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Capital at risk: The valueof investmentsandthe incomefrom themcanfall aswell asrise andare
not guaranteed.Investorsmaynot get backthe amountoriginallyinvested.

Themodernisation of 
the European bond
market
How advanced tools and technologies in
ǘƻŘŀȅΩǎbondmarketareempowering fixed
incomeinvestors
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Back in June 2019, BlackRock publishedάPrimed for Growth,έ
which highlighted four major trends that are driving the growth of fixed income ETFs: increasing institutional 
adoption, modernisation of the bond market, portfolio construction and product innovation. In July 2020, 
BlackRock published ά¢ǳǊƴƛƴƎ tƻƛƴǘέ focusing on the increased institutional adoptionof fixed income ETFs, a
trendwhich hasaccelerated in 2020,  on the back of COVID-19 market volatility. The modernisation of the 
European Bond Market explores another of the four trends in greater detail. This piece examines the driving 
forces behind bond market transformation, the impact of COVID-19 market volatility and takes a closer look 
at areas where modernisation has already had a profound impact and should continueto dosogoing
forward.
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Thegrowth andtransformationof the Europeancorporatebond market in recentyears

hasoccurredalongsidea rise in electronictrading,algorithmic bond pricingandan

evolvingtradingarchitecture.While this modernisation of the bond market hasled to

improvementsin liquidity, the March2020 COVID-19 selloff highlightedthe continued

challengesopaquebond markets presentto investors.Thelessonsof that turbulent

period mayspurfurther

advancementsin algorithms,trading technologyandthe broaderbond market ecosystem,

acceleratingprogresstowardsend-to-end automation.

Thegrowingadoption of fixed incomeETFsover the past10yearshasdriven significant

investmentin portfolio-basedtrading infrastructure,accelerating electronificationand

broadermodernisationof the bond marketglobally.Asthe structureof the Europeanbond

market continuesto evolvein responseto changesin regulation,technologicaladvances

andshifting investorbehaviour, the influenceof UCITSfixed incomeETFs within the bond

market ecosystemis growing.Theevolvingregulatorylandscapepost MiFIDII hasled to a

pushfor transparencyandcostefficiency.However,without a consolidatedtape,Europe is

still laggingin terms of bond level tradingdata.UCITSfixed incomeETFs havebeenamong

the first beneficiariesof a consolidatedpost trade view, one stepaheadof more traditional

fixed incomesecurities.

Investorsare increasinglytakinga portfolio approachto investingandrisk 

management:rather than buildingportfolios exclusivelyat the individual security

level, they aredrawingupona broaderΨǘƻƻƭƪƛǘΩΣwhichmayinclude a combinationof

individualbonds,fixed incomeETFs andindex-based

derivatives.FixedincomeETFs andindex-basedderivativesoffer investorsan efficient

meansof accessingliquidity andtransferringrisk,aswell asmaking strategicasset

allocationdecisions.Thegrowingneedfor ESGintegration into portfoliospresentsthe

next frontier for fixed incomeETFs.

Fixed income ETFs can provide certainty of execution, immediacy and price discovery even in 

fastmoving markets.Theexperience of the selloff inMarch2020 further accelerated the 

adoption of fixed income ETFs by institutional investors globally,as they offeredreal-time price 

discovery andcost-efficientexecution when transparencyand liquidity hadsharplydeteriorated

in individual bonds.

Thetransparencyoffered by fixed incomeETFs hasmadethem central to valuation,

portfolio constructionandriskmanagementfor institutional investors.Fixedincome

ETFshaveemergedasbenchmarkreferencesfor returns, volatility andmarket

sentiment.Furthermore,developmentssuchas larger lendingpoolsandoptions on

UCITSETFs, aswell asthe continued developmentof shareclasses,will further enhance

the liquidity in European domiciledETFs.

