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Securities 
Lending can 
unlock 
additional 
revenue for 
portfolios… 
This paper explains the basics of securities lending and 
describes BlackRock’s leading approach. Securities 
lending is a well-established practice in the investment 
management industry to generate additional revenue. 
This involves the transfer of fund securities (such as 
shares or bonds) to a third party (the borrower). The 
borrower gives the lender collateral and pays the lender a 
fee.

The extra revenue generated can be used to effectively 
reduce the Total Cost of Ownership of an ETF and 
therefore increase the cost effectiveness of ETF 
ownership for investors. In four decades of lending 
securities on behalf of clients, our lending program has 
focused on delivering competitive returns while balancing 
return, risk and cost. Since the inception of our lending 
program in 1981,we have delivered positive securities 
lending income for every fund participating in securities 
lending.1

With securities lending there is a risk of loss should the 
borrower default before the securities are returned, and 
due to market movements the value of collateral held has 
fallen and/or the value of the securities on loan has risen. 
1BlackRock acquired the program from BGI in 2009. 
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To start the process:

1. A large financial institution asks to borrow a security 

from a fund. The fund company asks for collateral, 

which in the European market is primarily equities 

and government bonds, to secure the loan.

2. Once it receives collateral, the fund company lends 

the security to the financial institution (the borrower).

While the security is out on loan:

3. The collateral is held for the benefit of the fund, 

separately from the custodian’s and fund manager’s 

assets.

4. If the security pays dividends or coupons while it’s 

out on loan, the financial institution pays the fund 

amounts equivalent to such income.

To complete the process:

5. At the end of the loan (or when the fund company 

requests), the financial institution must return the 

securities back to the fund.

6. The fund then releases the collateral back to the 

financial institution to closeout the process.

7. Through the process, the fund generates additional 

income for fund shareholders due to the fee paid by 

the borrower.

In securities lending 

transactions, lending ETFs make 

loans of securities to borrowers 

in exchange for a fee in order to 

generate additional returns for 

the lending ETF.

For example, a large financial 

institution asks to temporarily 

borrow a security (see page 4 for 

reasons why this might occur). 

In order to borrow the security, 

the borrower must pay a fee and 

provide collateral to the lending 

ETF. The lending ETF keeps the 

collateral for the entire period 

that the security is out on loan.

This is to ensure the lending ETF 

is protected, in case the 

borrower fails to return the 

loaned security. The value of the 

collateral must exceed the value 

of the loaned security, to provide 

the lending ETF with a ‘safety 

cushion’. This ‘safety cushion’ 

acts as a shock absorber for 

changes in asset values. As an 

additional safeguard in the 

event of a borrower default, 

BlackRock provides an 

indemnity for its ETFs domiciled 

in Europe –if a shortfall existed 

between the collateral and the 

cost to repurchase a loaned 

security, BlackRock would 

reimburse the ETF in full under 

the terms of the indemnity.
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WHY DO INVESTORS 
PARTICIPATE IN 
SECURITIES LENDING?

Securities lending is a way to unlock additional 

value from a portfolio. A lending ETF may 

generate additional income through the fee 

that it charges for loaning securities. 

Securities lending returns vary according to 

the specific securities an ETF holds and the 

demand to borrow them. As an investor in a 

lending ETF, this differentiated income stream 

can offset your running costs and help you 

reach your objectives faster.

Within our lending program, your loan is 

protected by an indemnity policy that protects 

you from the unlikely event of a borrower 

default. The investment management 

approach of our lending program is focused on 

delivering competitive returns while balancing 

return, risk and cost.

From the borrower’s perspective, they typically 

use the loaned securities for four reasons: to 

facilitate a short sale, to hedge against market 

risks, to use as collateral in another 

transaction, or to meet the liquidity standards 

they are required to meet by financial 

regulators.

WHAT ARE THE RISKS? 

