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Back in June 2019, BlackRock published dPrimed for Growth ¢
which highlightedfour majortrendsthat aredrivingthe growthof fixedincomeETFs:increasingnstitutional
adoption,modernisatiorof the bond marketportfolio construction andproductinnovation.in July2020,
BlackRockublishedd ¢ dzN.Y/2AMfgEiisingon the inareased ingtitutional adaption of fixed income ETFs, a
trend which has accelerated in 2020, on thebackof COVIEL9 marketvolatility. Themodernisatiorof the
EuropearBondMarket exploresanotherof the four trendsin greaterdetail. This piecexamineghe driving
forces behindbondmarket transformationthe impactof COVIEL9 market volatility andakesa closerlook
at areaswheremodernisatiorhasalreadyhada profoundimpactandshould continueto do sogoing

forward.

CarolynWeinberg

iSharesGlobalHeadof
Product

\

StephenCohen

Head ofEMEAiISharesand
IndexInvestments

NatachaBlackman

EMEAiSharesFixed Income
ProductStrategy

SamaraCohen

CoHeadof iShares
Markets & Investments

Brett Olson

EMEAHead of iShares
FixedincomeETFs

w

Nikhil Sethi

Head ofEMEACreditTrading
within GlobalTrading

2 The modernisation of the European bond market

AlexClaringbull

GlobalHeadof Index, iShares,
CorePM& LDI within Global
Fixedincome

Vasiliki Pachatouridi

EMEAHeadof iShareg-ixed
IncomeProductStrategy



FORPROFESSIONBLIENTS/QUALIFIRYESTORS/QUALIFEDENTONLY

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

Thegrowth andtransformationof the Europeancorporatebond marketin recentyears
hasoccurredalongsidearise in electronictrading, algorithmic bond pricingand an
evolvingtrading architecture.While this modernisation of the bond market hasled to
improvementsin liquidity, the March2020 COVIBEL9 selloff highlightedthe continued
challengesopaquebond marketspresentto investors.Thelessonsof that turbulent

period may spurfurther

advancementsn algorithms,trading technologyandthe broaderbond marketecosystem,
acceleratingprogresstowardsend-to-end automation.

Thegrowingadoption of fixed incomeETF®ver the past10yearshasdriven significant
investmentin portfolio-basedtrading infrastructure,accelerating electronificationand
broadermodernisationof the bond marketglobally.Asthe structure of the Europeanbond
market continuesto evolvein responseto changesn regulation,technologicaladvances
and shifting investor behaviour, the influenceof UCITSixed incomeETFsvithin the bond
market ecosystenis growing. Theevolvingregulatorylandscapepost MiFIDII hasled to a
pushfor transparencyand costefficiency.However without a consolidatedtape, Europeis
still laggingin terms of bond level trading data. UCIT Sixed income ETFshavebeenamong
the first beneficiariesof a consolidatedpost trade view, one step aheadof more traditional
fixed incomesecurities.

Investorsare increasinglytaking a portfolio approachto investingand risk
managementrather than buildingportfolios exclusivelyat the individual security
level, they are drawingupon abroaderW i 2 2vihichmayinElude a combinationof
individual bonds,fixed incomeETFsndindexbased
derivatives.FixedincomeETF&ndindexbasedderivativesoffer investorsan efficient
meansof accessindiquidity andtransferringrisk, aswell asmaking strategicasset
allocationdecisionsThegrowingneed for ESGntegrationinto portfolios presentsthe
next frontier for fixed incomeETFs.

FixedincomeETFgan providecertainty ofexecution,immediacy angbrice discovery even in
fastmoving marketsTheexperienceof the selloff inMarch2020 further accelerated the
adoptionof fixedincomeETFdy institutional investors globally,as theyofferedreatime price
discoveryandcostefficientexecution whertransparencyand liquidityhad sharplydeteriorated
in individualbonds.

