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ETF Servicing:  
Moving Forward in  
a Market in Motion
As exchange traded funds (ETFs)  
expand in number, breadth and global  
reach, ETF sponsors face numerous 
challenges and opportunities. Product 
innovation and heightened competition  
are driving the need for best-practice  
service solutions. Those sponsors who 
embrace the latest advances in technology 
and operational efficiencies will be best 
positioned to thrive in this dynamic, 
competitive market.

APRIL	2010



This	is	State	Street

With $18.8 trillion in assets under custody and $1.9 trillion in assets under management,*  

State Street is one of the world’s leading providers of financial services to institutional investors.

Our broad and integrated range of services spans the entire investment spectrum, including 

research, investment manage ment, trading services and investment servicing. By using any 

combination of these services, our clients can deliver more value to their clients, control costs, 

launch new products and expand globally.

With operations in 25 countries serving clients in more than 100 markets, State Street delivers 

the tools and services that global institutional investors need to be successful.

*As of December 31, 2009

State Street’s Vision Series distills our unique research, perspective and opinions into 

publications for our clients around the world.



1 “Global ETFs break through $1 trillion barrier”.  Financial Adviser, January 21, 2010.

ETF SERVICING  •  1		

By the end of 2009, global ETF assets under manage-

ment had reached $1 trillion across some 1,900 

products.1 Today, their universal appeal is reflected in 

their use by most of the largest mutual fund companies 

and the vast majority of hedge funds, pension funds and 

university endowments. Yet, with this rapid growth has 

come significant servicing complexity.

In December 2009, State Street published “Exchange 

Traded Funds: Maximizing the Opportunities for 

Institutional Investors,” a Vision Focus report that 

examined the proliferation of ETFs in terms of volume, 

breadth and variety, and that highlighted their growing 

institutional uses.

In this companion report, we explore the challenges 

around servicing ETFs, including the implications of 

advances in ETF product design and technology as 

well as key trends. We also examine best practices for 

addressing these challenges today and in the future.

A Dynamic, Fast-Growing Market

Exchange traded funds (ETFs) are a major success story of the last two decades. As a 

highly efficient, low-cost, liquid, transparent and tax-friendly means of diversification, 

these investment tools have become an increasingly important component of 

institutional investors’ portfolios globally.



2 Ibid.
3 Ibid.
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The value of ETFs rests largely on the efficiencies they 

can offer investors. This is partly based on their traditional 

characteristic as a passively managed or index-based 

investment product. By replicating an index, ETFs 

can capture market-like returns with minimal portfolio 

management expenses.

Yet, because ETFs are expected to be efficient, ETF 

providers remain under continuous pressure not only 

to maintain and improve upon existing efficiencies, but 

to create new ones. Increasing competition will amplify 

this trend further, heightening the need for cost savings; 

access to current, accurate and transparent information; 

and processes that are scalable as products proliferate.

On top of this, sustaining client satisfaction through 

product innovation and extensive industry knowledge 

and expertise — including the ability to tackle the 

servicing challenges that come with new products such 

as fixed income and actively managed ETFs — remains 

paramount. This is particularly important given the 

rapid, global expansion of ETFs.

The story of ETFs is one of growth. Over the past decade, 

the compound annual growth rate for ETF assets 

globally was 56.3 percent.2 In the United States, ETF 

assets grew by $242 billion in 2009 alone; nearly half of 

this growth can be attributed to net cash inflows for the 

year (see Figure 1).

This expansion in assets is partly due to positive 

investment returns, but more importantly to the new 

money being attracted to these efficient products. This 

high level of interest has generated a great deal of 

product development and a steady stream of new 

ETF product launches, covering fixed income, actively 

managed, real estate, commodity, developed and 

emerging international stock and bond markets, and 

leveraged ETFs, among others. Because investment 

assets frequently go to first-movers, ETF sponsors face 

the additional challenge of being in a constant race to be 

first to market.

