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METHODOLOGY

Between October 2017 and February 2018, Greenwich Associates 
interviewed 180 institutional investors for its 2017 U.S. Exchange-
Traded Funds Study. A wide range of institutions participated, 
including RIAs, asset managers, insurance companies, public and 
corporate defined-benefit plans, endowments/foundations, and 
investment consultants—along with representation from insurance 
asset managers, defined-contribution plans, family offices, and other 
segments of the institutional channel.

Most of the participants in this year’s study are large institutions. 
Forty-five percent have assets under management (AUM) of more 
than $20 billion (up from 33% in 2016) and approximately 1 in 5 have 
AUM in excess of $100 billion (up from 14%). Together, the study 
participants represent a sizable slice of the U.S. institutional market, 
with a combined AUM of $11.16 trillion, up from $6.67 trillion in 2016.
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Executive Summary
The institutions participating in the Greenwich Associates 2017 U.S. 
Exchange-Traded Funds Study are preparing their investment port-
folios for the return of volatility and the shift to a rising interest-rate 
environment. As part of those efforts, they are increasing their use of 
exchange-traded funds (ETFs) in 20 of the 21 equity and fixed-income 
product categories covered in the study, and they are integrating the 
funds into more sophisticated portfolio applications.

Driving this expansion is ETF versatility. ETFs are being adopted in 
portfolios alongside, and in some cases in place of, individual stocks 
and bonds, mutual funds and derivatives as a source of primary beta 
exposures for use in a wide variety of active and passive investment 
strategies. 

Institutions are making greater use of ETFs in strategic portfolio 
functions. They are using ETFs to obtain investment exposures in “core” 
portfolio allocations, and as building blocks in top-down strategies that 
create alpha through asset allocation, as opposed to security selection. 
They are also employing ETFs to guard portfolios against volatility—a task 
growing numbers of institutions are addressing with smart beta ETFs.

Meanwhile, institutions continue relying on ETFs as a liquid, fast and 
relatively low-cost tool in a wide range of tactical tasks, such as 
managing cash flows and making tactical changes to their portfolios.

About a third of current ETF users in the study plan to increase 
allocations to the funds in the coming year, and significant shares of 
non-users say they are likely to start investing in ETFs in the next 12 
months. Institutions are planning the biggest allocation increases in 
fixed income, where they are using the funds to enhance liquidity and 
otherwise prepare for a new era of “quantitative tightening.”

These results point to continued growth in institutional ETF investment in 
the remainder of 2018 and into 2019. That growth could actually accelerate 
if continued increases in volatility place a premium on ETF features, 
including enhanced liquidity, operational efficiency and lower costs.

Growing numbers of 
institutions are using 
smart beta ETFs 
to guard portfolios 
against volatility.

ICR0418U-459567-1463663



4   |   GREENWICH ASSOCIATES

Introduction
As U.S. institutional investors ready their portfolios for the return of 
volatility and the end of the “Goldilocks” market, they are increasing their 
investments in exchange-traded funds and integrating ETFs more deeply 
into their portfolio management and investment strategies.

Over the past 12 months, U.S. institutions have become increasingly 
concerned about the risks of market volatility in the face of a rising rate 
environment and the many unknown variables associated with the shift 
to a new and unprecedented era of “quantitative tightening.” More than 
half the U.S. institutions participating in the Greenwich Associates 2017 
U.S. ETF Study rank volatility, geopolitics and unforeseen external factors 
that can roil markets as top challenges for the year ahead.

These concerns materialized suddenly with the market correction of 
February 2018. Prior to that event, however, many U.S. institutions had 
already taken steps to prepare. As they did so, growing shares of study 
participants started using ETFs across a range of product categories—
especially in fixed income. “ETFs provide a liquid vehicle to express a 
more timely view of a particular sector of the market or an opportunity 
that's available or to decrease risk temporarily in the portfolios,” says 
one study participant. “It's just a great vehicle for that.” The Managing 
Director of Financial Risk Management for a U.S. asset management firm 
agrees, “The transition from high risk to low risk in a nimble way is very 
important, and ETFs are great for that.”

Some of the growing popularity of ETFs among institutions can be 
attributed to the ongoing shift of investment assets from active to 
passive strategies. “U.S. markets are generally efficient,” says a vice 
president of Wealth Management Services for a U.S. RIA. “Since it’s so 
cheap to access U.S. markets through U.S. ETFs, we find it hard to 
beat them.”

