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Introduction

F

ixed income exchange-traded funds (ETFs) faced their toughest test to date during the period of
vanishing liquidity last March as the rapid spread of coronavirus sent shockwaves through global
markets.
As the sell-off across assets took hold and liquidity deteriorated, discounts net asset value (NAV) on
fixed income ETFs jumped to all-time highs leading critics to question whether there were structural
issues with the wrapper.
However, the discounts were in fact a reflection of the underlying market liquidity with ETFs offering
investors real-time prices while the underlying market and NAVs were in catch-up mode.
Highlighting this, the iShares $ Corp Bond UCITS ETF (LQDE) traded more than 1,000 times on
exchange and over-the-counter (OTC) on 12 March while its top five holdings changed hands just 37
times each on average, according to data from BlackRock.
A long list of industry bodies including the Bank for International Settlements (BIS), the European
Systemic Risk Board (ESRB), the Bank of England and the Investment Association have all supported
the resilience of ETFs during this period with a series of white papers.
As the ESRB, which has previously warned about the potential for ETFs to cause systemic risk, said:
“Past volatility events in ETF shares have generally been short-lived, as APs and other liquidity providers
have stepped in during periods when the price of the underlying assets and the ETF price diverge.”
But the biggest nod to the ETF structure came in April last year when the Federal Reserve announced
it would begin purchasing fixed income ETFs for the first time in its history.
Now questions have moved to the bond ETF creation and redemption baskets where it has been
reported by ETF Stream issuers and authorised participants use the baskets to offload any bonds they
do not want to warehouse on their books.
In May, BlackRock – the world’s largest fixed income ETF issuer – responded to these claims by
releasing data around the custom redemption baskets. In particular, the issuer was keen to stress the
redemption baskets had very similar characteristics to the overall ETFs. This is certainly one area to
watch over the next few years as the market develops and more attention is put on all aspects of the
fixed income ETF space.
However, the way ETFs traded last March, along with the increasing investor recognition about the
significant role fixed income ETFs have to play within portfolios, has led to a significant increase in
demand over the past few years. According to data from Morningstar, fixed income ETFs have seen
€95.4bn inflows since the start of 2019 taking total assets under management (AUM) to €271bn, as at
the end of March.
With adoption on the rise and the questions around discounts answered, we feel this is the right
time to release this report which takes a deep dive into the world of fixed income ETFs. From ways to
actively manage risks through ETFs to where further innovation is required and the increasing demand
for fixed income ESG ETFs, we hope to provide investors with further understanding about the crucial
aspects of the fixed income ETF market.

Tom Eckett
Editor
ETF Stream
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Executive Summary
T
he findings in this report highlight how the fixed
income ETF landscape is thriving in Europe, however,
there is some way to go from a both product development
and adoption perspective before the market reaches full
maturity. Investors have only started to realise the benefits
of using the ETF wrapper to gain exposure to the bond
market and we hope this report provides further evidence
of why ETFs have an important role to play but also where
further development is needed.
This is done in five distinct sections. Section 1 takes a
look at the macroeconomic outlook for bonds with Michael
Howell, founder and CEO of Crossborder Capital, analysing
where government bond yields will head over the next 12
months as developed market economies recover from the
biggest correction since the Global Financial Crisis in 2008.
Howell predicts 10-year US Treasury yields could jump as
high as 2.5% in the near term primarily due to the large threat
of further foreign selling of US Treasuries. Highlighting this,
foreign investors have roughly sold approximately $20bn a
month of US Treasuries since last May.
The section concludes by claiming it is hard to make
a hugely negative case for government bonds in the
absence of high inflation – US inflation did recently jump
4.2% in April, up from 2.6% in March, the biggest increase
since September 2008 – however, the risk of foreign
selling could maintain yields more elevated for longer.
Section 2 moves onto the role of fixed income ETFs with
portfolios. Tom Eckett, editor at ETF Stream, examines how
investors can actively manage duration, credit and inflation
risks with ETFs. Duration is the most developed of the
three, with investors able to target very specific duration
periods especially in the US Treasuries market which
is extremely deep and liquid. In terms of credit, there is
still more work to be done from a product development
perspective. The article finds investors are demanding
more specific exposures such as bonds that are only rated
‘C’ or ‘BB+’, for example. Finally, the usefulness of inflationlinked bond ETFs for investors very much depends on the
exposure with gilt ETFs proving a challenge due to the
lack of short duration gilt bonds available while the US
Treasuries market has been far easier to focus on.
The section then moves to analysis from iShares by
BlackRock on the role fixed income ETFs can play within
portfolios. In particular, the world’s largest asset manager
highlights four reasons why investors can start to consider
fixed income ETFs; ‘diversification and resilience’, ‘scalable,
sustainable approach’, ‘flexibility to hedge currency risks’
and ‘nimble, liquid exposures’.

Section 3 examines the drivers behind the rising demand
for emerging market debt ETFs and the increasingly
important role Chinese bonds have within portfolios. Most
notably, there has been a recent shift towards EMD ETFs in
recent months as investors search for greater yields amid
low yielding developed market debt, especially in Europe.
Meanwhile, section 4 analyses ETF innovation within the
fixed income market. In the first part of the section, Anna
Fedorova speaks to a number of fund buyers to determine
where further innovation is needed and the key areas of
demand. In particular, ESG was highlighted as a crucial
area where future development is needed while more
specific exposures in the credit space was also discussed.
One area of future demand is active ETFs in fixed income.
In this section, Fidelity discusses the benefits of investing in
active ETFs when looking to generate uncorrelated alpha.
The firm has a keen focus on sustainability factors when
selecting which bonds to include in their ETFs adding there
is a strong correlation between the securities its analysts
rate highly from a fundamental perspective with those that
score well from an ESG perspective.
Combining ESG and fixed income is also the focus for
the final section. The first part focuses on what is driving
the increasing demand for fixed income ESG ETFs which
outpaced their non-ESG counterparts in Q1 for the first time.
Along with this, there is also a focus on the challenges of
product development in the sovereign bond ESG ETF
space with many ESG indices highly correlated to regular
government bond indices.
Finally, Matthieu Guignard, global head of product
development and capital markets at Amundi ETF,
Indexing & Smart Beta, discusses the sixfold increase in
fixed income ESG ETF assets in Europe along with the
challenges remaining especially in the sovereign space.
The article also looks at the benefits of investing in ETFs
over other vehicles when looking to invest in fixed income
ESG strategies.
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Section 1: The new normal in fixed income

Where do government bonds go now?
Michael Howell, founder and CEO of Crossborder Capital, analyses the outlook for government bonds
and the impact increasing issuance and sliding foreign investment could have on US Treasury yields.

F

ederal Reserve Chairman Jerome Powell reiterated after March’s
Federal Open Market Committee (FOMC) meeting that taper
talk will only begin when the economy “is on track” and he again
emphasised a likely drawn-out period of monetary accommodation.
Taken alongside the US President Joe Biden team’s latest proposal
for another $3-4trn of fiscal stimulus, US liquidity will surely continue
to flow. Could the Treasury market soon test a whopping $30trn in
size? In the first few months of 2021, the bond markets reacted to
the prospect of lots more ten cent beer by promptly selling-off again.
The vigilantes have returned!
This matters because the most important price in every financial
system is the reference yield on government debt. In fact, US 10year Treasury notes are the canonical ‘safe’ asset for both domestic
and many foreign investors, because of the US dollar’s international
dominance. This yield is typically used to benchmark multiple
international financial products, from derivatives to loan deals and
mortgages.
We remain negative on bonds, but not complacent since
markets never move in straight lines. Inside the market, the age-old
saying among American bond traders is ‘six of 50’. It warns that there
is rarely a six month period when the yield on the long-dated US
Treasury bond moves by less than 50bp (i.e. 5%) in either direction,
up or down. The truth is more prosaic, because the data show that
since 1980 this is true, but only 52% of the time. Nonetheless, you get
the point: bonds rarely stand still for long. Its also important because
US yields have just jumped by almost twice this amount over the
past six months. Bonds have since rallied hard through April. Bond
yields rise and bond yields fall: they are as much trading instruments
as investment vehicles.
The main analytical tool for the bond market is the pattern of
yields by maturity tenor, or the term structure and, specifically, the
slope of the term structure between yields on long-dated and
shorter-dated bonds, namely the yield curve. The ‘normal’ pattern is
for the term structure to slope upwards, with a small convex bulge

