


• What is Active Management?
• What is Passive Management?
• What is an ETF?  

• How is it different from a Mutual Fund?
• Advantages of Mutual Funds v. ETFs v. SMA
• Practical challenges



Conviction Benchmark Aware Tilt Closet Index Passive

Hedge √√√

SMA √ √√ √√√ √√ √

Mutual Fund √ √ √√ √√ √√

ETF √√√
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ETFs Mutual Funds

Registration 40 Act Fund 40 Act Fund

Trading Brokerage firm Fund company

Share price Continually updated Market Close

Transaction Costs Commission & bid/ask Depends of fund load

Avg Expense Ratio (Equity) 0.11% 0.26% - 0.80%

Security Ownership Directly to underlying N/A



• Buying securities in 
the index 
according
to their relative 
weight in the 
index.

Full replication

• A representative 
sample of 
securities that 
make up the 
index.

• Most bond 
indexes take this 
approach.

Sampling

Source: Vanguard



Open Ended 
Mutual 
Funds

$ $
Investor in the fund deposits cash 

and the fund buys stocks, issues fund 
shares back to the investor.

Investor redeems fund shares. 
Securities are sold in the fund and 

cash is distributed to former owner
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 out



Exchange 
Traded Fund

$ $
Seller of ETF causes underlying 

securities matching ETF components 
to be SOLD in the open market.  ETF 

delivers stock out of the fund in 
return for fund shares. Cash returned 

to investor.
Shares inSh

are
s o

ut

Buyer of ETF causes underlying securities 
matching ETF components to be BOUGHT 

in the open market.  Cash used for 
purchases, stock shares delivered to fund, 

ETF shares returned to investor

Shares 
purchased

Shares
sold

Primary Market



Exchange 
Traded Fund

Exchange

$

$

Secondary Market



ETF secondary market ratio
Secondary-market activity divided by the sum of primary-market and secondary-market activity

Equity ETFs Bond ETFs

Source: Vanguard
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ETF spread versus estimated basket spread
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ETF Basket (bond liquidity analysis)

• Secondary Market absorbs most of the volume
• Only 12% of volume reaches the primary market
• Optimized basket further reduces risk and time for 

market maker to access the  primary market

Source: Vanguard
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Source: National Association of Insurance Commissioners (NAIC) via S&P Global Market Intelligence.  Data as of Dec. 31, 2018. Chart is provided for illustrative purposes.



ETF AUM Growth Trend

13

0

5

10

15

20

25

30
20

04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

ET
F 

AU
M

 (U
SD

 B
illi

on
s)

Actual Trend

Source: National Association of Insurance Commissioners (NAIC) via S&P Global Market Intelligence.  Data as of Dec. 31, 2018. Chart is provided for illustrative purposes.



ETF Usage by Size of Insurance Company
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Mega Large Medium Small

Small: Admitted Assets < USD 500 million
Medium: USD 500 million ≤ Admitted Assets < USD 5 billion
Large: USD 5 billion ≤ Admitted Assets < USD 50 billion
Mega: Admitted Assets ≥ USD 50 billion

Source: National Association of Insurance Commissioners (NAIC) via S&P Global Market Intelligence.  Data as of Dec. 31, 2018. Chart is provided for illustrative purposes.



ETF AUM and ETFs as % of Admitted Assets
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Source: National Association of Insurance Commissioners (NAIC) via S&P Global Market Intelligence.  Data as of Dec. 31, 2018. Chart is provided for illustrative purposes.



Small P&C ETF Investment 
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Source: National Association of Insurance Commissioners (NAIC) via S&P Global Market Intelligence.  Data as of Dec. 31, 2018. Chart is provided for illustrative purposes.



Small P&C ETF Investment
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Source: National Association of Insurance Commissioners (NAIC) via S&P Global Market Intelligence.  Data as of Dec. 31, 2018. Chart is provided for illustrative purposes.



There are some potential drawbacks to ETFs…

• Can’t manage gain/loss position
• They do not adjust for market/economic conditions
• Investors do not understand the underlying index
• Investors are confused by the vast array of “similar” ETF choices
• No opportunity to outperform
• They may cause investors to be overly focused on fees rather than 

performance or “value”



Index v Active – Composite Performance
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100%
index

100%
active

Low costs, low manager risk, 
consistent returns relative to 
the targeted market

Can provide 
a happy medium

Opportunity for 
outperformance but 
higher relative risk



Case Study: CIRCA

.For institutional use only. Not for distribution to retail investors.

ETFs allow us to invest in asset allocation at low  dollar amount and at low cost

REG. 114 Trust/ 
Reserve Assets

Passive Equity ETF Active Equity 
Management

Unencumbered 
Surplus Assets

ICCIE Webinar  | 33

Passive Equity & 
Bond ETF Portfolio

Active and Passive 
Portfolio

Stage 2Stage 1Portfolio Segment


