
Low trading volume of an ETF does not mean poor liquidity 
The daily trading volume of an ETF is not an accurate reflection of its liquidity. This is a result of the involvement of the 
designated market maker whose core responsibility is to maintain an inventory of units of the ETF and provide liquidity 
for investors to buy and sell when they choose to do so, without concern. The market maker ensures there is always a 
buyer or seller for the investor at an accurate price.

The designated market maker will also attempt to maintain a tight bid/ask spread so that the price of the ETF closely 
approximates the net asset value (NAV) per unit throughout the trading day.

Generally, the only factor which could affect the liquidity of an ETF is the liquidity of its underlying portfolio of 
securities. That is to say, if the ETF invests in securities that are difficult to buy or have low supply, then the market 
maker may have difficulty buying or selling those securities. This could affect their ability to subscribe for, or redeem, 
units of the ETF.

Generally, ETFs in Canada have portfolios that are restricted to investing only in liquid securities that trade on  
North American exchanges, which generally ensures that the price of the ETF closely reflects the value of the 
underlying portfolio.

Market orders are not always executed at the listed bid/ask prices

There is no guarantee that the order you place with an online broker or advisor will be executed at the listed bid/ask 
prices. This is one of the reasons why it is highly recommended that investors use a limit order when buying or selling 
ETFs, regardless of the size of the order.

A limit order sets a price maximum/minimum with which you are willing to buy or sell a quantity of units of the ETF. 
This protects you from periodic price swings that may occur during the trading day and allows the market makers time 
to fill your order if the size of the trade is larger than the posted units, which are the number of available units being 
shown on the exchange. 

Prices can even move substantially between when an order is placed and when it is executed, particularly if there is 
breaking news in the market on a particular sector or security within the ETF’s portfolio.

By using a limit order, you can specify the exact price at which your trade order can be filled. If the bid/ask prices or 
NAV per unit do not meet the limit order specified price, the order will not be filled. With a limit order, you do not have  
to worry about buying or selling the ETF at a price you were not expecting.

Volume Versus Liquidity

Did you know? 
  
An ETF that trades one million units a day 
has the same liquidity as an ETF with the 
same underlying securities or index that 
trades zero units a day.
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Volume Versus Liquidity

ETF Trading Tips

1. Always use a limit order    
An ETF’s NAV is tracked throughout the day by a market maker.  The market maker’s function is to ensure that the 
bid/ask prices for the ETF track closely to the NAV throughout the trading day so that buy and sell orders can be 
executed accurately regardless of trading volume.  However, the market making system is automated and some-
times can experience interruptions where the market maker is not “in” the market to ensure efficient pricing.  When 
this happens, the market maker’s bid/ask prices disappear and the prevailing bid/ask prices at that time are those of 
other market participants that may not be closely tracking the current NAV.  By using a limit order, you can specify 
the price for buying or selling units/shares and limit the length of time the order is valid before being cancelled. 

TIP: Consult the ETF provider’s website to determine the previous day’s closing NAV on the ETF you are interested in. 
This will give you a good benchmark as to approximately where the ETF’s NAV can be expected to be and approxi-
mately where you could expect to fill a limit order. If you have access to level 2 depth of market quotes, look for the  
bid and offer where there is the most amount of “size” quoted and you can consider placing your limit order at or  
near that price.

2. Avoid trading in the first and last five minutes of the trading day  
An ETF is a convenient way to buy a diversified basket or portfolio of securities.  The price of the ETF is simply the 
weighted average price of each of the underlying securities.  However, when the market opens, it may take a few 
minutes for some of these underlying securities to begin trading and have their value reflected in the price of the 
ETF.  At the end of the day, the market maker that keeps an ETF’s value in line with its NAV may be exiting the market 
as it is executing its own closing transactions. 

3. Only execute ETF trades when the underlying market is open  
This is particularly important when executing trades in an ETF that tracks a commodity or currency.  Commodity  
and currency markets open and close at different times than North American equity markets which are open from 
9:30 a.m. – 4:00 p.m. EST.  Because ETFs are listed on an equity exchange, it will trade during these times, even 
though the underlying commodity or currency market could be closed.  

In order to ensure that you are getting fair pricing relative to NAV, only buy and sell the ETF when the underlying 
market is open as that’s when the market maker can ensure accurate pricing. Consult the ETF provider’s website for 
the times that the underlying commodity or currency market is open. This also applies to holidays when a Canadian 
market might be open and the U.S. market might be closed.