The key risk of securities lending is that a 

borrower fails to return a borrowed security. In 

this case, the lending ETF would use the 

collateral given by the borrower in order to 

purchase replacement securities. There are 

several processes in place to ensure that 

lending ETFs do not experience financial loss 

in the event of borrower default.

We encourage our investors to learn more 

about how we run our lending programme and 

compare us to other ETF providers. While every 

investment bears some risk, we take a rigorous

hands on approach to risk management and 

as a result we have delivered positive lending 

income for every fund that has participated in 

our lending program since its inception in 

1981.

WHY CHOOSE 
BLACKROCK’S 
SECURITIES LENDING 
PROGRAMME? 

We believe in managing our securities lending 

operations on our proprietary platforms rather 

than outsourcing this important function to a 

third party. To that end, we have built a 

proprietary securities lending infrastructure so 

that lending activity is executed in our clients’ 

best interests and with prudent risk 

management.
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While the investment approach described herein seeks to control risk, risk cannot be eliminated.

The Risk and Quantitative Analysis 

group (independent from the 

securities lending team) determine 

whether firms may be approved as 

borrowers. They monitor existing 

borrowers and perform regular 

borrower reviews. New transactions 

are systematically prevented if a 

borrower reaches their risk approved 

borrow limit.

To minimize risk to investors, it is 

important that any collateral received 

be of high quality and liquidity.

There are daily mark to market checks 

to ensure that the value of the 

collateral exceeds the value of the 

loaned security.

As an additional safeguard, we fully 

indemnify our funds domiciled in 

Europe. If a shortfall existed between 

the collateral and the cost to 

repurchase a loaned security, we 

would cover this cost in full.
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While the investment approach described herein seeks to control risk, risk cannot be eliminated.

Skilful risk management

BlackRock is hired by some of the largest 

companies and governments in the world to 

manage risk. Our approach to securities 

lending is no different. We take a conservative, 

low-risk approach and use our proprietary risk 

and investment management platform, 

Aladdin, to integrate the capabilities of our 

dedicated research, trading and risk 

management teams.

All investment and trading teams, across asset 

classes and around the globe, work on Aladdin 

to capture opportunities for our clients in a 

highly risk-controlled environment. This 

synergy among our securities lending team, 

portfolio management and risk management 

teams enables us to reduce the operational 

risks of securities lending in a way that a third-

party custodian or lending agent may not.

Proprietary technology

Our dedicated team works on custom-built 

reporting, operations and trading systems to 

help ensure transparency and operational 

efficiency.

Our core trading system enables our traders to 

extract value for our clients in rapidly changing 

markets by incorporating proprietary trading 

research and securities lending supply and 

demand data in a rapid, consistent and 

scalable manner. Capturing re-pricing 

opportunities is a key component in 

outperforming competitors; with tens of 

thousands of loans outstanding at any given 

time, our trading system helps ensure that 

traders focus on the most significant 

opportunities.

Our proprietary collateral and loan processing 

application delivers a seamless exception-

based process for loan management. While 

borrower default is rare, the application is 

designed to manage the default process 

systematically and mitigate risk to the investor. 

Though risk cannot be eliminated entirely, 

proprietary technology platforms may help 

manage it.

Robust assessment of borrowers

We select highly creditworthy borrowers based 

on conservative credit standards defined by 

our risk team, which operates independently 

from our securities lending business. We 

regularly monitor the financial performance of 

borrowers and set individual credit limits for 

every borrower to help minimize default risk. 

We monitor all trading activity against these 

limits and systematically prevent new 

transactions if the limits are reached. We also 

reserve the right to recall a security or require a 

borrower to provide additional collateral at any 

time.

Collateral standards

For lending funds domiciled in Europe, 

equities, government bonds, supranational 

and agency bonds are the most common 

forms of collateral. We require borrowers to 

post excess collateral of at least 102.5% of the 

loan value and retain the borrower’s collateral 

until the borrower has returned the loaned 

stock or bond. Collateral is also segregated 

from the borrower’s or BlackRock’s assets.