Introduction

The European bond 
market is evolving 
at a rapid pace

Fixed income ETFs 
are an enabling 
technology in the 
modernisation of 
the European bond 
market

ETFs are becoming 
the tool of choice 
for fixed income 
investors
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become a critical tool in the 

investment tool - box alongside 

bonds and other fixed income 

instruments. For example, 

ETFs are now a key underlying 

asset for global aggregate 

portfolios to diversify their 

investment. During periods

of volatility, we increasingly 

see ETFs helping to provide 

transparency as to where fixed 

income markets are ÚØÇÊÏÔÍŮż

- Michaël Soued, Head of Aggregate and 

Multi-Asset Total Return, OstrumAsset

Management

άFixed incom e ETFs have sim ply άThe electronification of the 

bond markets has accelerated 

rapidly in recent years and

hit an inflection point in 

the first half of 2020, partly

driven by the growth in ETFs 

and technology allowing new 

participants to price bonds and 

provide liquidity. As trading 

desks were forced to migrate 

to home offices earlier in

2020, electronic trading tools 

became a critical component in 

keeping the market connected, 

while ETFs became real time 

indicators of underlying bond 

prices while bid/ask spreads 

widened ÊØÇÓÇÚÏÉÇÒÒßŮż

- ChrisConcannon,COO,MarketAxess

ETFs are central to how we manage risk within our fixed income business,άalgori t hmi c e- t radi ng, whi le the creat ion/ redempt ion mechan ism support s
often used as a reference instrument for valuations and in areas such as

our balance sheet risk management. ETF trading, portfolio trading and algo 

trading are all built off the same underlying technology, creating efficiencies 

and improving our client ÕÌÌËØÏÔÍŮż

ςMehmetEminMazi,GlobalHeadof DebtTrading andFinancing,HSBC
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Europe:a corporatebond 
funding hub
Europerepresentsthe secondlargestcorporatebond market

in the world after the US,with anestimated

ϵнΦуtrillion in euro-denominatedinvestmentgrade(IG) andhigh

yield (HY)debt.1 Overthe past five years,the markethasgrown

by 56%,driven by issuancefrom the IGsegment,aϵнΦр trillion

market (asat 30 June2020).

Favourablepricinghasattracted corporatesto9ǳǊƻǇŜΩǎ bond

marketsin recentyears,reducingthe traditional relianceof

domesticcorporateson bankloans,while international issuers

havesoughtto diversifytheir fundingsources.Anotherwell-

documentedtrend has beenthe expansionof the lower-rated

BBBportion of the market.

Stronginvestordemandhasalsodriven this remarkable growth.

TheECBhasbecomean important buyer of euro-denominated

IGcorporatebondsin recentyears, providingunprecedented

support to the market and leadingto recordfund flows into the

assetclass.

Despitethe stronggrowth in issuance,secondarybond market

liquidity hasremainedchallengingin Europe, giventheƳŀǊƪŜǘΩǎ

bilateralandover the counter (OTC) tradingnature. While

regulatoryreform, the growth of electronificationandthe

wider adoption of index-based productshaveall improved

transparencyandhelped liquidity in recentyears,the

improvementhasnot been uniform acrosseuro corporatebond

markets.

At the heart of this hasbeena trend towardsbifurcation, 

whereby the most liquid parts of corporatebond marketshave

seenliquidity improvefurther, with trading volumesincreasing

andbid/offer spreadsnarrowing.

In parallel,lessliquid bondshavebecomeevenmore difficult

to sourceover the past few years,tradingonly by

appointment.

Usingdata from MarketAxessTrax,whichcurrently captures

the majority of Europeancorporatebond trades,we estimate

that tradingvolumesin H12020of euro-denominated

corporatebondshavegrownby around50%over the same

period in 2018.Meanwhile, volumeshaveincreasedby a more

modest10-15%per annumcomparedto the overall sizeof the

market.

Data from MarketAxess Trax also reveals a rise in trade count, 

even as average trade size fell over the period (Figure 1). This may 

be linked to the increasing use of multilateral trading platforms, 

where trading algorithms make smaller trades easier to execute, 

and potential investorconcerns overinformationleakage on

platforms.

Figure 1: Trends in trade count and average trade
size,for tradesprocessedby TRAX
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Source:MarketAxessTrax,dataasat 30June2020.

1 Measuredby BloombergBarclaysand ICEbenchmark indices.

6 The modernisation of the European bond market

Over the past10years,technologyhasassumedanincreasinglycentralrole in the ever-expanding
Europeancorporatebondmarket,influencingtradingbehavioursand improvingliquidity.

