














Figure 30: ETF Participants, Structures and Mechanism of Primary and Secondary Market
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Exchange Traded Fund (ETF) is not a new concept for the capital 
market regulators of Bangladesh. BSEC has been trying to launch ETFs 
since 2015 and has come up with regulations, namely “Bangladesh 
Securities and Exchange Commission (Exchange Traded Fund) Rules, 
2016” to promote the market. 
After all these years, the Dhaka Stock Exchange Limited (DSE) 
announced that an ETF will debut in the market in September-October 
2022 with investments in just 30 companies included in the DS30 
index. With the arrival of the news, a series of queries emerged among 
the investors concerning the nature, mechanism, stakeholders, and 
benefits that the product would bring to the investors. 
ETFs, as the name implies, are hybrid investment products that consist 
of a basket of stocks that are traded on exchanges like any other share. 
In 1993, the first U.S. ETF was launched to follow the S&P 500 index. 
Since then, it has not seen any downtrend in its journey (Figure 29).

ETFs will be managed by an Asset Management Company (AMC) for a fee 
according to the Exchange Traded Fund Rules 2016. With the introduction 
of ETFs in DSE, there will be a lot of confusion among investors regarding 
the comparison of different securities existing in the market. Table 3 
depicts the key differentiating factors among similar securities.

Table 4: ETF Key Features Compared with Open-Ended and Closed-Ended Mutual Fund

Mechanism of ETF
ETF units are not offered for sale to the general public for money, 
which distinguishes them from mutual funds. Instead, the asset 
management company that sponsors the ETF (Fund) purchases 
shares of the companies that make up the index from a variety of 
investor types, including institutions, large investors, and 
Authorized Participants (AP). It then grants them a sizable block of 
ETF units in return. 
To put it another way, a ‘Creation Unit’ – a sizable group of ETF 
units – is traded for a ‘Portfolio Deposit’ of equities and a ‘Cash 
Component.’ The APs can also use the reverse process – creating a 
Redemption Unit – to convert their ETF units into ‘Portfolio 
Deposit’ of equities based on market demand. The APs can hold the 
ETF or sell those in the secondary market (Figure 30). 

Added Benefits to ETF Investors
There are broadly four  distinct benefits an investor can enjoy from 
investing in ETFs. These are:
1. Access to disparate asset classes and sub-asset-class slices 

based on style, size, and sector that were not available before.
2. Transparency in the ETF fund portfolio on a real-time basis 

provides a huge leap forward, regaining investors’ confidence 
when they are skeptical about the existing closed-end mutual 
funds. In developed countries, ETF sponsors publish their NAV 
every 15-seconds, fostering arbitrage activity and lowering 
tracking errors.

3. ETF ensures liquidity and price discovery even in times of 
financial crisis, providing a safe venue for investors.

4. ETFs generally are able to provide in-kind redemptions by 
delivering a basket of securities and thus rarely need to make 
capital gain distributions. This feature allows most ETFs to 
avoid taxable events, providing tax efficiency that arises from 
selling securities for cash within the fund.

Findings from the US Market on Positive Impact of ETF
1. ETFs managed to avoid the 2008 global financial crisis, the 

2013 Taper Tantrum, the 2015 sell-off in high-yield bonds, and 
the stressors brought on by the coronavirus. In June 2013, 
amid the so-called Taper Tantrum, bond ETFs stepped in to 

stabilize the unstable bond market. Up to 25% of the underlying 
market's trading volume was placed in the largest high-yield 
bond ETFs.

2. Trading in ETFs picks up as market volatility increases. The 
average daily trading volume for US-listed ETFs was about $256 
billion, or about three times the volume for all of 2019.

3. Since 2011, ETF primary market activity has made up 5% of 
all US stock trading, while ETF secondary market activity has 
stayed nearly steady at 25%. (Source: CFA society Research 
on ETF)

BSEC (Exchange Traded Fund) Rules, 2016
According to the ETF Rules 2016, an ETF fund can be either 
‘passively managed ETF’ or ‘actively managed ETF.’ It can be 
operated as a general index fund or an Islamic index fund. The 
following criteria must be met if any AMC or sponsor wants to 
create and maintain an ETF fund: 
1. Minimum fund size at formation shall be at least TK five hundred 

million and subscription by the sponsor(s) shall not be less than 
10% of the fund’s target size;

2. Minimum investment by the asset manager shall be at least 2% 
of the fund’s target size;

3. Investment of the sponsor and asset manager shall have a lock-in 
period of 02 years since the listing date of the fund with a 
continuous investment of 1/10th of its initial contribution;

4. The fund shall determine an annual fee for the Commission at 
0.07% on year-end fund size; 

5. For index-based ETFs, subscriptions must be done through 
private placement;

6. A registered asset manager shall be eligible to apply to be an 
asset manager of ETF; if it has completed a successful operation 
of at least 03 (three) years and has experience in fund 
management for at least one registered mutual fund or collective 
investment scheme;

7. The asset manager shall be entitled to get an annual fund 
management fee up to 0.75% (zero-point seven five percent) of 
the weekly average NAV of the fund for managing ‘passively 
managed ETF’;

8. The AMC must appoint at least 2 APs (each having minimum 5 
years of experience in being a stock broker-dealer) and at least 
1 market maker;

9. The ETF must invest at least 95% of the fund size in constituent 
securities if it is a general index fund;

10. The annual operating expenses of an ETF shall not be above 3% 
on the weekly average of the net asset value of the fund for the 
index fund.

Conclusion
ETF is the most innovative product among the various capital 
market instruments that provide a safety cushion in terms of 
uncertainties as well as a long-term stable growth opportunity. The 
genesis of ETF in Bangladesh is hoped to bring emancipation to our 
stagnant market boosting the confidence of the general and 
institutional investors.

Disclaimer: This report is solely for informational purpose. The information published in this report does not constitute any kind of investment advice. Readers are 
advised to use this report at their own discretion and BICM does not take any liability for outcomes arising from the use of the information published in this report. For 
any inconsistency or data error you notice, please write to us at fmr@bicm.ac.bd.
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