BlackRock’s conservative approach to risk, 

alongside our innovative lending 

infrastructure, enables us to maximise value to 

investors in the form of net return. An absence 

of commoditisation in the securities lending 

market allows a skilful lender to benefit from 

superior pricing and outperform peers, even 

within a similar asset base.
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Has there ever been a borrower 
default in BlackRock’s history?

Since our lending program started in 1981, 

only three borrowers with active loans have 

defaulted. In each case, we were able to 

repurchase every security out on loan with 

collateral on hand and without any losses to 

our clients.

Although borrower defaults are
infrequent, how well prepared is
BlackRock in the event it happens?

BlackRock’s integrated technology platform,

alongside an experienced team of over 400

professionals focused on all aspects of 

markets, trading and liquidity, puts us in a 

strong position to manage collateral in the rare 

event of a borrower default. Additionally, our 

securities lending, operations, portfolio 

management and trading teams regularly 

assess our readiness to respond to a borrower 

default using various tools. Each year this may 

include a borrower default simulation.

How much securities lending 
proceeds are returned to investors 
in funds domiciled in Europe?

The fund receives 62.5% of the income from

securities lending. A BlackRock affiliate serves 

as the lending agent and retains 37.5% of the 

gross revenues. All costs of running the 

program are paid from the lending agent’s 

portion of the income.

This includes all direct operational and 

custodial costs, such as:

Securities Lending FAQ
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short sales help to improve liquidity and enable 

investors to hedge risk (Source: Federal 

Reserve Bank of New York Staff Report no. 518, 

‘Market Declines: Is Banning Short Selling the 

Solution?’ September 2011).

How can securities lending benefit 
the financial markets?

Securities lending has evolved into a vital

component of the financial markets. As 

of December 2022, almost USD 30.4

trillion of assets were available for 

lending globally, with over USD 2.2

trillion on loan on an average day 

(Source: S&P Global Market Intelligence, 

1 December 2022 to 30 December

2022).

Securities lending may increase liquidity 

and therefore facilitate transactions. This 

helps to mitigate price volatility and reduces 

transaction costs for all market

participants. Since securities lending 

transactions may lead to short sales (where 

investors sell borrowed securities in 

anticipation of price declines) some have 

criticized securities lending as a risk to 

market stability. In contrast to this, research 

by the Federal Reserve has found that short 

sales improve market stability. Their 

research has shown that short selling does 

not systematically drive down asset prices 

and that restricting short selling could 

actually lead to reduced liquidity and higher 

transaction costs for investors. These 

findings are driven by the dynamics 

mentioned above: securities lending and
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What is the maximum percentage of
assets that can be on loan?

On average, iShares ETFs domiciled in Europe 

had 13 % of their aggregate net asset value

(NAV) on loan in the year ending 31 December

2022 . For ETF specific lending limits, please

refer to the relevant ETF prospectus (Source:

BlackRock, unaudited figures 1 January 2022 

to 31 December 2022).

• Transaction charges and custodial fees. 

BlackRock pays the transaction charges and 

custodial fees related to the securities 

lending transactions along with related 

market-based charges.

• Platform maintenance. BlackRock’s team 

of professionals in London, Delaware, 

Edinburgh, Gurgaon, Hong Kong, London, 

New York, Princeton, San Francisco and 

Tokyo use advanced risk management 

technology to monitor risks and extract 

value for our clients. We believe that our 

proprietary technology is a key differentiator 

that has contributed to strong performance 

and lower risk.

• Indemnity against the risk of borrower 

default. At no additional cost, BlackRock 

provides an indemnity against losses for 

investors in the rare event that a borrower 

fails to return a security.

We encourage investors to ask ETFs managers 

for detail on their securities lending program, 

and most importantly, the net returns to

investors.

When some ETFs providers may report paying 

out a higher percentage of the net proceeds 

from securities lending, they may not be 

disclosing the portion of the gross proceeds 

they pay to their lending agents. 

