
Institutional investors that began using exchange-traded 
funds (ETFs) for manager transitions, rebalancing, and 
other tactical applications are increasingly employing 
ETFs for strategic purposes, such as gaining long-term 
exposures to desired asset classes.

The results of a recent study by Greenwich Associates 
show that 57% of institutional ETF users employ these 
products to achieve strategic allocation ranges — a share 
that includes 38% of asset managers and more than 60% 
of institutional funds using ETFs. Those shares have both 
grown since last year, when, among ETF users, about 50% 
of institutional funds and a quarter of asset managers 
said they used the product to achieve strategic allocation 
ranges. “Many institutions consider strategic applications 
to include liquidity overlays or longer-term overweights, 
perhaps to an asset class or a single country, especially if 
the security is held for more than 12 months,” explains 
Jennifer Litwin, a senior director at Greenwich Associates. 
Approximately 20% of institutional funds using ETFs in 
2012 say they use ETFs for tactical purposes to achieve 
alpha, as do 38% of asset managers who employ these 
products.  

From Tactical to Strategic
Institutions are often first drawn to ETFs for help with 
two basic functions: manager transitions and cash equiti-
zation/interim beta. Among users of ETFs, 78% of asset 
managers and 44% of institutional funds use the products 
for cash equitization/interim beta. Both of those per-
centages are up meaningfully from 2011. Another 61% 
of asset managers and 55% of institutional funds in this 
group use ETFs in manager transitions.

The results of this year’s Greenwich Associates study 
suggest that, once institutions integrate ETFs into their 

manager transition or cash equitization processes, they 
relatively quickly begin seeing additional applications for the 
products. One good example: In 2011 44% of institutional 
fund managers that use ETFs employed them in their rebal-
ancing processes. In 2012 that share rose to more than 
half. “We first used ETFs to initiate exposure to an asset 
class, but we’re now also using them for rebalancing 
purposes,” explains one corporate fund executive.

Institutions’ recent adoption of ETFs as a tool for liquidity 
enhancement demonstrates how investors are applying 
ETFs in new ways to solve emerging problems. During 
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Study Participants
Between February and April 2012, Greenwich Associates interviewed 
80 institutional investors that currently use exchange-traded funds 
(ETFs) in an effort to track and uncover usage trends. Respondents 
include 62 institutional funds — corporate funds, public funds, 
endowments, and foundations — and 18 asset managers with 
discretion for institutional assets.
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the credit crisis, many institutional investors faced liquid-
ity shortages that forced them to sell portfolio assets at 
inopportune times to free up cash or, worse, to contend 
with disruptions in organizational funding. Liquidity 
shortages were especially prevalent among university 
endowments and foundations that had embraced the 
so-called “Yale Model” of portfolio construction, which 
entails the use of sizable allocations to illiquid asset class-
es. In response, many institutions increased long-term 
allocations to cash — a move that, in an era of rock-
bottom interest rates, could help explain the pickup in 
the use of ETFs in the cash equitization process. But the 
study results show that institutions are also implement-
ing new and more innovative solutions to the liquidity 
problem. To that end, among users of ETFs, one-third 
of asset managers and 31% of institutional funds are 
now employing the products as part of an ETF overlay or 
liquidity sleeve designed to add liquidity to a portfolio 
and/or reduce implementation and trading costs. That 
usage rate is up from just one in 10 among both groups 
in 2011.  

Other shifts in institutional usage illustrate what appears 
to be the natural pattern: Institutions start using ETFs 
to achieve specific and limited tactical goals such as a 
smooth transition of assets from an outgoing manager to 
a replacement, but over time begin applying exchange-
traded funds to more strategic ends. For example, last 
year, approximately one-in-five institutional users of 

exchange-traded funds used ETFs for portfolio comple-
tion. A year later, that share increased to 28% among 
asset managers and to 42% among institutional funds. 

