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Trading ETFs
Getting the most from Exchange Traded Funds



A guide to the universe  
of ETF investing

ETFs Powered by 
Legal & General

L&G ETF has produced this guide to help you understand 
more about how these funds work and if they are the right 
choice to meet your investment needs.

L&G ETF is the exchange-traded fund business of Legal & General Investment Management 
(LGIM), the investment management arm of Legal & General Group that has total assets under 
management of £1 trillion (as at 31st December 2018) and has pioneered the use of index 
strategies for its clients for more than 25 years.

Built and managed by an experienced ETF investment team and infrastructure, our ETF range 
also reflects the work of LGIM’s Corporate Governance and Responsible Investment team that 
operates independently and reports directly into the LGIM board. Through this team, we use 
our scale as a major investor to encourage the companies in which our clients invest to develop 
resilient strategies, think longer-term and consider their stakeholders. We also work towards 
changing wider market standards, policies and regulations to make the financial system  
more sustainable.
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ETFs can fit easily into traditional asset-allocation 
models. While ETFs are simply a structure for pooled 
investments, it is important to be aware of the ways in 
which they can be bought and sold. This section of the 
guide will set out the practical issues of how to invest 
in ETFs.

Buying and selling an ETF
ETFs can be bought and sold on exchange or off exchange. If using a broker or 
investment platform, investors will generally submit a buy or sell order for a 
specified amount that the broker/platform will attempt to fulfil. Investors with 
the relevant access can also trade ETFs over-the-counter (OTC) directly with 
market makers.

How to access ETFs

Stock Exchange Trading Platform

Broker/Platform/Direct

Over-The-Counter (OTC)

Underlying Securities / Cash

SECONDARY MARKET

ON EXCHANGE OFF EXCHANGE

Investors

ETF shares

Listings on different exchanges
Many ETFs will be listed on multiple stock exchanges. Their underlying index 
and exposure will be the same across the different listings, but for some 
investors a local listing will make the ETF more accessible.
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An ETF’s visible liquidity in the secondary market is 
only a part of its overall liquidity

Secondary market

Primary market Underlying basket liquidity

Off-exchange liquidity

On-exchange  
liquidity

A set of regulations known as MIFID II has now required all ETF trading in 
Europe, on and off exchange, to be reported but this data is yet to be made 
easily available to investors. When it is, investors will have a clearer picture 
of an ETF’s true liquidity.

ETF liquidity
An ETF’s liquidity comes both from the secondary market volumes of ETF shares 
traded and from their open-ended nature. In addition, looking in isolation at ETF 
trading volumes on an exchange may provide only a partial picture of an ETF’s 
secondary market liquidity, as ETFs are also traded off-exchange (eg. OTC).

This is important because at present in Europe the majority of ETF trading is 
conducted off-exchange. Investors looking only at the on exchange numbers 
may therefore significantly underestimate the true volume traded on the 
secondary market.

Investors can nevertheless be assured that an ETF should be at least as liquid as 
its underlying constituents as ETFs are open-ended like unlisted mutual funds.



While ETFs are listed on stock markets and trade like conventional equities, an 
important difference to note is that ETFs do not have a fixed number of shares. 
ETFs are open-ended just like traditional unlisted mutual funds, meaning that 
new shares can be created or redeemed to meet demand.

The creation and redemption mechanism is facilitated by Authorised 
Participants (APs), who interact with the ETF issuer. 

l To create ETF shares, APs usually exchange cash for a block of ETF shares 
which are then available for trading in the secondary market.

l To redeem ETF shares, APs exchange the ETF shares for cash or the 
underlying securities. They can then distribute the proceeds onto the 
redeeming investor.

PRIMARY MARKET

SECONDARY MARKET

ETF
Issuer

Authorised 
Participant (AP)

ETFs

ETF sharesUnderlying securities / Cash

ETF sharesUnderlying securities / Cash

InvestorsInvestors

The creation and redemption process
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Keeping an ETF’s price in line with the NAV
Like traditional, unlisted mutual funds, ETFs are open-ended structures. The 
creation and redemption process facilitates the open-ended nature of ETFs 
and therefore serves to ensure that supply and demand remain balanced. 

This has the knock on impact of ensuring that an ETF’s price corresponds as 
closely as possible to its underlying net asset value (NAV).

Over short timeframes, an ETF’s NAV and share price may diverge, perhaps 
because the underlying securities trade less frequently than the ETF. For 
example, if the underlying securities are valued at $100 and the ETF’s share 
price is $101, the ETF is said to trade at a 1% premium. Equally, an ETF can 
trade at a price below its NAV; the ETF is then said to be trading at a discount.

If an ETF is trading at a premium (or discount), APs will normally create (or 
redeem) ETF shares to increase (or reduce) supply to the market, and bring 
the ETF price in-line with the NAV.

Currency denomination
Similarly, ETFs will often be listed in several currency denominations. 
Forexample, an ETF with a given base currency – such as a London-listed UK 
Equity ETF denominated in GBP – can list on a stock exchange with a different 
currency. That UK Equity ETF can thus be traded on the Deutsche Börse with 
a EUR trading line. This gives investors more currency options when 
transacting in ETFs.

ETF Provider / Issuer / Sponsor The investment firm that originates and manages the ETF.

Authorised Participant (AP)
APs are regulated investment firms with the legal right to create and 
redeem ETF shares directly with the ETF provider. The APs are the only 
brokers authorised to act on the ETF primary market.