Thetransparencyoffered by fixed incomeETF$iasmadethem centralto valuation,
portfolio constructionandrisk managemenftor institutional investors.Fixedincome
ETFfaveemergedasbenchmarkreferencesfor returns, volatility and market
sentiment. Furthermore,developmentssuchaslargerlending poolsandoptions on
UCITETFsaswell asthe continued developmentof shareclasseswill further enhance
the liquidity in EuropeandomiciledETFs.
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4 ixed income ETFs have simply
become a critical toolin  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 UBGCET Oi

- MichaélSoued Head of Aggregatand
Multi-AssetTotalReturn, OstrumAsset
Management

our balance sheet risk management.

ften used as a reference instrument

The 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 componentin
keeping the market connected,
while ETFs became real time
indicators of underlying bond
prices while bid/ask spreads
widened E@COCUT ECOORU

- ChrisConcannonCOOMarket Axess

TFs are central to how we manage risk within our fixed income business,

for valuations and in areas such as
gori thmi c e-trading, while the creation/ redemption mechanism supports

ETF trading, portfolio trading and algo

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

and improving our client &1 1 E@l Of Uz

¢ MehmetEminMazi,GlobalHeadof DebtTradingand FinancingHSBC

The modernisation of the European bond market
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Charting thecurrent and
future state of the
Europeanbond market

Overthe past10yearstechnologyhasassumedanincreasinghcentralrole in the everexpanding
Europearcorporatebond market,influencingtradingbehavioursandimprovingliquidity.

Europe:acorporatebond
funding hub

Europerepresentsthe secondlargestcorporate bond market

in the world after the US,with an estimated

€ H tillion in euro-denominatedinvestmentgrade(IG)and high
yield (HY)debt.! Overthe pastfive years,the markethasgrown
by 56% ,driven by issuanceérom the IGsegment,ae H thilfon
market (asat 30 June2020).

Favourablepricing hasattracted corporatesto 9 dzN2 hallQ &
marketsin recentyears,reducingthe traditional relianceof
domesticcorporateson bankloans,while internationalissuers
havesoughtto diversifytheir fundingsources. Anotherwell-
documentedtrend has beenthe expansionof the lower-rated
BBBportion of the market.

Stronginvestor demandhasalsodriven this remarkablegrowth.
TheECBhasbecomeanimportant buyer of euro-denominated
IG corporatebondsin recentyears, providingunprecedented
supportto the marketand leadingto recordfund flows into the
assefclass.

Despitethe stronggrowthin issuancesecondarybond market

liquidity hasremainedchallengingn Europe, giventhe Y I NJ S Qa

bilateraland over the counter (OTC)trading nature. While
regulatoryreform, the growth of electronificationandthe
wider adoption of indexbasedproductshaveall improved
transparencyand helped liquidity in recentyears,the
improvementhasnot been uniform acrosseuro corporatebond
markets.

At the heart of this hasbeenatrend towardsbifurcation,
whereby the most liquid parts of corporate bond marketshave
seenliquidity improvefurther, with trading volumesincreasing
andbid/offer spreadsnarrowing.

1 Measuredby BloombergBarclaysand ICEbenchmarkindices.

6 The modernisation of the European bond market

In parallel,lessliquid bondshavebecomeevenmore difficult
to sourceoverthe pastfew years,trading only by
appointment.

Usingdata from MarketAxessTrax,which currently captures
the majority of Europeancorporatebond trades,we estimate
that trading volumesin H120200f euro-denominated
corporatebondshavegrownby around50%over the same
period in 2018.Meanwhile,volumeshaveincreasedby a more
modest10-15%per annumcomparedto the overall sizeof the
market.

Data fromMarketAxesslraxalsorevealsarise in tradecount,
even as average tradgzefell over the period(Figurel). Thismay
be linkedto the increasingiseof multilateraltrading platforms,
where tradingalgorithms makesmallertradeseasierto execute,
andpotential investorconcerns oveinformationleakage on
platforms.