Longer Holding Periods
Reflecting the increasingly strategic role that ETFs are 
taking in institutional portfolios, the average institu-
tional holding period for ETF investments expanded 
meaningfully over the past year. In 2012 about half 
of institutional funds using exchange-traded funds 
reported average holding periods of one year or more, 
with 36% reporting average ETF holding periods in 
excess of two years. Last year, only 36% of institutional 
funds reported average ETF holding periods of a year or 
longer. Though funds with less than $5 billion in assets 
under management are most likely to hold ETFs for 
longer periods, 43% of funds above the $5 billion mark 
also report holding ETFs for a year or more. Meanwhile, 
the share of asset manager ETF users reporting hold-
ing periods of a year or longer increased to one-third in 
2012 from just 18% in 2011, and 22% of asset manag-
ers this year report average ETF holding periods of two 
years or longer. 

Projection: Modest, Steady Increase 
in Institutional ETF Activity
About 14% of U.S. institutions currently use ETFs in their 
portfolios, according to the results of the Greenwich 
Associates 2011 U.S. Investment Management Study. 
Among current ETF users, 40% of institutional funds 
and one-third of investment managers expect to increase 
allocations to ETFs in the next 12 months, while 22% of 
institutional funds and 14% of asset managers plan to trim 
ETF allocations. “While the share of institutions using 
ETFs was stable from 2011–2012, the results of the more 
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recent ETF study suggest that institutional allocations to 
ETFs will increase to at least some extent in the coming 
year as investors find new ways of employing them in 
their portfolios,” says Greenwich Associates consultant 
Andrew McCollum.

A Surprisingly Active Approach
Although institutions generally use ETFs to secure passive 
exposures, significant numbers of institutions are actually 
using the products as a means of obtaining tactical active 
exposures in a variety of asset classes. More than one-in-
five asset managers that use exchange-traded funds report 
employing ETFs for active exposures in domestic equi-
ties and commodities, and about 17% note using them 
for active exposures in international equities. Roughly 
one in 10 institutional funds report using ETFs for active 
exposures in domestic equities and commodities, and 
approximately 13% note using them for active exposures 
in international equities. These respondents are not nec-
essarily using active ETFs, but rather use passive ETFs to 
implement a tactical active exposure.

Lessons from Existing ETF Users
Many of the institutions participating in this year’s ETF 
study have now been using exchange-traded funds in 
their portfolio for several years or even longer. As these 
veteran institutional users start expanding both the 
amount they invest in ETFs and the functions for which 
they employ the products within their portfolios, their 
experiences can provide some guidance — both by 
examining the providers they elect to use for ETFs and 
the factors they consider when selecting providers and 
individual products. 

Nearly 90% of institutional funds and asset manag-
ers that employ exchange-traded funds use iShares/
BlackRock as a provider, making the company by far the 
most widely-used ETF provider in the institutional mar-
ket. Among ETF users, 61% of asset managers and 47% 
of institutional funds use SPDRs/State Street as an ETF 
provider, and half of asset managers and nearly 40% of 
institutional funds use Vanguard. Although each of these 
leading firms is well regarded in certain aspects of their 

businesses, BlackRock is most frequently cited for “best 
range of products,” “strong servicing platform,” being 
“a safe choice,” “providing liquid products,” and “ strong 
index tracking.” Vanguard leads the way, however, with 
most mentions for “good value.”

The accompanying chart shows the criteria used by exist-
ing ETF users when selecting both an ETF provider and 
a specific ETF product. “While most institutions consider 
the reputation and strength of the company and manage-
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ment behind an exchange-traded fund as a basic screener, 
the results show that, in order to attract institutional 
interest, ETF products must stand on their own in terms 
of critical criteria including liquidity, expense ratio and 
tracking error,” says Andrew McCollum.
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Methodology
Greenwich Associates conducted online and telephone interviews 
with U.S. corporate and public pension funds, endowments, 
foundations, and asset managers that identified themselves as 
ETF users. Eighty institutions participated in the survey, includ-
ing 62 institutional funds and 18 asset managers. The study 
was conducted between February and April 2012.

