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THE RISE OF ETFS: IMPLICATIONS FOR EQUITY VALUATION AND INVESTOR BEHAVIOR
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Greater tax efficiency, low costs and improved liquidity have made US investors shift from mutual funds to ETF during the past few
years. This growing trend is likely to have an increasingly significant impact on equities valuation and performance. Consequently,
several important questions arise :

• What impact do ETF flows have on stock returns ?

• Can we identify behavioral patterns among ETF investors ?

• Can we extract meaningful signals from ETF data that would be valuable for equity portfolio managers ?

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 



The largest part of the study has been done on US markets, because ETF ownership is more important in this area. Part of the study
has also been realized on European stocks.

For our research, we differentiated the flows between three categories :

• Market benchmark ETF (tracking S&P 500, Nasdaq, etc.)

• Sectoral and thematic ETF

• Smart beta ETF.

We used ETF data provided by Trackinsight for this study. The data base covers more than 12 800 ETF worldwide. We
have for each ETF :
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Reference data :
• Fund characteristics
• Index information
• Classification data

Time series : 
• Daily NAV
• Daily flows
• Daily outstanding 

shares

Holdings : 
• available for 

physical ETF on a 
monthly basis. 

OUR DATA
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ETF ownership of stocks is significantly more pronounced in the US compared to Europe. Median ETF ownership of the S&P
500 reaches 16%, whereas it stands at only 3.1% for the Stoxx 600. Our analysis was not limited to ETFs tracking the S&P 500 or
STOXX 600.

Instead, we considered the entire universe of ETFs in our database - more than 12,800 in total. As such, the US market can be
viewed as a more advanced laboratory, providing insights into trends that may eventually unfold in the European market.

EU AND US COMPANIES FACE VERY DIFFERENT SITUATIONS

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 
Source: Kepler Cheuvreux Equity Research au 30/06/2025 et Trackinsight au 30/06/2025.



STOCK OWNERSHIP BY ETF INCREASES CONTINUOUSLY 
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We define ETFs stock ownership as the proportion of a company’s market capitalization’s held by ETFs. We observe an increasing
share of S&P 500 owned by ETF over time. This upward trend is evident across all three quartiles, demonstrating that ETFs are
steadily accumulating larger stakes in these stocks.

This trend underscores the growing influence of ETFs on the equity market and suggests that ETF ownership is becoming an
increasingly significant factor in the valuation and liquidity of S&P 500 stocks.

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 
Source: Kepler Cheuvreux Equity Research au 30/06/2025 et Trackinsight au 30/06/2025.
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ETF ownership of stocks is unevenly distributed among sectors. Real Estate and Utilities have the largest concentration of ETF
ownership. IT stocks display a more a heterogeneous and broadly distributed ownership pattern. This distribution highlights the
growing importance of ETFs within certain specific sectors, as well as their potentially differentiated role across industries.

SECTORAL DISCREPANCY

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 

Source: Kepler Cheuvreux Equity Research au 30/06/2025 et Trackinsight au 30/06/2025.
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Many investors use ETF for tactical plays. The impact of ETF flows on stock performance and valuation may therefore vary
significantly across different thematic sectors.

THE CASE OF RISING TRENDS

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results.
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The inclusion of a stock in the S&P 500 leads to an immediate increase in ETF ownership, with average ETF holdings rising by
approximately 2 percentage points following the index rebalancing. This predictable effect is often exploited by hedge funds to
front-run index adjustments. However, utilizing this signal effectively is challenging for stock pickers, as the rules governing
index inclusion are intentionally vague and complex.

THE CASE OF INCLUSION IN INDICES

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results. Source: Kepler Cheuvreux Equity Research au 30/06/2025 et Trackinsight au 30/06/2025.



The literature has explored the relationship between ETF flows and asset returns at both the index and stock level.

- Ben-David et al. (2022): Specialized ETFs often underperform (−30% in 5 years) due to overvaluation at launch—
providers exploit investor demand for thematic products.

- Staer (2017): Finds significant price pressure from U.S. equity ETF flows, with 38% of price changes reversing
within 5 days, unlike mutual fund flows.

- Da & Shive (2016): Documents ETF arbitrage driving return comovement, especially in small, illiquid stocks.
Evidence of price reversals suggests excessive comovement due to ETF activity.

- Sandberg (2018): Models show ETF trading has transient, modest price impact. Including ETF flow sensitivity in
risk models improves risk-adjusted performance.

