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ABSTRACT 

Utilizing the largest sample of U.S. equity-based exchange traded funds (ETFs), our analysis confirmed that
the annual total performance of ETFs is inferior to the performance of mutual funds across a wide spectrum
of  investment  categories.   The  average  underperformance  of  385  basis  points  per  year  is  not  due  to
previously  noted  variables,  but  is  strongly  related  to  the  daily  volatility  of  ETFs.  The  main  source  of  this
underperformance  stems  from  either  the  trading  process  (i.e.,  authorized  participants  arbitraging  away  the
returns) or a systematic underperformance of the individuals who manage the funds themselves.  
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