provision of  x mptiv r li f, but 

w r comm nd that th Commission consid r  xpanding its approach to affiliat d transactions. 

Sp cifically, w r qu st that th SEC provid r li f to a broad r group of affiliat s, i.e., brok r-

d al rs or oth r  ntiti s that ar affiliat d with th ETF’s advis r, to cr at and r d  m shar s with 

th ETF. To th  xt nt th SEC is conc rn d about providing this fl xibility tog th r with th  

propos d r li f for custom bask ts, it could consid r limiting such transactions to publish d bask ts. 

As th proposal acknowl dg s, th arbitrag m chanism is c ntral to th op ration of an ETF, and 

an incr as in th numb r of  ntiti s  ligibl to transact with an ETF g n rally promot s an  ffici nt 

arbitrag m chanism and r duc s conc ntration risk.12 W agr  . As an affiliat of an activ and 

w ll-r gard d authoriz d participant (“AP”) d sk (J.P. Morgan S curiti s, LLC), th r striction on 

affiliat d transactions has a dir ct impact on JPMAM, limiting our univ rs of pot ntial APs and 

thus, in th ory, our ability to maximiz th trading  ffici ncy of our ETFs. 

Th proposal  xplains that th ability of ETFs to us custom bask ts incr as s th possibility that 

affiliat s and non-affiliat s could b tr at d diff r ntly in conn ction with an ETF’s r c ipt or 

d liv ry of bask ts.13 As a pr liminary matt r, w would obs rv that th Commission propos s to 

impos substantial (and, w b li v , appropriat 14) proc ss r quir m nts for ETFs that us custom 

bask ts, for th sp cific purpos of prot cting against th risk that an ETF might b pr ssur d to 

12 Proposal at 53. 

13 Id. 

14 See infr  S ction IV.b. 
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cr at bask ts that favor a particular AP.15 Giv n that th conc rns und rlying th us of custom 

bask ts is th sam for both affiliat d and non-affiliat d count rparti s (i.e., “ch rrypicking” and 

“dumping”), it is not cl ar why th propos d prot ctions would b suffici nt for transactions with 

non-affiliat s but not for thos with affiliat s.16 

How v r, to th  xt nt th Commission b li v s its custom bask t prot ctions would b insuffici nt 

with r sp ct to transactions by affiliat s, w r comm nd that it p rmit affiliat s to transact using th  

publish d bask t.17 Sinc th publish d bask t appli s to all ord rs for th purchas or r d mption 

of cr ations units that ar not custom, and its cont nts ar mad public daily, it is hard to conc iv  

of a way that an affiliat could b tr at d diff r ntly than a non-affiliat wh n transacting in th  

publish d bask t. 

IV. Conditions for Relief 

W g n rally support th propos d conditions for r li f. B low w off r mor d tail d comm nts 

on th r quir m nts associat d with th issuanc and r d mption of shar s, intraday indicativ valu , 

bask ts, and w bsit disclosur . 

 . Issu nce  nd Redemption of Sh res 

W support th Commission’s propos d r quir m nts in th paragraph d fining “ xchang -trad d 

fund.” In particular, w agr  with th Commission’s proposal to not r quir a minimum cr ation 

unit siz . W agr  with th Commission’s pr liminary conclusion that ETFs hav no inc ntiv to 

s t v ry larg or small cr ation unit siz s that could disrupt th arbitrag m chanism; 18 to th  

contrary, ETFs hav  v ry inc ntiv to  stablish a cr ation unit siz that is appropriat for mark t 

d mand. As th proposal not s, a larg cr ation unit siz could r duc willingn ss or ability of APs 

to purchas and r d  m ETF shar s, which could l ad to larg r and/or mor fr qu nt pr miums or 

discounts to NAV. W agr  . Bas d on our  xp ri nc , th fl xibility to us small r cr ation units 

will b particularly b n ficial for n w or mor thinly trad d ETFs. 