However, institutions are not using the primarily index exposures 
provided by ETFs exclusively in passive investment approaches. To the 
contrary, they have discovered that the flexibility of ETFs makes them 
effective and efficient tools in a wide range of portfolio functions and 
investment strategies—including both passive and active.

Many of the institutions in the study are using ETFs in strategies 
designed to produce alpha at the asset allocation level, as opposed to 
through individual security selection. “We are a top-down manager, so 
we like to choose an asset class and go down from there,” says the Head 
of Trading for a U.S. asset manager. “The nice thing about ETFs is that it 
doesn't cause us to be an equity stock picker. It allows us to be simply an 
asset class picker.” 

The transition from 
high risk to low risk in 
a nimble way is very 
important, and ETFs 

are great for that.
~Managing Director,

Financial Risk Management, 
U.S. asset 

management firm

The nice thing about
ETFs is that it doesn’t

cause us to be an equity
stock picker. It allows 

us to be simply an asset
class picker.

~Head of Trading,
U.S. asset manager

Since it’s so cheap 
to access U.S. markets
through U.S. ETFs, we 

find it hard to beat them.
~Vice President, Wealth 
Management Services, 

U.S. RIA
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The Head of Trading for a U.S. asset manager employs ETFs in a similar 
manner. “I'm a tactical asset manager, so I move up and down the fixed-
income spectrum, and I move across the equity spectrum depending 
upon our macro, top-down view of the world,” he says. “That's my 
strategy, so I use ETFs to effect that.”

One of the best examples of this approach can be found in multi-asset 
funds, which are being offered by growing numbers of asset managers 
and have emerged as an important source of ETF demand both here and 
in other markets. In the United States, endowments and union funds are 
particularly active users of multi-asset funds, with allocations averaging 
2.4% and 5.5% of total assets, respectively.

Institutional investors are also taking greater advantage of ETFs’ ability 
to deliver narrowly targeted and clearly defined exposures. In particular, 
demand has increased for smart beta ETFs that apply factor-based 
investment strategies and other rules-based approaches. The most 
popular product in that category: minimum-volatility ETFs that guard 
portfolios against increases in volatility levels.

Together, these points and the rest of the results of the 2017 study  
suggest that U.S. institutional investors are becoming more sophisti-
cated—and more aggressive—users of ETFs. In this paper, we’ll examine 
the key drivers of ETF investment, project future demand and identify 
the top providers of ETFs to U.S. institutions.

Building Blocks of Beta
ETFs are becoming more popular among institutional investors around 
the world, in part because they provide an efficient source of flexible 
beta exposure. “We just want a simple, straightforward core allocation 
with ETFs,” says a study participant from a large U.S. investment 
consulting firm. “It’s not just any problem we’re solving. We just want 
direct beta exposure.”

The Managing Director of Quantitative Research and Risk Management 
for a large U.S. life insurance company agrees. “ETFs allow us to gain 
beta exposure to different pieces of the market. In things like emerging 
markets and bonds, where we didn't have any internal competency to 
really invest in that sector, they serve as a vehicle to get that exposure.”

U.S. institutions use a range of vehicles to access beta exposures, 
including index/mutual funds (used by approximately 60% of study 
participants), separate accounts (43%), and futures (35%). Growing 
shares of institutions are adding ETFs into the mix. In most cases, they 
are employing ETFs alongside these other vehicles. However, 30% of 
study participants say that on at least some occasions, ETFs are replacing 
other beta vehicles in their portfolios. 

ETFs allow us 
to gain beta exposure 

to di�erent pieces of the 
market. In [areas] where we 

didn’t have any internal 
competency to really invest in 

that sector, they serve as a vehicle
to get that exposure.

 ~Managing Director,
Quantitative Research and

Risk Management,
large U.S. life

insurance company
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The vehicle most commonly displaced by ETFs is active mutual funds. 
This makes sense, given the broad shift to index strategies from active 
management in markets deemed too efficient for consistent alpha 
generation. However, institutional investors have also used ETFs to replace 
individual stocks and bonds, index mutual funds, separate accounts, and 
futures. “You can pinpoint locations and markets much better with ETFs 
than with mutual funds, with a significant cost savings,” says one U.S. 
investment consultant. ”You're able to be much more specific.”