around the mid-term maturities. This positive spread underpins,
among other things, bank profit margins, because banks typically
borrow ‘short’ and lend ‘long’. The smaller (larger) the bulge and the
steeper (flatter) the curve, the more upbeat (downbeat) investors are
about future economic prospects.
However, our research has noted before that the predictive
power of the yield curve crucially depends on both these conditions
being fulfilled, i.e. the slope alone is rarely enough. Nonetheless,
the latest joint picture of an increasingly more linear (low convexity),
upward-sloping curve points towards a strong economic rebound.
Put another way, the long-end of the Treasury market is rising faster
than both the short-end and the belly of the curve. This tells us that
investors’ horizons are lengthening and they are becoming more
risk seeking.
The yield curve rose in prominence in the wake of the
breakdown of the Bretton Woods fixed exchange rate system.
Floating exchange rates, rapid credit growth and the resulting rise
in inflation made bond trading much more difficult, and not least
because the prevailing ‘yield book’ of mathematical tables only
extended to a maximum 6% yield level. Around the mid-1970s,
Marty Leibowitz of Salomon Brothers began to encourage the firm’s
traders to think of bond yields as a continuum. Rather than viewing
each maturity tenor (a 10-year bond, a five-year, etc.) as a separate
market, Salomon drew a curve joining these yields through time.
Tenors nearest the present were dubbed the short-end — yields of
bonds further out in time made up the long-end. Finance academics
played catch-up with the practitioners, but an important first step
in formal yield curve construction came from Vasicek in 1977, who
argued that bond prices along the curve are driven by short-term
interest rates. The Vasicek model has long since been superseded,
but the errant notion that long-maturity yields are largely determined
by policy rates still persists. Rather, term premia are often the key
driver of fixed income markets, not policy rates, and importantly they
are liquidity phenomena.
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Section 1: The new normal in fixed income
What drives Treasury yields?

The mechanics behind the Treasury market starts with the
term structure. Sovereign fixed income yield curves have two
moving parts: (1) policy rate expectations and (2) term premia,
the excess return above anticipated policy rates that investors
require to hold bonds over specific investment horizons. Even
though policy-makers have lately pledged to keep policy rates
near zero and for them to remain low for some time, longerdated bond yields can still move substantially. This is because
bond term premia shift around a lot. According to the New York
Fed’s own estimates, US Treasury term premia collapsed by a
whopping 292bp at the 10-year tenor between end-2013 and
end-July 2020. Term premia are liquidity phenomena that tend to
move cyclically, falling when scarce liquidity concerns gather and
then rising when liquidity becomes abundant. US Treasury term
premia tend to rise during QE periods.
Bond maths often gets swapped by emotion and policymakers are partly to blame. Consider, in March, 82% of central
banks were running loose monetary policies, or down from 88%
in January. A year ago it was only 32%. This underscores the
fact that investment markets are highly cyclical. Figure 1 shows
the path of the CBC US Liquidity index alongside the 10-2 year
yield curve spread. The chart shows the US Treasury 10-2 year
yield curve alongside the inflows of US domestic liquidity, using
the CBC index advanced forward by nine months, i.e. liquidity
is leading. This spread is similarly cyclical and since its main
determinants are term premia, the corrollary is that liquidity also
acts pro-cyclically on term premia. In short, more (less) liquidity
drives term premia higher (lower). Yet, this conclusion that more
liquidity, such as central bank QE, acts to raise (not lower) term
premia is highly contentious. For example, the IMF, among
others, recently warned that rising term premia across global
bond markets may be signalling an upcoming end to QE.

minute and hour-by-hour effects of central bank buying, not
surprisingly conclude that QE reduces yields and term premia
essentially by removing duration from the market. However, these
studies are based on instantaneous net supply and they miss the
far bigger and later positive impact on yields that come from a
downwards shifting private sector demand curve for Treasuries.
This fall in demand is itself often triggered by the appearance
and size of central bank liquidity injections because firm action by
the monetary authority progressively lessens systemic risk and
reduces the need for the private sector to hold ‘safe’ assets.
Term premia, together with average expected policy rates,
are the two key factors behind nominal bond yields. Therefore,
bond yields can rise both when term premia widen and when
policy rates are expected to increase. Yet, there is an alternative
decomposition that is sometimes preferred by investors. This
splits nominal bond yields into real rates, based on the indexlinked market and the implied break-even inflation rate. In reality,
there is a large degree of over-lap in these two decompositions,
because policy rate expectations tend to move closely both
with break-even inflation and with policy-makers’ anticipations of
future inflation, while real interest rates often move more in-step
with term premia.

Figure 2: US 10Y breakeven inflation and factor
model 2008-2021

Figure 1: US 10-2 yield curve and US liquidity
(advanced 9 months), 2001-2021

Source: CrossBorder Capital, US Federal Reserve

The impact of the economy on bond yields

Source: CrossBorder Capital, US Federal Reserve

Yet, we argue causation acts the other way around. Namely
that rising term premia respond to previously expanding liquidity
and that as liquidity turns lower it will generate a headwind that
ultimately causes term premia and yields to inflect downwards.
Historic data unambiguously support this claim. Nonetheless,
several so-called ‘event studies’, which monitor the minute-by-

At the end of March, US 10-year Treasury yields hit 1.61%: a
whopping 68bp above their previous end-year value (i.e. prices
fell by nearly 7%). This yield was made up of a minus 0.66% indexlinked component and an implied 10-year break-even inflation
rate of 2.27%. This itself was up from a low of 0.99% a year ago,
albeit less than the 182bp jump in the equivalent but shorter
horizon 5-year break-even rates.
Digging deeper, we find that break-even inflation moves
pro-cyclically with sensitive economic variables, rather than with
specific inflation measures, such as the CPI. A simple factor model
based on four key business cycle variables captures the bulk of
these swings in break-even inflation. The results are reported
in Figure 2. This shows that US break-even rates already stand
within 25bp of their warranted 2.5% level based on the current
tempo of the business cycle.
The large size and front-loading of the $3-4trn US stimulus
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Section 1: The new normal in fixed income
packages, plus the willingness of the Fed to maintain its
accomodative policy beyond ‘normal’ inflation thresholds and the
huge circa $2trn of above average savings balances, argue for
a strong and sustained economic rebound (at the very least) and
they suggest that US break-even inflation rates will stay elevated
for some long time. Indeed, Democrat economic adviser Larry
Summers in a recent Financial Times interview made some great
points, which more-or-less acknowledge that the MMT-ers (i.e.
followers of Modern Monetary Theory) have won the day, but in
doing so they have also heightened risks:
“I see substantial risk that the amount of water being poured
in vastly exceeds the size of the bathtub…no one was advocating
a programme of this magnitude last December,” Summers
warned. “In many ways, today’s situation is a bit like the 1960s.
It was then hoped that the laws of economic arithmetic could be
suspended and that it would all work out. That experiment did
not work out well for Lyndon Johnson, economically, and it did
not work out well for the Democratic party, politically. I think there
is a significant risk that something of the same kind will happen
today.”
Set against the legacy of secular disinflation, these risks imply
that further nominal yield increases may depend more on rising
real rates than on bigger inflation pressures. This is because,
in an integrated, global economy, excessive demand is often
expressed through widening trade deficits. And, we argued
earlier that real rates are mainly determined by term premia,
which, in turn, depend on the net supply of ‘safe’ assets.

correlation between stocks and bonds has reasserted itself. The
pace of Fed QE, #1, and the new supply of Treasuries, #2, are
shown in Figure 3. These are connected, although perhaps not
yet formally through ‘yield curve control’ (YCC), as many suggest,
but in a de facto sense.
Latest projections by the US Congressional Budget Office
(CBO) point to a $2.3trn increase in Federal debt this year (taking
into account the rundown in the Treasury General Account),
followed by a further $1.1trn rise in 2022. This is equivalent to
a monthly clip of $175-200bn in 2021, falling to roughly half that
pace in 2022. The CBO expects Fed purchases of Treasuries to
run at around $80bn per month in 2021 and a slightly lower $70bn
in 2022 and $30bn in 2023. According to the data reported in
Figure 4, this implies a Fed coverage ratio of around 0.6-0.7 times
prospective Treasury issuance. This looks a historically high rate
of Fed buying for a period of such rapid debt issuance. It exposes
#4, foreign demand for Treasuries as the potential danger factor
in the market.