15 See Proposal at 96. 

16 Furth r, as th ICI not s, any att mpt by an affiliat to influ nc th ETF’s s l ction of s curiti s would b a violation 
of f d ral s curiti s laws and r gulations prohibiting manipulativ practic s and misus of non-public information. See 
L tt r from Susan Olson, G n ral Couns l, Inv stm nt Company Institut , to Br nt J. Fi lds, S cr tary, U.S. S curiti s 
and Exchang Commission, dat d S pt. 21, 2018, at 9, availabl at https://www.s c.gov/comm nts/s7-15-18/s71518-
4403410-175592.pdf. 

17 But see infr  S ction IV.b.1, r comm nding that th acc ptanc of cash in li u of a r adily-pric d s curity should not 
caus a bask t that is oth rwis consist nt with th publish d bask t to b constru d as a custom bask t. 

18 Proposal at 65-66. 
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For  xampl , JPMAM’s passiv  x mptiv r li f and th applicabl class r li f l tt r19 r quir that 

our cr ation units ar valu d at no l ss than $1 million at th tim of issuanc . W launch d a suit  

of fiv singl factor US  quity ETFs in lat 2017. Th s funds  ach hav approximat ly $30 million 

in AUM, a curr nt shar pric of $25-$30, and a typical daily volum (“ADV”) of only a f w 

hundr d shar s. A singl cr ation unit valu d at approximat ly $1 million would r pr s nt about 

on thirti th of AUM and many multipl s of th fund’s daily volum , sugg sting that it could tak  

s v ral w  ks (w  stimat 8-10 w  ks bas d on th curr nt 30 day ADV of th most activ ly trad d 

of th fiv ) for a mark t mak r to s ll th ir full position; in th m antim , th y ar paying substantial 

financing costs to carry that position (e.g., capital costs, h dg s). Not surprisingly, small r trad s in 

th s ETFs trad at an av rag pr mium of 12 basis points, b caus th r is no financial inc ntiv  

for a mark t mak r to conduct arbitrag until th ir carrying costs can b cov r d.20 If w w r  

p rmitt d to off r small r cr ation units (e.g., $250k or $500k), th cost to cr at and carry a position 

would d cr as , and w b li v this would caus pr miums for small r trad s in th s ETFs to 

d cr as . 

Intr d y Indic tive V lue 

W agr  with th Commission’s proposal to not r quir ETFs within th scop of rul 6c-11 to 

publish an intraday indicativ valu (“IIV”). As th proposal  xplains, sophisticat d mark t 

participants typically calculat th ir own intraday valu at far mor fr qu nt int rvals, and ar  

unlik ly to us IIV  xc pt as a s condary or t rtiary ch ck.21 In addition to obs rving that 15-s cond 

int rvals ar lik ly too long to provid m aningful information in today’s fast moving mark ts, th  

proposal not s that IIV can b stal or inaccurat for ETFs with for ign s curiti s or l ss liquid d bt 

instrum nts.22 W agr  . 

Although w concur with th SEC’s pr liminary conclusion that th diss mination of IIV is 

unn c ssary for ETFs within th scop of th propos d rul (i.e., thos that provid daily portfolio 

disclosur ), it is important to not that w b li v a modifi d IIV could b a valuabl tool to 

 nhanc arbitrag in c rtain circumstanc s. JPMAM’s p nding application for an ETF that do s not 

provid daily portfolio transpar ncy r li s in part on a modifi d (and mor fr qu ntly calculat d) 

IIV.23 Consist nt with th SEC’s stat d conc rn that th IIV can b stal in r sp ct of for ign 

19 Class R li f for Exchang Trad d Ind x Funds, L tt r from Jam s A. Brigagliano, Acting Associat Dir ctor, Division 
of Mark t R gulation, U.S. S curiti s and Exchang Commission, dat d Octob r 24, 2006, availabl at 
https://www.s c.gov/divisions/mark tr g/mr-noaction/ tifclassr li f102406-msr.pdf. 