Figurel: Trendsin trade count and averagérade
size,for tradesprocessedoy TRAX
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TheEuropeanbond marketis

rapidly modernising

Electronificationis deeplyembeddedinto 9 dzNP tra@iya
behaviour,with an estimated60%of secondarytrading volumes
goingthrough a multilateral trading platform.2 TheEuropean

marketis characterisecby a greaterchoiceof tradingvenueand
protocols.

Much of the earlyinvestmentinto electronificationand the
developmentof protocolsin Europecamefrom ETFmarket
makers(AuthorisedParticipantspr APs)who soughtto gain
efficienciesin their own workflow. For example,growing
demandfor broker-dealersand APsto rapidly price and trade
portfolios of bondsto facilitate fixed incomeET Fcreationand
redemption led to the rise of algorithmicbond pricing,and
acceleratedthe adoption of electronictrading and alternative
bond tradingarchitecture.More recently, ETFrelated
infrastructure hasaidedtrading platformsto develop electronic
portfolio trading capabilities,aswe discusson pagel7.

MiFIDII, whichcameinto force in January2018,was intended
to be awide-rangingreform of market structure,covering
everythingfrom trading executionrulesto price transparency
andmarket data. It has hadwide-rangingconsequences$or
Europeanbond

markets.A key objective of the EUdirective wasto movetrading
in more traditional OTCassetclassessuch

asfixed income,onto regulatedmarketsandtrading venues.
In addition, it imposednew obligationson regulatorytrade
reporting and trade transparencyandintroduceda
requirementfor investorsto achievebestexecution.While
MiFIDII hassofar failed to deliver broad-basedliquidity
improvements,it has succeededn driving electronification
within Europeanbond markets.

Thisincludesvoiceprocessedrades.MarketAxess,another
platform, hasseensimilargrowth in Europeancredit volumes,
with pure electronictrading volumes (excludingvoice
processedrades)risingto US$159billionin H12020,up 85%
versusthe sameperiod in 2018,and +24%versusH12019.

Alongwith electronicexecution,end-to-end automation of the
trading processis growing. Both investment banksand
specialisedETFmarket makershaveadaptedto accommodate
changingclient needs,investingin algorithmicbond trading and
systematicpricing capabilities.Thesedevelopmentshaveled to
agrowing numberof bondsbeingtraded without the
involvement of humantraders,through fully automatedend-to-
end

2 SourceTradewebasof H12020.

Figure2: Totaltrading volumes in EuropearCreditat
Tradeweb
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4 n Europe electronification

hasbeendeeplyembedded
nto trading behaviours for

morethanaR S Ol RS ¢

trading processesOnthe investor side, trading deskshave
evolvedto offer both highandlow touch trading solutions.

Posttrade transparencyis on the rise, asthe introduction of
MiFIDIl and growingelectronification drive the disseminationof
nearreal time posttrade dataon fixed incomesecuritiesto the
marketvia Approved PublicationArrangementgAPAs). Athere
aremultiple APASmplementinga rangeof publicationmodels
acrosdifferent regionsand exchangesa consolidated tape has
yetto emerge.While there havebeen several notable
improvementsregardingthe volumeand breadth of reported
data, there is still somewayto goto turn this datainto useful
information for investorsand regulatorsalike.

Under MiFIDII, aconsolidatedtape wasproposedto address
fragmentationof trading execution venuesTheEuropean
Securitiesand Markets Authority (ESMAenvisagedhe
emergenceof atechnologyproviderto assumethe role,
electronicallycollatingmultiple APA feedsand disseminatinghe
consolidatedfeedto investors.A consolidatedtape would
emulatethe corporatebond data reporting put in placevia
TRACHRN the US,albeit with different reportingtimelines.

7
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Thecoronavirusselloff will spur
further advancements

In March2020,globalfinancialmarketsexperiencedsevere
volatility and a significantmarket selloff, which led to large-
scaledeleveragingoy investorswith outflowsacrossnearlyall
assetclassesAsinvestors soldbondsto raiseliquidity, funding
pressureincreasedandbid/offer spreadswidened,and liquidity
in underlyingbond marketsdeteriorated significantly.
Thesharpdrop in visibility into underlyingbond market pricing
led manymarket makersto temporarily halt the useof their
algorithmictrading capabilities.Thiswasa result of their
inability to accuratelyprice fixed income securitiesduring a
time of highvolatility, dislocationswithin marketsand low
visibility.

