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Structure Matters: Matt Tucker Of iShares  

 

This is the first installment of a new series called “Structure Matters” by Dan Weiskopf, who is the portfolio 

manager of the Access ETF Solutions third party manager (TPM) portfolios at IPI Wealth Management. The 

series will examine issues about ETF structure in a series of interviews with ETF portfolio managers, index 

developers and other areas that affect the structure of ETFs. The goal of the series is to highlight the different 

operating roles that individuals have that make the ETF structure work well for the investor. The series will 

make the case that structure matters to the investor’s experience more than simply screening for low fees.  

 

Weiskopf kicks off the series with Matt Tucker, Head of the iShares Fixed Income Strategy team with 

BlackRock's fixed income portfolio management team. Matt has worked in the fixed-income market for over 

15 years as a portfolio manager, trader and strategist. He was part of a team that developed and launched the 

world's first fixed-income ETF in 2002, and has spent a number of years as a portfolio manager for the funds. 

 

Dan Weiskopf:  The industry has come a long way since you helped launch the first fixed-income ETF. What 

were you thinking as a portfolio manager at the time? Did you ever envision that fixed-income ETFs would 

garner more than $240 billion in assets under management across nearly 250 funds? Were you worried about 

the transparency?  
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Matt Tucker:  If I think back to where we were back in 2001, we were first developing and planning for what 

became the first fixed income ETFs. I can't say that we imagined the market getting this big or getting this  

much traction. What we were really focused on was whether it was possible to have a fixed income ETF given 

that there were so many critical structural differences between the equity and fixed income markets.  

 

All these principles around ETF creation/redemption and ETFs trading at an appropriate price, they all work 

very efficiently on the exchange, but hadn’t been tested in the over-the-counter bond market. What we were 

contemplating was having an ETF that traded on the exchange, but that held over-the-counter instruments in 

the bond market. This was something new. And to be honest, there were a lot of questions about if or how we 

could do it. 

 

We spent a lot of that first year before the launch just figuring out the mechanics of how that works – how do 

you get good price information in the fixed income market which doesn't trade on the exchange? How do you 

deal with things like accrued interest which don't exist in the equity market? And how do you efficiently 

deliver a specific segment of the fixed income market onto the exchange and make sure that it trades the right 

way and adds value above and beyond what investors could do themselves?  

 

Weiskopf:  As a portfolio manager, what were you thinking? 

 

Tucker:  The function of a PM in an ETF is actually very similar to the function of a PM in a mutual fund. In an 

index fund, you have a benchmark that gets published and rebalanced with some frequency, and you're trying 

to make sure that you rebalance your portfolio to track that benchmark. That portion of the role is the same 

for an ETF as it is for a mutual fund or any other structure. What's really different about the ETF is this idea 

that every day you publish out this basket of securities that matches the holdings of the ETF, and if someone 

wants to come into the fund, in other words, create new shares of the ETF, they have to deliver the basket of 

securities to you.   
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If you think about what the typical mutual fund PM does, and I was running mutual funds at the time, every 

day you come in first thing in the morning and you have an order of cash, a subscription or redemption. As a 

PM you have to constantly worry about whether you have enough cash to meet a withdrawal. What do you 

have to sell to get liquidity? If you get a large inflow, how do you invest that money appropriately? There's a 

very dynamic portfolio management and trading process that you go through. 

 

The ETF is actually much simpler. If you think back to the first fixed income ETFs such as the iShares 20+ Year 

Bond Fund (TLT | A-72), it held about 20 long-duration or long-maturity Treasury bonds. And every day if 

somebody wanted to come into the fund, what do they contribute? They gave us the same 20 bonds. And if 

someone wanted to leave, what did we do? We gave them a slice of our portfolio. In this way the role of the 

ETF PM was simpler. 

 

 

Weiskopf:  As an investor, how should we measure how well a portfolio manager is doing their job in the 

context of a passive ETF?  

 

Tucker:  At the end of the day, what an investor is buying with an index fund is essentially some predictability; 

they want to buy a fund that is going to track a specific benchmark. And you can measure that in the 

difference in total return, or you can measure it in terms of the volatility of the difference in return between 

the fund and the benchmark. 

 

Weiskopf:  Tracking error has different challenges in different markets. Can you talk a little bit about what 

tracking error might exist for a major market and how you manage that tracking error? 

 

Tucker:  The biggest driver of tracking error is really our ability to access the market. The fixed income market 

is over the counter. Not all the securities trade every day.  We have done research on this, if you look at the 

investment grade market only about a quarter of the bonds actually trade every day.  

 

http://www.etf.com/tlt
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If I'm going to go into the market today and I have an unlimited amount of money and I want to go and buy as 

many corporate bonds as I want, how many bonds are actually going to trade today? About a quarter of the 

universe. In the high yield market, less than 10 percent of securities trade every day. And if you get into 

markets like munis, where liquidity is even more challenging, 99 percent of the CUSIPs in the market don't 

trade on a given day. 