Market Maker and  
Liquidity Provider

These are all-encompassing terms referring to a firm willing to provide a 
price to a buyer or a seller of an ETF. Market makers may or may not be 
APs too.

On-Exchange Market Maker
These are the firms that provide buy and sell prices for ETFs traded on an 
exchange. Every new ETF listing requires at least one on-exchange 
market maker to provide liquidity during exchange opening times.

Platform
A generic term for a service through which investors can  
buy and sell securities.

THE ETF ECOSYSTEM
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Speak to our ETF Capital Markets specialists: 
ETF Capital Markets value proposition:

•  Providing subject-matter expertise on ETF trading and liquidity

•  Educating on the market and infrastructure

•  Providing analytical support for trade-execution decisions

•  Dedicated relationship management for ETF brokers

•  Helping clients to achieve best value

Clients
dealing
desks

Authorised
Participants

Market
Makers

Stock
Exchanges

Platforms

ETF 
Capital 
Markets

Contact details:

ETF Capital Markets Team 

ETFCapitalMarkets@lgim.com
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CONTACT US

For further information please contact us:

 0345 070 8684  fundsales@lgim.com  lgimetf.com

We record and monitor calls. Call charges will vary.

Important Information

The value of an investment and any income 
taken from it is not guaranteed and can go 
down as well as up, you may not get back 
the amount you originally invested. Past 
performance is no guarantee of future results.

The product discussed in this document is 
issued by Legal & General UCITS ETF Plc (The 
`Issuer’), an open ended investment company 
with variable capital with segregated liability 
between its sub-funds and which is organised 
under the laws of Ireland as a public limited 
company. The Issuer has been authorised 
by the Central Bank of Ireland as a UCITS 
pursuant to the European Communities 
(Undertaking for Collective Investment in 
Transferable Securities) Regulations and is 
structured as an umbrella company with 
multiple sub-funds. Each sub-fund may issue 
different classes of shares (the “Shares”).

The Information in this document (a) is for 
information purposes only and we are not 
soliciting any action based on it, and (b) is not 
a recommendation to buy or sell securities  
or pursue a particular investment strategy; 
and (c) is not investment, legal, regulatory or 
tax advice.

Any projections, estimates or forecasts 
included in the Information (a) shall not 
constitute a guarantee of future events, (b) may 
not consider or reflect all possible future events 
or conditions relevant to you (for example, 
market disruption events); and (c) may be 
based on assumptions or simplifications that 
may not be relevant to you. 

Although the Information contained in this 
document is believed to be correct as at the 
time of printing or publication, no assurance 

can be given to you that this document is 
complete or accurate in the light of information 
that may become available after its publication. 
The Information may not take into account any 
relevant events, facts or conditions that have 
occurred after the publication or printing of 
this document.

Any decision to invest should be based on the 
information contained in the prospectus and 
the Key Investor Information Document of the 
Issuer (or any supplements thereto) which 
includes, amongst other things, information 
on the risks associated with an investment in 
this Fund. These documents are available at 
www.lgimetf.com.

This document is only directed at investors 
resident in jurisdictions where this Fund is 
registered for sale. It is not an offer or invitation 
to persons outside of those jurisdictions. We 
reserve the right to reject any applications 
from outside of such jurisdictions.

In the United Kingdom and outside the 
European Economic Area, it is issued by 
Legal & General Investment Management 
Limited, authorised and regulated by the 
Financial Conduct Authority, No. 119272. 
Registered in England and Wales No. 
02091894 with registered office at One 
Coleman Street, London, EC2R 5AA. 

In the European Economic Area, it is 
issued by LGIM Managers (Europe) Limited, 
authorised by the Central Bank of Ireland as 
a UCITS management company (pursuant 
to European Communities (Undertakings 
for Collective Investment in Transferable 
Securities) Regulations, 2011 (S.I. No. 352 
of 2011), as amended) and as an alternative 

investment fund manager with “top up” 
permissions which enable the firm to carry 
out certain additional MiFID investment 
services (pursuant to the European Union 
(Alternative Investment Fund Managers) 
Regulations 2013 (S.I. No. 257 of 2013), as 
amended). Registered in Ireland with the 
Companies Registration Office (No. 609677). 
Registered Office: 33/34 Sir John Rogerson’s 
Quay, Dublin, 2, Ireland. Regulated by the 
Central Bank of Ireland (No. C173733). 

LGIM Managers (Europe) Limited operates 
a branch network in the European Economic 
Area, which is subject to supervision by the 
Central Bank of Ireland.  In Italy, the branch 
office of LGIM Managers (Europe) Limited 
is subject to limited supervision by the 
Commissione Nazionale per le società e la 
Borsa (“CONSOB”) and is registered with 
Banca d’Italia (no. 23978.0) with registered 
office at Via Uberto Visconti di Modrone, 15, 
20122 Milan, (Companies’ Register no. MI - 
2557936).  In Germany, the branch office of 
LGIM Managers (Europe) Limited is subject 
to limited supervision by the German Federal 
Financial Supervisory Authority (“BaFin”). In 
the Netherlands, the branch office of LGIM 
Managers (Europe) Limited is subject to limited 
supervision by the Dutch Authority for the 
Financial Markets (“AFM“) and it is included 
in the register held by the AFM and registered 
with the trade register of the Chamber of 
Commerce under number 74481231.

Details about the full extent of our relevant 
authorisations and permissions are available 
from us upon request. For further information 
on our products (including the product 
prospectuses), please visit our website.