Worldwide	Potential

Globally, the potential for further ETF development 

and growth is vast. Every index that can be replicated 

represents a possible new product. All markets 

around the world can play a role in rounding out  

diversified portfolios.

In Europe, ETF assets have grown at an incredible 

90.5 percent compound annual growth rate over the 

past 10 years.3 Despite this growth, the European 

market has some inherent challenges. For instance, it 

is highly segmented. Each country has its own rules 

for stock exchange listings, reporting procedures, trade 

settlement and issuing of shares. In Germany, for 

example, Clearstream provides share issuance services, 

while in Ireland Computershare does. Fund sponsors 

must align themselves with knowledgeable global service 

providers that are well versed in local and regional 

regulations and market requirements.

Passively Managed ETFs:  
The Drive for Efficiency Leads to Challenges and Growth
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The Asia-Pacific region is newer to ETFs, and is also 

poised for growth, building on gains in the better-

established markets of Japan and Hong Kong.

In Australia, after a lull through much of the 2000s, 

the last couple of years have witnessed a resurgence 

in interest and activity with many new ETFs about to 

be launched. This is partly due to a change in the 

compensation model for financial advisors from product-

based commissions to a fee-for-service model.

Another key development in Australia is substantial 

growth in self-managed superannuation funds (SMSFs), 

a popular individual retirement savings segment. An 

estimated 30 percent of all superannuation money in 

the country (which in total has surpassed $1 trillion in 

assets) is now held in SMSFs.4

Active	Interest

From their relatively simple origins of achieving 

efficiencies by passively replicating indexes, a twist 

has emerged: actively managed ETFs. Since their 

introduction in 2008, active ETFs have piqued the 

interest of many market participants who seek to 

position themselves for early success in this emerging 

area of high growth potential.

Figure	1:	US	ETF	Industry	Asset	Growth

Source: SSgA Strategy & Research, as of December 31, 2009 
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Fixed	 income	ETFs	 are	 one	 of	 the	 hottest	 growth	 areas	

within	the	quickly	expanding	ETF	industry.	While	US	ETF	

assets	grew	by	45	percent	overall	in	2009,	fixed	income	

ETFs	enjoyed	a	78	percent	growth	spurt	last	year.	At	year-

end	2006,	there	were	only	six	fixed	income	ETFs,	which	

made	up	 just	 less	than	5	percent	of	all	 industry	assets.	

By	 the	 end	 of	 2009,	 more	 than	 80	 fixed	 income	 ETFs	

comprised	13	percent	 of	 all	 industry	 assets	 (see	Figure	

2).	Additionally,	 there	 appears	 to	 be	plenty	 of	 room	 for	

further	asset	growth	among	fixed	 income	ETFs,	as	bond	

mutual	 fund	 assets	 comprise	 40	 percent	 of	 all	 mutual	

fund	industry	assets.5

	

	

	

Fixed	 income	 ETFs	 present	 several	 particular	 servicing	

challenges.	 One	 is	 that	 fixed	 income	 securities	 gener-

ally	 trade	 in	 lower	 volumes	 than	 equities.	 This	 makes	

it	 impractical	 for	 many	 fixed	 income	 ETFs	 to	 replicate	

their	index.	As	a	result,	a	basket	of	fixed	income	securi-

ties	might	“sample”	or	“optimize”	the	index	and	contain	

only	100	of	the	5,000	potential	securities.	Optimization	

provides	 a	 practical	 way	 to	 approximate	 the	 index’s	

return	and	offer	a	more	manageable	basket	of	securities	

for	 authorized	 participants	 (APs)	 to	 deliver.	 Some	 fixed	

income	ETFs	allow	for	all-cash	transactions	or	a	process	

to	accept	a	basket	of	securities	and	cash	that	is	mutually	

agreed	upon	by	the	advisor	and	the	AP.

