InNnovation meets
opportunity

How years of constant fixed income ETF innovation are
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build portfolios for the new era




Key takeaways

Client demand for fixed income ETFs is driving significant asset growth with record
flows in 2024 and on track to reach $6 trillion in assets under management (AUM) by
2030, if not sooner. Globally, bond ETFs experienced the highest organic asset growth
(20%) of any other asset class or investment vehicle last year. And so far in 2025, client
adoption continues to accelerate, with assets up 22% on an annualised basis.

The flywheel of bond ETF innovation is powering this growth, helping more investors to
access exposures and outcomes that were previously difficult to access. Last year a
record 420 bond ETFs were launched, enabling investors to tailor their fixed income
investments in ways previously unthinkable.

The ever-increasing toolkit allows investors to take advantage of a generational
opportunity in fixed income. Yields are higher than they have been in 20 years. Globally,
UOOE di% Z 01 TIPEE TOEOOE GUUEUU O0Y RIEIE OUEM +Z COE YE EENEUE UTERN gEOCIO EEUGUEE
for the foreseeable future.

iIShares has been spearheading innovation in bond ETFs for over two decades. Our
diverse and evolving product set supports clients globally to navigate across market
environments, with more modern, precise ways to reach nearly every part of the fixed
income market. As the experts in portfolio construction with a strong heritage in risk
management, we understand the tools and exposures that investors require to thrive in a
changing world.
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Bond investing has long been a cornerstone of portfolios for its ability to preserve
capital, diversify equities, and generate income. However, the methods by which
investors access fixed income and integrate this asset class into their portfolios are
evolving rapidly. Increasingly, investors of all types are turning to bond ETFs,
attracted by the innovation within the wrapper and its benefits of transparency,
enhanced liquidity, and efficiency. Today's investor can effortlessly access nearly
every corner of the bond market with a click, gaining exposure to thousands of bonds
through just one or a handful of ETFs. The extensive range of bond ETFs available
today, coupled with their historical durability and resilience during periods of market
volatility, are empowering investors to easily and efficiently navigate markets and
pursue their investment goals.

The acceleration in bond ETF innovation and adoption has occurred at the same
time as a generational opportunity presents itself in the fixed income markets with
yields worldwide at levels not seen since the mid-2000s.! Two decades of continued
innovation is meeting this market moment, equipping investors with a powerful
toolkit to maximise today's fixed income opportunities in ways that were previously
unimaginable.

Despite the remarkable surge in innovation and adoption, bond ETFs are still in the
early stages of growth, representing just 2% of the global bond market. We believe
that bond ETFs will continue to expand the investable universe across index, active,
public, and private markets, with adoption accelerating even further. We hope this
paper will educate and empower investors on how to best utilise these powerful tools
and build portfolios for a new economic world.

l
Stephen Cohen

MKTGMO0425E/S-4430370-3/35



i s)"% {
. .- — 4 . ¢
e 4
o A
s e o
- S a =
y_— a ‘::yv_;f- =
e —
& ,,»/:/ N
y Y 1\
,,."' /(/ 2 \
4 i
Y, »
A il (o
f ’ I 99 L ) /
| AR ARG .=
A n =
il Iy || LA
18 AL

‘ A=

4
r | [

-l Accelerating client adoption

n"‘”///’

| ffq |




Global bond ETF assets rose 20% organically in 2024 k the highest
organic asset growth of any other asset class or investment

vehicle.® The segment reached $2.6 trillion in assets through 2024 as
investors increasingly chose the wrapper likely given its benefits,
including transparency and efficiency.* We believe the fixed income
ETF market will surge to $6 trillion by 2030 as more investors may
view ETFs as a powerful way to access fixed income.®

Relative to equities, fixed income ETFs are in the early stages,
presenting a significant opportunity for growth. Fixed income ETFs
represent just 2% of the underlying bond market, while equity ETFs
represent 10% of the underlying market.®