WHAT DOES THE LITERATURE SAYS ? 
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OUR SIGNAL

14 000 live ETF 

3 000 delisted ETF 

70 classification KPI

Daily ETF flows 

Monthly ETF holdings



We observe a medium-term negative correlation between past flows and subsequent stock performance over a 1 to 5 months
horizon. In contrast, we observe a long-term positive correlation over a period of a 6 to 12 months.

This pattern indicates a short-term mean reversion effect followed by a longer-term momentum effect in stock prices
relative to ETF flows.

Additionally, sectoral and thematic ETFs tend to provide stronger and more informative signals, with more pronounced
correlations for both negative and positive flow periods.

IS THERE A CORRELATION BETWEEN PAST FLOWS AND STOCK RETURNS? 

Page 11The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results. Source: Kepler Cheuvreux Equity Research au 30/06/2025 et Trackinsight au 30/06/2025.



We observe a strong positive correlation between past returns and ETF flows, indicating that investors tend to allocate more to
ETFs following strong recent performance. This behavior is consistent across both sectoral and thematic ETFs, as well as broad
market benchmark ETFs

ETF INVESTORS ARE CHASING RETURNS
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The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results.
Source: Kepler Cheuvreux Equity Research au 30/06/2025 et Trackinsight au 30/06/2025.



Our findings show that issuers tend to select overperforming stocks and launch ETFs focused on outperforming themes. However,
we observe a performance decline following the launch, likely driven by overvaluation resulting from ETF inflows.

ETF ISSUERS LAUNCH THEIR FUNDS TOO LATE 
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We analyzed the performance of stocks included in the initial basket of newly launched ETFs, examining periods both
before and after the ETF debut.

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 



We developed a regression model to assess if we observe a statistical relationship between past cumulated flows and stock
returns. Flows are scaled by market capitalization to account for size-related differences.

To do so, we regress monthly returns against :

• Cumulated flows received by the stock divided by its market cap during the previous month 𝑭𝒍𝒐𝒘𝒔𝒎−𝟏

• Cumulated flows received by the stock divided by its market cap during the previous quarter 𝑭𝒍𝒐𝒘𝒔𝒒−𝟏

• Cumulated flows received by the stock divided by its market cap during the past twelve months 𝑭𝒍𝒐𝒘𝒔𝒚−𝟏

DEVELOPMENT OF AN ETF FACTOR
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𝑹𝒆𝒕𝒖𝒓𝒏𝒎 = 𝛼 + 𝛽1 𝑭𝒍𝒐𝒘𝒔𝒎−𝟏 + 𝛽2 𝑭𝒍𝒐𝒘𝒔𝒒−𝟏 + 𝛽3 𝑭𝒍𝒐𝒘𝒔𝒚−𝟏+ 𝜀

For this regression, we consider only flows from sectoral and thematic ETF. Our correlogram analysis indicated that these ETFs
provide more informative signals, reflecting what can best be described as “abnormal flows”. The regression results support this
conclusion.

Flows are computed based on creation and redemption of ETF shares, making them analogous to mutual funds flows.



DO PAST ETF FLOWS EXPLAIN STOCK RETURN ?
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Coefficient z P > |z| [0.025 0.975]

𝛼 0.009 1.317 0.188 -0.004 0.021

𝐹𝑙𝑜𝑤𝑠𝑚−1 0.729 0.788 0.431 -1.085 2.543

𝐹𝑙𝑜𝑤𝑠𝑞−1 -1.274 -2.481 0.013*** -2.280 -0.268

𝐹𝑙𝑜𝑤𝑠𝑦−1 0.916 5.770 0.000*** 0.605 1.227

We observe
• A mean reversion effect between cumulated flows and returns on a 3 months window.
• A momentum effect between flows and returns on a one-year window.

The one-month signal is not statistically significant at the 5% level, whereas the signals over one quarter and one year are
significant at this threshold.

We combine these two signals to leverage both observed patterns in the data: our long-stock strategy targets
companies that have experienced substantial ETF inflows over the past year but limited inflows over the last three
months, while the short-stock strategy focuses on the opposite scenario.

