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4. Derivative Use and ETF Competition

4.1 Does derivative use attract more flows and affect investor flow sensitivity?

1. Expanding ETF Market - More Complex ETFs, more
Active ETFs, using more Derivatives
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4.2 What are investors paying for active derivative-using ETKs?

They are paying for the
downside protection that

Regulatory Support

« A new “ETF Rule” removes 'exemptive order' regulations.

« A new “CBOE Rule” permits the in-kind transfer of options in
ETFEs

Derivative ETF Flows
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3.2 What derivatives do ETFs hold? what strategies?

Excess Return (ETF - Benchmark)
Excess Return (ETF - Benchmark)
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Future 13.20% 77 10% Long Futures 4.30% 39.30% Investors have to sacrif.ic.e upside market potential in exchange for downside
protection, which 1s an additional performance cost beyond the stated expense ratio

Forward 0.20% 19.20% Buffer&Accelerated 49.80% 0.80%
Option 79 70% 0.80% Covered Call 6.00% 18.00% 5. Key Takeaways

FX Hedge 1.40% 22.10% First paper to systematically study derivative use by ETFs.
Swap 6.90% 2.90% Other Comol ETFs strategically use derivatives to:

-0 . plex 38.40% 19.70% « Track index: Cost efficiency
Strategies . Manage risk: ”Improved” (Reshape) return

Downside protection costs investors more than the expense
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