A	fixed	income	ETF	sponsor	must	recognize	that	precise	

replication	 of	 the	 benchmark	 may	 be	 impractical,	 and	

that	 a	 higher	 tracking	 error	 could	 result.	 Clients	 are	

often	attracted	to	fixed	income	for	its	broad	exposure	as	

a	diversifying	asset	class,	 rather	 than	out	of	a	desire	 to	

achieve	precise	benchmark-like	performance	or	 for	pure	

tax	efficiency.	In	a	sense,	some	fixed	income	ETFs	have	

characteristics	between	those	of	a	passively	managed	and	

an	actively	managed	fund.

Another	 challenge	 is	 calculating	 the	 total	 value	of	fixed	

income	ETF	baskets	for	future	settlements.	The	difficulty	

lies	 in	 calculating	 what	 the	 interest	 purchased	 or	 sold	

would	 be	 three	 days	 after	 a	 trade,	 which	 is	 when	 the	

broker	 will	 deliver	 the	 securities.	 For	 domestic	 ETFs,	

information	is	available	from	Bloomberg	or	other	financial	

news	services.	For	global	fixed	income	ETFs,	however,	it	

may	be	necessary	to	visit	 the	websites	of	 the	respective	

government	issuers.

Global	 inflation-protected	ETFs	pose	a	 further	challenge	

because	 information	 on	 country-specific	 inflation	 rates	

may	 change	 daily	 while	 data	 on	 others	 can	 be	 spotty.	

Market-specific	 trading	 and	 valuation	 conventions	 must	

also	 be	 understood	 and	 monitored.	 Without	 careful	

attention,	 inaccuracy	 could	 become	 an	 impediment	 to	

producing	 reliably	 priced	 global	 fixed	 income	 inflation-

linked	baskets.

As	operational	issues	such	as	these	are	discovered,	inno-

vative	solutions	will	be	required	so	that	further	growth	and	

development	in	this	dynamic	industry	isn’t	restrained.

Fixed	Income	ETFs:	Adapting	Servicing	to	a	New	Frontier

4  •  VISION FOCUS

5 State Street Global Advisors, 2009 ETF Year End Review and 2010 Outlook, April 2010.

Figure	2:	Fixed	Income	ETF	Growth

Source: SSgA Strategy & Research, as of December 31, 2009
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Actively managed ETFs –– funds that seek to outperform 

a given benchmark through active trading strategies 

rather than passively replicating an index –– are a devel-

oping area that will require highly efficient processes 

and procedures to be competitive. Although slow to 

proliferate so far, actively managed ETFs are changing 

how ETFs are serviced. No longer does a portfolio 

automatically reflect a given benchmark, since the 

composition of an active ETF is subject to change at 

any point.

As a rule, ETF portfolios must be transparent. This lets 

the public know what is in the portfolio each day and 

helps authorized participants (APs) know exactly what 

assets they must gather for the basket of securities that 

they exchange for an ETF creation unit (a block of tens 

of thousands of ETF shares). However, with an active 

ETF, those holdings could change up until the close of 

the stock market on any trading day.

Because of the much greater trading frequency that is 

typical of actively managed funds, much more needs 

to be done in a typical 24-hour period to keep data up 

to date. Accordingly, the traditional operational model 

that is used to provide service and support to passively 

managed ETFs is being adapted to enable data to be 

processed faster and posted sooner without sacrificing 

accuracy or creating new operational hurdles.

Among other issues that must be resolved in servicing 

active ETFs is the optimal source of information for 

trade-date holdings. It’s important to deliver this data 

to an intra-day calculation agent on a timely basis. The 

data could be extracted from the ETF administrator’s 

–– or accounting agent’s –– records or from the ETF 

provider’s portfolio management system with an intra-

day adjustment for accuracy. The bottom line is that the 

ongoing indicative net asset value (iNAV) calculations 

for an ETF must reflect the underlying fund’s activity to 

minimize tracking error.

One natural solution for a global service organization 

is a follow the sun approach, where data is processed 

even after offices close. Duties are reassigned to an 

office that is open in a different time zone, where a local 

team continues the processing work and then sends 

up-to-date data –– including the current iNAV –– back 

to the office that needs it before the market opens the 

next day.