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 



BACKTEST OF THE SIGNAL
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Long leg Short leg S&P 500

Annualized 
Return

14.8% -2.1% 11.1%

Annualized 
Volatility

19.9% 19.2% 17.9%

Maximum 
Drawdown

-23.2% -33.8% -24.8%

Sharpe 
Ratio

57.2% -28.9% 42.9%

Beta 89.9% 86.2% 100.0%

We then use our signal to create a long-short strategy following a process similar to that of Fama-French factors :
1. We calculate the z-score of 3-months and 12-months flows normalized by market capitalization,

2. We combine the two signals : 𝑧𝑠𝑐𝑜𝑟𝑒 𝐹𝑙𝑜𝑤𝑠𝑦−1 − 𝑧𝑠𝑐𝑜𝑟𝑒(𝐹𝑙𝑜𝑤𝑠𝑞−1)

3. We rank the S&P 500 stocks according to this combined signal,
4. The long portfolio consists of the 50 best stocks according to this signal, and the short leg is composed of the 50 bottom

stocks,
5. Portfolios are rebalanced monthly.

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 



BACKTEST OF THE LONG SHORT PORTFOLIO
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Long Short Long Short S&P 500 Risk free 

Annualized Return 16.1% 14.8% -2.1% 11.1% 3.4%

Annualized Volatility 14.5% 19.9% 19.2% 17.9% 0.1%

Maximum Drawdown -17.6% -23.2% -33.8% -24.8% 0.0%

Sharpe Ratio 87.3% 57.2% -28.9% 42.9% 0.0%

Beta 4.3% 89.9% 86.2% 100.0% 0.0%

The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 



THE CASE OF GLOBAL DEFENSE
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The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 



IS THE ETF FLOW FACTOR CORRELATED WITH OTHER FAMA-FRENCH FACTORS?
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ETF Mkt-RF SMB HML RMW CMA WML

ETF 100.0% 5.3% 3.9% 8.5% -18.8% 12.1% 23.4%

Mkt-RF 5.3% 100.0% 17.9% -42.1% -23.9% -42.8% -11.4%

SMB 3.9% 17.9% 100.0% 13.8% -48.8% -5.6% -18.4%

HML 8.5% -42.1% 13.8% 100.0% 10.4% 78.6% 25.9%

RMW -18.8% -23.9% -48.8% 10.4% 100.0% 21.7% 3.5%

CMA 12.1% -42.8% -5.6% 78.6% 21.7% 100.0% 34.9%

WML 23.4% -11.4% -18.4% 25.9% 3.5% 34.9% 100.0%

We computed the correlation between our ETF factor and Fama-French factors. We used open-source factor data available on
Kenneth French’ website1.

1. For more details, please visit Kenneth French’s website : https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html
The figures relating to past performances refer or relate to past periods and are not a reliable indicator of future results 

We obtain a factor that exhibits low correlations with traditional Fama-French factors. These correlations are unstable over time and
appear to be influenced by changing investor style preferences.

https://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html


CONCLUSION
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Stock ownership by ETFs is more pronounced in the US than in Europe.

We observe a medium-term mean-reversion effect between flows and returns, and a long-term momentum effect.

This effect is stronger for stocks included in sectoral and thematic ETFs.

Investors tend to invest in ETF following past performances.

ETF’s issuers tend to launch their thematic ETF too late, while the thematic is richly valued, right before valuation
correction.

We can develop an ETF factor which exhibit a low correlation to Fama French factors

Although ETFs and mutual funds have often been presented as competing with each other, the effect of ETF investors on the stock
market can be analyzed to derive useful signals for active managers. Active ETFs are beginning to bridge the gap between ETF
management and mutual fund management, but there are many levers that can be used to bring these two worlds together.

1
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❖ This document is produced by Kepler Cheuvreux, an investment firm approved by the ACPR under number
14441 and regulated by the Autorité des Marchés Financiers, incorporated in France under number RCS 413
064 841 at the following address: 112 Avenue Kleber, 75116 Paris, France (www.keplercheuvreux.com).

❖ This document does not constitute a prospectus/regulatory document or other offering document, nor does
it constitute an offer or solicitation to purchase securities or other investments. It should not be construed
as an offer to sell or a proposal to buy any securities in any jurisdiction in which such an offer or proposal
would be unlawful. We are not soliciting any action on the basis of this document, which is provided to our
clients for general information purposes. It does not constitute an investment recommendation or a
personalized recommendation, and does not take into account the investment objectives, financial
situation and needs of each client. Before acting on the contents of this document, we advise you to check
whether it is suitable for your particular situation and, if necessary, to seek professional advice.