Charting the current and 
future state of the 
Europeanbondmarket
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TheEuropeanbondmarket is 
rapidly modernising
Electronificationis deeplyembeddedinto9ǳǊƻǇŜΩǎ trading

behaviour,with an estimated60%of secondary tradingvolumes

goingthrough a multilateral trading platform.2 TheEuropean

market is characterisedby a greaterchoiceof tradingvenueand

protocols.

Muchof the early investmentinto electronificationand the

developmentof protocolsin Europecamefrom ETF market

makers(AuthorisedParticipants,or APs),who soughtto gain

efficienciesin their own workflow. For example,growing

demandfor broker-dealersandAPsto rapidlypriceandtrade

portfolios of bondsto facilitate fixed incomeETFcreationand

redemption led to the riseof algorithmicbond pricing,and

acceleratedthe adoptionof electronictradingandalternative

bond tradingarchitecture.More recently,ETF-related 

infrastructurehasaidedtradingplatforms to develop electronic

portfolio trading capabilities,aswe discuss on page17.

MiFIDII, whichcameinto force in January2018,was intended

to be a wide-rangingreform of market structure,covering

everythingfrom tradingexecution rulesto price transparency

andmarket data.It has hadwide-rangingconsequencesfor

Europeanbond

markets.A keyobjectiveof the EUdirectivewasto move trading

in more traditional OTCassetclasses,such

asfixed income,onto regulatedmarketsandtrading venues.

In addition, it imposednew obligationson regulatory trade

reporting and trade transparency andintroduceda

requirementfor investorsto achieve bestexecution.While

MiFIDII hassofar failed to deliver broad-basedliquidity

improvements,it has succeededin driving electronification

within Europeanbond markets.

Thisincludesvoiceprocessedtrades.MarketAxess, another

platform, hasseensimilargrowth in European credit volumes,

with pure electronictradingvolumes (excludingvoice

processedtrades)risingto US$159 billion in H12020,up 85%

versusthe sameperiod in 2018,and+24%versusH12019.

Alongwith electronicexecution,end-to-end automation of the

tradingprocessis growing.Both investment banksand

specialisedETFmarketmakershaveadapted to accommodate

changingclient needs,investingin algorithmicbond tradingand

systematicpricing capabilities.Thesedevelopmentshaveled to

a growing numberof bondsbeingtraded without the

involvement of humantraders,through fully automatedend-to-

end

Figure 2: Total trading volumes in European Creditat 
Tradeweb
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voice processedtrades.

In Europe,electronification

άinto trading behaviours for
hasbeendeeplyembedded

more than aŘŜŎŀŘŜΦέ

tradingprocesses.Onthe investorside,trading deskshave

evolvedto offer both highandlow touch tradingsolutions.

Post-trade transparencyis on the rise,asthe introduction of

MiFIDII andgrowingelectronification drive the disseminationof

nearreal time post-trade data on fixed incomesecuritiesto the

market viaApproved PublicationArrangements(APAs). Asthere

aremultiple APAsimplementinga rangeof publicationmodels 

acrossdifferent regionsandexchanges,a consolidated tape has

yet to emerge.While there havebeenseveral notable

improvementsregardingthe volumeand breadth of reported

data,there is still somewayto go to turn this data into useful

information for investorsand regulatorsalike.

UnderMiFIDII, a consolidatedtape wasproposedto address

fragmentationof trading execution  venues. TheEuropean

SecuritiesandMarketsAuthority (ESMA) envisagedthe

emergenceof a technologyprovider to assumethe role,

electronicallycollatingmultiple APA feedsanddisseminatingthe

consolidatedfeed to investors.A consolidatedtape would

emulatethe corporatebond data reporting put in placevia

TRACE in the US, albeit with different reporting timelines.

2 Source:Tradeweb,asof H1 2020.
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The coronavirus selloff will spur
further advancements
In March2020,globalfinancialmarketsexperienced severe

volatility anda significantmarket selloff, which led to large-

scaledeleveragingby investorswith outflowsacrossnearlyall

assetclasses.Asinvestors soldbondsto raiseliquidity, funding

pressureincreased andbid/offer spreadswidened,andliquidity

in underlyingbond marketsdeterioratedsignificantly.