Many	Issues	to	Resolve

It will take time to develop best practices, or best 

answers, on how to service active ETFs. One key point 

is that a defining feature of an ETF –– its inherently 

low-cost operating model –– is potentially at odds with, 

or pressured by, the additional expenses involved with 

portfolio management and researching and trading 

securities. How can low expense ratios be maintained 

despite these additional costs?

Further, if an ETF is truly active, how closely should 

it aspire to track a given index? How does active 

trading affect such things as basket composition, data 

processing and efforts to maintain transparent up-to-

date information on holdings? How will concerns about 

front running (the duplication of a portfolio manager’s 

strategies by opportunistic traders) be addressed?

Another question being asked is: How well will passive 

and active ETFs co-exist? Based on evidence so far, 

it appears that the growth rate of active ETFs will be 

evolutionary, rather than revolutionary, and certainly 

Actively Managed ETFs: New Service Challenges
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no one expects passively managed ETFs to disappear. 

Passive ETFs will continue to offer important benefits 

by replicating a benchmark with minimal tracking error. 

In brief, actively and passively managed ETFs should 

be able to co-exist because they fill different needs in 

investors’ portfolios.

Due to the rapid growth of the industry, service providers 

have ample incentive to work out the details on how 

to service actively managed ETFs most effectively and 

efficiently, paying close attention to the latest market 

innovations and servicing best practices.
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Given the tremendous growth of ETFs, a number of best 

practices have emerged in how they are serviced. These 

include developing highly efficient and comprehensive 

processes that are provided by experienced staff and are 

accessible globally via powerful, easy-to-use technology. 

Driving all of this is the ever-growing need to have 

accurate, up-to-date information readily available to ETF 

investors, providers and APs as fast as technologically 

possible if not in real time.

The benefits of technology in best-practice servicing 

are obvious yet often taken for granted. They typically 

include faster, easier and more universal access to infor-

mation; lower costs and greater efficiency; and improved 

accuracy and precision in recording data. Generally, the 

less manual handling of information, the fewer chances 

for error.

Harness	the	Web

Anchoring a service platform on the Web is a powerful 

example of putting best practice technology to use. 

It places information at users’ fingertips, giving them 

access 24 hours a day, seven days a week. With global 

clients, that easy access is vital. A Web-based service 

platform allows users to select the information they 

need when they need it and to utilize that data for their 

particular objectives.

A well-designed front-end platform enables users to 

conduct transactions for multiple ETFs through a single 

interface. A comprehensive order-management solu-

tion can provide a complete audit trail with information 

on creations and redemptions of creation units by APs 

as well as a full trade history. The Web also allows ETF 

providers to share real-time information. They can list 

their baskets online, making information available for 

APs to customize orders –– for example, if they are 

restricted from trading in a security and must follow a 

different process. See Servicing Solutions for Restricted 

Shares on page 10.

APs can be presented with information on a new ETF 

very efficiently via a Web platform. While acceptance of 

Web-based order-taking platforms varies today, given 

the growth of ETFs and the efficiencies these platforms 

can offer, they will likely be the norm one day.

Exception(al)	Service

What truly separates good from exceptional service 

is how ETF service providers handle exceptions. 

Short-settlement requests and other unique, one-time 

situations may require manual processing in a time-

sensitive manner. The ability to respond effectively to 

those special requests and satisfy clients’ critical needs 

is vital.

For instance, processing corporate actions such as a 

stock split or dividend payment can throw off the daily 

processing routine because they may be time-intensive 

and involve additional detailed calculations. To manually 

support even the simplest corporate action –– a 2-for-1 

stock split –– separate calculations must be performed 

for every basket that holds that particular security. This 

can be an elaborate, time-consuming process open to 

human error. The best systems can now collect relevant 

data around the clock in advance of pending corporate 

actions and apply them automatically, without disrupting 

core business processes.

