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• More than 200 db X-trackers ETFs listed in 10 stock exchanges globally1 
 

• Over USD 40 billion in assets1 

 

• Top 2 in Europe and Top 5 Globally2 

 

• #1 ETF provider in Singapore and Hong Kong with 47 ETFs listed on SGX and 
30 on the SEHK3 
 

Deutsche Bank db X-trackers ETFs 

1 

Source: (1) db X-trackers website (www.dbxtrackers.com)  ; (2) Blackrock ETF Landscape end Jan 2012; (3) HKEX and SGX website, Feb 2012  

http://www.dbxtrackers.com/
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Asia Coverage 
Largest range of single country EM Asia 
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Source: db X-trackers website (www.dbxtrackers.com), as of 29 Feb 2012  

http://www.dbxtrackers.com/
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ETFs’ Market Trends 
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Assets: ETFs vs Mutual Funds in the US 

Datum 2010 DB Blue template 
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Assets: ETFs vs Mutual Funds in Europe 

Datum 2010 DB Blue template 
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Growth of ETF market in Asia 

Datum 2010 DB Blue template 

6 

Important: this graph does not include ETFs domiciled overseas listed in Asia 
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Critical assessment of index investment vehicles 
and replication techniques 
 
Pros and cons of different wrappers 
 

8 



ETFs 

Deutsche Bank 

Who can provide passive exposure and how? 
 

Datum 2010 DB Blue template 
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Passive Exposure 

Asset Managers 

 ETFs / Index Funds 

Segregated Mandates 

Investment Banks 

ETFs / Index Funds 

Swaps 

Notes 

Futures 
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— Market Access 

— Costs 

— Tracking Error 

— Flexibility (restructuring in case of market shocks) 

— Derivative 

— Securities lending 

— Tax optimization 

— Confidentiality 

— Liquidity 

— Operational 

— Legal constraints 

— … 

 

Some of the key challenges… 
 

Datum 2010 DB Blue template 
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— Market Access:   Who has more efficient global trading platform?  

 

— Costs :  Who can create synergies by centralizing hedges?   

   (instead of separate accounts) 

    Who can provide one stop shop approach (brokerage & exposure)? 

    Who can limit transaction costs? 

 

— Tracking Error:  Who can commit in terms of tracking error?    

   (without  mutualization of costs in case of subscription/redemptions) 

 

— Flexibility:  Who can provide more efficient restructuring of the exposure? 

 

— Credit risk / sec lending : Who can limit credit risk and optimize securities lending revenues? 

 

— Tax optimization: Who can optimize taxes on received/paid dividends? 

 

— Disclosure:  Who can optimize confidential treatment of the investment? 

Some of the key questions… 
 

Datum 2010 DB Blue template 
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Analysis of the different instruments 
 

Datum 2010 DB Blue template 
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ETF Swap Note Futures 

Documentation Cash equity account ISDA Cash equity account Clearing account 

Management Fee Yes No No No 

Counterparty Risk Collateralized Yes Yes No 

Execution costs * Yes Yes Yes Yes 

Tracking Error 
 (after costs) 

Swap based ETF – No 
Asset replication based – Yes 

No No Possible 

Tradable sizes / bid-offer In line with the underlying market 
In line with the underlying 

market 
In line with the 

underlying market 
In line with the futures 

market 

Intra-day liquidity Yes (if no lock-in) Yes (if no lock-in) Yes (if no lock-in) Yes 

Minimum trading size No Yes Yes Yes 

Lock-in No (possible if requested) Possible Possible No 

Listed Yes No Possible Yes 

External valuation 
Yes (Independent 

custodian/administrator) 
No No Yes 

Manual rebalance/rolling No No No Yes 

Leverage No Possible Possible Yes 

Reinvestment risk No No No Yes 
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— Liquidity:   daily liquidity is more expensive 

 

 

— Credit risk:  collateral is more expensive 

 

 

— Funding:  lock-in is less expensive 

 

 