Thesharpdrop in visibility into underlyingbond market pricing

led manymarketmakersto temporarilyhalt the useof their

algorithmictradingcapabilities.Thiswasa result of their

inability to accuratelyprice fixed income securitiesduringa

time of highvolatility, dislocations within marketsandlow

visibility.

Thisperiod highlightedweaknessesin the functioning of still-

opaquebond markets,asmarket participants returned to

high-touch trading to transactandadapt their tradingstyles

by groupingtradesinto larger ordersto facilitate risk transfer.

Thisperiod sawan unprecedentedincreasein the useof fixed

income ETFs,asthey allowedfor efficient tradingof baskets 

of securitiesthat were difficult or expensiveto access 

individually.Additionally,the ability to trade ETFs

on-exchangeprovidedanadditionallayerof 

transparencyandliquidity to the bond market.

Nevertheless,this period of volatility hasnot derailedthe

longer-term trend towardsincreased electronificationin

bond market trading. Rather,we

expectthe data availablefrom this period to accelerate 

improvementsin algorithmic pricing capabilities acrossthe

industry.

Thesechangeswill occuralongsidechangesin regulation,which

will impactunderlyingbond markets. Forexample,the

implementationof the Central SecuritiesDepositories

Regulation(CSDR)in 2022may significantlychangetradingand

post-trade settlement in securitiesmarketsover the next few

years.While key componentsof the regulationare likely to

improvepost- trade settlementin Europeanbond markets,other 

aspectsof the proposedrulescouldlead to a widening of

bid/askspreadsin pocketsof the market, to take into account

finesandthe possiblebuy-in process.

Looking ahead to further 
electronification and automation
of the European bond market
We expectelectronificationto continue,particularly in the

investmentgrademarket. Market makers

and investors will focus on gaining efficiencies and

generating alpha through transacting larger blocks of

bonds,in a part-agency,part-principalmodel.

Dealerswill developtheir solution-basedcapabilities, helping

investorsto optimisebond portfolios through custombasket

tradesandlarger-scaleassettransfers. Thescaledgrowth of

ETF-related primary activity will alsocontinueto drive

technologicaladvancements, with tools designedto help

AuthorisedParticipants,as well asissuersof ETFssuchas

BlackRockto manage flows andrisk.

With greater electronificationand broader coverage of

algorithmicpricingmodels,workflow digitisation through the

entire tradingprocessis likely to increase aswell, on both the

dealerandinvestorside.

The establishmentof a pan-Europeanconsolidated tape

remainsa keyobjective.Thiswould benefit investorsby

providingthem with a singleauthoritative pricingsourcefor

bondstraded in Europe,helpingto improvethe processfor

investorswho trade viabrokers andprovebestexecution

through timely insightinto tradingactivity, liquidity andprices.

Market makers would alsobenefit from better bond level data,

as further investmentin automationmayallow them to 

provide live, actionablepricingacrossa wider rangeof bonds

andin largersizes.

Asmore andbetter data becomesavailablevia platforms,

investorswill developautomatedpre-trade analysistools

(sometimesreferred to asάǎƳŀǊǘorder ǊƻǳǘƛƴƎέύto help

determinehow best to executea given tradeτhelpingto free

up time, gaintradingefficiencies andmeet bestexecution

requirements.With data securityandprivacy concernslikely to

be at the forefront of marketǇŀǊǘƛŎƛǇŀƴǘǎΩminds,banksand

other market makerscoulddevelopdirect client-broker

electronic tradingcapabilities.

Weexpect the modernisationof  9ǳǊƻǇŜΩǎcorporate bond

market to continueto accelerate,asthe industry digeststhe

lessonsof experienceslike COVID-19, and technologyτsuchas

that whichsurroundsfixed income ETFsτspursfurther

innovation.