Best Practices in ETF Servicing
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Flexibility	Eases	Growth

Flexibility is another key service component. As product 

and trade volumes rise and types of ETFs multiply, 

adaptability is essential. ETF sponsors are looking for 

processes that are scalable and easy to customize. 

These should be built with an open-ended architecture 

that supports growth and adaptation. They should be 

responsive to evolving client needs and products. This 

includes supporting multiple classes, funds, baskets, 

currencies, jurisdictions and providers.

As the ETF market continues to expand, driven by 

product innovation, heightened competition, rising client 

demands and expectations, and greater cross-border 

regulatory requirements, leveraging a service organiza-

tion based on an adaptable structure and expandable 

processes should reduce future roadblocks.

ETF sponsors should have access to a full menu of 

service components they can choose to outsource in 

whole or in part. These include traditional and special-

ized services covering custody, accounting, transfer 

agency and fund administration (including treasury, tax 

and legal services). The many benefits of outsourcing 

include access to the latest technology, expertise and 

industry best practices, and the ability to keep pace with 

regulatory changes while lowering risks and operating 

costs. Each ETF sponsor should be able to customize 

its own service model based on its particular areas of 

competence and expertise.

Fund	Administration	Expertise

Bringing an ETF to market and providing for its ongoing 

administration can be a challenging endeavor, even 

for an experienced sponsor. A service provider with 

expertise in the fund administration of ETFs can help 

by offering comprehensive legal, tax and treasury 

services. Each discipline should also have a consultative 

approach, sharing knowledge and raising relevant issues 

for consideration. A sponsor that can tap into such a 

knowledge base may be able to reduce risk.

Under the Securities and Exchange Commission’s 

existing rules, ETFs require a number of exemptions 

from the 1940 Act. Application filings for exemptive 

relief can take a year or more to be approved by the SEC. 

Having access to internal or external legal personnel 

who have practical experience in drafting and reviewing 

APs	are	 restricted	 from	 trading	 their	 own	company’s	 stock	 shares	along	with	 those	 in	which	 they	are	making	a	

market.	An	ETF	service	provider	can	facilitate	the	trading	of	these	restricted	securities	by	maintaining	relationships	

with	one	or	more	broker-dealers	that	can,	for	example,	execute	trades	on	behalf	of	the	AP	and	handle	details	up	to	

settlement	in	the	broker’s	account	on	the	date	of	settlement.

This	type	of	arrangement	can	be	highly	responsive,	user-friendly	and	very	efficient.	Orders	can	be	executed	the	day	

they	are	placed.	The	ETF	portfolio	manager	doesn’t	need	to	use	cash	to	purchase	securities.	Therefore,	transaction	

charges	are	not	borne	by	the	fund.

A	more	traditional,	but	less	efficient,	approach	involves	the	use	of	custom	baskets	for	APs	with	restricted	securities.	

More	lead	time	is	needed,	which	calls	for	more	thorough	planning	by	the	AP,	and	the	ETF	basket	is	completed	with	

cash,	rather	than	the	particular	stock.

The	processing	of	these	restricted-issue	trades	is	an	important	service	to	APs,	who	must	complete	delivery	to	fulfill	

their	commitment	for	the	entire	ETF	basket.

Servicing	Solutions	for	Restricted	Shares
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exemptive relief applications is critically important. Legal 

services should include working with the exchange 

where the ETF will be listed for trading. A listing applica-

tion and other documents need to be prepared and filed 

with the exchange, and working with a service provider 

with experience in this area is important to ensuring a 

timely ETF launch.

ETFs are regarded as tax-efficient products. Tax-efficient 

costing methodologies, wash sale activity, the use 

of tax equalization, in-kind contributions and in-kind 

redemptions all impact ETFs. A service provider with a 

large base of ETF clients may have better scale to build 

technology and dedicate resources to this specialized 

area of taxation. Sponsors can benefit from consulting 

with tax experts during the product development phase 

to learn whether the product’s structure or investments 

present operational or cost concerns. Those experts 

need to understand that the tax and distribution process 

is governed not just by tax legislation, but by the rules of 

the stock exchange as well, and they must know what 

to do should conflicts arise between these rules. They 

should also have experience with deemed distribution to 

brokers and the associated tax optimization processes.  