The findings reported in this document reflect solely the views 
reported to Greenwich Associates by the research participants. 
They do not represent opinions or endorsements by Greenwich 
Associates or its staff. Interviewees may be asked about their use 
of and demand for financial products and services and about 
investment practices in relevant financial markets. Greenwich 
Associates compiles the data received, conducts statistical analysis 
and reviews for presentation purposes in order to produce the 
final results.

U.S. Institutions Avoid Swap-Based ETFs
Two-thirds of institutional funds and more than three-quarters 
of asset managers that employ exchange-traded funds prefer to 
invest in ETFs that use physical methods of benchmark replication, 
or ETFs made up of actual securities, as opposed to those that 
use derivatives. “Investors in Europe are quite comfortable using 
swap-based ETFs, but in the United States, institutional investors 
continue to avoid what they see as some inherent risks in the 
swap-based approach,” explains Jennifer Litwin. 

Indeed, 66% of institutional funds and 61% of asset managers say 
they view counterparty risk associated with swap-based ETFs as 
a substantial risk. Institutions point out that the reliance on swaps 
introduces a new and largely unnecessary layer of complexity 
to the product that can be easily eliminated through physical 
exposure. “Another Lehman Brothers could rip through ETFs and 
cause dislocations,” warned one study participant. Another study 
respondent seemed to sum up the thoughts of many of his peers in 
explaining why he would shy away from swap-based ETFs when he 
said simply, “Counterparty risk is not a large risk, but by definition, 
it does exist.” 
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The information in this reprint is intended to provide insight or education and is 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. 
 
While the "safety" of ETF providers was a factor that was evaluated by the study participants, 
ETFs are not guaranteed investments. Investments in ETFs are subject to market risk. 
 
Carefully consider the iShares Funds’ investment objectives, risk factors, and charges and 
expenses before investing. This and other information can be found in the Funds’ prospectuses, 
which may be obtained by calling 1-800-iShares (1-800-474-2737) or by visiting www.iShares.com. 
Read the prospectus carefully before investing. 
 
Investing involves risk, including possible loss of principal. 
 
In addition to the normal risks associated with investing, international investments may involve risk of 
capital loss from unfavorable fluctuation in currency values, from differences in generally accepted 
accounting principles or from economic or political instability in other nations.  Narrowly focused 
investments typically exhibit higher volatility. Asset allocation may not protect against market risk. 
 
Shares of ETFs may be sold throughout the day on the exchange through any brokerage account. 
However, shares may only be redeemed directly from a Fund 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. Buying and selling shares of ETFs may result in brokerage commissions. 
 
"Alpha" relates to the measure of performance on a risk-adjusted basis. 
 
“Beta” relates to the measure of a stock or a portfolio in relation of its returns with those of the broader 
financial market. 
 
“Cash equitization” relates to minimizing exposure to cash while gaining market exposure in a specific 
asset class. 
 
“Tracking error” is a measure of how closely a portfolio follows the index to which it is benchmarked. 
 
iShares index ETFs are passively managed; they seek to track a market index, before fees and 
expenses, and do not attempt to outperform during rising or take defensive positions during declining 
markets. iShares ETF performance may diverge from the ETF's underlying index. 
 
This study was sponsored by BlackRock. 
 
The iShares Funds (“Funds”) are distributed by BlackRock Investments, LLC (together with its affiliates, 
“BlackRock”). BlackRock is not affiliated with Greenwich Associates, LLC, and its affiliates. 
Information on other ETF providers is provided strictly for illustrative purposes and should not be deemed 
an offer to sell or a solicitation of an offer to buy shares of any funds or securities, other than the iShares 
Funds, that are described in this material. 
 
iShares® and BlackRock® are registered trademarks of BlackRock. All other trademarks, servicemarks or 
registered trademarks are the property of their respective owners. iS-7234-0512 