 

The first thing a PM needs to determine is what is in the benchmark, what are those structural components of 

the benchmark? How does it break down in terms of its country exposure, or currency exposure, or duration, 

or yield? Can I get a sense of the different risks in that benchmark? And then, how do I create a portfolio from 

available securities that's going to match those risks? 

 

Typically we see that newer funds tend to have fewer securities than larger more seasoned funds. As the fund 

grows, it's able to essentially sample more bonds out of the index and increase the size of the portfolio.  

 

My classic example of this is in muni space. We launched iShares National AMT-Free Muni Bond (MUB | A-73), 

which is a national muni fund, in September of 2007. There were 35 bonds in the portfolio on Day One. Why? 

The muni market is not that liquid, and we only launched with about $5 million or $10 million. We simply 

didn't have enough money to hold a lot of securities.  

 

Today that portfolio has more than 1,000 securities. And the holdings have grown through time because as it's 

grown in AUM, it's been able to do a better job sampling, and so tracking error has come in. The fund has 

actually tracked the total return of its benchmark closely from launch.  But the daily and monthly tracking 

error, the volatility of the fund versus benchmark return deviation each period, has steadily declined. 

 

Weiskopf:  Do the portfolio managers of an ETF try to have an impact on discount and premiums to NAV?  

 

Tucker:  This may vary depending on the provider you talk to, but from our standpoint, we measure our PMs 

based upon their ability to deliver the index performance. ETFs will trade at premiums and discounts to their  

http://www.indexuniverse.com/etf-analytics/analytics-fundreport?ut=dGFzaz1zaG93RVRGUmVwb3J0cyZ0aWNrZXI9TVVCJmFzc2V0PUZpeGVkSW5jb21lJnJlcD1pU2hhcmVzIE5hdGlvbmFsIEFNVC1GcmVlIE11bmkgQm9uZCZ0cHI9ZnVsbA==35
http://www.etf.com/mub
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NAV. This is primarily driven by movements in the underlying market. We don't think of that as being the 

responsibility of our PM. We actually have within BlackRock a separate capital markets team whose job it is to 

monitor liquidity and see if there are things we can do in the market to help encourage liquidity. 

 

Weiskopf:  How does BlackRock’s size work to your advantage or disadvantage as a professional manager 

when you're trying to move bonds? Are there any conflicts of interest between other strategies outside of the 

ETFs? 

 

Tucker:  To the first point of your question, is being part of BlackRock an advantage, the answer is 

unquestionably yes. The fixed income market is an over-the-counter market, and is therefore a negotiated 

market. The larger you are, essentially the more leverage you have to negotiate good execution with the 

market. Being part of BlackRock, which is the largest asset manager in the world, gives us a tremendous edge 

in being able to make sure we get good execution.  

 

Individuals tend to pay much higher transaction costs than large institutions trading the same securities, 

simply because the institutions have better access to information and liquidity, as well as more leverage to 

negotiation with the broker/dealer community and counterparties.  

 

Now, the second part of your question, which I think is an important one, is how do we think about what the 

ETF needs versus what other strategies might need? At BlackRock we separate portfolio management and 

trading. We have portfolio managers creating orders, making the decision about when and how to trade a 

security. And they will then provide an order through to the trading desk who will actually execute it. That 

trading desk could be getting orders from different strategies across BlackRock, but they essentially don't have 

to worry about where they're coming from, they're just focused on getting the best execution for the end 

client. 
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Weiskopf:  Given the ETF structure, declared internal capital gains are thought to be unusual. Yet last year, 

certain fixed income ETFs reported substantial capital gains. Is this something that the portfolio manager is 

responsible for? 

 

Tucker:  Capital gains are something that is keenly on the minds of our PMs and is even part of how they're 

evaluated. Generally speaking, to your point at the front of the question, ETFs tend to be a more capital gains 

efficient vehicle than traditional mutual funds. The reason for this is fairly well known and fairly 

straightforward. When money goes into or out of the mutual fund, it moves in cash. This means that a 

portfolio manager, if they have money come in, have to buy securities; and if they have money that goes out, 

they have to sell securities.  

 

This means that every withdrawal out of the mutual fund can trigger sells by the portfolio manager, which 

then is going to trigger a capital gain or loss. You essentially have a number of these events that are occurring 

all the time and at the end of the year they could result in an overall capital gain or loss. If it’s a gain, then it 

has to be distributed out to shareholders. 

 

In the ETF, money goes into and out of the fund typically by an in-kind of securities. In-kinding securities out of 

an ETF is not considered a taxable event. It does not trigger a capital gain or loss because the transaction is not 

a buy or sell of securities in the securities market. As a result you don't have these regular capital gain/loss 

realizations in ETFs that you have with mutual funds.  