Thisperiod highlightedweaknessedn the functioning of still-
opaquebond markets,asmarket participants returned to
high-touch trading to transactand adapt their trading styles
by groupingtradesinto larger ordersto facilitate risk transfer.
Thisperiod sawan unprecedentedincreasein the use of fixed
income ETFsasthey allowedfor efficient trading of baskets
of securitiesthat were difficult or expensiveto access
individually.Additionally,the ability to trade ETFs
on-exchangeprovided an additionallayer of

transparencyand liquidity to the bond market.

Neverthelessthis period of volatility hasnot derailedthe
longerterm trend towardsincreased electronificationin
bond markettrading. Rather,we

expectthe data availablefrom this period to accelerate
improvementsin algorithmic pricing capabilitiesacrossthe
industry.

Thesechangeswill occuralongsidechangesn regulation,which
will impactunderlyingbond markets. Forexample,the
implementationof the Central SecuritiesDepositories
Regulation(CSDRin 2022may significantlychangetrading and
posttrade settlement in securitiesmarketsover the next few
years.While key componentsof the regulationare likely to
improve post trade settlementin Europeanbond markets,other
aspectf the proposedrules couldlead to awidening of
bid/askspreadsin pocketsof the market, to takeinto account
finesandthe possiblebuy-in process.

8 The modernisation of the European bond market

Looking ahead tdurther
electronificationand automation
of the Europeanbond 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-principal model

Dealerswill developtheir solutionbasedcapabilities, helping
investorsto optimise bond portfolios through custombasket
tradesandlargerscaleassettransfers.Thescaledgrowth of
ETFrelated primary activity will alsocontinueto drive
technologicaladvancements,with tools designedto help
AuthorisedParticipantsaswell asissuersof ETFsuchas
BlackRocko manageflows andrisk.

With greater electronificationand broader coverage of
algorithmicpricingmodels,workflow digitisation throughthe
entire trading processs likely to increaseaswell, on both the
dealerandinvestorside.

Theestablishmentof a pan-Europeanconsolidatedtape
remainsa key objective.Thiswould benefit investorsby
providingthem with a singleauthoritative pricingsourcefor
bondstraded in Europe,helpingto improvethe processfor
investorswho trade via brokersand prove bestexecution
throughtimely insightinto tradingactivity, liquidity and prices.
Market makers would alsobenefit from better bond level data,
as further investmentin automation mayallow them to

provide live, actionablepricingacrossa wider rangeof bonds
andin largersizes.

Asmore andbetter data becomesavailablevia platforms,
investorswill developautomatedpre-trade analysigools
(sometimesreferredto asd a Y bréikti NB dzii fo Yielhé 0
determine how bestto executeagiven trade 1 helpingto free
up time, gaintrading efficiencies and meet bestexecution
requirements.With data securityand privacyconcernslikely to
be at the forefront of marketLJ- NIi A Grintdlbghiisana
other market makerscoulddevelopdirect client-broker
electronic trading capabilities.

We expectthe modernisationof 9 dzN2 tdf@dte bond
marketto continueto accelerateasthe industry digeststhe
lessonsof experiencedike COVIBLY, and technologyt suchas
that which surroundsfixed incomeETFgs spursfurther
innovation.

ENiH1021E/S18949528/30
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FixedincomeETFst the
forefront of change

Growingadoptionof fixedincomeETFshascontributedto the developmentof anindexbased

ecosystem.

UCITSixed income ETFs con& 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. BlackRoclexpectsthis figureto reach
USS$2Zrillion by 2024,asadoption continuesto grow. While the
USlisted marketis by far the largest, with US$934illionin
AUM,the US$284 billion European UCITS-listed
market is the second largest, with a CAGR of 21%
over the past five years.