Nearly half the study participants that use futures for beta exposures say 
they have replaced at least one derivatives position with ETFs in the past 
year. The primary motives for these switches were operational simplicity 
and to eliminate rolling costs. Looking ahead to the next 12 months, 60% 
of the institutions say they will either replace an existing equity futures 
position with ETFs or evaluate such a move. The study results also 
reveal a sharp pickup in the number of institutions planning to replace 
an existing commodities futures position with ETFs. Only 5% of study 
participants in 2016 said they planned to make that shift; in 2017 that 
share jumped to 28%.

Most institutions planning to switch out of a derivatives position in favor 
of ETFs (58%) say they are doing so to lower costs. About a quarter say 
they will make the move for performance benefits, such as improved 
liquidity and efficiency. With a rapidly changing investment climate 
and volatility in derivatives pricing, investors are taking a closer look at 
implementation and vehicle selection. After evaluating the roundtrip 
trade costs, including commissions and funding costs, many institutions 
are shifting to ETFs to replace an existing derivatives position.

Investors can look to the S&P 500 futures contract, the largest and most 
liquid futures contract, to see the impact of the roll volatility. Over the 
prior five years, since the introduction of a new, post-financial-crisis 

PRODUCTS OR INVESTMENT VEHICLES BEING DISPLACED BY ETFs

Note: 1Based on 106 respondents. 2Based on 32 respondents.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

No Yes

Active mutual funds 59%

Individual stocks 41%

Index mutual funds 34%

Individual bonds 34%

Institutional separate accounts 31%

Products/Investment 
Vehicles Being Displaced?1

Products/Investment Vehicles Being Replaced2

SMA/UMA 16%

Futures 16%

Common trust funds (CTFs)/
Commingled trust fund 13%

70%

30%

CONSULTANTS 
RECOMMEND INDEX 
ETFs FOR PASSIVE AND 
ACTIVE STRATEGIES

Three-quarters of institutional 
funds that work with invest-
ment consultants say their 
consultants are recommending 
increased indexing. 

These consultants do not see 
indexing as a tool only for pas-
sive strategies. On the contrary, 
53% advise institutional clients 
to use indexing as part of active 
investment strategies that use 
index exposures to generate 
alpha through the asset alloca-
tion process and other means. 

Nine out of 10 consultants that 
promote indexing recommend 
ETFs as the primary vehicle for 
obtaining index exposures.
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regulatory regime, we have seen both the richest (3m Libor+77 bps in 
Dec 2017) and cheapest rolls (3mL-32 bps in Mar 2016) in the S&P 500 
futures contract’s history. Since Q4 2012, the beginning of regulation, 
the S&P 500 futures contract has averaged 26 basis points above Libor, 
compared to just 5 basis points above Libor going back to 1998.

In reviewing S&P 500 futures roll volatility over the last several years, 
investors see futures roll becoming more volatile and sensitive to balance 
sheet pressure post-2012, as opposed to more rich (given the cheapness 
in 2016). The reality of this new environment has changed the way 
institutional investors make vehicle selection decisions. In light of what 
has become the new normal, institutional investors have magnified their 
focus on roll cost volatility and make it part of any investment vehicle 
selection decision.

ETFs Advance Across Equity 
and Fixed-Income Portfolios
Equities
Last year, study participants expanded their use of ETFs in every equity 
product covered in the annual study. From 2016 to 2017, the share of 
institutional ETF investors using the funds in domestic equities inched 
up to 90%, most likely reflecting the continued shift to index strategies 
in U.S. large-cap stocks. Adoption rates were even higher in international 
markets. As investors looked to diversify portfolios by adding exposure 
to non-U.S. markets, the use of ETFs in international developed equity 
(ex-U.S.) jumped 11 percentage points to 77% of ETF investors. ETF 
use also increased meaningfully in European equity, Asian equity and 
emerging market equity. 

S&P 500 FUTURES HISTORICAL MISPRICING
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Uptake was particularly strong among institutional funds. Ninety-two 
percent of these investors used ETFs in domestic (U.S) equity in 2017, a 
jump of 21 percentage points. Among the same group, use in 
international developed (ex-U.S.) equity climbed seven percentage 
points to 62%. Thanks in part to these increases, allocations to equity 
ETFs nearly doubled from 2016 to 2017, to 20% of total equity assets 
among institutional funds currently investing in the funds. 