— Structure costs: external custodian/administrator is more expensive 

 

 

— Transaction costs: unfunded Swap is less expensive if hedged via other swaps 

 

Some of the key considerations to define costs 
 

Datum 2010 DB Blue template 
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Considerations on legal constraints 
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ETFs leading the way in terms of transparency 
 
 

Datum 2010 DB Blue template 
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6/29/2012 2010 DB Blue template 

Investor 

SWAP 

Counterparty 

Collateral 

(90%-120%) 

SWAP 

(up to 10%) 

Cash 

Shares 

Index 

Return 

Asset 

Return 

Cash 

Shares 

ETF Investor 

Asset Market of underlying Index 

(e.g. Bonds, Equities) 

REPLICATE HEDGE 

Synthetic replication  ETF Physical  replication ETF 

Focus on counterparty risk: Physical and Synthetic 
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ETF 

Borrower 
Sec. Lending 
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Synthetic in Europe 
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— 3 among the 5 most traded ETFs in HK are synthetic (China A-Shares)  

 

— The largest ETF in HK for volume and assets is synthetic 

 

— 6 among the 10 most traded ETFs in Singapore are synthetic 

 

— Most traded ETFs in Korea (representing over 30% of volumes traded in 

Asia) are short & leveraged 

 

— Thu, 01 Mar 2012 - News Articles: The TSE has been accepting ETF 

license applications for the TOPIX Leveraged (2x) and TOPIX Inverse (-1x) 

Indexes from February 6th to February 17th, 2012, and will continue to 

accept applications for those indices for an extended period. 

 

 

—   

 

Synthetic in Asia 
 

2010 DB Blue template 
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Sources: Deutsche Bank  as of 29/02/2012 
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— Investors using exchange traded funds (ETFs) should be aware of securities lending 

and the level of counterparty risk involved, with some funds lending out as much as 

90% of their securities…Securities lending is commonplace in the mutual fund 

industry and as ETFs have grown in size, more are adopting the practice. 

 

— Steven Maijoor, ESMA Chair: “In outlining the draft future rules for investment funds 

today, ESMA is proposing to reinforce the legal framework applicable to ETFs and 

other types of UCITS. The aim of these guidelines is to enhance investor protection 

and limit the risk of certain practices by strengthening, in particular, the standards 

applicable to collateral received in the context of activities such as securities lending.  

 

— The Securities and Exchange Commission, which regulates ETFs in the US, is 

looking at ways to increase transparency about securities lending practices to 

brokers and investors as part of the Dodd-Frank financial reform law, spokesman 

John Nester told Reuters in an e-mailed statement  

 

 

 

Securities lending in physical ETFs 
 

2010 DB Blue template 
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Sources: http://citywire.co.uk, Reuters 



ETFs 

Deutsche Bank 

— Types of collateral used 

— OECD equities 

— Investment grade bonds (government and corporate) 

— Rules for collateral inclusion: 

— Diverse - min of 30 securities and max weighting of no more than 4% per issuer 

— Liquid – position cannot exceed a maximum 5 days average daily traded volume  

— Haircuts/margin applied:  

— Ranges from 100% for certain government bonds to 120% for certain equities 

— Ongoing monitoring by investment manager, custodian and collateral 

manager 

— Valued on each business day independently by the administrator 

— Transparent - publication of collateral and swap exposures on website 

 

Example: Rules for the selection of the Collateral 
Basket securities in a UCITS ETF 
 

Datum 2010 DB Blue template 
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Rules employed on ETFs are often over and above 

that required under UCITS 
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Example: daily transparency 
 

Datum 2010 DB Blue template 
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Focus on Tracking Error Risk 
(2010 Morgan Stanley Research) 

US-listed ETFs International 
Emerging 
Markets 

AsiaPac ex 
Japan Fixed Income Commodity Currency 

Average TE in bps* 145 444 199 144 108 91 

Average Exp. Ratio in 
bps 50 67 61 27 79 80 

 