FixedincomeETFadoption hasacceleratedrapidlyin recent
years,asETFgontinueto modernisebond marketsand
increasetransparency convenienceand accessibilityYeteven
asfixed incomeETFperformedunder variousstressorsover
the pastdecade many market participantsquestionedwhat
might happenin the eventof atrue shock.

TheCOVIEL9 health crisisin early 2020presented fixed
incomeETFwith their long-awaitedtestt whichthey
passed.Theensuingselloff provedto be a catalystfor further
ETFadoption, particularlyamong

institutional investors(seeTurningPoint: How volatility and
performancein 2020acceleratednstitutional adoptionof fixed
incomeETFsJuly2020).

Althoughoutflows were significantglobally,assetsgained
during the subsequentmarketrecoveryhave

more than outweighedthoselost. AcrossUCIT Sisted fixed
incomeETFsoutflowsin Qlof -US$5.%illion were followed

in Q2by +US$25.Sbillion of inflows.

Growingadoption alsodrove a globalsurgein secondarymarket
trading of fixed incomeETFS we discusghis on pagel2.

Alongsidethis remarkablegrowth in adoption, the investor
basein UCITSixed incomeETF$iasbecomemore diverset
indeed evenmore sothanthat seenin the underlyingcash
bond market. Investortypes

spancentral banks,hedgefundsand assetmanagers,insurers,
pensionsand wealth managers.Thediversity of investorsin
UCITSixed incomeETFdasintroduced higherETFshare
turnoverin A { K laxgBsiEPFsas investorsacton their own
timescalesandinvestment rationales.Forexample,while one
investordivestsfrom fixed incomeETFat the end of a
portfolio transition, another maybe buyingfixed incomeETFs
asashort term tacticalholding.

We predominantlyseeinvestorsusefixed income ETFsin six
wayst we outline thesein Appendix1. Themost commonuses
of fixed incomeETFdy institutional investorsincludeliquidity
managementtacticalasset allocationand asa derivative
replacement.Investors with fund-of-fund structuresalsouse
fixed incomeETFdor strategicassetallocation, portfolio
transitionsor as analternativeto cashholdings.

Figure3: UCITSixed incomeETFAUM growth overthe past10 years
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¥ FixedincomeETF$ave
een an important driver of

hangein the structure of
EuropearbondY I NJ S i a ¢

UCITETRrading activity soars

The last few years have been transformational for UGTS  fked income
ETFs, with the industry experiencing asurge in trading volumes as
adoption hasgrown. UQTSfixed income trading volumesT both on
and off exchange 1 were up 25%anrualy to US$396 billion in HL
2020, equivalent to average dailyolume(ADV)of US$3.3illion. Of
this ADVin H12020,iShareavea 65%marketshare(Figured).

PostMIFIDII, UCITSixed incomeETF$avebeenone of the
first fixed incomeinstrumentsto benefit from a consolidated
posttrade view in Europe,one step aheadof traditional fixed
incomesecurities.Bloombergnow aggregatesecondary
trading volumesacrosdistings andtrading venues,both on and
off exchangepffering amuchclearerpicture of total ETF
liquidity. This additionaltransparencyhasshedlight on OTC
trading volumes,whichcouldpreviouslyonly be estimated,
and hashelpeddrive volumegrowth by bolstering confidence
in the market (Figure4).

Thisis particularlyimportant in Europe,where funds often have
listingson multiple exchangesindin several currencies;this
meansthat most secondanytrading activity takesplace OTCor
through multilateral trading venues, rathethandirectly on
exchangeThisin contrastto the US,where tradestypicallyoccur
on exchange.