8 The modernisation of the European bond market
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Figure3: UCITSfixed income ETFsAUMgrowth over the past10 years
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UCITS fixed income ETFs come of age
Globally, fixed income ETFs surpassed US$1.3 trillion 

in AUM in June 2020, a near - tripling of assets over 

the past five years. BlackRockexpectsthis figure to reach

US$2 trillion by 2024, asadoptioncontinuesto grow.While the

US-listed market is by far the largest, with US$934 billion in

AUM, the US$284 billion European UCITS- listed

market is the second largest, with a CAGR of 21%

over the past five years.

FixedincomeETFadoption hasacceleratedrapidly in recent

years,asETFs continueto modernisebond marketsand

increasetransparency,convenienceand accessibility.Yeteven

asfixed incomeETFs performed under variousstressorsover

the pastdecade,many marketparticipantsquestionedwhat

might happenin the event of a true shock.

TheCOVID-19 health crisisin early2020 presented fixed

incomeETFswith their long-awaited testτ whichthey

passed.Theensuingselloff provedto be a catalystfor further

ETFadoption,particularlyamong

institutional investors(seeTurningPoint:Howvolatility and

performancein 2020acceleratedinstitutional adoptionof fixed

incomeETFs,July2020).

Althoughoutflowswere significantglobally,assets gained

during the subsequentmarket recoveryhave

more than outweighedthoselost. AcrossUCITS-listed fixed

incomeETFs, outflows in Q1of -US$5.5 billion were followed

in Q2by +US$25.5 billion of inflows.

Growingadoptionalsodrovea globalsurgein secondary market

trading of fixed incomeETFsτwe discussthis on page12.

Alongsidethis remarkablegrowth in adoption, the investor

basein UCITSfixed incomeETFs hasbecome more diverseτ

indeedevenmore sothan that seenin the underlyingcash

bond market. Investortypes

spancentralbanks,hedgefundsandassetmanagers, insurers,

pensionsandwealth managers.Thediversity of investorsin

UCITSfixed incomeETFshasintroduced higherETFshare

turnover inƛ{ƘŀǊŜǎΩlargestETFs, as investorsacton their own

timescalesandinvestment rationales.Forexample,while one

investordivestsfrom fixed incomeETFs at the end of a

portfolio transition, another maybe buyingfixed incomeETFs 

asa short- term tacticalholding.

Wepredominantlyseeinvestorsusefixed incomeETFs in six

waysτwe outline thesein Appendix1. Themost commonuses

of fixed incomeETFs by institutional investorsincludeliquidity

management,tacticalasset allocationand asa derivative

replacement.Investors with fund-of-fund structuresalsouse

fixed incomeETFs for strategicassetallocation,portfolio

transitionsor as analternativeto cashholdings.

FixedincomeETFsat the 
forefront of change

Growingadoptionof fixedincomeETFshascontributedto the developmentof an index-based
ecosystem.

EIIiH1021E/S-1894952-9/30
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FixedincomeETFshave

άbeen an important driver of  

changein the structure of
EuropeanbondƳŀǊƪŜǘǎΦέ

UCITSETFtradingactivity soars
The last few yearshave been transformational for UCITS  fixed income

ETFs, with the industry experiencing asurge in  trading volumesas

adoption hasgrown. UCITSfixed income  tradingvolumesτboth on

and off exchangeτwereup  25%annually to US$396billion in H1

2020,equivalent to  average daily volume (ADV) of US$3.3 billion. Of 

this ADV in H12020,iShareshavea65%marketshare(Figure4).

PostMiFIDII, UCITSfixed incomeETFs havebeenone of the

first fixed incomeinstrumentsto benefit from a consolidated

post trade view in Europe,onestep ahead of traditional fixed

incomesecurities.Bloombergnow aggregatessecondary

tradingvolumesacrosslistings andtradingvenues,both on and

off exchange,offering amuchclearerpicture of total ETF

liquidity. This additionaltransparencyhasshedlight on OTC

trading volumes,whichcouldpreviouslyonly  be  estimated, 

andhashelpeddrive volumegrowth by bolstering confidence

in the market (Figure4).

Thisis particularly important in Europe,where funds often have

listingson multiple exchangesandin several currencies;this

meansthat most secondarytrading activity takesplaceOTCor

through multilateral trading venues, rather than directly on 

exchange. This in contrast to the US, where tradestypicallyoccur

on exchange.