Figure 4: Fed Coverage of US Treasury New
Issuance and Debt Growth by Decade US$ in
Billions 1940s-2020s

Figure 3: US Treasury New Issuance and Fed
Purchases US$ in Billions 2019-2021

Source: CrossBorder Capital, US Federal Reserve

Foreigners start to shun US Treasuries

Source: CrossBorder Capital, US Federal Reserve

This net supply has four dimensions: (1) changes in the pace of
Fed QE, which can both directly remove duration from the market
and simultaneously curtail private sector demand; (2) increases
in the new supply of Treasuries; (3) changes in the underlying
private sector demand for ‘safe assets’ as a hedge, e.g. versus
equities, and as a regularity requirement; and (4) swings in
the foreign appetite for Treasuries, which, in turn, depends on
foreigners’ exchange rate policies and demands made on private
capital flows to finance widening trade imbalances.
We sense that the underlying demand for ‘safe’ assets, #3,
remains robust and may even start to pick up once again as bond
yields rise. Indeed, in recent months the traditional negative

The US Fed now owns some 25% of the Treasury market compared
to around 35% owned for foreigners. However, foreigners have
been exiting the US dollar, possibly worried by the whirr of dollar
printing presses and the escalating size of Treasury funding
demands. They have been net selling Treasuries since last May
at a monthly average clip of nearly $20bn. Most of these sales
have come from the foreign private sector, and recently the trend
has quickened. Figure 5 sources Treasury International Capital
data, which is likely a tad exaggerated because it excludes
capital gains and often includes the sale but not the purchase
in hedged transactions. Nonethess, the downward trend is clear.
Moreover, Figure 6, which uses this data, suggests that
the reversal in private sector holdings may explain the recent
gyrations of the term premia, and show how the previous surge
in foreign private sector demand for Treasuries pushed term
premia down so low. A regression analysis indicates that a
foreign outflow of $60bn per month adds around 100bp to US
Treasury term premia in a full year. This is close to the size of
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Section 1: The new normal in fixed income
Figure 5: Foreign holdings of US Treasuries by type US$ in trillions 2000-2021

Source: CrossBorder Capital, US Federal Reserve

Figure 6: Foreign Private Holdings of US
Treasuries and 10-Year Term Premia (inverted)
US$ in Trillions 2012-2021

these ‘twin deficits’ are as large as they were in the early-1980s
and mid-2000s when they then averaged between 8-12% of US
GDP and, arguably, led to a weak US dollar. In both 2020 and
2021, the US twin deficit tests a whopping 20% of GDP, and looks
set to remain close to 10% of GDP thereafter. A resulting weaker
US dollar could have a dual impact on US Treasury demand,
directly by reducing the attractions of US securities and so forcing
term premia and yields higher to compensate, and, second, by so
stimulating the world economy, that the demand for ‘safe’ assets
is further curtailed.

Figure 7 US federal deficit plus current account
deficit (‘twin’ deficits) percent of GDP
1980-2025E

Source: CrossBorder Capital, US Federal Reserve

the latest recorded outflow, and judging from the chart it seems
likely that the 10-year term premium could re-test its long-term
average of zero per cent. However, such large-scale sales of US
bonds, although in-line with the past downtrend, may have been
distorted by end-fiscal year re-balancing by Japanese investors.
On the other hand, these outflows may also reflect deeper
concerns about the status of the US dollar as the main standard of
value in the world economy, particularly with the overt challenge
increasingly being posed by the Chinese yuan. Indeed, China
holds some US$1.1 trillion of Treasuries, equivalent to 16% of all
foreign claims. Equally, a more immediate problem worrying
foreign investors may be the widening US current account deficit
and, at the same time, the gaping fiscal deficit. Added together,

Source: CrossBorder Capital, US Federal Reserve

Concerns over structural outflows from the US dollar are
underscored by Figure 8 which shows the starting point for
regional capital flows. The data reported in the chart have been
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Section 1: The new normal in fixed income
Figure 8: Regional cross-border financial flows percent of global liquidity, US NBER recessions
highlighted 1981-2021

Source: CrossBorder Capital, US Federal Reserve, People’s Bank of China, ECB, Bank of Japan, Bank of England, IMF

adjusted to try to avoid the reporting distortions that still assign
many US foreign equity purchases to tax havens, e.g. Cayman
Islands, because that is the legal juristriction of the target
company. They show clearly that the US dollar has enjoyed three
major periods of capital inflow: (1) Japanese insurance companies
buy Treasuries in mid-1980s as Japan’s capital controls lifted; (2)
Asian flight capital shift into US dollar during late 1990s Asian
Crisis; and (3) post-2008 GFC demand for US dollar ‘safe’ assets,
largely for regulatory reasons, but also spurred by Eurozone
banking crisis (2010-12) and Chinese corruption crackdown
(2014-17).
The pace of inflows during the latest period peaked in 2015
and began to fall away, before their recent rebound during the
COVID-19 crisis. Again it is not implausible that safe haven are
demanded during such uncertain times. It plainly conflicts with
the earlier evidence of Treasury bond sales, but this may show
that foreigners were simply buying other US bonds and equities.
However, coming out the other side of the emergency, the risk is
that this temporary foreign capital starts to quit at the same time
that US Treasury funding demands are elevated.

Conclusion: In foreign hands?

The net balance between these various moving parts is difficult
to access. US domestic liquidity typically leads the yield curve
and hence term premia by around nine months. It is already
turning lower and from past experience it may begin to exert
downward pressure on term premia before the end of this year.
Nonetheless, on balance we find the threat of further foreign
selling a compelling risk and possibly sufficient to keep yields
elevated for longer.

Therefore, despite stock markets currently moving rapidly
because of extreme liquidity events, these fixed income
relationships still appear to be performing on-track. The US yield
curve looks slated to steepen by a further 100bp. And, with oneyear bonds yielding barely 10bp, anchored by the near-zero Fed
Funds rates, this suggests that 10-year US bonds could easily test
2-2.5% yields.
We discount the chances of formal YCC in the US largely
because, unlike the early 1950s when it was last tried, the bond
market is now simply too big for the US authorities to easily
control. A more likely control mechanism that should cap yields
at around our stated 2-2.5% target is the negative effect that
rising yields (falling bond prices) have on the collateral base that
generates US and global liquidity. We strongly believe in a debt/
liquidity spiral, whereby liquidity finances debt and where debt
provides the collateral against which credit is extended. These
collateral values took a near 7% hit in the first quarter of 2021 as
bonds sold off, in much the same way that they jumped by 11.5%
through the early weeks of the COVID-19 crisis.
In other words, liquidity moves increasingly pro-cyclically with
the bond market, so that falling (and rising) bond prices have
a built-in stability mechanism that reinforces a yield range. US
liquidity has already peaked. Add to this the structural shortage
of duration for the growing pool of global savings assets and the
ever-toughening demands for more ‘safe’ assets from regulators.
It, therefore, not only becomes hard to make a hugely negative
case for government bonds in the absence of high inflation, but
after the gyrations of the past year it surely follows that some
investors will happily buy even before these 2-2.5% target yield
thresholds are tested.
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Actively managing duration, credit
and inflation risk with ETFs

ETF Stream’s editor Tom Eckett analyses how investors can manage their duration, credit and inflation
risk with ETFs, along with a look at where further product development is needed in each bucket to meet
ballooning demand.

Duration

The most advanced of the three buckets in terms of product
development, fixed income ETFs – especially in the government
bond space and in particular the US Treasuries market – enable
investors to pinpoint specific targets that can be useful when
looking to increase or decrease the duration of the overall
portfolio.
For example, if an investor finds they are significantly
overweight their benchmark from a duration perspective due to
the bets their active managers have taken, ETFs are a useful way
of tweaking the portfolio to ensure they are not overexposed to
rising interest rates.
While there are not as many bonds in the gilts space, the
depth of the US Treasuries market has enabled ETF issuers to

launch very specific strategies over the past few years, which in
turn, has led to more accurate portfolio management.
Highlighting this, Europe’s largest ETF issuer BlackRock offers
US Treasury ETFs with 0-1 year maturity, 1-3 years, 3-7 years, 7-10
years and 20+ years with each strategy charging under 10 basis
points. Other ETF issuers have followed suit and the options for
European investors has increased significantly.
According to Jordan Sriharan, head of MPS and passives at
Canaccord Genuity Wealth Management, the government bond
space, in particular, has been an area where ETFs have been
dominant due to the inability for active managers to outperform
the index.
“With credit, it is a large universe so active managers can
generate alpha, however, there is no price discovery in the
government bond space,” Sriharan continued. “This is why we
generally use ETFs for our government bond exposure.”