❖ Before making any investment decision, Kepler Cheuvreux recommends that investors refer to the Final
Terms of Issue and, in particular, to the "Risk Factors" section available prior to any investment in the
product. The product may be exposed to the following risks in particular:

❖ Credit risk: by acquiring this product, the investor is exposed to the insolvency or even the bankruptcy of the
issuer and the guarantor, if any, of the product. Their insolvency may lead to the partial or total loss of the
amount invested.

❖ In the specific case of a credit derivative or a credit event security, investors also take a credit risk on the
reference entity (or entities) referred to in this product, i.e. the insolvency of the reference entity (or entities)
may result in the total or partial loss of the amount invested.

❖ Leverage: leverage is the increased exposure to changes in the price or level of an underlying asset and can
magnify gains or losses. For financial products that include leverage, a relatively small movement in the
price of the underlying asset can result in a large movement, either favorable or unfavorable, in the price of
the financial instrument. In some cases, the degree of leverage may exceed the value of the financial
product and result in a total loss. You should therefore only engage in leveraged transactions if you fully
understand the impact of leverage.

❖ Market risk: the product may experience significant price fluctuations at any time, which may in some cases
result in the total loss of the amount invested.

❖ Risks relating to unfavorable market conditions: changes in the market value of the product may require an
investor to make provisions or to sell part or all of the product before maturity in order to meet its
contractual or regulatory obligations. Such an eventuality could require the investor to liquidate the
product under unfavorable market conditions, which may result in the total or partial loss of the amount
invested. This risk will be even greater if the product has a leverage effect.

❖ Liquidity risk: there is no liquid market on which this product can be readily traded, which may have a
substantial adverse effect on the price at which this product could be sold. In addition, certain exceptional
market conditions may adversely affect the resaleability of the product. As a result, the investor may lose all
or part of the amount invested.

❖ Lack of a liquid market: There is no liquid market on which this product can be readily traded, which may
have a substantial adverse effect on the price at which this product could be sold. As a result, the investor
may lose all or part of the amount invested.

❖ Adjustment or substitution - early redemption of the product: The issuer reserves the right to make
adjustments or substitutions, or even to redeem the product early, in particular in the event of events
affecting the underlying asset(s). Early redemption of the product may result in a total or partial loss of the
amount invested.

❖ Confidentiality: This document is confidential and may not be communicated to a third party (with the
exception of external advisors and provided that they themselves respect confidentiality) nor reproduced in
whole or in part without the prior written consent of Kepler Cheuvreux.

❖ In accordance with Article 3, paragraph 7 of the EU Regulation 2016/1011 of June 8, 2016 or "Benchmark"
Regulation, as user of the index, all estimates and opinions contained in this document reflect Kepler
Cheuvreux' judgments as of the date of printing. Kepler Cheuvreux cannot guarantee the accuracy or
completeness of this analysis or the methods of calculation, and assumes no responsibility for any errors or
omissions in the calculation or dissemination of this analysis, or for any use you make of it. This analysis has
been prepared in good faith by Kepler Cheuvreux in accordance with its own internal models and
calculation methods and is provided for information purposes only. Depending on the models or
assumptions used, the analysis may yield different results and be affected by numerous factors that may or
may not be taken into account. It may therefore vary significantly from those obtained from other sources
or market operatorsThe Stoxx® indices and their trademarks are the intellectual property of STOXX Limited,
Zurich, Switzerland and/or its licensors (the "Licensors"), and are used under license. STOXX and its
Licensors do not endorse, warrant, sell or promote in any way the securities based on the index and
disclaim any liability in connection with the trading of products or services based on the index.

❖ The MSCI indices are the exclusive property of MSCI Inc. ("MSCI"). The financial instruments described
herein are not in any way sponsored, endorsed, sold or promoted by MSCI, or by any of the entities involved
in the preparation of the MSCI Indices. No purchaser, seller or holder of these financial instruments, or any
other person or entity, shall use or refer to any MSCI trade name or mark for the purpose of sponsoring,
endorsing, marketing or promoting these financial instruments without first contacting MSCI for
permission. Under no circumstances may any person or entity claim any affiliation with MSCI without
MSCI's prior written authorization.

❖ Product with foreign currency or multi-currency underlying(s) that does not offer protection against
currency risk: when the underlying asset is listed and/or denominated in a foreign currency and/or, in the
case of an index or a basket, when it includes components denominated and/or listed in one or more
currencies, the product will be sensitive to changes in the exchange rate between this/these currency(ies)
and the Euro or any other currency in which the product is denominated, unless the product includes a
currency guarantee

❖ "Solactive", "Solactive GBS", "Intuitive Beta", "ARTIS", "German Index Engineering" and the logo are
registered trademarks of Solactive AG. All trademarks, trade names and other product and service names
and logos on this website, whether registered or unregistered, are the property of their respective owners
and protected by applicable laws.

