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Characteristics: 
 
 

(1) Ownership share of a mutual fund 
 
 

(2) Trades like a stock 
 
 

(3) Redemption in kind 
 
 
 
 
Example: Spider 
 
 

(1) One share 1/10 of price of S&P 
 
 

(2) Can create or delete by exchanging shares plus 
cash at the end of the day in units of 50,000 
shares and cost of $3000.  (Fixed not effected by 
size) 



 



 
 



Types of ETF: 
 
 
 
 (1) Trusts     Spy 
 
 
 (2) Managed funds   i shares 
 
 
 (3) Grantor trusts    Hold R S 
 
 



Trusts: 
 

(1) Must replicate 
 

(2) No lending 
 

(3) Dividends held in cash 
 
 
Managed funds: 
 

(1) Can sample 
 

(2) Hold futures or cash 
 

(3) Reinvest immediately 
 
 
Granter trust: 
 

(1) Hold shares directly 
 

(2) No extra management fee 
 

(3) Can unbundled 
 

(4) Retain voting rights 
 

(5) Get dividend directly 
 
 



Important Characteristics 
 
 

Advantages: 
 

(1) Ability to trade intra-day 
 

(2) Can short sell usually on downtick 
 

(3) Generally tax efficient 
 

(4) Can lend 
 
 
Considerations: 
 

(1) Trading costs 
 

(2) Tracking error 
 

(3) Dividend earnings loss 
 

(4) Deviations of price from NAV 
 



 
 
 
 
 
 
 

 
 
 
 
 
 

 
 
 

SPIDERS 



 

 
 



Dividend loss: 
 
 

(1) Frequency quarterly payment 
 
 

a. If paid evenly 1 ½ months 
b. Delay one month 
c. Therefore, 2 ½ months delay 

 
 
 

(2) Average S&P return 22.2 
 
 

2.102.22 x 12
5.1 x 2.2 =  

 
 



 



Cause of shortfall: 
 
 
 (1) Dividends 10.2 bp 
 
 (2) Expenses 18    bp 
 
     28.2 bp 
 
 



Deviations of price from NAV: 
 
 

(1) Limited by creation and deletion 
 
 

(2) Overstates due to 15 minute differential 



 



 
Persistence: 
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Indexing Vehicles: 
 
 

(1) Spiders 
 
 

(2) Index funds 
 
 

(3) Futures 
 
 



Factors that Effect Performance of Index Funds: 
 
 

(1) Cost of trading 
 
 

(2) Adjustment to capital changes 
 

a. Tender offers 
b. Index changes 
c. Inflows/outflows 

 
 

(3) Security lending 
 
 

(4) Treatment of dividends 
 
 

(5) Management fees 



 

 



 



 



 
1994 – 1998 Vanguard underperformed S&P by 10 basis 

points and beat Spiders by 18 bp. 
 
 
 



Futures: 
 
 

(1) Assume perfect forecasting 
 
 

(2) Could be higher if used higher yield short term 
instruments 

 
 
 



Futures: 
 
 

(1) Index fund ���� Equivalent ���� Futures 
       T-Bills 
 
 

(2) Issue does future sell for arbitrage value 
 

= fair valueF  

 
  current  present   present 
  index - value  - value 
  value  dividends  exercise 
         price 
 
 

(3) Net slightly positive return + 3 bp 
 
 



 
 

 
 

Futures and cash outperformed S&P by 2.7 bp. 
 
 



 
 
 

 
 
 
 
 
 
 
 
 
 

SPIDERS & FUTURES 
MOVE TOGETHER 

 



Spiders & Futures Prices 
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Tax Effects: 
 
 

(1) Embedded appreciation 
 

a. Age 
b. Exchanges in kind 

 
 
 

(2) Capital changes 
 

a. Index changes 
b. Merger 
c. Liquidity 

 
 



September 30, 2000 
 
 
 
SPDR: 
 
 Assets     24.29 billion 
 
 Capital loss carry forwards .52 billion 
 
 Unrealized capital loss  1.06 billion 
 
 



 
 

CREATION DELETION 



 
 
 
 

 
 



 
 
 

VOLUME 
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