Institutional investors that use equity ETFs tend to allocate sizable shares 
of equity assets to the funds. For example, among current investors, 
ETF allocations average 38% of assets for asset managers and 31% for 
insurance companies. One-third of current equity ETF investors and 
almost 40% of asset managers expect to increase allocations to these 
funds in the coming year. Although the majority of these institutions 
are planning increases in the 5% to 10% range, about 1 in 5 are targeting 
growth in excess of 10%. Roughly 20% of institutions not currently 
investing in equity ETFs say they are at least somewhat likely to start 
doing so in the next 12 months.

New and existing institutional ETF investors say they are attracted to 
equity ETFs mainly for the funds’ ease of use, liquidity and speed of 
execution. “[Investing without ETFs] would be very onerous when we 
have on the order of 2,000–3,000 holdings across all our portfolios,” 
says a study participant from a U.S. asset manager. “If we were going to 
manage liquidity on a daily basis by buying and selling everything, that 
would just lead to an extreme of transaction costs. In order to avoid all of 
that, we simply buy and sell a basket of ETFs.”

Note: *Your own country. Based on 
147 respondents in 2016 and 143 in 2017.
Source: Greenwich Associates 2017 
U.S. Exchange-Traded Funds Study

ETF USE—EQUITIES
90%

77%

71%

55%

47%

84%

Asian equity

International 
emerging-markets 
equity

International 
developed 
ex-U.S. equity

Domestic equity*

European equity

International 
developed equity

86%

66%

67%

50%

38%

76%

2017
2016

TOP REASONS FOR USING EQUITY ETFs 

Note: Based on 129 respondents.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

Easy to use 86%

Liquidity 82%

Speed of execution to gain diversified 
exposure 81%

Market access 79%

Attractive management fee 75%

Single-trade diversification 72%

Lower trading costs vs. individual stocks 64%

Transparency 64%

Avoid need for single security analysis 49%

Other 19%
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Fixed Income
Adjusting institutional portfolios to a rising interest-rate environment is 
stimulating demand for ETFs in fixed income, which, with the roll-out of 
increasingly granular and sophisticated fund structures, is emerging as 
the next great growth frontier for ETFs. Institutions increased their use of 
ETFs in every fixed-income product category covered in the study except 
one—international investment grade—which saw flat usage from 2016 
to 2017 at 24%. The data show significant increases in the use of ETFs 
in international credit and domestic investment grade, consistent with 
recent investor sentiment in the market.

ALLOCATION OF EQUITY ETFs IN THE NEXT YEAR

Note: 1Based on 113 respondents. 2Based on 34 respondents.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

Allocation of Equity
ETFs in the Next Year1 Percent of Change2

Increase
1–4%

Increase
5–10%

Increase
>10%

71%

11%
18%

Increase

Decrease
No change

32%

62%

6%

Note: *Your own country. Based on 147 respondents in 2016 and 143 in 2017.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

ETF USE IN FIXED INCOME
56%

49%

29%

26%

50%

U.S. municipal bonds

Domestic investment grade*

International credit

Domestic high yield*

Domestic government bonds*

25%

23%

17%

15%

24%

49%

46%

19%

24%

44%

24%

16%

11%

24%

International high yield

Asset-backed securities

International goverment bonds

Mortgage-backed securities

International investment grade

13%

2017

2016
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“Because it's easy to buy and sell the ETFs with size and volume, we can 
move money into and out of the bond market very efficiently and cost 
effectively,” says a study participant from a U.S. family office, explaining 
his firm’s increased use of fixed-income ETFs.

Bond ETFs gained meaningful traction last year in the portfolios 
of insurance companies and institutional funds. Among insurance 
companies that invest in ETFs, the use of bond ETFs climbed nine 
percentage points to 71%. Use is highest in domestic investment grade, 
with year-to-year growth being strongest in domestic government/
Treasurys. Although insurance companies still invest relatively small 
shares of total assets in ETFs, allocations increased last year to 3% of 
total assets. Institutional funds increased along a similar trajectory to  
an 8% average ETF allocation in 2017.