Bond investing itself is resonating with investors as they seek
income, stability and diversification amid volatile markets. Last year,
investors allocated more to bonds than they did to any other asset
class, adding $1 trillion into bonds globally across mutual funds and
ETFs A marking the strongest year of inflows in the past

decade.” ETFs captured about 40% of this record fixed income flow,
more than double the allocation that they represent on an asset
basis.®

So far in 2025, inflows continue to break records. Through March,
global bond ETF flows reached $131.6 billion, which is 2.5x larger
than the average first quarter inflows over the last decade.®

T

Figure 1: Bond ETF flows surge to record levels
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Navigating the storm: Clients benefitting from secondary
market liquidity of ETFs

Beyond the growth in new products and asset flows, it is also important to consider

the significant increase in liquidity and trading volumes in bond ETFs. Many
investors have been able to execute their trade sizes efficiently on the secondary
market.

Over the past five years, the average daily volumes of UCITS Fixed Income ETFs
have nearly doubled, with continued investment in ETF infrastructure to support
liguidity, continuous price transparency and lower transaction costs to

investors. Bond ETFs have proven particularly powerful during periods of market
stress and volatility, such as what was experienced in early April at the onset of
tariff announcements. During these periods, bond ETFs have experienced record
volumes while maintaining market quality, enabling investors to navigate risk
quickly and efficiently.

“I During recent market volatility, bond ETFs played a crucial role in

maintaining the functionality of fixed income markets, as evidenced by
record trading volumes. Portfolio managers, bond traders and risk
managers can no longer ignore bond ETFs k they are a critical part of the
TIPEE IOEOOE EEOURUIEO(:

- Daniel Veiner, Co-Head of Global Trading, BlackRock

Figure 2: UCITS T1PEE IOEOOE &5 Ui CUEACTE ECI0R UO0UOE ("% 74
since 2019
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iShares UCITS Fixed Income ETFs relative to the rest of the fixed income ETF industry.
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Case study: Tariff volatility

Investors turn to ETFs (again) to navigate volatility -

On April 2nd, 2025 the U.S. Government announced reciprocal tariffs on imports on most of its trading partners,
triggering heightened market volatility and a broad market sell-off in risk assets.

A The EMEA iShares range saw trading volumes of $19.6 billion, 38% of the market (see full report). This was a record
trading day for the iShares EMEA range (the previous record was held on the February 24th, 2022, with approximately
$15 billion in trading activity when Russia invaded Ukraine). On Monday 7th April 2025, activity across our iShares
range outweighed the aggregated trading activity of the next 3 competitors.

A This was especially evident in fixed income, where some iShares ETFs traded 21x and 25x more than the next traded
competitor.

A ETFs provided investors with the ability to trade transparently compared to underlying bonds and continue to serve
as an important source of liquidity and price discovery. Our flagship UCITS fixed income ETFs, between March 31st to
April 8™, saw elevated trading volumes. IEAC and IHYG traded 1.6x and 2.4x their respective 3m average ADVs as
investors turned to ETFs for price discovery and liquidity.
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Today, fixed income investors can simply assemble
positions with exposure to thousands of bonds using bond
ETFs, allowing them to tailor their investment preferences
across different durations, credit qualities, sector
allocations, and portfolio outcomes. This is due, in part, to
the continuous and accelerating innovation within fixed
income ETFs. Last year, the industry launched 420 bond
ETFs, marking a one-third increase from 2023 (Figure 3). In
the first quarter of this year, more than 75 bond ETFs were
introduced k setting the pace for another record year of new
ETF issuance.

The innovation within bond ETFs has enabled investors to
access more parts of the market and enhance their
portfolios in various ways. This includes reaching difficult-
to-access but attractive markets like AAA-rated CLOs,
constructing a bond ladder, or generating excess income
through options. We are witnessing remarkable
advancements in both index and active strategies, with
several recent innovations particularly remarkable for what
they allow investors to do.

Looking ahead, we anticipate continued innovation in public
markets with more granular index products, outcome-
oriented products and actively managed products.
Additionally, new frontiers are emerging, such as ETF access
or replication strategies for private markets.