Credit

Credit is the area of the fixed income market with the most
potential for ETF issuers to significantly improve their offering to
investors, especially in Europe. The reason why it has the most
potential is simply due to the sheer size of the corporate bond
market.
ETF issuers have broadly split the market into investment
grade and high yield, the largest being the €10bn iShares Core
€ Corp Bond UCITS ETF (IEAC) and the €5.7bn iShares € High
Yield Corp Bond UCITS ETF (IHYG), respectively.
However, issuers are yet to home into more specific parts of
the market such as solely ‘BB+’ bonds, for example, or high yield
bonds that are only rated ‘C’. While the specific exposure has
occurred with duration, investors are unable to have the same
targeted exposure in the corporate bond market with ETFs.
As Sriharan noted: “Investors might take a view that the BB
space is the most attractive, however, they currently cannot find

Fixed income ETFs in Europe (2019-March 2021)
300
250
Bn

T

he fixed income exchange-traded fund (ETF) universe has
developed rapidly over the past few years, enabling investors
to access more esoteric and specific parts of the bond market.
As ETF issuers broaden the range of strategies on offer,
investors have started dramatically increasing their exposure
to fixed income ETFs. Highlighting this, fixed income ETFs have
seen €95.4bn inflows since the start of 2019, taking total assets
under management (AUM) to €271bn, as at the end of March,
according to data from Morningstar.
However, the potential for even further development is huge.
The International Capital Market Association (ICMA) has estimated
the global bond market is roughly $128.3trn, as of August last
year, versus approximately $68.7trn for the equity market. This
highlights the potential for ETF issuers to home in on very specific
parts of the market in order to empower professional investors in
their portfolio construction.
As Andrew Limberis, investment manager at Omba Advisory
& Investments, said: “The key benefits of fixed income ETFs are
liquidity, diversification and access.
“Liquidity is a key benefit to investors that do not have the
resources to research and trade at such competitive spreads.
This is very much enabled by the scale and sophistication of
the ETF ecosystem as well as the useful dynamic of secondary
market trading of the ETF itself.
“Meanwhile, the ability to quickly reduce idiosyncratic risk
that one may have from owning a few select names is a major
benefit and at the drop of a hat, investors can easily access many
types of bonds, from China to the US to local currency emerging
markets, to CoCo bonds and inflation-linkers.”
As a result, this article will look at how investors can actively
manage their credit, inflation and duration risk with ETFs while
providing a deep dive into how each bucket has developed in
recent years and what more issuers can do to enable efficient
portfolio management.
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an ETF that is focused on this. As an asset allocator, this is where
I am predicting and hoping the market will go. One can only
assume the demand simply has not come yet for these specific
ETFs.”
Another reason why this is potentially very attractive, as
Sriharan pointed out, is active managers are simply not going
to launch funds that are so targeted. In a space where active
managers have traditionally been able to outperform due to
the sheer size and idiosyncrasies of the market, this would be a
strong compliment for investors.

Inflation

How to defend against a potential spike in inflation is fast
becoming the most important asset allocation decision over the
past five years. For a while, issuers have offered exposure to
inflation-linked bond ETFs, however, the market has seen some
recent innovation that is taking the space to the next level.
Gaining inflation protection through gilt ETFs has typically
been a challenge due to the lack of short duration gilt bonds
available. This means investors are forced to own a long duration
inflation protection gilt bond version instead, but this does not
provide investors with a strong hedge against inflation as the
underlying bonds are long duration and therefore, typically
underperform during periods of rising inflation.
As a result, Sriharan said the majority of investors focus on
the US Treasury Inflation Protected Securities (TIPS) market which
is more liquid and has short duration bonds.

The ETF market subsequently developed to start offering
exposure to inflation expectations through breakevens such as
the Lyxor US$ 10Y Inflation Expectations UCITS ETF (INFU). The
problem with these strategies, Sriharan highlighted, is they are
sensitive to risk sentiment so have very high correlation to the
equity portion of portfolios.
In response to this issue, Tabula Investment Management
launched the world’s first ETF that combines TIPS and US inflation
expectations through breakevens in October 2020. This is
achieved by tracking Bloomberg Barclays US Govt Inflation-linked
index and going long the Bloomberg Barclays US Government
Inflation-Linked 7-10 Year index and short US real yields through
the Bloomberg Barclays US Treasury 7-10 Year index.
This next generation strategy is an example of innovation
within the ETF space that provides investors with the tools
needed to express specific views within a diversified portfolio
and highlights the potential for further development across the
entire fixed income ETF market.
“It is definitely possible and for many investors, the existing
range of ETFs would likely be an appropriate and effective way to
obtain exposure to fixed income,” Limberis added. “If one thinks
about what is missing or perhaps where one has less flexibility
when using ETFs, there are a few areas where some fixed income
investors may want more choice such as currency hedging.”
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Discover the bigger role for fixed
income ETFs

Resilient, scalable and flexible. iShares by BlackRock examines the benefits of incorporating
fixed income ETFs within a diversified portfolio.

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.
The role of fixed income in multi-asset portfolios is evolving
with the unprecedented levels of market volatility we have seen
over the past year, and it is hard to think of a better time to rethink
fixed income.
In today’s fixed income markets, investors face increasing
pressure to deliver returns, generate yield and maintain
diversification. To do so, we believe there is a need to move
beyond the outdated ‘active first and only’ fixed income approach
and consider indexing and fixed income ETFs.
Indexing has the power to transform the fragmented bond
market into standardised, predictable and efficient exposures,
and greatly simplify portfolio construction. Indexing drives cost,
risk and time efficiencies. It does so by lowering overall portfolio
costs, improving transparency to help control and manage risks,
and by minimising the burden of monitoring and reviewing
managers.
Fixed income ETFs allow investors to take a holistic approach
to portfolio construction, by combining indexing and alphaseeking strategies rather than exclusively choosing one over
the other. By using every tool in the box, investors can focus on
the role of fixed income in their multi-asset portfolio and what
intended outcomes and goals they are seeking to achieve.
The best way to understand these advantages is to consider
how fixed income ETFs can address the main challenges in
today’s bond markets. We see four challenges that are compelling
investors to rethink how they construct a fixed income allocation.
1
2

1. Diversification and resilience

Firstly, the endless search for yield has increased investors’
portfolio risks, leaving many with poor portfolio diversification
and a lack of resilience in market downturns.
As yield becomes increasingly scarce, investors are allocating
to riskier asset classes. Corporates and emerging market debt
– a sizeable amount rated high yield – make up 40% of fixed
income allocations in multi-asset portfolios. The increase in these
exposures exacerbates credit spread risk – our research finds
that this now accounts for 58% of fixed income risks in multi-asset
portfolios1.
There is another problem. These greater allocations to
corporate and emerging market exposures give bond portfolios
higher correlation to equity markets – in particular during market
crises. This reduces the diversification benefits that fixed income
can bring to multi-asset portfolios.
Indexing and ETFs offer investors greater transparency and
clarity on portfolio exposures and risks in fixed income because
of their rules-based approach. Moreover, they serve as efficient
building blocks that could bring resilience to the core of a fixed
income allocation through diversification, in a cost-effective way
that also saves time. After all, indexing can offer access to as
many as 25,000 bonds with just one trade2.
These building blocks can be far-reaching, allowing investors
to buy broad diversification through a single ETF. However,
they can also be offering exposure to more targeted slices of
the market, enabling investors to diversify in a very precise way
– perhaps to fill a gap in their existing portfolio. All in all, fixed
income ETFs reach almost every part of fixed income markets.

Source: BlackRock Portfolio Analysis & Solutions (BPAS) Portfolio insights 2020 edition, January 2020
Source: BlackRock, Bloomberg as at 30 September 2020.
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Figure 1: Secondary trading volumes in UCITS fixed income ETFs testify to strong liquidity

Source: BlackRock, Bloomberg avs of 30 June 2020.

2. Scalable, sustainable approach

The second challenge is that investors cannot ignore the pressure
to become more sustainable. Interest in sustainability has been
on the rise in recent years. 2019 saw a 13% increase in allocations
to sustainable fixed income as more and more investors seek
ways to navigate the bond market with a sustainable lens3. When
it comes to sustainable, investors also want a transparent and
scalable implementation approach.
An indexed approach to sustainable fixed income allows
for full attribution and transparency through a rules-based
methodology. With a range of building blocks, investors can use
iShares sustainable fixed income ETFs to achieve similar riskreturn characteristics to traditional exposures while improving
their sustainability profile.