Concerns about the availability of market liquidity are contributing to 
this increasing use. “We used to manage a lot of high-yield emerging 
market debt, and that business is starting to become incredibly 
challenging liquidity-wise,” says a study participant from a U.S. RIA.

Some of the biggest increases in use last year came in newer ETF 
product areas. Among current investors, the use of ETFs in mortgage-
backed securities increased to 23% in 2017 from 16% in 2016, and climbed 
six percentage points in asset-backed securities to 17%. The adoption of 
ETFs in these new categories demonstrates the growing use of ETFs by 
U.S. institutions in more complex products and sophisticated strategies. 
As institutions continue adapting to the new world of rising rates and 
Fed tapering, products like MBS could be seen as an attractive source of 
risk-adjusted returns—and it seems growing numbers of institutions view 
ETFs as an efficient means of obtaining these exposures.

TOP REASONS FOR USING BOND ETFs 

Note: Based on 90 respondents.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

Quick access 86%

Easy to use 82%

Liquidity 81%

Single-trade diversification 77%

Low management fees 76%

Lower trading costs vs. cash bonds 61%

Avoid need for single security analysis 53%

Concerns about 
the availability of 
market liquidity are 
contributing to the 
increasing use of 
bond ETFs.
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Close to 20% of study participants not currently investing in bond ETFs 
overall say they are at least somewhat likely to start using the funds in 
the next 12 months. Among current bond ETF investors, a quarter plan to 
boost bond ETF allocations by more than 10%, and more than two-thirds 
are targeting increases of 5% or more.

Institutions in the study have over 27% of total fixed-income assets 
invested in passive or index strategies. That’s far less than the nearly 41% 
of equity assets investing in index strategies, but it is up slightly from 2016.

More Sophisticated and 
Strategic Investments
In both equity and fixed-income portfolios, the biggest growth in use 
is coming from strategic applications, in which institutions secure 
investment exposures and accomplish other tasks critical to their 
investment processes and strategies. For example, the share of study 
participants using ETFs to obtain long-term investment exposures in 
the “core” components of core-satellite portfolio constructions climbed 
10 percentage points to 70% in 2017. “If it's a core allocation, we'll likely 
be investing for a long period of time, in which case low costs and tax 
efficiency are of utmost concern, and we’ll use an ETF,” says the Director 
of Research for a U.S. RIA.

ALLOCATION OF BOND ETFs IN THE NEXT YEAR

Note: May not total 100% due to rounding. 1Based on 79 respondents. 2Based on 25 respondents.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

Allocation of Fixed-Income
ETFs in the Next Year1 Percent of Change2

Increase
1–4%

Increase
5–10%

Increase
>10%

44%

32%

24%

Increase

Decrease
No change

32%

65%

4%
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A steady 55% of study participants are using ETFs for portfolio 
diversification. “ETFs allow you to diversify—especially into markets 
where you have a low expectation of future returns, and if we had to 
use a vehicle with a larger fee, we would not have allocated,” says a 
study participant from a large U.S. asset manager. “If you used an active 
manager, they would take up a larger part of the return.”

The Deputy Chief Investment Officer of a U.S. institutional fund described 
how his fund used ETFs to implement important adjustments to its 
emerging markets allocation. “We decided from a policy standpoint to 
exclude some countries that were in the emerging market index because 
of corruption in the country,” he says. “When we made that decision, we 
changed our approach to emerging markets to use country-based ETFs. 
That way we could exclude the ones that we needed to exclude.” 

Single-country ETFs could emerge as a bigger source of ETF demand, 
as institutions continue diversifying portfolios and look to take 
advantage of what are currently perceived as attractive valuations of 
non-developed and emerging-market assets.

ETFs USED FOR A BROAD VARIETY OF APPLICATIONS 

Note: Based on 147 respondents in 2016 and 138 in 2017.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

2017
2016

Core allocation
70%

Tactical adjustments
67%

Liquidity management
56%

International diversification
54%

Rebalancing
53%

Portfolio completion
52%

Transition management
41%

Risk management/Overlay management
38%

Cash equitization
31%

Transition management and not
interim beta

25%

60%

69%

48%

56%

52%

49%

36%

45%

23%

24%

Interim beta
24%

20%
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Institutions categorize 72% of their ETF holdings as “strategic” in nature, 
up from 68% in 2016. In keeping with that evolution, average ETF holding 
periods are getting longer. About three-quarters of study participants 
report average holding periods longer than one year—the typical 
threshold at which an asset is considered a “strategic holding.” That 
share has been increasing steadily since 2012, when only a third of U.S. 
study participants reported average holding periods longer than a year. 
From 2016 to 2017, the share of study participants reporting average ETF 
holding periods longer than two years climbed to 56% from 48%.

