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		One potential answer is that, according to information-based theories, ETFs should be more liquid than their underlying stocks. However, this prediction does not hold for around 90% of US-equity ETFs, a four-trillion-dollar market. We hypothesize that investors value ETFsâ€™ convenience, for which, our estimate shows, they pay 37 bps of market capitalization per annum. Consistent with our hypothesis, convenience costs are higher when there are a priori reasons for higher demand or costlier supply for convenience. Finally, larger ETFs tend to have lower convenience costs, which may help them grow even larger, leading to a fat-right-tailed size distribution among ETFs. 
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