BlackRock believes the net returns to investors, 

balanced with appropriate risk and fee

disclosure, is the best gauge of investor benefits

from securities lending. It is important to

remember that some lenders are able to 

generate more return from a given basket of 

securities due to their scale and skill. We 

periodically benchmark our performance versus 

competitors using data from independent third-

party providers. In four decades, BlackRock has 

focused on delivering competitive returns while 

balancing return, risk and cost.

How is securities lending regulated?

Securities lending is a well established and

regulated activity. For European based iShares

ETFs, rules and guidelines applicable to UCITS

funds set out specific standards as to how

securities lending activities shall be carried out, 

including what types of collateral are 

acceptable and which disclosures are required. 

The primary regulator for Irish iShares ETFs is 

the Central Bank of Ireland (CBI) and for Swiss 

iShares ETFs it is the Swiss Financial Market 

Supervisory Authority (FINMA).
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Transparency into iShares ETF 
securities lending practices

The following are published on our EMEA 

iShares websites on a regular basis:

1. The returns an ETF generated from 

securities lending for the most recent five 

12-month periods.

2. The counterparties that borrowed securities 

from iShares ETFs in the previous quarter.

3. Percentage of an ETF’s assets that were 

lent and the average level of over-

collateralization.

4. The collateral received daily and the 

collateral framework.

While proprietary technology platforms may help manage risk, risk cannot be eliminated. 
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Any more questions? 
We encourage all investors to ask their ETF managers 

about securities lending practices and seek information 

about the fees managers earn or payments they make to 

third party lending agents. For every iShares ETF that 

engages in securities lending, BlackRock publishes 

securities lending revenues in the ETF’s annual report, 

and includes a separate line item that details BlackRock’s 

share of revenues that are used to administer the 

program.

Conclusion
At BlackRock our priority is acting in the best interest of 

our clients. Securities lending is an additional, relatively 

low risk, way to tap into additional revenue for an ETF and 

unlock a portfolio’s full potential.

We believe securities lending can directly benefit ETF 

investors by increasing the cost effectiveness of ETF 

ownership. Over four decades of lending securities on 

behalf of clients we have focused on delivering 

competitive returns while balancing return, risk and cost. 

Since the inception of our lending program in 1981, we 

have delivered positive securities lending income for every 

ETF participating in securities lending (BlackRock 

acquired the program from BGI in 2009).

8
FOR PROFESSIONAL CLIENTS, QUALIFIED CLIENTS AND QUALIFIED INVESTORS ONLY

L&LH0123E/S-2691829-8/10



Risks Warning
Capital at risk. The value of investments and the income from them can fall as well as rise and
are not guaranteed. Investors may not get back the amount originally invested.

Past performance is not a reliable indicator of current or future results and should not be the
sole factor of consideration when selecting a product or strategy.

Changes in the rates of exchange between currencies may cause the value of investments to

diminish or increase. Fluctuation may be particularly marked in the case of a higher volatility

fund and the value of an investment may fall suddenly and substantially. Levels and basis of

taxation may change from time to time.

With securities lending there is a risk of loss should the borrower default before the securities are

returned, and due to market movements the value of collateral held has fallen and/or the value of

the securities on loan has risen.

Important information
This material is for distribution to Professional Clients (as defined by the Financial Conduct 
Authority or MiFID Rules) only and should not be relied upon by any other persons. 

In the UK and Non-European Economic Area (EEA) countries: Issued by BlackRock Investment 
Management (UK) Limited, authorised and regulated by the Financial Conduct Authority. 
Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: + 44 (0)20 7743 3000. 
Registered in England and Wales No. 02020394. For your protection telephone calls are usually 
recorded. Please refer to the Financial Conduct Authority website for a list of authorised activities 
conducted by BlackRock. 

In the European Economic Area (EEA): Issued by BlackRock (Netherlands) B.V . BlackRock 
(Netherlands) B.V. is authorised and regulated by the Netherlands Authority for the Financial 
Markets. Registered office Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 – 549 5200, Tel: 31-20-
549-5200. Trade Register No. 17068311 For your protection telephone calls are usually recorded.