Volatility and Other “Factors” 
Drive Demand for Smart Beta
One important source of ETF demand in the United States and around 
the world has been the growing popularity of factor investing. The share 
of study participants investing in non-market-cap-weighted/smart beta 
ETFs increased to 44% in 2017 from 37% in 2016.

Driving some of that growth in demand have been institutions’ concerns 
about the prospects of a spike in volatility—a fear that became all too 
real in February 2018. Sixty-two percent of institutions investing in 

ETF ASSETS BECOMING MORE STRATEGIC

ETF Holdings: 
Tactical vs Strategic1 Average ETF Holding Period2

28%

72%

32%

68%

Note: 1Based on 149 respondents in 2016 and 144 in 2017. 2Based on 134 respondents in 2016 and 135 in 2017
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

2017
2016

Strategic

2017

2016

Tactical

>2 years (very long term)

1–2 years (long term)

7 months to 1 year 
(medium term)

1–6 months (short term)

<1 month (very short term)

48%

56%

22%

21%

13%

10%

13%

11%

4%

2%
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non-market-cap-weighted/smart beta ETFs are using minimum-volatility 
ETFs, making these funds by far the most popular in the category. (Use 
is particularly high among institutional funds and RIAs.)

However, like investors in other markets and channels, U.S. institutions 
are also investing in a growing variety of factor-based strategies. Among 
current investors in non-market-cap-weighted/smart beta ETFs, half are 
using single-factor ETFs and 53% are using multi-factor funds. Smart 
beta bond ETFs saw a jump in use of 18 percentage points, and are now 
used by a quarter of institutions in this group. The use of sector smart 
beta increased to 28% of current investors in non-market-cap-weighted/
smart beta ETFs in 2017, from 20% in 2016.

“I think that the smart beta components really add value to what we do,” 
says one study participant. “They're a really great complement to the 
portfolio management and they're unique. That's not something that I 
can replicate with other securities.”

Half of institutions currently investing in non-market-cap-weighted/smart 
beta ETFs expect to increase allocations to the funds in the coming 
year. Among institutional funds, that share tops 80%. In keeping with a 
recent, general move among investors to more diversified, factor-based 
strategies, 48% of study participants planning allocation increases are 
targeting multi-factor ETFs for new investment. Forty percent expect 
to increase allocations to both single-factor ETFs and multi-factor ETFs, 
and 36% plan to boost allocations to dividend/equity-income ETFs.

ALLOCATION TO SMART BETA

Note: 1Based on 55 respondents in 2017. 2Based on 86 respondents in 2017.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

Multi-factor ETFs 48%

Single-factor ETFs 41%

Minimum-volatility ETFs 40%

Equal-weighted ETFs 40%

Dividend/equity income 36%

Increased Allocation by Strategy2

Smart beta fixed income 24%

Sector smart beta 22%

Environmental, social and
corporate governance (ESG) 22%

Smart beta commodities 10%

Allocation of Smart Beta in the Next Year1

Increase
No change

49%51%
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A managing director of ETF trading for a U.S. institutional fund says that 
the proliferation of smart beta ETFs shows innovation on the part of 
providers. “When they recognize there’s a demand for a product, they 
come to market, solving for that demand,” he says.

Creating Alpha with Multi-
Asset Strategies
One of the clearest examples of how institutional investors use ETFs in 
active strategies is found in multi-asset funds. Around the world, growing 
numbers of asset managers are offering these funds to clients looking for 
new sources of market outperformance.

The steady growth in both the number of multi-asset funds and the 
amount invested into them by institutional investors has provided a 
consistent source of growth for ETFs. Sixty-two percent of the asset 
managers participating in the study buy ETFs for use in multi-asset 
funds. That’s up from 52% last year, and just 35% in 2015.