20 By contrast, larg r trad siz s, i.e., thos n ar cr ation unit siz , r sult in low r carrying costs b caus a mark t mak r 
would hav f w r shar s to s ll into th mark t, and th r for typically occur at a much low r pr mium. 

21 Proposal at 72-73. 

22 Proposal at 73-74. 

23 See J.P. Morgan Exchang -Trad d Fund Trust,  t al., supr  not 5. 
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s curiti s for which mark ts ar clos d, and l ss liquid d bt instrum nts, th ETFs cov r d by th  

application curr ntly would b limit d to inv sting primarily in s curiti s list d on U.S.  xchang s. 

b. B skets 

i. Bask t Fl xibility 

W strongly support th Commission’s pr liminary d t rmination to allow bask ts to diff r from a 

pro r t  r pr s ntation of th ETF’s portfolio, as w ll as th us of diff r nt bask ts for transactions 

with diff r nt APs (“custom bask ts”). This fl xibility is particularly important for fix d incom  

ETFs. As a r lativ ly lat  ntrant to th ETF mark t24 , JPMAM is not p rmitt d to us custom 

bask ts in our fix d incom ETFs, nor us non-pro r t  bask ts in our activ ly manag d ETFs (thr   

of th four fix d incom ETFs in our curr nt lin up).25 As a r sult, to dat APs hav primarily 

cr at d in cash in our fix d incom ETFs, in larg part b caus of th chall ng s associat d with pro 

r t  fix d incom bask ts (e.g., pot ntial difficulty in locating som of th bonds in a portfolio, 

incr as d transaction costs, odd lot trading siz s). Th ability to us non-pro r t  bask ts that 

r pr s nt a sampl of th portfolio, as w ll as acc pt and d liv r substitutions for bask t s curiti s, 

will allow us to improv our tax  ffici ncy, r duc portfolio transaction costs, and low r th amount 

of cash our funds hold to m  t r d mptions, allowing th funds to b mor fully inv st d; it will also 

allow us to comp t mor fairly with  arli r  ntrants to th ETF mark t who curr ntly hav this 

fl xibility.26 

W r comm nd, how v r, that th d finition of custom bask t not includ circumstanc s in which 

an ETF substitut s cash in li u of sp cifi d s curiti s for an AP, at l ast with r sp ct to  quiti s. 

Cash substitution typically occurs wh n an AP is r strict d from trading in a particular s curity, 

which happ ns routin ly wh n APs ar affiliat d with inv stm nt banks (e.g., b caus affiliat s of th  

AP ar in poss ssion of mat rial non-public information r garding th issu r, or  ngag d with th  

issu r in non-public activity such as m rg rs and acquisitions or und rwriting activiti s, or b caus  

th s curity its lf is issu d by an affiliat of th AP). Th SEC app ars to b conc rn d with th risk 

of diff r ntial pricing wh n cash is off r d in li u of a s curity, i.e., that an AP could pay l ss or 

r c iv mor cash than th valu of th s curity it is r placing, h nc th n  d for th additional 

ov rsight giv n to custom bask ts. W do not b li v this is n c ssary. Equiti s ar r adily pric d 

24 JPMAM launch d its first ind x-bas d ETF in 2014, and its first activ ly manag d ETF in 2016. 

25 W hav th ability to d viat from pro rata bask ts in v ry limit d circumstanc s such as to addr ss minimum lot 
siz s and fractional shar s, for instrum nts that cannot b transf rr d in kind, and for t mporary ind x r balancing, 
wh r applicabl . 

26 Th b n fits of custom bask ts and chall ng s of a pro r t  approach ar d scrib d in mor d tail in a 2016 l tt r from 
th ICI. See L tt r from David W. Blass, G n ral Couns l, Inv stm nt Company Institut , to Br nt J. Fi lds, S cr tary, 
U.S. S curiti s and Exchang Commission, dat d January 13, 2016, at 50-53, availabl at 
https://www.s c.gov/comm nts/s7-16-15/s71615-54.pdf. 
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on th s condary mark t, making diff r ntial pricing impracticabl .27 APs typically also pay a 

transaction f  to comp nsat th ETF for its  x cution costs in r lation to th r strict d s curiti s. 