Figure 3: Global bond ETF growth by listings and investment style
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Source: BlackRock Global Business Intelligence, March 31, 2025. Active funds are subject to management risk, which means the
fund manager's techniques may not produce desired results, and the selected securities may not align with the fund's investment
objective. Legislative, regulatory, or tax developments may also affect the fund manager's ability to achieve the investment
objective. Index funds are not actively managed and will not attempt to take defensive positions under any market conditions,

including declining markets.
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1. Actively managed fixed income ETFs Figure 4: Global active bond ETF assets double in two years to over

Active ETFs are investment funds managed by $420 billion
professional portfolio managers who actively select and 500

adjust the fund's holdings in an effort to outperform the

market, deliver a specific outcome or gain exposure to 450
hard-to-index markets. In contrast, index ETFs seek to
replicate the performance of a specific index. Last year,
6 in 10 global bond ETF product launches were active.10

400

350
iShares launched its first U.S. active bond ETF in 2013

and 2025 in EMEA. In the past few years, growth has 300
surged, in part due to the market volatility.'1 In this

environment, actively managed bond ETFs can be an

attractive complement to index ETFs in helping investors 200
seek out the best risk-adjusted return opportunities and

capitalise on diverse exposures that cut across sectors 150
and geographies. In just two years, active bond ETF
assets have more than doubled to over $420 billion

globally (Figure 4). Active bond mutual fund assets

continue to increase as well.1?2 This underscores the
importance of fixed income to investors and that they are ~

continuing to adopt ETFs in their portfolios k not simply 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
shifting out of mutual funds into the same strategy in an
ETF.
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Source: BlackRock Global Business Intelligence, March 31, 2025. Global active bond ETF assets were $192
billion at the end of March 2023, and rose to $423 billion through March 2025.
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2. Outcome-oriented fixed income ETFs

Outcome ETFs are innovative, options-based strategies
designed to help investors potentially achieve specific
investing goals. These products can play a powerful role
in portfolios offering benefits such as enhanced yield
potential and diversification.

While still not available in Europe, fixed income outcome-
oriented ETFs have been growing in the U.S. since their
launch in 2020 as investors increasingly demand more
precise payoff profiles. The outcome-oriented fixed
income ETF category reached over $10 billion in AUM
through Q1 2025, all in the U.S.*3 We expect more
innovations and the category to gain traction with
investors globally over the coming years.

Figure 5: Outcome-oriented fixed income ETFs pass $10 billion in

AUM
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Figure 6: Global fixed maturity ETF assets jump as investors turn to

the strategy
$80

3. Fixed maturity ETFs $70

These diversified portfolios, each containing bonds with a
$60

defined maturity date, are designed to mature like a
bond, trade like a stock and offer the diversification of a
fund. iShares pioneered fixed maturity ETFs - launching $50
the first in the U.S. in 2010, and once again leading the

way in EMEA with the debut of iBonds® in 2023.14 é;é st

Investor adoption of fixed maturity ETFs started to gain =2

momentum in 2022, when central banks began raising

interest rates. Since then, assets have risen to more than $30

$75 billion in assets globally today, with 47% organic

asset growth over the last three years.> $20

Fixed maturity ETFs are being rapidly adopted by

investors seeking to capture yields. Bond ladders $10

composed of these products are also being utilised to

manage reinvestment risk. Retail investors have - - . . . - - . I I
. . . $0 — m—=

embraced the_se ETFs fof their attractive returns r_elatlve 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

to cash deposit rates, usmg them to set m_oney aside to mmm Asia Pacific Industry mmmm Canada Industry EMEA Industry

pursue long-term goals like saving for retirement. s US Inclustry Global iShares AUM

Additionally, institutional investors are leveraging term
maturity ETFs to support asset-liability matching use

cases or to gain targeted exposure to a defined point of Source: BlackRock Global Business Intelligence, March 31, 2025
the yield curve.
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4. Money market ETFs

Actively managed money market ETFs can provide
investors greater choice and flexibility in how they
manage cash.