Within these funds, asset managers are investing a growing share of total 
assets in ETFs. ETFs made up 58% of total assets on average in 2017, up 
from 54% in 2016. This growth has come mainly at the expense of mutual 
funds, which declined to 11% of assets from 16%, and, to a lesser extent, 
individual securities. 

U.S. INSTITUTIONS ARE ESG OUTLIERS

In Europe, the growing influence of environmental, social and governance (ESG) concerns is contributing to 
institutional demand for ETFs. That is not the case in the United States, where institutional investors have 
proven slower to adopt ESG strategies.

Forty-three percent of European institutions believe ESG overlays/investments enhance the likelihood of 
strong investment returns over the long term. In the U.S., that share is only 8%. In keeping with those beliefs, 
roughly half of European study participants have sold out of certain strategies or invested in new strategies as 
a result of ESG considerations, as opposed to only 15% in the U.S. (Twenty-seven percent of those European 
institutions used ETFs to implement the changes.)

Although a significant share of institutions in both markets say they are monitoring developments in ESG 
closely, fully 54% of U.S. institutions say they see no need to take ESG factors into consideration in their 
portfolios and investments, compared to only 9% in Europe.

Greenwich Associates believes strongly that the U.S. is an outlier on this issue, and that ESG factors will gain 
additional influence here in coming years. As in other major markets, institutions in the U.S. are likely to use 
ETFs as one of their primary tools in implementing ESG strategies. “The challenge in ESG has been over the 
years that mutual funds have been wildly expensive and have underperformed,” says a vice president for a U.S. 
RIA. “Recently there have been some ETFs that have come out but have offered a lower cost.”
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Providers Still Have Issues to 
Tackle
In the past, institutions that did not invest in ETFs frequently cited internal 
investment guidelines as the reason for their lack of participation. However, 
many U.S. institutions have been altering investment guidelines to 
eliminate provisions restricting or prohibiting investment. The share of U.S. 
study participant non-users saying they are prohibited from using ETFs by 
internal investment guidelines dipped to 9% in 2017 from 24% in 2016.

Nevertheless, ETF providers still have some hurdles to overcome in 
making ETFs ubiquitous in the channel—including perceptions among 
institutions about potential ETF shortcomings. Institutions in the study 
name concerns about expenses as one prominent factor limiting their 
ETF investments in equities, and cite concerns about low trading 
volumes or assets as a limiting factor in fixed income. 

As we have documented in our reports for the past several years, 
however, these impediments are receding, thanks in part to educational 
efforts on the part of providers. Although two-thirds of study 
participants say ETF providers are doing a good job “busting myths” 
about ETFs, these results show that the industry still has work to do in 
terms of educating investors about ETF functionality and benefits.

Institutions are also watching their peers employ ETFs within their 
portfolios. Not only are users employing ETFs safely, they are deriving 
a range of important benefits. In fact, many institutions using ETFs say 
they are doing so precisely because the funds enhance portfolio liquidity 
and lower costs—features that could become increasingly important in 
an environment of increased market volatility.

About a third of the limited sample of non-ETF users in the study say one 
of the main factors keeping them out of the market is that their internal 
systems do not support the funds. More than 1 in 5 non-users overall say 
alterations in trading platforms or operations might encourage them to 
start investing.

Although two-thirds of study participants 
say ETF providers are doing a good job 
“busting myths” about ETFs, these results 
show that the industry still has work to 
do in terms of educating investors about 
ETF functionality and benefits.

ETF FUND FLOWS: 
INDICATOR OF 
INVESTOR VIEWS

Nearly 70% of the U.S. 
institutions in the study monitor 
ETF flows as part of their basic 
investment processes. The 
reason: These institutions 
believe ETF flows, similar to 
listed ETF options, can be used 
as an indicator of investor views 
and future market direction.
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Picking and Purchasing ETFs
Nine out of 10 study participants say they have the tools they need to 
analyze and compare individual ETFs against other ETFs and against 
other investment vehicles, such as futures and swaps.

When it comes to selecting a specific ETF for investment, U.S. 
institutions first and foremost seek out ETFs that most closely match 
their exposure needs, making the exposure the fund provides the most 
important criteria. In comparing funds within this group, institutions 
assess three primary factors: liquidity/trading volume, expense ratio and 
fund performance, including tracking error. Next, institutions analyze a 
range of additional criteria, including benchmark employed and the AUM, 
reputation and service quality of the fund company behind the ETF.