As a r sult, w do not b li v th s sc narios pr s nt any additional risk that n c ssitat s subj cting 

th m to th additional prot ctions appli d to custom bask ts. 

Finally, w support th propos d r quir m nt for polici s and proc dur s  stablishing d tail d 

param t rs for th us of custom bask ts, and th proc ss for d viation from thos param t rs; w  

furth r b li v that th proc ss for d viation should r quir individual r vi w of th bask t in 

qu stion. How v r, w b li v that r quiring an  mploy  oth r than th portfolio manag r to 

r vi w  v ry individual custom bask t is unn c ssary and could b unduly burd nsom . For custom 

bask ts within th param t rs of th policy, how v r, w b li v routin complianc ov rsight, 

coupl d with th propos d board ov rsight, should b suffici nt. 

ii. Posting of a Publish d Bask t 

W support th proposal to r quir ETFs to post information on th ir w bsit s r garding th ir 

publish d bask t at th b ginning of  ach trading day, i.e., b for th mark t op ns. JPMAM 

curr ntly adh r s to this practic . How v r, w ar conc rn d about th additional r quir m nt that 

an ETF may not acc pt cr ation or r d mption ord rs until th bask t is publish d. As discuss d in 

mor d tail in th ICI’s comm nt l tt r28 , this is probl matic for ETFs inv st d pr dominantly in 

for ign s curiti s, particularly thos trading in Asian mark ts – including JPMAM’s int rnational 

 quity, global  quity, and  m rging mark ts  quity ETFs – and r sults in wid r spr ads and high r 

pr miums and discounts for inv stors. As th ICI l tt r articulat s, any  ff ct from th marginal 

r duction in transpar ncy du to an ord r b ing plac d using th prior day’s portfolio holdings and 

bask t will b pric d into th ETF; thos pric s ar lik ly to b far mor  ffici nt than if T-1 ord rs 

w r not p rmitt d. W th r for r comm nd that th SEC not prohibit ord rs plac d prior to th  

posting of a publish d bask t. 29 

27 W ar primarily conc rn d with th us of cash in li u of s curiti s in  quity bask ts, b caus w b li v that if th  
rul is adopt d, most in-kind fix d incom bask ts will b customiz d with or without cash substitutions, and th r for  
will b subj ct to th additional prot ctions  ith r way. 

28 See L tt r from Susan Olson, supr  not 16. 

29 In addition, if th rul r quir s that th information for portfolio holdings b pr s nt d consist nt with Articl 12 of 
R gulation S-X, th portfolio holdings may not b availabl until at l ast 10 p.m., thus making it op rationally inf asibl  
to acc pt T-1 ord rs. 
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c. Website Disclosure 

W fully support th Commission’s ov rarching d sir to  nsur inv stors hav acc ss to cl ar, 

dig stibl and us ful information to h lp th m mak inform d inv stm nt d cisions.30 W g n rally 

support th SEC’s propos d r quir m nts for w bsit disclosur und r rul 6c-11; ind  d, w  

curr ntly provid much of th information in qu stion. B low w r comm nd a pot ntial 

 nhanc m nt to th pr s ntation of historical information r garding pr miums and discounts. 

How v r, w do not  ntir ly agr  with th Commission’s b li f that “many inv stors obtain 

information r garding ETFs on th ETFs’ w bsit s.”31 In th first half of 2018, 24,615 us rs vi w d 

JPMAM ETF product w b pag s. Although w do not hav data on how many r tail inv stors own 

shar s in our ETFs32 , this numb r s  ms small giv n our $11.3 billion in AUM (1 vi w r p r 

$452,000) and 27 ETFs (912 vi w rs p r fund). This l ads us to b li v that inv stors ar mor  

lik ly to look for information on th w bsit of th  ntity with which th y int ract. In th cas of 