 

Because of this structural difference, ETFs across markets have tended to be more tax efficient and less prone 

to distributing capital gains. But there's a second piece that's not looked at as much, which is that one of the 

things we do in iShares is we don't just let capital gains be a result of the investment process; they're not just 

an accounting output we get once a year. We actually track every tax slot in every ETF portfolio and think 

about capital gains and tax efficiency as part of the PM process. 
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Fixed income funds will tend to be more prone to capital gain distributions than equity funds. Again, that's a 

very broad statement. And the reason for that is that the securities in the fixed income market tend to be 

more homogenous and tend to move together more. 

 

That said, I talked earlier about this idea of mutual funds versus ETFs in terms of transaction costs and how 

transaction costs can be pooled or controlled. The same thing applies to taxes. Meaning that in the mutual 

fund structure, you basically are going to share the tax experience with everybody else, and if that fund has 

cash moving in and out and the PM has to be selling securities to raise cash, they're going to be more prone to 

trigger gains in that portfolio. With the ETF the investor has more control of when they realize a gain or loss as 

it will be primarily driven by when they trade.  

 

Indexuniverse disclosure:  

Dan Weiskopf is a the Portfolio Manager of Access ETF Solutions LLC whose Third Party ETF strategies are offered 

through IPI Wealth Management, Inc (IPI) .  IPI is an SEC registered investment advisor with it’s  principal office located 

at 226 W. Eldorado St. Decatur, IL 62522 (217) 425-6340.  Access ETF Solutions LLC was established in 2013 with a focus 

that Structure Matters in selecting ETFs.   

References to specific securities or market indexes are not intended as specific investment advice. All interviews have 

been approved for release by the individual and the individual’s affiliated firms and the Information is for Institutional 

Investor use only. Readers are advised to read the full transcript of the interview including disclosures at 

http://accessetfsolutions.com/ or contact Dan Weiskopf at 212 628-4882. 

 

Blackrock disclosure 

Carefully consider the iShares Funds’ investment objectives, risk factors, and charges and expenses before investing. This 
and other information can be found in the Funds’ prospectuses and, if available, summary prospectuses, which may be 
obtained by calling 1-800-iShares (1-800-474-2737) or by visiting www.iShares.com. Read the prospectus carefully 
before investing. 
 
Investing involves risk, including possible loss of principal. 
 
This material represents an assessment of the market environment at a specific time and is not intended to be a forecast 
of future events or a guarantee of future results. This information should not be relied upon by the reader as research or 
investment advice regarding the funds or any security in particular. 
 
 

http://accessetfsolutions.com/
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Investment comparisons are for illustrative purposes only.  To better understand the similarities and differences 
between investments, including investment objectives, risks, fees and expenses, it is important to read the products’ 
prospectuses.  
 
Mutual funds and ETFs are obliged to distribute portfolio gains to shareholders by year-end. These gains may be 
generated due to index rebalancing or to meet diversification requirements. Trading shares of ETFs will also generate tax 
consequences and transaction expenses. Certain traditional mutual funds can be tax efficient as well. This material is not 
intended to be tax advice. The tax consequences of dividend distributions may vary by individual taxpayer. Please 
consult your tax professional or financial advisor for more information with regard to your specific situation. 
 
The iShares Funds are distributed by BlackRock Investments, LLC (together with its affiliates, “BlackRock”). 
 
iS-11388-0114 
 

About Access ETF Solutions 

Dan Weiskopf, Portfolio Manager of the Access ETF Solutions portfolios, has over 25 years of experience on Wall Street 
including 10 years as an ETF Strategist and Portfolio Manager. He is the author of the industry-recognized 2010 report 
“Driving Alpha through Structural Differences.” Prior to joining IPI Wealth Management Mr. Weiskopf was at Forefront 
Capital Management, UBS Wealth Management and was the founder of MH CApital Partners LLP. Mr. Weiskopf earlier 
in his career served in senior analytical roles at American Diversified Enterprises, an affiliate of Allen & Company. Dan is 
registered with and offers advisory services through IPI Wealth Management, Inc. 226 W. Eldorado St. Decatur, IL 62522. 
IPI Wealth Management is a SEC registered investment advisor. For more information regarding Mr. Weiskopf, or IPI, 
clients may obtain a copy of IPI’s Disclosure Brochure and Mr. Weiskopf’s investment advisor supplemental disclosure 
brochure either directly from Mr. Weiskopf or by contacting IPI Wealth Management, Inc. at the address listed above. 

About Access ETF Solutions Portfolios: 

Access ETF Solutions models are tactical and global ETF portfolios offered through IPI Wealth Management, Inc. They are 
intended to support advisors who provide outsourced money management for their clients. Disclaimer: Past investment 
performance is provided for comparative purposes only and future performance is not guaranteed.  All investments 
have risk including the loss of principal. Prospective investors should consider such risks before investing. 

The information contained herein has been compiled by Access ETF Solutions, LLC, from sources reasonably believed to 
be reliable, but no representation or warranty, express or implied, is made by IPI Wealth Management which has not 
verified the accuracy, completeness or correctness. 

 


