UNDERSTANDING ETF LIQUIDITY

Did you know? An ETF that trades 1 million units a day has the same liquidity as an ETF with the
same underlying securities or index that trades zero units a day

One of the most commonly cited benefits of ETFs is liquidity, with many ETF investors attracted to the ability to buy and sell ETF units at any
time throughout the trading day. When it comes to ETFs however, liquidity is also one of the most widely misunderstood concepts.

In the case of shares, investors are able to evaluate liquidity by looking at average daily trading volumes/values and market capitalisation.
Due to their familiarity with shares, some investors mistakenly use the same approach to analyse ETFs. Although ETFs trade like shares, one
cannot use the same criteria to evaluate ETF liquidity.

Low trading volume for an ETF does not mean low liquidity

The daily trading volume (or value) of an ETF is not an accurate reflection of the liquidity of the ETF. In order to understand this better, it is
helpful to understand the basic structure of ETFs.

In the case of shares, there will always be a fixed number of outstanding shares available for trading. As a result, it is the average daily
trading volume of these shares that reflects the trading liquidity available at any time on the exchange.

ETFs, on the other hand, are open-ended funds with the ability to issue or redeem units on a daily basis according to investor demand. All
BetaShares ETFs have one or more designated market makers. Their core responsibility is to maintain an inventory of units of the ETF and
provide liquidity so investors can buy or sell when they choose to do so. Market makers provide liquidity by quoting bid and ask prices and
volumes on the exchange. They seek to ensure there is always a buyer or seller for the investor’s trade. Should investor demand exceed what
is currently available ‘on screen’, the markets makers can simply ‘create’ more units (issued by the ETF issuer) to meet the demand (and can
also ‘redeem’ units should supply exceed supply). This enables them to quote higher volumes ‘on screen’.

The market makers will attempt to also maintain a tight bid/ask spread so that the price of the ETF closely approximates the net asset value
(NAV) per unit throughout the trading day.

ETFs are as liquid as their underlying holdings

It is the mechanism described above that makes ETFs as liquid as their underlying holdings. So long as sufficient liquidity exists in the
underlying holdings there will always be an ability to ‘create’ more ETF units to supplement existing ‘on screen’ liquidity. That is why, from

a liquidity point of view, trading BetaShares ETFs should be considered as essentially equivalent to trading the underlying holdings. This is
also why the average daily volume of an ETF is often a meaningless statistic by which to determine ETF liquidity. Investors would get a better
sense of the ‘true’ ETF liquidity by examining the average daily volume of the ETF’s underlying assets.

The below example provides an illustration of this, using the BetaShares FTSE RAFI Australia 200 ETF (ASX: QOZ). At the time the example
was created, there was approximately $3.3m of liquidity ‘on screen’. However, the ‘true’ liquidity of the underlying was actually $4.3B!
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Source: Bloomberg, Commsec- 2 October 2013.



BEYOND TRADING VOLUMES:
UNDERSTANDING ETF LIQUIDITY

Generally then, the primary factor which could affect the liquidity of an ETF is the liquidity
of the underlying portfolio of securities/assets held by the ETF. That is to say, if the ETF
invests in securities or assets that are difficult to buy or have low supply, then the buying
and selling required to implement the creation/redemption process may be more difficult.

All BetaShares ETFs have underlying portfolios that are highly liquid, which contributes to
robust liquidity levels and generally ensures that the price of the ETF closely reflects the
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BetaShares is part of the Mirae Asset

Global Investment Group, one of the
largest asset managers in Asia. Currently,
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Trading ETFs: Real life example of ETF liquidity
ETFs that track liquid asset classes are themselves liquid regardless of trading volume.

Below is a ‘real life’ example of a market maker assisting in filling a ~$5m order (traded
in several tranches) of BetaShares U.S. Dollar ETF (ASX: USD), that represents ~5x its
average daily trading volume with virtually no impact on bid/ask spread.
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Source: Bloomberg as of 8 January 2013. Past performance is not an indicator of future performance.

An investment in any BetaShares Exchange Traded Fund (‘ETF’) is subject to investment risk including possible delays in repayment and loss of income and principal invested. Neither BetaShares
Capital Ltd (“BetaShares”) nor BetaShares Holdings Pty Ltd guarantees the performance of any ETF or the repayment of capital or any particular rate of return. Past performance is not an
indication of future performance. This information is prepared by BetaShares Capital Ltd (ACN 139 566 868 AFS License 341181) (“BetaShares”), the product issuer. It is general information
only and does not take into account your objectives, financial situation or needs so it may not be appropriate for you. Before making an investment decision you should consider the product
disclosure statement (‘PDS’) and your circumstances and obtain financial advice. The PDS is available at www.betashares.com.au or by calling 1300 487 577 (within Australia) or +61 2
9290 6888 (outside Australia). Only investors who are authorised as trading participants under the Australian Securities Exchange (ASX) Operating Rules may invest through the PDS. Other
investors may buy units in the ETF on the ASX through a stockbroker, financial adviser or online broker. This document does not constitute an offer of, or an invitation to purchase or subscribe
for securities.This information was prepared in good faith and to the extent permitted by law BetaShares accepts no liability for any errors or omissions or loss from reliance on any of it.

FTSE® is a trade mark owned by the London Stock Exchange Group companies and is used by FTSE International Limited (“FTSE”) under licence.The FTSE RAFI® Index Series is calculated
by FTSE in conjunction with Research Affiliates LLC (“RA”). Neither FTSE nor RA sponsor, endorse or promote this product and are not in any way connected to it and do not accept any
liability in relation to its issue, operation and trading. Any intellectual property rights in the index values and constituent list vests in FTSE. Fundamental Index ® and RAFI® tradenames are
the exclusive property of RA. BetaShares Capital Ltd has obtained a full licence from FTSE to use such intellectual property rights in the creation of this product.

BetaShares® and Back Your View® are registered trademarks of BetaShares Holdings Pty Ltd..