ETFs, this is typically a brok rag firm. Th s w bsit s off r th add d b n fit of allowing sid -by-

sid comparisons of ETFs across diff r nt sponsors. Non th l ss, w ar am nabl to providing 

th r quir d information on our w bsit for th b n fit of thos inv stors who do s  k it th r . W  

off r th following comm nts r garding th s disclosur s.33 

With r sp ct to historical information r garding pr miums and discounts, w agr  with th SEC 

that this information could assist inv stors in und rstanding how th arbitrag m chanism p rforms 

for an ETF und r various mark t conditions.34 W th r for support th propos d tabl and lin  

graph showing pr miums and discounts for th most r c ntly compl t d cal ndar y ar and quart rs. 

To provid additional cont xt around th variability in mark t conditions, w r comm nd th SEC 

also consid r r quiring a s parat lin graph showing th ETF’s mark t pric and NAV ov r th  

sam tim p riods, as shown b low. W b li v this could b h lpful b caus a small spik in a 

fund’s pr mium or discount, obs rv d in isolation, may conc rn an inv stor; how v r, wh n vi w d 

against th mark t pric and NAV, th r ason for th spik may b mor  vid nt – such as if th r  

was unusual volatility in th und rlying ass t class, causing th ETF’s mark t pric to dislocat mor  

than usual from its NAV. 

30 See, e.g., Dalia Blass, Dir ctor, Division of Inv stm nt Manag m nt, U.S. S curiti s and Exchang Commission Keynote 
Address: ICI Securities L w Developments Conference, D c. 7, 2017, availabl at https://www.s c.gov/n ws/sp  ch/blass-
k ynot -ici-s curiti s-law-d v lopm nts-conf r nc -2017. 

31 Proposal at 107. 

32 Brok rag firms typically hold th ir positions in str  t nam , making it difficult to look through to our und rlying 
shar hold rs. 

33 See infr  S ction V.a. for a discussion of th propos d bid-ask spr ad disclosur . 

34 Proposal at 117. 
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V. Amendments to Form N-1A 

As not d abov , w strongly support th Commission’s obj ctiv to provid cl ar and us ful 

information to inv stors. As th proposal not s, ETF inv stors may b subj ct to diff r nt costs 

than mutual fund inv stors, and it is important that th y b abl to und rstand th full costs 

associat d with th ir inv stm nt. W g n rally support th SEC’s approach of addr ssing th s  

costs in th summary prosp ctus. How v r, w hav conc rns about th  mphasis on bid-ask 

spr ad, and th r for about  l m nts of th propos d summary prosp ctus Q&A and th int ractiv  

calculator. Th s conc rns ar discuss d b low. 
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 . Bid-Ask Spre d 

Th proposal  xplains that th w bsit disclosur s and Q&A in th summary prosp ctus ar  

d sign d to h lp inv stors und rstand th impact of trading costs on th ir inv stm nt. Both s ts of 

disclosur s r ly h avily on bid-ask spr ad data. W b li v that spr ad is a valuabl m tric to 

d monstrat how  ffici ntly an ETF is trading,35 and for this r ason is important to disclos . Spr ad 

may also b a compon nt of trading costs for som inv stors. How v r, w b li v that for th  

typical r tail inv stors th SEC s  ks to  ducat , th impact of spr ad on trading costs is lik ly to b  

much l ss substantial, and also far mor difficult to m asur and th r for d monstrat in th  

int ractiv calculator. 

As a pr liminary matt r, w b li v that th SEC is cont mplating th propos d disclosur s for th  

primary b n fit of r tail inv stors, or what Chairman Clayton fr qu ntly r f rs to as “Main Str  t 

Inv stors.”36 W draw this conclusion from th  xampl in th propos d summary prosp ctus, 

which us s a trad siz of $10,000; from th r lianc on th summary prosp ctus, a docum nt 

d sign d primarily for r tail inv stors; and from th comm ntary about inv stors obtaining 

information on th ETFs’ w bsit s. By contrast, institutional and oth r prof ssional inv stors (e.g., 

inv stm nt advis rs) that t nd to trad at high r dollar amounts ar unlik ly to r ly on th summary 

prosp ctus as a primary sourc of information, and typically hav th ir own acc ss to trading data 

that would und rli th ETF’s disclosur s. 