❖ Solactive does not warrant, endorse, or have any interest in the issuance and offering of the product.
Solactive shall not be liable to any third party for any inaccuracy in the data on which the Index is based, or
for any fault, error, or omission in the calculation or dissemination of the Index, or for any use thereof in
connection with this issuance and offering. "Solactive XXX Index" is a registered trademark of Solactive AG.

❖ This document may contain "Research" as defined by the MiFID II Separation Rules. If the document
contains "Research", it is only intended for firms that either fall within the scope of the MiFID II Research
carve-out rules and have subscribed to one of the Kepler Cheuvreux offerings, or are not subject to these
MiFID II carve-out rules and therefore are not required to pay for Research under MiFID II. If your firm is
subject to MiFID II separation rules regarding "Research", it is your firm's responsibility to ensure that you
only view or use the "Research" content in this document if your firm has subscribed to a Kepler offering. All
regulatory information relating to the application of MAR and research warnings are available at
https://www.keplercheuvreux.com/en/research-important-disclaimer/. "Kepler Cheuvreux" refers to all
subsidiaries, branches and affiliates of Kepler Cheuvreux SA.
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document, we advise you to check whether it is suitable for your particular
situation and, if necessary, to seek professional advice.

http://www.keplercheuvreux.com/


Amérique du Nord

New York
Kepler Capital Markets, Inc.
Tower 49
12 East 49th Street, Suite 3107
10017 New York, NY USA
+1 212 710 7600

Europe

Amsterdam
Johannes Vermeerstraat 9
1071 DK Amsterdam
+31 20 563 2365

Bruxelles
Rogier Tower, Place Rogier 11
1210 Brussels
+32 11 491460

Francfort
Taunusanlage 19
60325 Frankfurt
+49 69 756 960

Genève
Avenue Perdtemps 23
1260 Nyon
Switzerland
+41 22 361 51 51

Londres
5th floor, 95 Gresham Street
London EC2V 7NA
+44 20 7621 5100

Madrid
Paseo de la Castellana, 52
28046 Madrid
+34 914 36 5100

Milan
Via Cornaggia 10
20123 Milano
+39 02 8550 7201

Oslo
Munkedamsveien 59B
0270 Oslo
+47 23 13 90 80

Paris
112 avenue Kléber
75116 Paris
+33 1 53 65 35 00

Stockholm
Norrmalmstorg 12
111 46 Stockholm
+468 723 51 00

Vienna
Kohlmarkt 8-10
Vienna 1010
+43 1 205 77 388

Zurich
Stadelhoferstrasse 22
Postfach
8024 Zurich
+41 43 333 6262

Page 22

Émirats arabes unis

Dubai
Al Fattan Currency House - L1
Dubai International Financial Centre
PO Box 11638
Dubai, UAE


	Slide 1
	Slide 2:  THE RISE OF ETFS: IMPLICATIONS FOR EQUITY VALUATION AND INVESTOR BEHAVIOR
	Slide 3
	Slide 4
	Slide 5:  STOCK OWNERSHIP BY ETF INCREASES CONTINUOUSLY 
	Slide 6
	Slide 7
	Slide 8
	Slide 9:  WHAT DOES THE LITERATURE SAYS ? 
	Slide 10:  OUR SIGNAL
	Slide 11:  IS THERE A CORRELATION BETWEEN PAST FLOWS AND STOCK RETURNS? 
	Slide 12:  ETF INVESTORS ARE CHASING RETURNS
	Slide 13:  ETF ISSUERS LAUNCH THEIR FUNDS TOO LATE 
	Slide 14:  DEVELOPMENT OF AN ETF FACTOR
	Slide 15:  DO PAST ETF FLOWS EXPLAIN STOCK RETURN ?
	Slide 16:  BACKTEST OF THE SIGNAL 
	Slide 17:  BACKTEST OF THE LONG SHORT PORTFOLIO
	Slide 18:  THE CASE OF GLOBAL DEFENSE
	Slide 19:  IS THE ETF FLOW FACTOR CORRELATED WITH OTHER FAMA-FRENCH FACTORS?
	Slide 20:  CONCLUSION
	Slide 21
	Slide 22