As institutional adoption increases,investorconfidence in using

fixed incomeETFsto transfer risk at scaleis alsoon the rise.This

confidenceis illustrated by the increasingfrequencyof block

sizedtradesbeingprinted in both normalandfast markets.The

largesteverUCITS fixed incomeETF trade wasexecutedin

February2020, asan institutional investorboughtϵунлmillion

of IEAA, anaccumulatingshareclassof IEAC(iSharesCoreϵ 

CorpBondUCITS ETF).Thetrade wasexecutedin one clip,

representingfour times theŦǳƴŘΩǎADV,andwith minimal

market impact.Thistrade demonstratesthat the liquidity of an

ETFis not constrainedby either the AUMor the ADVof the

fund, thoughof coursehigher AUM andADVbring efficiencies

whichcanresult in lower tradingcosts.

It is interestingto note that this trade wasin the 

accumulatingshareclass.Theability of investors andAPsto

easilyswitchbetweenshareclasses, incurringonly admin

fees,is additive to the liquidity of a givenfund andhelps

market participantswith riskmanagement.

Overall,MiFIDII-mandated

άtransparency continues to  paint a

clearerpicture of the
true liquidity available in

UCITS fixed income ETFs

creating greater comfort for

investors.έ
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Figure5: UCITSETFssecondarytrading volumes as% of
euro IG and HY corporate bond volumes
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Globally,tradingvolumesof credit ETFs aregrowing relative to

underlyingbond market volumes. Weestimate that secondary

trading in euro-denominatedIGandHY ETFs reachedalmost

US$150billion in 2019,equivalent to 5.8%of underlyingcash

bond volumes,up from 3.6% in 2018(Figure5).DuringQ12020,

secondarytrading volumesof euro credit ETFs surgedto US$64 

billion, equivalentto almost8%of underlyingbond market 

volumes.Whilevolumestend to spikeduringvolatile periods,we

expectETFtradingvolumesto continuethe longer-term growth

trend, offeringanadditionalsource of liquidity on top of the

underlyingcashbond market.

While tradingvolumeis important to note when assessingthe

liquidity of fixed incomeETFs, it is by no meansthe only

consideration.Liquidityshouldbe seen in the contextof market

ƳŀƪŜǊǎΩability to hedgetheir risk (Figure6).

Typically,tradingdesks leverageseveral sources of liquidity to 

hedge their fixed income ETF positions. This could includeexisting

ETFunits tradingin secondary markets, borrowingETFunits to go

short or usingsimilar ETFs τ for example, US-listed ETFs on 

equivalent exposuresτor derivativeinstruments. More 

importantly,

ETFs:primary versussecondarymarkets

Uniquely,ETFsoperatein both aάǇǊƛƳŀǊȅέmarketandaάǎŜŎƻƴŘŀǊȅέ market.

Primary market

In the primary market, largeinstitutions 

knownasAuthorisedParticipants (APs) 

transactwith ETFissuers to create

or redeem ETF shares. Creation and 

redemptionactivityoccurswhenthere is an 

imbalance of orders to buy or sell shares, 

therefore, demandcannotbe fully met

through the secondary market.

Secondary market

The majority of ETF trading occurs in the 

secondary market , where investors buy

and sellexisting sharesof ETFs

on-exchange or over-the-counter (OTC). 

Similarto other publiclytraded stocks, the 

price of ETF shares in the secondary market is 

determined in real-time, based on supplyand

demand.
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APs canwork with ETFissuerslike BlackRockto createor

redeemnew ETFunits by buyingandselling

underlyingbonds.Forexample,the largetrade in IEAA in

February2020wasexecutedby the dealertapping into a

combinationof secondary(c.ϵтммmillion)

andprimary (c.ϵмлтmillion) market liquidity.

Whenit comesto pricing,it ismost relevantto assessthe cost

of trading fixed income ETFsversusthe cost of trading the

underlyingbasketof bonds,rather than

solelylookingat the ETFbid/offer spread.TheETFbid/ offer 

spreadrepresentsmarketƳŀƪŜǊǎΩcostto facilitate trading

betweendifferent buyersandsellers.However, for end-

investors,the real costto buy or sella fixed incomeETFshould

be benchmarkedto the valueof the underlyingbonds,or

intradayNet AssetValue(NAV).