In our  xp ri nc , spr ads do not provid a m aningful indication of trading cost, particularly for 

r tail inv stors. A spr ad, oft n r f rr d to as th National B st Bid or B st Off r (“NBBO”), is th  

first lay r of display d liquidity – that is, th b st pric availabl on an  xchang or “lit” trading 

v nu . How v r, w  stimat that mor than 30 p rc nt of ETF trading do s not occur on 

 xchang , but rath r is  x cut d in v nu s such as Alt rnativ Trading Syst ms or through principal 

transactions with brok r-d al rs. W b li v most trading by r tail inv stors falls into this group. In 

r vi wing ord r routing data and oth r information provid d by brok rag platforms, w hav  

obs rv d that th majority of small r trad s ar rout d to liquidity provid rs who improv upon th  

35 W ar pl as d that th SEC has propos d a sp cific m thodology for th calculation of bid-ask spr ad, to improv  
consist ncy of r porting across funds. How v r, w b li v a tim -w ight d av rag spr ad would b pr f rabl to th  
propos d m dian spr ad. This approach would w ight  ach it ration of spr ad according to th amount of tim th  
spr ad r main d at that l v l, which may mor accurat ly r fl ct fluctuations ov r th cours of a full day than th  
m dian. For  xampl , th r ar 2,340 t n-s cond int rvals in a normal trading day. If an ETF trad d with a $0.01 
spr ad for 1,200 10-s cond int rvals and a $0.20 spr ad for th r maining 1,140 int rvals, th m dian spr ad would b  
$0.01. Using a tim -w ight d calculation, th spr ad would b $0.103 ($0.103 = ($0.01 x 51%) + ($0.20 x 49%), which 
may b clos r to an inv stor’s  xp ri nc . 

36 See, e.g., Jay Clayton, Chairman, U.S. S curiti s and Exchang Commission, The Evolving M rket for Ret il Investment 
Services  nd Forw rd-Looking Regul tion — Adding Cl rity  nd Investor Protection while Ensuring Access  nd Choice, May 2, 2018, 
availabl at https://www.s c.gov/n ws/sp  ch/sp  ch-clayton-2018-05-02. 
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pric of th NBBO. B caus r tail ord rs typically do not  x cut at th NBBO, spr ads ar not an 

accurat r fl ction of th cost of a trad . 

Although w ar conc rn d about ov r mphasizing bid-ask spr ad as an id ntifiabl trading cost to 

r tail inv stors, w do b li v it is a us ful m tric to obs rv how  ffici ntly an ETF trad s ov r 

tim . Oth r things b ing  qual, for  xampl , a narrow spr ad is an indicator of an ETF with robust 

trading volum ; in contrast, a wid r spr ad may indicat that th ETF is thinly trad d. For this 

r ason, it is h lpful for inv stors to b abl to obs rv fluctuations in spr ad ov r tim . Th r for , 

in addition to th propos d singl data point (m dian spr ad ov r th last fiscal y ar) in th  

prosp ctus and on th fund w bsit , w r comm nd th SEC r quir sponsors to includ on th ir 

w bsit s a lin graph showing th daily spr ad ov r th last four cal ndar quart rs (i.e., updat d 

quart rly). 