Asinstitutional adoption increasesjnvestor confidence in using
fixed incomeETF4o transferrisk at scaleis alsoon the rise. This
confidenceisillustrated by the increasingrequencyof block
sizedtradesbeingprinted in both normalandfastmarkets.The
largestever UCIT Sfixed income ETRrade wasexecutedin
February2020, asaninstitutional investorboughte y Hmillion
of IEAA anaccumulatingshareclassof IEAQiSharesCoree
CorpBondUCITETF)Thetrade wasexecutedin one clip,
representingfour times the ¥ dzy AD® andwith minimal
marketimpact. Thistrade demonstratesthat the liquidity of an
ETHs not constrainedby either the AUM or the ADVof the
fund, thoughof coursehigher AUM and ADVbring efficiencies
which canresultin lower trading costs.

It isinterestingto note that this trade wasin the
accumulatingshareclass.Theability of investors and APsto
easilyswitchbetween shareclasses,incurringonly admin
fees,isadditive to the liquidity of agivenfund and helps
market participantswith riskmanagement.

4 verall, MiFIDII-mandated
ransparency continuesto painta
learerpicture of the
true liquidity available in
UCITS fixed income ETFs
creating greater comfort for
investorse

Figure4:iSharesfixed incomeaverage dailytrading volumes, onand off exchangepost MiFIDII
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ETFsprimary versussecondarymarkets

UniquelyETF®peratein both ad LINR Ynarkétarddada & S O 2 ynRrkeNE €

Inthe primary market, largeinstitutions
knownasAuthorisedParticipant{ APS)
transactwith ETHssuerdo create

or redeemETFsharesCreationand
redemptionactivity occurswhenthere is an
imbalanceof orders to buyor sell shares,
therefore,demandcannotbe fully met
throughthe secondary market.

Figure5: UCITETFsecondarytrading volumesas % of
euro IG and HY corporate bond volumes
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Themajority of ETRradingoccursin the
secondary market , where investorbuy
and selkexisting shareef ETFs
on-exchanger over-the-counter (OTC).
Similarto other publiclytraded stocks, the
priceof ETFsharedn the secondarynarket is
determinedin reattime, basedon supplyand
demand.

Globally trading volumesof credit ET Fare growing relative to
underlyingbond marketvolumes.We estimatethat secondary
tradingin euro-denominatedlGandHY ETFseachedalmost
US$15Million in 2019,equivalent to 5.8%of underlyingcash
bond volumes,up from 3.6%in 2018 (Figure5). DuringQ12020,
secondarytrading volumesof euro credit ETFsurgedto US$64
billion, equivalentto almost8%of underlyingbond market
volumes.While volumestend to spikeduring volatile periods,we
expectETRrading volumesto continuethe longerterm growth
trend, offering an additionalsource of liquidity on top of the
underlyingcashbond market.

While trading volumeis important to note when assessinghe
liquidity of fixed incomeETFsit is by no meansthe only
consideration.Liquidity shouldbe seenin the context of market
Y I 1 Sahilliy@® hedgetheir risk (Figure6).

Typicallytradingdeskseverageseveralkources ofliquidity to
hedge theirfixedincomeETFpositions.This couldincludeexisting
ETRunitstradingin secondarymarkets,borrowingETFunits togo
shortor usingsimilar ETFg for example USlisted ETF®n
equivalent exposureg or derivativeinstruments. More
importantly,

11
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APscanwork with ETHssuerslike BlackRocko createor
redeemnew ETFunits by buyingandselling
underlyingbonds.Forexample,the largetrade in IEAAIN
February2020wasexecutedby the dealertapping into a
combinationof secondary(c.€ T wmilion)

andprimary (c.€ m million) marketliquidity.

Whenit comesto pricing, it is mostrelevantto assessthe cost
of trading fixed income ETFsversusthe cost of trading the
underlyingbasketof bonds,rather than

solelylookingat the ETFbid/offer spread.TheETFbid/ offer
spreadrepresentsmarket Y | 1 ScbsEdXacilitate trading
betweendifferent buyersand sellers.However, for end
investors,the real costto buy or sellafixed incomeETFshould
be benchmarkedo the valueof the underlyingbonds,or
intraday Net AssetValue(NAV).