Globally, traditional money market mutual funds have
seen record inflows over the last few years (Figure 7).
Though cash ETFs have existed, until recently money
market strategies were largely unavailable to investors in
an ETF format. It first launched in EMEA in November
2024, with a U.S. debut following in January 2025. 16

This latest innovation enables investors to access the
additional liquidity and transparent pricing available in
the secondary markets, as well as ease of trading via
intraday trading on exchange.

Figure 7: Traditional money market mutual fund assets rise globally
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ow Investors are using fixed income ETFs

Discover how and why investors globally are adopting bond ETFs in their portfolio construction practices

Advisors and retail
investors

Bond ETFs provide a scalable solution to help investors add diversification to their portfolio
and gain access to potential sources of income. Many investors previously struggled to
access the underlying bond market leading equity allocations to dominate portfolios
resulting in limited stability. They are now turning to bond ETFs, enabled by the ease of on-
exchange trading that the underlying bond market does not provide. An increasing number
of fixed income models that look to combine multiple ETFs in one wrapper, are also
supporting investors to add ballast and returns to their portfolios.

Model portfolio builders

Bond ETFs are increasingly being adopted by model portfolio builders as an opportunity to
deliver cost-effective and liquid portfolio building blocks for wealth investors. The breadth
of ETFs available today provides portfolio managers with precision and flexibility to
assemble positions in thousands of bonds using ETFs k enabling model portfolio builders
to retain control of asset allocation decisions across duration, sector, credit quality, but in a
much more scaled manner. The growth of discretionary and fee-based advisory in Europe
is expected to further accelerate the growth of ETF adoption, with ETFs increasingly seen
as essential investment tools for portfolio builders.
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Pioneering more client use cases
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A. Blend index and active bond ETFs to
seek to build a diversified, income-
focused portfolio

Using index ETFs as foundational portfolio building
blocks, investors can complement traditional
corporate and sovereign allocations, with plus
sectors such as CLOs, high yield and emerging
markets debt to emphasise high, diversified and
consistent income.

Alternatively, investors can utilise multi-sector active
ETFs with specific income focused objectives, such
as the T4TCOEU 3 "(EPIE(E *OEOOE #00E "EUIUE

UCITS ETF (IFLX). IFLX aims to help investors take
advantage of attractive opportunities across a broad
range of sectors and dynamically shifts

allocations in accordance with the market
environment to provide high, consistent and
diversified income. Just by investing in three ETFs,
as illustrated in Figure 8 to the right, investors can
gain access to a diverse array of sectors and
geographies. This can be a scalable solution for an
investor of any size that seeks to build a diversified
portfolio while managing risk and return.

Figure 8. Example barbell approach to blending index and active

IEGS &
IEAC IFLX

iIShares Core 3 iIShares 3 Flexible
Govt Bond UCITS Income Active

ETF & iShares UCITS ETF
$O0E 3 $000 #00E

UCITS ETF

Highly liquid & high Seek new sources
transparency* of return

* ETF holdings are typically disclosed daily.

Figure 9: Sector allocation: Equal Weighted IEGS, IEAC and IFLX

28.2%
30.0% 8.2% 26.6%

25.0% 21.9%
20.0%

15.0% 0.3 13.1%
10.3%
10.0%

Market Value Weight
(%0)

5.0%

0.0%

Sovereign Investment Grade High Yield Securitised Credit  Other Credit

Source: BlackRock, March 31, 2025. Allocations subject to change.

The strategies discussed are strictly for illustrative and educational purposes and are not a recommendation, offer or
solicitation to buy or sell any securities or to adopt any investment strategy. There is no guarantee that any strategies
discussed will be effective. Please note, IFLX is using parametric backtested returns due to a shortexiggENBEEDEE)70-16/25



B. Seek to manage cash more efficiently

Money market, short maturity and floating rate bond ETFs can potentially deliver income and attractive yields for investors seeking higher returns with lower duration
risk and interest rate volatility. iShares manages a variety of short maturity ETFs across index strategies. Money market fund ETFs also can provide similar exposure
to traditional money market mutual funds with the added benefit of daily transparency and exchange tradability.