In Italy: For information on investor rights and how to raise complaints please go to 
https://www.blackrock.com/corporate/compliance/investor-right available in Italian.

For investors in Dubai (DIFC): The information contained in this document is intended strictly

for Professional Clients as defined under the Dubai Financial Services Authority (“DFSA”)

Conduct of Business (COB) Rules. The information contained in this document, does not

constitute and should not be construed as an offer of, invitation or proposal to make an offer for,

recommendation to apply for or an opinion or guidance on a financial product, service and/or

strategy. Whilst great care has been taken to ensure that the information contained in this

document is accurate, no responsibility can be accepted for any errors, mistakes or omissions or

for any action taken in reliance thereon. You may only reproduce, circulate and use this

document (or any part of it) with the consent of BlackRock. The information contained in this

document is for information purposes only. It is not intended for and should not be distributed

to, or relied upon by, members of the public. The information contained in this document, may

contain statements that are not purely historical in nature but are “forward-looking statements”.

These include, amongst other things, projections, forecasts or estimates of income. These

forward-looking statements are based upon certain assumptions, some of which are described

in other relevant documents or materials. If you do not understand the contents of this

document, you should consult an authorised financial adviser. Blackrock Advisors (UK) Limited -

Dubai Branch is a DIFC Foreign Recognised Company registered with the DIFC Registrar of

Companies (DIFC Registered Number 546), with its office at Unit L15 - 01A, ICD Brookfield Place,

Dubai International Financial Centre, PO Box 506661, Dubai, UAE, and is regulated by the DFSA

to engage in the regulated activities of ‘Advising on Financial Products’ and ‘Arranging Deals in

Investments’ in or from the DIFC, both of which are limited to units in a collective investment fund

(DFSA Reference Number F000738).
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Any research in this document has been procured and may have been acted on by BlackRock for its own purpose. The

results of such research are being made available only incidentally. The views expressed do not constitute investment

or any other advice and are subject to change. They do not necessarily reflect the views of any company in the BlackRock

Group or any part thereof and no assurances are made as to their accuracy.

This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any

BlackRock funds and has not been prepared in connection with any such offer.

© 2023 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS, and iSHARES are trademarks

of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other trademarks are those of their

respective owners

Want to know more?
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Austria
+49 (0) 89 427295858
Belgium
+32 (0) 2 402 4900
Denmark
+45 (0) 39108000
Finland
+358 (0) 800 918277

France
+33 (0) 1 56 43 2954
Germany
+49 (0) 89 427295858
Israel
+44 (0) 207 7431659
Italy
+39 (0) 800898085

Luxembourg
+32 (0) 2 402 4900
Netherlands
+31 (0) 800 0233466
Norway
+47 (0) 800 14324
Portugal
+34 (0) 91 788 9400

Spain
+34 (0) 91 788 9400
Sweden
+46 (0) 20 79 6238
Switzerland
+41 (0) 800 33 6688
UK
+44 (0) 845 3577000

For investors in Israel: BlackRock Investment Management (UK) Limited is not licenced 

under Israel’s Regulation of Investment Advice, Investment Marketing and Portfolio 

Management Law, 5755-1995 (the “Advice Law”), nor does it carry insurance thereunder.

For investors in South Africa: Please be advised that BlackRock Investment Management 

(UK) Limited is an authorised Financial Services provider with the South African Financial 

Services Board, FSP No. 43288.

For qualified investors in Switzerland: This document is marketing material. This document 

shall be exclusively made available to, and directed at, qualified investors as defined in Article 

10 (3) of the CISA of 23 June 2006, as amended, at the exclusion of qualified investors with an 

opting-out pursuant to Art. 5 (1) of the Swiss Federal Act on Financial Services ("FinSA"). For 

information on art. 8 / 9 Financial Services Act (FinSA) and on your client segmentation under 

art. 4 FinSA, please see the following website: www.blackrock.com/finsa. 
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