Asthe NAVsof the majority of ETFsre valuedusing bid-level
pricingat the end of eachtrading day (4.30pmLondontime),
quoted pricesfor investorsincorporate

a natural premium. Thisdynamicchangedduring the COVID
19 selloff aswe discusson pagel12.

Figure6: Fixedincome ETHiquidity paradigm

eTF Liquidity
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securities

SourceBlackRockzorillustrative purposesonly.

12 The modernisation of the European bond market

An evolving fixedincome UCIT&TF

ecosystem

Asthe ETHmarket continuesto developalongsidethe bond
trading ecosystenin Europe,the future scopeof theseproducts
will seea more diversifiedinvestor base andfurther utilisation of
fixed incomeETFsasfinancial instruments.Developmentssuch
aslargerlendingpoolsand options on ETFwill further enhance
the perceptionof liquidity in EuropeandomiciledETFsNewtools
and analyticsare alreadyhelpinginvestorsto analysefixed
incomeETFslongsideother referenceinstruments.
Anotherkeydriver of growth for fixed incomeETFwill come
from assetanovinginto sustainableexposures.

Theunit lendingmarket continuesto
grow

Akeydevelopmentin the liquidity of UCIT Sixed incomeETFs
hasbeenthe growth of the lendingmarket.

Accordingto IHSMarkit data, availableborrow of EMEA listed
fixed incomeETFiasgrown by over 60%in the lastthree years,
to reachUS$14billion in June2020, while on loanbalanceshave
more than quadrupled (Figure7). While historically,borrowing
activity was driven by settlementneedsfor banktradingdesks,
more stableand competitivelypriced supplymeansthat ETFs
cannow be usedashedgingtools by both investorsand market
makers,asseenin the USmarket.

Figure7: UCITSixed incomeETHending
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FixedincomeETFgpasstheir biggesttest

TheCOVIEL9 crisisand resultingmarket volatility wasthe biggesttest to date for UCITETFsThroughout
March 2020,ETFservedanimportant role asinvestorssoughtto rebalance holdings,hedgeportfolios and
managerisk when liquidity waschallengedn manyunderlying markets.ETFgrovedtheir resilience trading
efficiently and offering 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-Februaryandinto March, primary and secondarymarket volumesof ETFs
surged,asinvestorsturned to ETFd0 accessandtransfer liquidity (Figure8). At anindustry level, on the

most volatile trading daysduring this period, ETFsccountedfor as muchas34%of all cashequity tradingin
Europe,comparedto daily averagevolumesof 21%in 2019.UCITSixed incomeETFdraded an averageof
US$5.Jillion per day during March, almosttwice the 2019daily average(US$2.illion). Thistrend was
mirrored globally,with US ETFvolumesalsosurging.

In the primary market, the numberand grossnotional valueof ETFcreations/redemptionsacrossthe iShares
UCITSixed incomeETRangeincreasedsharplyduring the heightof volatility in March, when US$37.5illion
of grossprimary flow washandledt almost2.5xmore thanin March 2019.0na net basis,outflows from
iSharesUCITSixed income ETFsluring March amountedto -US$9. dillion. While primary flows were
significant,trading of iSharesUCITSixed incomeETFsharesin the secondarymarketroseto US$72.billion
duringMarch (+117%versusMarch2019),asmuchof the risk transfer took placewithout touchingthe
underlyingmarket.

Figure8: UCITSixed income ETFsecondarytrading volumes
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SourceBlackRockBloombergasof 30 June2020.

Investors used ETFs to access liquidity during the selloff and the subsequent recovery
While secondarytrading volumesfell in the months that followed the selloff, asliquidity in underlyingbond
marketsrecovered,ETFontinuedto trade at elevatedvolumes.New recordsin secondarytrading volumes
continuedto be set, asinvestorsusedETFs0 addrisk backinto their portfolios. Thiswasparticularly notable
in assetclassesuchasinvestmentgradecredit, whichwere boostedby central bankstimulus.
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