Short-term bond ETFs may deliver higher yields than cash for investors wanting to reduce interest rate volatility

Figure 10: USD Exposures Figure 11: EUR Exposures
8.0% 6.0%
7.0% 5.4%
7.0%
5.0%
6.0%
5.0% 4.0%
[0)
N 5.0% 50 4.5% 45% 4.7%
° 2%  42% <
) ° 39% 39% )
5 4.0% S 3.0% 2.7% 2.8% 2 6%
o 2 2.4% '
> > 70 0 9
2.2% 2.2%
3.0%
2.0%
2.0%
1.0%
1.0%
0.0% 0.0%
USO03 IBTU IBTS 27T ERND FLOT ID26 SDIG SDHY YCSH IBGE IBGS ERNE EFRN IB26 SE15
Government Bond ETFs Credit Bond ETFs Government Bond ETFs Credit Bond ETFs

Source: BlackRock, March 31, 2025. Yield figures represent yield to maturity as of 31 March 2025.

Performance data represents past performance and does not guarantee future results. Investment return and principal value will fluctuate with market conditions and may be lower or highe!' when
you sell your shares. Current performance may differ from the performance shown. For standardized performance and most recent moOUT EOE OEgIOFOCOEE! EGEN OO UTE T00E:U UIENED UROEDN
USO3|IBTUIBTS|27IT|ERND|ELOT|ID26|SDIG|SDHY|YCSH|IBGE|IBGS|ERNE|EFRN|IB26|SE15|
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https://www.ishares.com/uk/individual/en/products/337772/ishares-treasury-bond-0-3-month-ucits-etf
https://www.ishares.com/uk/individual/en/products/307241/ishares-treasury-bond-0-1yr-ucits-etf
https://www.ishares.com/uk/individual/en/products/251715/ishares-treasury-bond-13yr-ucits-etf
https://www.ishares.com/uk/individual/en/products/335200/ishares-ibonds-dec-2027-term-treasury-ucits-etf
https://www.ishares.com/uk/individual/en/products/258117/ishares-ultrashort-bond-ucits-etf
https://www.ishares.com/uk/individual/en/products/288500/ishares-floating-rate-bond-ucits-etf
https://www.ishares.com/uk/individual/en/products/331696/ishares-ibonds-dec-2026-term-corp-ucits-etf
https://www.ishares.com/uk/individual/en/products/258126/ishares-short-duration-corporate-bond-ucits-etf
https://www.ishares.com/uk/individual/en/products/258128/ishares-short-duration-high-yield-corporate-bond-ucits-etf
https://www.ishares.com/uk/individual/en/products/337800/ishares-eur-cash-ucits-etf
https://www.ishares.com/uk/individual/en/products/251741/ishares-euro-government-bond-01yr-ucits-etf
https://www.ishares.com/uk/individual/en/products/251733/ishares-euro-government-bond-13yr-ucits-etf
https://www.ishares.com/uk/individual/en/products/258114/ishares-euro-ultrashort-bond-ucits-etf
https://www.ishares.com/uk/individual/en/products/297953/ishares-floating-rate-bond-ucits-etf
https://www.ishares.com/uk/individual/en/products/331698/ishares-ibonds-dec-2026-term-corp-ucits-etf
https://www.ishares.com/uk/individual/en/products/251728/ishares-euro-corporate-bond-15yr-ucits-etf

C. Combine public and private credit

Most private credit vehicles require investors to commit
to invest capital to the strategy that is later called to be
deployed (when investors make an actual investment)
as investment opportunities arise over a period of 1 to 5
years. For investors looking to manage the capital call
process, private credit markets can be proxied by public
credit markets that offer similar economic exposures,
but with the necessary liquidity. These exposures
include high yield credit and investment grade floating
rate notes, which are accessible via ETFs. For example,
direct lending yields are generally comprised of floating
rate plus a credit spread, which can be similar to
floating rate bonds. By proxying private credit risk with
public market ETFs, an investor can maintain
alignment with their anticipated strategic asset
allocation and reduce cash drag of any committed
capital.