3. Flexibility to hedge currency risks

Another challenge which is particularly pertinent for fixed income
allocations is the impact of currency fluctuations on overall
performance.
Foreign exchange is the second largest risk in multi-asset
portfolios – only equity risk is greater. Many investors have been
stung by holding unhedged allocations that were hit by strong
currency moves4.
Investors need efficient building blocks which also feature
the flexibility to hedge currency risks. iShares fixed income ETFs
could help with this, offering various currency hedged share
classes across exposures including sterling, dollar, euro, krona
and Swiss francs.

Fixed income ETFs are certainly nimble. They allow investors
to be tactical with asset allocation even in the face of extreme
volatility. Through ETFs, investors can quickly price whole
sections of the market and make informed decisions in real time.
Fixed income ETFs are certainly liquid too, regardless of
market conditions. In March 2020, flagship iShares fixed income
ETFs continued to track their indices tightly, offering liquidity and
price discovery.

It is time to rethink your fixed income allocation

To conclude, investors in fixed income today face several
challenges. Fixed income ETFs could help investors address
these challenges. In June 2019, the global fixed income ETF
industry crossed $1trn in assets and BlackRock predicted we
would see assets cross $2trn by 20245. However, the pace of
growth to date has been even faster than expected, today global
fixed income ETFs stand at over $1.4trn fuelled by an acceleration
in adoption from all investor types6. As multi-asset investors
rethink the role of fixed income in their portfolios and address
today’s portfolio construction challenges, we see an even greater
role for fixed income ETFs.

Figure 2: AUM in global fixed income ETFs:
On track to hit USD 2 trillion by 2024

4. Nimble, liquid exposures

The final challenge is investors’ discovery that their portfolios
lack flexibility.
2020 was a stress test for everyone’s portfolio. As volatility
soared in March, many investors discovered their fixed income
allocations lacked the liquidity, price discovery and flexibility
they needed to be able to de-risk as markets sold off. Investors
need nimble, liquid fixed income exposures that remain so when
markets become volatile in this way.

Source: BlackRock, GBI. Data as of 30 September 2020.

Source: Portfolio Insights (2020 Edition), BlackRock - January 2020.
Source: Portfolio Insights (2020 Edition), BlackRock - January 2020.
Source: BlackRock, “Primed for Growth: Bond ETFs and the Path to $2 Trillion,” 30 June 2019.
6
Source: BlackRock, GBI, 30 September 2020.
3
4

5
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Risk Warnings
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.

Regulatory 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. Issued by BlackRock Advisors (UK) Limited, which is 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. 00796793. For your protection, calls are usually recorded. Please refer to the Financial
Conduct Authority website for a list of authorised activities conducted by BlackRock.
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.

© 2021 BlackRock, Inc. All Rights reserved. BLACKROCK, BLACKROCK SOLUTIONS, iSHARES,
BUILD ON BLACKROCK and SO WHAT DO I DO WITH MY MONEY are trademarks of BlackRock, Inc. or
its subsidiaries in the United States and elsewhere. All other trademarks are those of their respective
owners. 1603642.
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“WHO SAYS WINGS
ARE JUST FOR BIRDS?”
One of the Wright brothers (probably said), 1903

It’s time to embrace new thinking.
Discover why we believe Fixed Income ETFs
should play a bigger role in your portfolio.

Invest in something bigger.
Capital at risk. The value of investments and the income from them can fall as well as rise
and are not guaranteed. The investor may not get back the amount originally invested.
Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority. Registered office:
16
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. 1381759

Section 3: Emerging market debt

Risk and reward: Emerging market
debt ETFs in focus

Tanzeel Akhtar examines the drivers behind the rising demand for emerging market debt ETFs as well as
the increasingly important role Chinese bonds have within portfolios.

E

merging market economies have come under pressure amid
the COVID-19 pandemic, which in turn has seen yield-hungry
European investors rotate towards ETFs offering exposure to
emerging market debt.
The coronavirus pandemic ripped through emerging markets
last year causing several high-profile sovereign defaults and debt
restructures including Argentina, Ecuador and Lebanon.
As yields become increasingly attractive, European investors
have been eyeing ETFs accessing debt in developing countries
such as India, Mexico, Russia, Saudi Arabia, China and Brazil,
although investing in a low rate environment requires a certain
level of risk, many investors have flocked towards the sector.
As Detlef Glow, head of EMEA Lipper research at London Stock
Exchange, said: “As interest rates of bonds issued by corporations
and governments from developed countries continued to be in
a low yield environment, European ETF investors were seeking
higher returns with emerging market debt over the 12 months
period from March 2020 to March this year.”
There has been a shift towards “hard currency” bond ETFs
which are considered a more stable and reliable form of currency
issued by governments and more widely accepted around the
world. In contrast, “soft currency” is seen as an unstable form of
currency that is more likely to fluctuate and depreciate against
other currencies.
“We witness a trend in the direction of hard currency
bonds since ETFs investing in emerging market bonds in local
currencies faced outflows of $1bn over the course of the analysed
12 months, while their peers investing in emerging market bonds
in hard currencies [saw inflows of] $4.9bn and emerging markets
corporate bonds $1.2bn enjoyed inflows,” Glow said.
According to Lipper, the three emerging market bonds peer
groups mentioned above were also impacted by the general

move of European investors to sell bond funds over the course
of March 2021, as these peer groups faced combined outflows
of $1.5bn.
“This means that European investors seem to be somewhat
risk cautious, as the move out of bonds over the course of March
2021 was driven by the fear of possibly rising interest rates, as
consequence of rising inflation rates.”

Notable EMD ETF launches

In April, BlackRock launched Europe’s first euro-denominated
emerging markets government bond ETF, the iShares J.P. Morgan
€ EM Bond UCITS ETF (EB3M) which tracks the J.P. Morgan Euro
EMBI Global Diversified Index and has a basket of government
bonds issued by sovereign and quasi-sovereign entities with at
least 2.5 years to maturity at the time of inclusion.
Another notable product is the iShares JP Morgan $ EM Bond
UCITS ETF (IEMB) which is BlackRock’s largest and most traded
UCITS emerging market debt ETF, offering liquidity and the ability
to trade in large sizes on the exchange during extremely volatile
markets.
“The increase in idiosyncratic credit events in 2020 highlights
the benefit of accessing US dollar EMD through a well-diversified
index portfolio such as IEMB, where any one credit event has
limited risk on returns,” BlackRock said in a research note.
In comparison, the euro EMD has been growing in size and
quality as the macro backdrop for EM debt in the last decade
improves and the demand for hard currency debt has led to the
rise in euro-denominated emerging market bonds.
According to BlackRock, euro emerging market debt serves
as a diversifier away from core European credit allocation, or
traditional US dollar-denominated EM portfolio with improved
risk-adjusted return historically.
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The demand for yield from euro investors has supported the
growth of the universe, and euro EM debt is currently €247bn
in size and growing, with about 77% of underlying issuers rated
investment grade.

IMFs take on emerging market economies

The International Monetary Fund (IMF) observes both emerging
and developing economies are viewing rising interest rates with
trepidation.
“Most of them are facing a slower economic recovery than
advanced economies because of longer waits for vaccines and
limited space for their own fiscal stimulus. Now, capital inflows
to emerging markets have shown signs of drying up,” the IMF
reported.
The situation, therefore, remains fragile, and advanced
economy interest rates are still low and investor sentiment
regarding emerging market economies could deteriorate.
“To avoid triggering this, advanced economy central banks
can help with clear, transparent communications about future
monetary policy under different scenarios,” the IMF said.

China’s bond market

Deborah Fuhr, managing partner and founder at ETFGI, said
there has been a growing interest in emerging market debt ETFs,
and one of the key drivers for this is the increasing inclusion of
Chinese bonds in indices from FTSE and Bloomberg.
In March, FTSE Russell said Chinese government bonds will
be added to the FTSE World Government Bond Index over three
years from October, however, has warned this could take longer
than the 12 months after market feedback.
ETFGI estimated the Chinese bond market is approximately
$15trn, making it the second-largest behind the US market.
“Index providers are increasingly including Chinese bonds

which will create demand of approximately $150bn for index
allocations,” Fuhr said.
ETFGI’s she added there are benefits of diversification, and
looking past COVID-19. Another important trend is that emerging
markets are forecast to grow due to the growth in the middle
class.
S&P Global highlighted that China's growth is expected
to slow down over the coming decade, and will remain above
levels found in Europe and the US, and in turn, China's real yields
should remain above those in the large developed markets.
“The returns from Chinese bonds have been largely
uncorrelated with those of other major asset classes that form the
bulk of institutional portfolios. Standard portfolio theory suggests
that adding assets with low correlations to a broader portfolio can
help reduce the variability of returns,” S&P Global stated.
When looking back at 2020, BlackRock reported the flows
into emerging market debt remained relatively stable over the
course of the year, with investors favoring hard currency at the
start of the year before then tilting towards local currency into
year-end.
According to BlackRock both China and India proved to be
the two most popular countries, with inflows of $4.6bn and $2bn,
respectively (a record year for the latter).
While flows into Chinese bonds were marginally lower
compared to 2019, inflows in 2020 were almost exclusively into
EMEA-listed products ($6.2bn), amid APAC-listed outflows – a
stark contrast from the previous year.
There is no doubt emerging market debt can be a risky sector,
but for the yield-focused investor, pockets of the emerging
market debt could offer high returns.

