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ETF  MARKET  STRUCTURE

ETF Liquidity Cheat Sheet
Clear explanations of ETF market structure for investment professionals. By Will Lee, CFA, CAIA, FRM

1 ETFs trade in two markets

2 Where ETF liquidity comes from
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3 AUM and volume are not liquidity

AUM measures scale, not capacity.

Secondary market volume describes how often an ETF

trades—not how much it can trade.

AUM describes how much capital is invested. Liquidity

describes how efficiently additional capital can move.

4 Same stress, different visibility

ETFs do not fail under stress—they reflect it.

ETFs are compressing price discovery into the present.

Mutual funds are distributing it across time.

Mutual fund NAVs, by contrast, are backward-looking.

They reflect executed trades, not the marginal cost of the

next one.
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