Sector

Economic risks

Similar economic exposure examples

Direct Lending Floating rate, lower FLOT iShares USD Floating Rate Bond UCITS ETF
quality, higher EFRN iShares EUR Floating Rate Bond ESG UCITS ETF
income corporate
lending

Mortgages and Securitised risk, IMBS iShares MBS UCITS ETF

Asset-Backed includes

Finance prepayment

Infrastructure Typically longer IDTL iIShares USD Treasury Bond 20+yr UCITS ETF

Debt duration, IBGL iIShares EUR Govt Bond 15-30yr UCITS ETF
investment grade, INXG iShares GBP Index-Linked Gilts UCITS ETF
occasionally E20Y iIShares EUR Govt Bond 20yr Target Duration

inflation protected

UCITS ETF

18
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Years of continued innovation comes at an

opportune time for investors. Yields are higher now
than they have been in years on a global average
COE UTE ZIOEOOEZ 10 TipEE TOEOOE 1U EOECHR ECEN
(Figure 12). The ride has been bumpy, with US 10-
yr Treasury yields trading in a volatile range of
3.3% to 5% over the past two years, and German
Bunds trading between 1.9% and 3.0%.'7 But we
believe yields are likely to remain elevated for the
foreseeable future due to persistent deficits,
stubborn inflation and ever-increasing government
debt supply. Particularly in Europe, with the curve
steepening witnessed at the end of the first quarter
in 2025 and with higher real yields, we believe rates
are likely to stay higher for longer and remain
attractive. 18

Figure 12: Globally, 80% of fixed income assets now yield over 4%
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Source: BlackRock, Bloomberg, Feb. 28 2025. Note: The bars show market capitalisation weights of assets with an average annual yield
over 4% in a select universe that represents about 70% of the Bloomberg Mulitiverse Bond Index. Euro Core is based on French and
German government bonds indexes. Euro periphery is based on an average of government debt indexes for Italy, Spain and Ireland.
Emerging markets combine external and local currency debt. Indices used: Bloomberg U.S. Treasury, Bloomberg Municipal Bond,
Bloomberg Global Aggregate Corporate, Bloomberg Global High Yield, Bloomberg Global Aggregate Agencies, Bloomberg EM USD
Aggregate, Bloomberg EM Local Currency Government, Bloomberg U.S. Mortgage Backed Securities, Bloomberg Investment Grade CMBS,
Bloomberg Global Treasury Bond Indexes (Italy, Spain, Ireland, France, Germany)
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even more parts of the fixed income market and
capitalise on the attractive yield opportunities.
Enhanced granularity in indexed building blocks
coupled with innovation within active ETFs has
unlocked new investment opportunities that reach
more deeply into the bond universe.

This chart highlights some attractive risk-adjusted
PEU0PO OOOORIUOIUTEU GUCTOCELE 10 UOECRIU OGENEU:
compared to that of the EUR and USD aggregate
bond index, which serve as typical bellwether
reference points for the bond market. These
exposures, previously difficult for many investors
to access, are now are available via ETFs.

ETF innovation provides investors access to attractive, high-quality yield opportunities

Figure 13: EUR Exposures
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Figure 14: USD Exposures
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Conclusion

Bond ETF innovation is helping more and more investors experience the
benefits of bonds with ease. iShares fixed income ETFs are at the forefront of
this innovation, offering the most granular set of building blocks and more
modern, precise ways for investors to reach nearly every part of the fixed

income market and drive portfolio outcomes. iShares bond ETFs also continue
to prove their durability and resilience, setting record volumes during the recent
tariff-induced volatility through early April 2025, and helping investors navigate
stressed markets.

The convergence of an evolved, robust fixed income ETF toolkit with the most
attractive yield environment in years presents a generational opportunity in
fixed income, allowing investors to tailor their portfolios in ways that were
previously unthinkable.

We hope that this paper will empower investors to revisit their portfolio
construction approaches and assess how new innovations in bond ETFs across
exposures and investment styles can help them to navigate the market
environments of today and tomorrow and achieve their investment goals.
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