Top 10 largest EMD ETFs in Europe:
Name
iShares J.P. Morgan $ EM Bond UCITS ETF (SEMB)

Assets ($bn)*
10.3

iShares China CNY Bond UCITS ETF (CNYB)

9.3

iShares J.P. Morgan EM Local Govt Bond UCITS ETF (SEML)

5.7

iShares J.P. Morgan $ EM Bond EUR Hedged UCITS ETF (Dist) - EUR Hdg (EMBE)

4.1

SPDR Bloomberg Barclays EM Local Bond UCITS ETF (SYBM)

3.6

iShares J.P. Morgan $ EM Corp Bond UCITS ETF (EMCR)

2.0

iShares JP Morgan ESG USD EM Bond UCITS ETF - Acc - Acc (EMSA)

1.6

Xtrackers II USD Emerging Markets Bond UCITS ETF (EUR) - Acc (XEMB)

1.5

UBS ETF - Bloomberg Barclays USD Emerging Markets Sovereign UCITS ETF - Acc (UEFS)

0.8

JP Morgan USD Emerging Markets Sovereign Bond UCITS ETF (JPMB)

0.6
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Where is ETF innovation needed in
fixed income?

As inflows into fixed income ETFs starts to rise, Anna Fedorova speaks to fund buyers to determine the
key areas of demand and where they would like to see further ETF innovation.

T

he past year has seen huge growth
in demand for fixed income and ESG
ETFs so it is no surprise that product
providers have been looking to take
advantage of this trend.
As a result, much of the product
development recently has taken place
in this area, with 10 of the 14 new fixed
income ETFs launched in Europe in
the first three months of 2021 having
some sort of ESG focus, according to
Morningstar.
But while providers have been
racing to build out their fixed income
ESG propositions, much is still missing
and there are a number of gaps to be
filled, according to Irene Bauer, CIO at
Twenty20 Investments, who would like
to see more product development in this
area.
“For example, for government bonds
we do have the latest [ETFs] that are
focused on carbon emissions but it would
be great to have a general ESG ETF on
those,” she said.
Matt Brennan, head of passive
portfolios at AJ Bell, added that he sees
“a gap in the market for responsible high
yield products that are competitively
priced”.
There has been some product
development in the government bond
ESG area but launches have been few
and far between, with just three new
funds brought to market during 2020 and
2021 so far, according to Morningstar.
The problem, Bauer conceded,
is that it is hard to define “what the
criteria for a government on ESG are”
As a result, most product providers have
focused on carbon emissions and netzero commitments, which are easier to
measure and quantify than other ESG
metrics.
Jose Garcia-Zarate, associate director
of passive strategies at Morningstar,
said: “For example, in the case of
sovereigns, BlackRock has launched a
euro government climate ETF that seeks

to provide a higher exposure to countries
less exposed to climate change risks and
a lower exposure to countries that are
more exposed to climate change risks.
“Here also the portfolio ends up
reweighting existing constituents, but
from a marketing perspective the theme
is perhaps clearer, i.e. climate rather than
broad ESG.”

Digging deeper

For Bauer, however, this focus is limiting.
She suggested that along with carbon
emissions, issues like “pollution, the Gini
index, the social safety net, Transparency

International’s corruption index etc.”
could be taken into account when
building a generalist government bond
ESG ETF, adding that she “would see that
as true innovation”.
Yet while awareness of client demand
for ESG is there, not all providers believe
the developed government bond space
provides a compelling opportunity for
new product launches. For example,
Lucette Yvernault, head of systematic
fixed income at Fidelity International, said
sustainable developed government debt
is unlikely to be a key area of product
development for the firm since existing

Figure 1: Fixed income ETF launches in Europe 2021

Name

Inception Date

Fund Size

Tabula EUR IG Bd Prs-Algn Clmt ETF € Acc

08-January-21

33,626,769

L&G ESG Emerging Markets Corp Bd USD
ETF

15-January-21

445,493,260

L&G ESG USD Corporate Bond ETF

15-January-21

32,947,555

BNPP E JPM ESG EMU Govt Bd IG 3-5Y
ETF

21 January 2021

Invesco US Municipal Bond ETF Dist

10 February 2021

8,244,128

L&G ESG Green Bond ETF EUR

11 February 2021

23,197,333

WisdomTree European Union Bd ETF EUR
Acc

15 February 2021

15,566,468

JPM BetaBuilders US Treasury Bd03MnETF$

17 February 2021

1,185,642

AIS Amundi Euro Corp 0-1Y ESG ETF DR C

15 March 2021

12,000,177

Fidelity Sust Glb Corp Bd Mtftr ETF $Inc

23 March 2021

165,393,352

iShares Global Govt Bond Climate ETF USD

24 March 2021

4,218,013

Fidelity Sust USD EM Bd ETF USD Inc

25 March 2021

211,255,269

iShares € Green Bond ETF EUR Inc

25 March 2021

30,185,904

iShares JPM $ EM Invt Grd Bd ETF USD Acc

25 March 2021

-

iShares J.P. Morgan € EM Bd ETF EUR Dis

25 March 2021

29,972,427

100,886

comprehensive
(Monthly) 2021-03 EUR
Source: Morningstar
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developed market indices are already
sustainable enough.
Instead, she said emerging markets
“remain considered the ‘holy grail’ as
the complexity increases and a more
forward-looking view is required, as the
base level is lower compared to most
developed markets”. She added that
emerging market governments are “most
able to accelerate a sustainable course
of action, generating the most impact”.
Meanwhile, Bauer said she believes
providers need to put more thought into
“the nomenclature” of the ESG products
they market – or, simply put, think of
better names that reflect exactly what is
to be found under the bonnet.
“For a retail investor it is not clear
what the different names mean, as in ‘ESG
Screened’ actually just excludes some
components, but doesn’t weigh ‘better’
companies any higher,” she stressed.
Providers are beginning to recognise
the need for different ‘flavours’ of ESG,
and many are offering investors a range of
products to suit their needs. For example,
BlackRock has a range of sustainable
fixed income passive strategies, including
‘avoid’ exposures which predominately
use business involvement screens, and
‘advance’ exposures which either take a
broad ESG, thematic or impact approach.
But overall, it seems more clarity is
desired.

Smart beta

Another area where product providers
are dipping their toes is smart beta fixed
income, but Ben Seager-Scott, head of
multi-asset funds at Tilney, wants to see
more development in the way factors are
used in the fixed income space.
Brennan agreed, adding: “We already
use the JPM High Yield Corporate Bond
Multi-Factor UCITS ETF as we look to
take a smarter approach within this riskier
part of the credit market, so we would like
to see this space to continue to develop.”
Overall, investors are warming to the
idea of factor investing in fixed income,
with 95% of respondents to the Invesco
Global Factor Investing Study 2020
believing factor investing can be applied
to fixed income, up from 60% two years
prior.
However, to date, not many ETF
issuers have made real strides in this
area and investors have been voicing
their frustrations, with several smart-beta

Belief that factor investing can be extended to ﬁxed income
(% citations)

2018
Institutional

62%

Wholesale

57%
2019
70%
78%
2020

98%
92%
Sample size:
2018 = 284, 2019 = 231, 2020 = 237

surveys suggesting buyers want to see
more innovation in this space.
Notable launches over the past 18
months have included the JPMorgan
Global High Yield Corporate Bond MultiFactor UCITS ETF unveiled last year,
while Q1 saw the launch of the Fidelity
Sustainable Global Corporate Bond
Multifactor UCITS ETF. Tabula IM has
also done some work on specific factors
such as with its Tabula J.P. Morgan Global
Credit Volatility Premium Index UCITS
ETF.
At the time of the JP Morgan
ETF launch, Yazann Romahi, CIO of
Quantitative Beta Solutions at JPMAM,
said the industry was at a “tipping point”
in terms of factor investing in fixed
income, traditionally an area reserved
for equity investors. The ETF combines
value, momentum and quality factors.
Fidelity’s new product, meanwhile,
looks to combine the two key trends in
fixed income: sustainability and smart
beta, which could be the next step in
terms of meeting client demand.