Lastly, a tax administrator should have relationships 

with audit and legal firms that can help document tax 

positions and treatments. As tax disclosure require-

ments grow, knowing which firms specialize in ETFs can  

save time.

A treasury service team generally provides a variety 

of services including preparing financial statements, 

monitoring compliance and calculating performance 

returns and distributions. ETFs calculate both net 

asset value (NAV)-based returns and returns based on 

market prices. They must monitor and disclose market 

price premiums and discounts to NAV. ETFs distribute 

income and capital gains under the same tax rules as 

any another mutual fund, but they interact with other 

entities as well. From setting the distribution schedule to 

announcing periodic rates to making payments to share-

holders, the process is different for an ETF. Engaging a 

service provider who knows the process and the players 

can help avoid pitfalls that could have reputational or 

cost implications.

Legal, tax and treasury services are all areas that will 

become even more complex as ETFs become increas-

ingly sophisticated, making the need for an experienced 

service provider all the more pressing. Finding a provider 

with enhanced expense payment and budgeting capa-

bilities is essential for achieving these objectives within 

precise expense targets.

Expertise	Is	Essential

An ETF service provider can and should be an exten-

sion of an ETF sponsor’s product development team. 

Activities can include identifying and helping resolve 

operational issues, knowing how to improve processes, 

and helping staff develop a thorough understanding of 

the product and relevant service issues.

Service providers can be a valuable sounding board 

for ETF sponsors. Close consultation can help to avoid 

mistakes and wasteful missteps –– thereby reducing 

risks –– as new ETF products, such as actively managed 

ETFs, are developed and implemented. A service 

provider with extensive expertise can share industry 

best practices, help with troubleshooting, explain new 

products and provide guidance on how to handle  

operational challenges.

Similar benefits can be achieved by consulting and 

working closely with APs. Service providers can become 

more effective by better understanding the needs and 

operational challenges that APs face in trading and 

settling restricted securities, for instance. Some ETF 

service providers have relationship managers work 

with APs for this purpose, facilitating a healthy idea 

exchange and the development of effective and efficient  

service processes.

Optimal	Global	Operations

To be most effective in servicing a geographically diverse 

set of products, clients and situations, an ETF service 

provider should have a consistent and comprehensive 

global operating model. Systems and processes should 

be similar, although not identical, in such far-flung 

places as Sydney, Hong Kong, London and New York. 

This facilitates operational synergies, such as the follow 
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the sun processing in which offices in different time 

zones work to provide up-to-date iNAV information on 

fund holdings before trading begins each day.

As ETF cross-border products proliferate, another major 

hurdle is addressing regulatory issues in multiple coun-

tries. This could involve applying for exemptive relief 

from several regulatory authorities, and understanding 

and adhering to multiple compliance obligations. ETF 

service providers must research or already be familiar 

with each country’s regulations to respond quickly to 

evolving client needs on a global scale. In some cases, 

an ETF could be registered domestically, but be cross-

listed in a foreign jurisdiction. Alternatively, it could be 

offered on a more global basis.

Just	as	there	are	numerous	best	practices	that	can	help	improve	processes	and	results	in	ETF	servicing,	

it’s	equally	important	that	your	service	provider	does	not	fall	into	these	obvious,	but	common,	pitfalls:

•		Understaffed	trading	desks,	especially	at	critical	times

•		Out-of-date	or	inaccurate	information	on	websites

•		Inefficient	flow	of	information	to	service	partners	and	clients

•		Inconsistent	use	and	understanding	of	terminology

•		Poor	resource	allocation

Avoiding	the	Pitfalls
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ETFs are experiencing dramatic growth rates and are fully 

integrated into the investment mainstream. New prod-

ucts are flourishing and awareness and appreciation for 

ETFs keeps growing, as major investment firms enter the 

field as ETF sponsors, APs and service providers. Cerulli 

Associates estimates that ETFs are expected to surpass 

$1 trillion in assets by the end of 2010 in the US alone (see  

Figure 3 on page 14).