9.6% of US-listed ETFs showed tracking errors of more than 3% in 2009 

 

37.5% of US-listed ETFs had tracking errors of larger than 100 bps in 2009 

 

The range of tracking error of US-listed ETFs increased from 520 to 1709 bps 

*Post-expense 2009 tracking error, Source: Morgan Stanley Research, Feb 2010 
23 
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— Management fees represent only one of the potential sources of tracking error 

 

— Other sources of tracking error may have a larger impact than management fees 

(e.g. sample replication techniques, index rebalancing, dividends reinvestment 

 

— Cross-subsidizing of creation/redemption costs may also affect tracking error 

 

— Conclusion:  

— Important to predefine tracking error in advance  

— Important to avoid cross-subsidizing of creation/redemption costs 

 

Tracking Error analysis 
 

Datum 2010 DB Blue template 
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Considerations on liquidity constraints 
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Business case: MSCI Emerging Market 
 

Datum 2010 DB Blue template 
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Impact of creating ETF shares for €100 million  
 

Datum 2010 DB Blue template 
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Focus on Market Impact 
 

Datum 2010 DB Blue template 
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Source:  Deutsche Bank trading desk as of 7 April 2011 
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Some of the cost to trade the underlying  
(without consider FX, agency, etc) 
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 Country   Country Weights   Regional Weights  Settlement Fees Stamp Tax Sales Tax FX Tax 

 BRAZIL  15.99% 67.69% 1.25 0.00 0.00 200.00** 

 CHILE  1.52% 7.23% 1.50 0.00 0.00 0.00 

 COLOMBIA  0.66% 3.54% 2.50 0.00 0.00 0.00 

 MEXICO  4.36% 19.11% 1.00 0.00 0.00 0.00 

 CHINA (B shares)  0.20% 0.36% 8.41 10.00 0.00 0.00 

 HONG KONG  17.37% 29.00% 1.00 10.90 0.00 0.00 

 INDIA  7.43% 11.76% 0.00 12.50 0.00 0.00 

 INDONESIA  2.35% 4.28% 0.00 5.30 10.00 0.00 

 KOREA  14.15% 25.82% 2.00 0.00 30.00 0.00 

 MALAYSIA  2.83% 4.93% 3.00 10.00 0.00 0.00 

 PHILIPPINES  0.55% 0.96% 3.60 9.00 50.00 0.00 

 TAIWAN  11.04% 19.89% 1.40 0.00 30.00 0.00 

 THAILAND  1.76% 3.00% 1.75 0.00 0.00 0.00 

 CZECH REPUBLIC  0.36% 2.12% 1.00 0.00 0.00 0.00 

 EGYPT  0.34% 1.69% 2.50 0.00 0.00 0.00 

 HUNGARY  0.44% 2.40% 1.00 0.00 0.00 0.00 

 MOROCCO  0.16% 0.86% 2.50 0.00 0.00 0.00 

 POLAND  1.70% 9.42% 1.00 0.00 0.00 0.00 

 RUSSIA  6.18% 36.14% 2.50 0.00 0.00 0.00 

 SOUTH AFRICA  7.48% 39.40% 1.00 25.00 0.00 0.00 

 TURKEY  1.48% 7.96% 1.00 0.00 0.00 0.00 

 UK  0.66% 0.00% 1.00 0.00 0.00 0.00 

 US  0.99% 0.00% 1.00 0.00 0.00 0.00 

Source:  Deutsche Bank trading desk as of 7 April 2011 
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Underlying stocks‘ bid-ask spreads justify ETFs bid-
ask spreads 

Datum 2010 DB Blue template 
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Implicit costs 
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— Market Impact is calculated using a liquidity-adjusted price elasticity function 

— Opportunity Cost is calculated as a range using a 95% confidence interval 
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On-screen turnover is an incomplete indicator 
e.g. the European ETF market case 
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Market hours matter 
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What about funds NAV trading with no additional costs ? 
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Considerations on tax constraints 
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Focus on Taxation 

— Asia based investors buying a US-listed ETF may subject to a dividend 

withholding tax of up to 30% 

— Non-US citizens holding US assets, including listed securities, may also be 

subject to estate tax of up to 35 percent on valuations (to be paid within 9 

months of the date of death, otherwise a 50% late penalty is imposed.) 