Barriers to entry

It remains to be seen how well providers
are able to grow their proposition in
this relatively specialist area, however.
Overall, according to Brennan, providers
face greater barriers to entry in the fixed
income space compared to the equity
space, which makes it harder to bring
out new propositions quickly.
“This appears to me to be down to
a larger scale required to make a fixed

income ETF work,” he explained, noting
that managing a portfolio of bonds is
more complicated than a portfolio of
equities.
“In my view many great products
already exist, but just have not seen
the growth, meaning they have either
remained small or expensive,” he added.
“For example, we see many options
for different types of credit (government,
municipal, corporate, high yield, EM, AT1,
hybrid etc.), and many different maturity
buckets. So in reality there is not too
much more to go for in this market.”
However,
Seager-Scott
notes
that while there are options in credit
for “fairly broad-based, market-cap
weighted indices and some options for
different maturity ranges”, options for
credit ranges are “missing”.
“More
options
for
managing
credit exposure would be welcome,
particularly towards the A-BBB part
of the investment grade area, where
you typically get more credit exposure
relative to interest rate duration,” he
explained.
Meanwhile, Brennan added that
aside from product development, he
would like to see a concerted effort from
providers to “help investors understand
how fixed income ETFs price”.
“In February 2020, bond ETF prices
dislocated from the fair value, and I do
not think enough was done to correct
the issues with benchmark pricing,
making it harder for retail investors to
understand,” he said.
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Systematically generating
uncorrelated alpha
through active ETFs

Fidelity examines the benefits of investing in active ETFs when looking to access the fixed income market.

F

idelity’s active fixed income ETFs allow
investors access to the potentially
higher returns of complex asset classes
in a transparent, low cost and risk
controlled way. The ability to leverage
proprietary quantitative, fundamental and
sustainable research is unique to Fidelity’s
systematically managed funds because
the underlying data set simply cannot be
replicated elsewhere. Only Fidelity clients
can benefit from the breadth and depth of
knowledge through fundamental research
spanning over 50 years.
So why buy an ‘active’ versus ‘passive’
ETF? Fidelity active ETF investors are not
buying an index tracker. Our highly skilled
analysts have a strong track record in
identifying issuers likely to experience
downgrades.
Through
constructing
portfolios that avoid these securities we
are able to offer portfolios that, whilst
enjoying similar characteristics to the
broad market, have the potential to offer
better risk adjusted returns. Our ETF
investors are benefitting directly from the
forward looking Fidelity research, in an
easily accessible, highly risk controlled,
transparent and cost effective product.
At Fidelity, it is the same individual
analyst who assesses companies both
fundamentally and sustainably. They
use their wealth of industry knowledge
to drill down and simplify the way we
compare companies through a consistent,
repeatable process. They do this by
generating a forward looking ‘buy’ or ‘sell’
rating based on their company interactions
and also determining how a company
should be considered in sustainable terms
by rating it on a scale of A-E.
Our analysts apply sustainable ratings
by asking industry specific questions and
they also apply a rating trajectory; stable,
improving or deteriorating. This is critical
because there is a strong correlation
between the securities we rate highly
fundamentally with those we rate positively
for their sustainable characteristics. The

trajectory rating further emphasises the
forward-looking qualities evident in our
process and our research helps us avoid
ESG issues, such as the recent Wirecard
scandal.
Our investors at Fidelity also benefit from
our firm wide, cross asset engagement
with companies. We conducted in excess
of 16,000 interactions with companies
and completed 681 meetings specifically
on engagement (2019). We seek to
improve companies’ sustainability profiles
through our engagement, for the benefit
of all. We recently raised awareness to a
humanitarian crisis affecting the plight of
seafarers, lobbying both governments
and corporates for their safe return home.
Due to the prolonged COVID-19 crisis they
have been regularly spending more than
the regulated 11 months per year at sea
and others had been unable to work. Our
fixed income investors also benefit from
the influence of proxy voting undertaken
at a firm wide level.
Our ability to combine sustainability
together with our proprietary credit
strategies seek to deliver a truly
differentiated responsible investment and
superior risk adjusted returns.

Fidelity’s has harnessed its proprietary
sustainable and fundamental research in
two new fixed income ETFs, launched in
March. The Fidelity Sustainable Global
Corporate Bond Multifactor UCITS ETF
(FSMF) and the Fidelity Sustainable USD
EM Bond UCITS ETF (FSEM).
FSMF is actively managed, seeking
to generate positive returns, outperform
passive peers and mitigate downside
credit risk. It systematically captures
the characteristics of the broad market
whilst also focusing on generating alpha
through security selection. At the core
of the investment process is Fidelity’s
proprietary multifactor credit model. The
model breaks down corporate bonds
into different ‘credit factors’; valuation,
sentiment, fundamentals and sustainability.
The investment process then isolates
mispriced securities, ranking them in order
of attractiveness. Bonds identified by our
process as being in the bottom quintile
have substantially underperformed their
peers through time.
The highly experienced portfolio
managers can then construct a portfolio
that filters out the least desirable
securities while remaining close the
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underlying benchmark. Like Fidelity’s other actively managed
systematic strategies, the risk budget is primarily utilised in
security selection, ensuring that the blend of securities meets our
desired characteristics and no one issuer or sector dominates.
The resulting portfolio aims to be resilient in times of economic
uncertainty, such as those faced by many investors over the last
year.

Figure 1: A multi-factor credit approach to identify
issuers. Ranking all issuers from most attractive to
least using the MFC model.

Past performance is not an indicator of future results. Returns may increase or decrease as
a result of currency fluctuations.
Source: Fidelity International, January 2021. Data from January 08 to September 18. Splitting
the EU IG universe by quintile (on an issuer level) shows that performance of the top quintil
is far superior to that of the bottom quintile. This example is for illustrative purposes only.

FSMF combines our capabilities in quantitative modelling,
fundamental research, systematic portfolio construction and
sustainability. It meets demand from clients who want to invest
in global credit but are concerned about potential credit risk
while also taking advantage from potential market mispricing
opportunities to augment returns in a sustainable manner.
Seeking to generate alpha through credit selection, FSEM is a
macro strategy offering investors unique access to sustainable
countries and companies in the developing world. The strategy
uses a proprietary ‘heat map’ score which is based on a number
of fundamental signals considered critical for the development of
the issuing country. The signals are grouped and scored according
to six factors; growth, inflation, fiscal, balance of payments,
banking and credit and finally the political environment. These
scores are used to create the most efficient portfolio, allowing
investors to access a complex asset class with differentiated
outcomes. Traditionally the preserve of professional investors,
this active ETF allows all investors the opportunity to navigate the

plethora of divergent countries, hereby providing opportunities
for those seeking to outperform passive investing.
These ETFs further benefit investors through their inclusion of
sustainable characteristics: Designated as Article 8 funds under
the new European Sustainable Finance Disclosure Regulation
(SFDR), they also form part of Fidelity’s Sustainable Family. As
such, they remove securities deemed to be in violation of UNGC
Global Compact Principles (covering issues such as human rights,
rights at work, the environment and corruption) and invest at least
70% of their portfolios are within sustainable companies.
The new range of sustainable fixed income ETFs add to
Fidelity’s Sustainable Research Enhanced Index equities range
which launched last year. Full details of all the funds in the range
are below:

Product

OCF

Listing exchange

Fidelity Sustainable
Global Corporate
Bond Multifactor
UCITS ETF (USD)

0.25%

London Stock Exchange
Deutsche Borse
SIX

Fidelity Sustainable
Global Corporate
Bond Multifactor
UCITS ETF (GBP)

0.30%

London Stock Exchange
Deutsche Borse
SIX

Fidelity Sustainable
Research Enhanced US
Equity UCITS ETF (USD)

0.25%

London Stock Exchange
Deutsche Borse
SIX

Fidelity Sustainable
Research Enhanced
Europe UCITS ETF (EUR)

0.30%

London Stock Exchange
Deutsche Borse
SIX

Fidelity Sustainable
Research Enhanced
Global Equity UCITS
ETF (USD)

0.35%

London Stock Exchange
Deutsche Borse
SIX

Fidelity Sustainable
Research Enhanced
Emerging Markets
Equity UCITS ETF (USD)

0.50%

London Stock Exchange
Deutsche Borse
SIX

Fidelity Sustainable
Research Enhanced
Japan Equity UCITS
ETF (JPY)