The primary sources of ETF information for most institutions are 
Bloomberg and the sales teams of ETF issuers. Roughly half the ETF 
users in the study use Bloomberg as the primary technology platform for 
buying the funds, with the remainder divided among platforms including 
TradeWeb, MarketAxess and Morningstar. 

For an in-depth look at the evolving landscape of product selection in 
institutional portfolios, please see the 2018 Greenwich Report Beyond 
Liquidity: Optimizing Product Selection.

ETF SELECTION CRITERIA

Note: Based on 144 respondents.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

Matches exposure needs 80%

Liquidity/trading volume 76%

Performance of fund (tracking error/
tracking di�erence 66%

Expense ratio of fund 66%

Fund company and management behind
the funds 53%

NAIC rating 45%

Benchmark used/Benchmark provider 42%

Assets under management of ETFs 42%

Quality of service o�ered by fund provider 35%

Where the ETF is domiciled (U.S.,UCITS,
my local jurisdiction) 35%
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On the whole, institutions give these platforms mediocre ratings (an 
average of 5.5 on a 7.0 point scale), suggesting that improvements in this 
area could possibly contribute to increased use. Such upgrades appear 
to be on the way. Many of these platforms are already responding with 
new functionality to better support ETF trading and analysis.

iSHARES/BlackRock is Top 
U.S. ETF Provider
iShares/BlackRock is the clear ETF provider of choice for U.S. institutions. 
Ninety-five percent of the institutions participating in the 2017 U.S. ETF 
Study use iShares/BlackRock as an ETF provider. Study participants 
name iShares/BlackRock as the most preferred provider in all nine of the 
of the product and service categories assessed by Greenwich Associates 
in this year’s study. 

Institutions name iShares/BlackRock as most preferred in liquidity, range 
of products, exposures and domiciles, index tracking, use of institutional 
quality benchmarks, servicing platform, innovation, product transparency, 
and commitment to local markets (presence in the regional markets). 
Vanguard takes top honors in “value for management fee.” 

 TOP ETF PROVIDERS

Note: Based on 141 respondents.
Source: Greenwich Associates 2017 U.S. Exchange-Traded Funds Study

iShares/BlackRock 95%

Vanguard 69%

State Street/SPDRs 62%

PowerShares 43%

WisdomTree 32%

Van Eck 19%

Deutsche X-trackers/DBX trackers 18%

PIMCO 18%

Other 30%
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Reprinted with permission of Greenwich Associates, LLC, April, 2018. The opinions expressed in this reprint 
are intended to provide insight or education and are not intended as individual investment advice. We do not 
represent that this information is accurate and complete, and it should not be relied upon as such.

Carefully consider the Funds’ investment objectives, risk factors, and charges and expenses before investing. 
This and other information can be found in the Funds’ prospectuses or, if available, the summary prospectuses 
which may be obtained by visiting www.iShares.com or www.blackrock.com. Read the prospectus carefully 
before investing.

Investing involves risk, including possible loss of principal.

Transactions in shares of ETFs will result in brokerage commissions and will generate tax consequences. All 
regulated investment companies are obliged to distribute portfolio gains to shareholders. Diversification and asset 
allocation may not protect against market risk or loss of principal.

Shares of iShares ETFs may be bought and sold throughout the day on the exchange through any brokerage 
account. Shares are not individually redeemable from the ETF, however, shares may be redeemed directly from an 
ETF by Authorized Participants, in very large creation/redemption units. There can be no assurance that an active 
trading market for shares of an ETF will develop or be maintained.

The strategies discussed are strictly for illustrative and educational purposes and are not a recommendation, offer 
or solicitation to buy or sell any securities or to adopt any investment strategy. There is no guarantee that any 
strategies discussed will be effective.

The iShares Funds are distributed by BlackRock Investments, LLC (together with its affiliates, “BlackRock”).

This study was sponsored by BlackRock. BlackRock is not affiliated with Greenwich Associates, LLC, or any of their 
affiliates.

iSHARES and BLACKROCK are registered trademarks of BlackRock. All other marks are the property of their 
respective owners.
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