 

 

The above is a general description. Investors are invited to consult their own independent tax advisors if they are in doubt 

about their tax situation. 
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Focus on Taxation 
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— Majority of European providers have set-up platforms in Luxembourg and 

Ireland 

— Luxembourg and Ireland do not tax dividends paid by the ETF 

 

 

 

The above is a general description. Investors are invited to consult their own independent tax advisors if they are in doubt 

about their tax situation. 
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— US authorities oblige investors with more than USD 100 million US listed 

ETFs to file a public reporting 

 

 

— This obligation does not exist for ETFs that are legally based in Luxembourg 

or in Ireland  

 

Reporting obligations to US authorities 
 
 

Datum 2010 DB Blue template 
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The above is a general description. Investors are invited to consult their own independent legal advisors. 



ETFs 

Deutsche Bank 

o Deutsche Bank Research: 2011 Expansion past market turbulence 

 & regulatory challenges (11 January 2012) 

 

o Deutsche Bank Research: ETFs & unlisted funds: How different are 

they? (18 October 2011) 

 

o Deutsche Bank Research: Part fund, part stock: ETFs in a path to 

unlocking global asset liquidity (13 January 2011) 

 

o Bloomberg / Reuters 

 

 

Sources 
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©  2012 Deutsche Bank AG  

This presentation contains a short summary description of the above mentioned ETFs and is for discussion purposes only. A complete description 

of the funds is in the respective and most recent prospectus of the above mentioned ETFs. This presentation is not for distribution to, or for the 

attention of, US or Canadian persons. Without limitation, this presentation does not constitute an offer or a recommendation to enter into any 

transaction. When making an investment decision, you should rely solely on the final documentation and any prospectus relating to the 

transaction and not this summary. Investment strategies involve numerous risks. Prospective investors or counterparties should discuss with their 

professional tax, legal, accounting and other adviser(s) the effect of any transaction they may enter into, including the possible risks and benefits 

of such transaction and should ensure that they fully understand the transaction and have made an independent assessment of the 

appropriateness of such transaction in the light of their own objectives and circumstances. In no way should Deutsche Bank be deemed to be 

holding itself out as a financial adviser or a fiduciary of the recipient hereof. Deutsche Bank may make a market or trade in instruments 

economically related to fund units or derivatives mentioned herein, and/or have investment banking or other relationships with issuers of the 

relevant securities. Deutsche Bank actively manages various risks, and on occasion may deal in securities mentioned in this document or in 

related instruments during the period between your receipt of this fact sheet and the award of any order. Whilst Deutsche Bank‘s trading or 

hedging activities are not intended to have any significant impact upon prices, its dealings could affect the prices you pay or receive for 

transactions in related securities or fund units. Deutsche Bank, and its current and future subsidiaries, parents, affiliates, divisions, officers, 

directors, agents and/or employees, disclaim all liability with respect to this document and the information herein, and are not liable for any errors 

or omissions, or for any damages howsoever arising from any reliance placed thereon, save as required by applicable laws and regulations.  

 

A full description of the terms and conditions of all sub-funds are included in the prospectus of ETFs and ETFs II. You can get the full and the 

simplified prospectus of each sub-fund of ETFs at ETFs, 49, avenue J.F. Kennedy, L-1855 Luxembourg, R.C.S. Luxembourg D-119 899. 

 

Deutsche Bank AG is authorised under German Banking Law (competent authority: BaFin – Federal Financial Supervising Authority) and is 

regulated by the Financial Services Authority for the conduct of investment business in the United Kingdom. The registered address of Deutsche 

Bank AG, London Branch, is Winchester House, 1 Great Winchester Street, London EC2N 2DB.  

Disclaimer 