As institutional and other investors continue to be drawn 

to these efficient investment vehicles, it is likely that 

knowledge and acceptance of, and interest in, ETFs will 

grow. This will continue to spur more product develop-

ment, greater trading volumes and the need for further 

attention to large-scale, efficient servicing solutions.

While niche players are bound to enter the ETF market, 

economies of scale and the benefits of global operational 

efficiencies and extensive experience are likely to favor 

those firms that have a long, reliable track record and 

well-earned industry reputation. Further growth can be 

anticipated once ETFs enter and gain more of a foothold 

in pension plans.

Complexity	and	Customization

When looking at new developments in ETFs, the word 

“multiple” or “multi” often comes up: multiple or 

multi-class, multi-fund, multi-managed, multi-basket, 

multi-provider and multi-currency. This trend under-

scores the fact that ETFs and the service models that 

support them must be flexible and capable of open-

ended growth and development.

For maximum flexibility, efficiency and ease of use, 

expect operating platforms to support multiple funds, 

multiple providers and even multiple proprietary trading 

styles. Service providers should be flexible, develop 

expandable operational models, and anticipate and be 

proactive — rather than reactive — about change.

Customization is another logical development. The ETF 

market is highly niche-oriented. Products are constantly 

being developed for an as-yet unaddressed need, 

market segment or niche. Mass marketing has limited 

relevance in such a specialized area. Custom solutions 

are ideally suited, especially when the core community 

of APs only numbers in the dozens and every business 

relationship is critically important.

The potential for further growth in the dynamic ETF 

industry remains very strong. This opportunity will 

continue to attract new ETF sponsors and place more 

responsibility on service providers to introduce highly 

efficient, responsive service solutions and operational 

processes. Continuing to work closely together will 

advance the interests of all in the field of ETF servicing, 

where efficiency is a prerequisite to success.

Many details have yet to be worked out. For example, 

even something as basic as pricing for ETF servicing is 

still evolving. While some service providers charge only 

a minimal fee for certain services, such as Web-based 

service access, others charge a premium for the same 

thing. With time, one can expect the industry to follow a 

more consistent approach.

The Future of ETF Servicing:  
More Growth, Opportunity and Complexity
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Another trend is a move toward greater use of turnkey 

service solutions as ETF start-ups attract new spon-

sors, large and small. For certain organizations that 

lack resources, having a bundled solution and one-stop 

shopping for ETF service is a more suitable approach 

than building the necessary infrastructure internally to 

support a start-up ETF. It’s part of a recognition that one 

size doesn’t fit all.

The pace of growth for ETFs and the breadth of expansion 

into distinct new product areas has been dramatic –– 

from passively managed domestic equity to expansion 

into fixed income, global, alternative assets, actively 

managed and numerous market niches –– all in just the 

last few years. There is every indication that innovation 

will continue in terms of product design, technological 

support and enhanced operational efficiencies as 

competition drives ETF sponsors to bring new products 

to market quickly and service providers to provide faster, 

more comprehensive and easier-to-use information.

All of these trends will continue to have an impact on 

how –– and how well –– ETFs are serviced. A guiding 

principal will continue to be one of customization and 

specialization. Attention to detail and to maximizing 

efficiencies are key to success. In the end, good ETF 

service is about adapting to situations and specific client 

needs, and creating the right solution for a given need. 

That is the kind of creative thinking and dedication to 

flexible service solutions that will continue to propel the 

ETF industry forward.

Figure	3:	US	ETF	Asset	Projections

Source: Cerulli Associates, “Exchange Traded Funds: Threat or Threatened?” 
November 2009.
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