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Abstract
This article analyzes the relative liquidity and level of informed trading of exchange-traded funds and individual equities for a comprehensive sample of ETFs. Theoretical work suggests that ETFs should offer a number of benefits to investors relative to trading in the underlying securities. Controling for trading characteristics (e.g., trading volume), the authors document that ETFs offer significantly greater depths than individual equities. However, they also find that bid-ask spreads on ETFs are higher than expected. Using a composite measure of liquidity, the authors find strong support for the overall hypothesis that ETFs offer higher liquidity levels than individual equities. This is attributed to the lower levels of informed trading in ETFs, as implied by the lower adverse selection components of ETF bid-ask spreads.
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