Finally, it is important to not that ETFs th ms lv s ar unabl to track data on s condary mark t 

transactions in th ir shar s.37 This data can b purchas d from a numb r of sourc s, which may not 

provid id ntical information, particularly in r sp ct of th ord ring of data within short tim  

p riods. Additionally, purchas and r distribution (i.e., publication on an ETF w bsit ) ar not 

without cost. JPMAM curr ntly purchas s th r l vant data, and w ar comfortabl providing th  

disclosur s w d scrib abov with appropriat cav ats about th data consist ncy across funds, and 

th fact that th data is provid d by outsid v ndors, but w r comm nd that th SEC consid r 

wh th r th r is a way to minimiz th s costs and  nsur standardiz d data across ETFs, such as by 

making data from its Mark t Information Data Analytics Syst m (“MIDAS”) availabl to th  

industry. 

b. Item 3 of Form N-1A: Q&A 

Consist nt with our vi w that inv stors should r c iv cl ar and us ful information to h lp th m 

mak inform d inv stm nt d cisions, w support th conc pt of a s ction in th summary 

prosp ctus d dicat d to trading cost information for ETFs. W b li v th narrativ discussion of 

trading costs and th  xplanation of th bid-ask spr ad ar appropriat to includ , along with th  

bid-ask spr ad for th most r c nt fiscal y ar. How v r, giv n our conc rns about ov r mphasizing 

th r lationship of th spr ad to an individual inv stor’s trading  xp ri nc , particularly at a trad  

siz of $10,000 which, as discuss d abov , is lik ly to r c iv pric improv m nt, w r comm nd 

r moving th hypoth tical $10,000 trad s in qu stions 4 and 5. If th SEC adopts our 

r comm ndation to r quir sponsors to includ on th ir w bsit a lin graph showing historic 

37 As th ICI not s, “calculating an ETF’s bid-ask spr ad is significantly diff r nt from an ETF’s oth r quantitativ  
disclosur r sponsibiliti s, such as calculating a fund’s p rformanc and th shar hold r f  s and annual fund op rating 
 xp ns s list d in th prosp ctus. Funds produc thos figur s using highly pr scrib d m thodologi s with obj ctiv  
inputs. By contrast, an ETF do s not control bid-ask spr ad costs and cannot ind p nd ntly calculat its bid-ask 
spr ad.” See L tt r from Susan Olson, supr  not 16, at 29. 
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spr ad for th prior four cal ndar quart rs, a r f r nc to th fund’s w bsit could b includ d in th  

summary prosp ctus. 

c. Inter ctive C lcul tor 

W do not support th propos d int ractiv calculator, which purports to allow inv stors “to 

d t rmin how th bid-ask spr ad would impact [th inv stor’s] sp cific inv stm nt.”38 As discuss d 

abov ,39 w b li v th spr ad is typically not an accurat r fl ction of th trading costs for any 

individual r tail inv stor (i.e., thos trading in small r siz s). W also hav conc rns about th  

implication that historical information (i.e., th m dian bid-ask spr ad for th last fiscal y ar) can or 

should b us d to pr dict a singl  x cution at on point in tim , giv n how mark t conditions can 

vary from day to day. Furth r, as not d abov , data inconsist nci s, tog th r with th lik lihood of 

diff r nt m thodologi s across ETF sponsors, could r sult in vastly diff r nt outputs across similar 

funds, pot ntially confusing inv stors. For th s r asons, in addition to th cost and our sk pticism 

that inv stors will s  k out such a r sourc on our w bsit 40 , w r comm nd th SEC not r quir th  

int ractiv calculator. 

* * * 

JPMAM appr ciat s th opportunity to comm nt on th Commission’s propos d rul . W would b  

pl as d to provid any furth r information or r spond to any qu stions that th Commission or th  

staff may hav . 

V ry truly yours, 

/s/ Joanna M. Gall gos 

Joanna M. Gall gos 

Cc: Th Honorabl Jay Clayton, Chairman 

Th Honorabl Kara M. St in, Commission r 

Th Honorabl Rob rt J. Jackson Jr., Commission r 

Th Honorabl H st r M. P irc , Commission r 

Th Honorabl Elad L. Roisman, Commission r 

Dalia Blass, Dir ctor, Division of Inv stm nt Manag m nt 

38 Propos d Am ndm nt to It m 3 of Form N-1A. 

39 See supr  S ction V.a. 

40 See supr  S ction IV.c. 
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