As the NAVsof the majority of ETFs arevaluedusing bid-level

pricingat the end of eachtradingday(4.30pm Londontime),

quoted pricesfor investorsincorporate

a naturalpremium.Thisdynamicchangedduring the COVID-

19 selloff aswe discusson page12.

Figure6: FixedincomeETFliquidity paradigm
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Source:BlackRock.Forillustrativepurposesonly.

An evolving fixed income UCITS ETF
ecosystem
As the ETFmarket continuesto developalongsidethe bond

tradingecosystemin Europe,the future scopeof theseproducts

will seea more diversifiedinvestorbase andfurther utilisation of

fixed incomeETFs asfinancial instruments.Developmentssuch

aslarger lendingpools andoptionson ETFs will further enhance

the perception of liquidity in EuropeandomiciledETFs.Newtools

and analyticsarealreadyhelpinginvestorsto analysefixed 

incomeETFs alongsideother referenceinstruments.

Anotherkeydriver of growth for fixed incomeETFs will come

from assetsmovinginto sustainableexposures.

The unit lending market continues to
grow
A keydevelopmentin the liquidity of UCITS fixed income ETFs

hasbeenthe growth of the lendingmarket.

Accordingto IHSMarkit data,availableborrow of EMEA- listed

fixed incomeETFs hasgrownby over 60%in the last three years,

to reachUS$14billion in June2020, while on loanbalanceshave

more than quadrupled (Figure7). While historically,borrowing

activity was driven by settlementneedsfor banktradingdesks,

more stableandcompetitivelypricedsupplymeansthat ETFs 

cannow be usedashedgingtools by both investorsand market

makers,asseenin the USmarket.

Figure 7: UCITS fixed income ETF lending
volumes
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Fixed IncomeETFs passtheir biggesttest
TheCOVID-19 crisisandresultingmarket volatility wasthe biggesttest to date for UCITSETFs. Throughout

March2020,ETFsservedan important role asinvestorssoughtto rebalance holdings,hedgeportfolios and

manageriskwhen liquidity waschallengedin manyunderlying markets.ETFsproved their resilience,trading

efficiently andoffering liquidity, flexibility and price transparencyfor investors,all while continuingto closely

track their benchmarks.

A surge in primary and secondary volumes during Q1 2020
Asvolatility in marketsrosein late-Februaryand into March,primary andsecondarymarket volumesof ETFs 

surged,asinvestorsturned to ETFs to accessandtransfer liquidity (Figure8). At an industry level, on the

most volatile tradingdaysduring this period, ETFsaccountedfor as muchas34%of all cashequity trading in

Europe,comparedto daily averagevolumesof 21% in 2019.UCITSfixed incomeETFs traded an averageof

US$5.3billion per dayduringMarch, almosttwice the 2019daily average(US$2.9billion). Thistrend was

mirrored globally,with US ETFvolumesalsosurging.

In the primary market, the numberandgrossnotional valueof ETFcreations/redemptions acrossthe iShares

UCITSfixed incomeETF rangeincreasedsharplyduring the heightof volatility in March,when US$37.5billion

of grossprimary flow washandledτalmost2.5xmore than in March2019.Ona net basis,outflows from

iSharesUCITSfixed incomeETFsduring Marchamountedto -US$9.7billion. Whileprimary flows were

significant,tradingof iShares UCITSfixed incomeETFsharesin the secondarymarket roseto US$72.7billion

duringMarch (+117%versusMarch2019),asmuchof the risk transfer took placewithout touchingthe 

underlyingmarket.

Figure8: UCITSfixed incomeETFsecondarytrading volumes
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Investors used ETFs to access liquidity during the selloff and the subsequent recovery 

Whilesecondarytradingvolumesfell in the months that followed the selloff, asliquidity in underlyingbond

marketsrecovered,ETFscontinuedto trade at elevatedvolumes.Newrecords in secondarytradingvolumes

continuedto be set, asinvestorsusedETFsto addriskbackinto their portfolios.Thiswasparticularlynotable

in assetclassessuchasinvestmentgradecredit, whichwere boostedby centralbankstimulus.
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