0.30%

London Stock Exchange
Deutsche Borse
SIX

Fidelity Sustainable
Research Enhanced
Pacific ex-Japan Equity
UCITS ETF (USD)

0.30%

London Stock Exchange
Deutsche Borse
SIX

Source: Fidelity International, as at 31 March

Disclaimer

The latest annual reports, Key Investor Information Document (KIID) and factsheets can be
obtained from our website at www.fidelityinternational.com. The full prospectus may also be
obtained from Fidelity. Fidelity UCITS ICAV and Fidelity UCITS II ICAV are registered in Ireland
pursuant to the Irish Collective Asset-management Vehicles Act 2015 and are authorised
by the Central Bank of Ireland as a UCITS. Fidelity UCITS ICAV and Fidelity UCITS II ICAV
are managed by FIL Fund Management (Ireland) Limited. Issued by FIL Fund Management
(Ireland) Limited, a firm authorised and regulated in Ireland as a management company by
the Central Bank of Ireland. Fidelity, Fidelity International, the Fidelity International logo and
F symbol are trademarks of FIL Limited.
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A half-day event exploring the
world of fixed income ETFs
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• Central banks: Where to go from here?
• New ideas in the search for yield
• ETF liquidity: Bonds under the spotlight
• Investigating the increasing demand in ﬁxed income ETFs
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The rising tide of fixed income
ESG ETFs

As flows into fixed income ESG ETFs outpace demand for their non-ESG counterparts, Anna Fedorova looks
at the reasons behind this and the difficulties of product development in the ESG sovereign debt space.

T

he pandemic and growing commitments to net zero from
companies and governments across the globe have pushed
up demand for sustainable fixed income in recent months despite
non-fixed income ESG ETFs suffering outflows at the same time.
According to data from Morningstar, fixed income ESG ETFs
domiciled in Europe have enjoyed net inflows of €8.4bn during
the first quarter of 2021 while non-ESG equivalents have suffered
total redemptions of €5.6bn.
This trend was particularly evident in the corporate bond
space, where demand for ESG alternatives was high across
the euro, sterling and US dollar categories. ESG ETFs in the
Morningstar euro and USD-denominated corporate bond
category, for example, saw inflows of €754m and €4.8bn
respectively in Q1. In comparison, non-sustainable ETFs in the
euro and US dollar corporate bond categories suffered outflows
of €2.6bn and €2.2bn, respectively.
According to iShares, its EMEA and US sustainable index fixed
income range saw inflows of $3.8bn in Q1, the strongest quarter
of asset gathering for its US range and the second strongest
in the EMEA range, driven primarily by demand for investment
grade and high yield exposures.
Jose Garcia-Zarate, associate director of passive strategies
at Morningstar, attributed this growing demand in part to the
fact that the risk-return profile of corporate bond ESG indices is
typically very similar to their non-ESG parents, making it easier for
investors to choose the sustainable option without compromising
their risk profile.
“This is particularly so in the case of developed countries,
and especially in the case of the European corporate market
where compliance with ESG criteria is comparatively high,” he
continued. “This means that investors are comfortable buying

ESG ETFs in the knowledge that they are not buying something
critically different to their previous investment and also, crucially,
they are not risking giving up performance.”
In fact, according to Lucette Yvernault, head of systematic
fixed income at Fidelity International, investors can expect ESG
fixed income funds to outperform their non-ESG counterparts,
which is another reason demand is booming.
She said: “Our research show that over the past year
companies within the bottom quintile for sustainability materially
underperform equivalently rated securities. Clients rightly
recognise that avoiding these losses should lead to superior risk
adjusted returns.”

Quarterly inflows into fixed income ESG ETFs and non-ESG ETFs (Q1 2020-Q1 2021)
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Source: Morningstar
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ETF issuers have responded to this demand by growing their
fixed income ESG product offerings, especially in the corporate
and emerging market debt areas. In the first quarter of the year,
10 new ESG bond ETFs were launched in Europe, according to
Morningstar.
However, only three of the recently launched fixed income
ESG ETFs offer access to government bonds: the BNP Paribas
Easy JPM ESG EMU Government Bond IG 3-5Y UCITS ETF, the
iShares € Govt Bond Climate UCITS ETF and the Ossiam Euro
Government Bonds 3-5Y Carbon Reduction UCITS ETF.
It is not lack of demand that is putting a cap on product
development in this area, however. Morningstar’s flow data
suggest the beginnings of a similar trend in the government
bond ETF space as corporate bonds. The non-sustainable euro
and US dollar categories saw outflows of €989m and €1.5bn in
Q1, respectively, while sustainable equivalents took in €66m and
€304m, respectively.
As Lidia Treiber, director of research at WisdomTree, said:
“Investors focused on building more ESG-friendly portfolios have
shown demand for both corporate debt as well as public debt
such a sovereigns and supranational.”

Challenges

Yet investing in sovereign debt sustainably carries a number of
challenges which make building sovereign ESG indices more
difficult than ESG-focused corporate indices. As a result, until now
most issuers have chosen to focus their ESG product development
efforts on corporate debt.
“When it comes to sovereigns, ESG screening is less clear-cut
than corporates,” Garcia-Zarate stressed.
“At present, the bulk of metrics used to assess ESG credentials
of governments is hardly different from those used in traditional
credit rating analysis. As a result, in many cases what the ESG
indices for this market end up doing is simply reweight countries,
and this typically results in portfolios tilted to issuers with higher
credit ratings.”
Vasiliki Pachatouridi, head of EMEA iShares fixed income
strategy, added that there is “little difference between the rating
of each issuer, they all have high scores which can make it difficult
to create a solution that has an improved sustainable profile
compared to the parent exposure”.

The climate emergency

Previously, one of the key arguments against ESG sovereign debt
indices was the problem of the US the largest sovereign bond
issuer in the world – which under President Donald Trump had
exited the Paris Agreement.
Under the new Joe Biden administration, however, the giant
nation is moving in the right direction on sustainability, having
officially re-joined the Paris Agreement earlier in the year. The
second largest issuer, China, has also made a pledge to achieve
net zero emissions by 2060, thereby improving its ESG credentials.
However, while information on net zero commitments and
fiscal spending on green policies is readily available, GarciaZarate noted existing ESG government bond indices do not
exclude developed sovereign markets based on political
sensitivity issues, such as a government’s record on human rights
or respect for democracy.

Sustainable issues, including green bonds, surged
in 2020
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“So, all in all, there is still work to do to really define what ESG
for sovereigns really means,” he said.
Pachatouridi agrees that there is “little consensus in the
approach to social and governance pillars for sovereign issuers”.
As a result, Garcia-Zarate pointed out that most issuers that are
dipping their toes into the ESG sovereign bond space are currently
focusing on specific areas of ESG, such climate, which is more
understandable and easier to market.
Recent product development at BlackRock proves this with
launches in this space including the iShares € Govt Bond Climate
UCITS ETF and the iShares Global Govt Bond Climate UCITS ETF.
Pachatouridi explained the motivation behind these launches is
that there is “consensus and agreement” around the climate risks
facing sovereigns, both financially and physically, while consensus
is lacking in other areas of ESG.
“While we know sovereigns are negatively impacted by climate
risk, they are also a key source of funding for a transition to low
carbon economies,” she said.
“The Paris climate accord affords us increased climate
disclosure from countries which allows us to quantify both
physical risks and transition costs. All these factors point towards
the need for a government bond index that incorporates climate
considerations.”

Pandemic response

However, as governments across the world have been pouring
billions into the economy, opportunities for green investing in the
sovereign bond space have been on the increase.
A key example of this is the response from the European Union,
which has launched two programmes to finance a green recovery
from the pandemic – the Support to mitigate Unemployment Risks
in an Emergency loan programme (SURE) and Next GenerationEU,
with a total of €850bn of funding available under the two schemes.
WisdomTree has already taken advantage of this by launching
the WisdomTree European Union Bond UCITS ETF, which tracks
the performance of the iBoxx EUR European Union Select index.
The index only contains bonds issued by the EU to finance these
two initiatives.
“Bonds issued under the SURE programme are classified
as social, and a portion of the bonds issued under the
NextGenerationEU programme could be either social or green,”
Treiber explained.
“The high integration of ESG bonds within the strategy highlights
some of the ways issuers can adapt portfolio construction to better
meet the needs of ESG investors.”
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Fixed income: Making ground in ESG
The next big growth opportunity? Matthieu Guignard, global head of product development and capital
markets at Amundi ETF, Indexing & Smart Beta, examines how fixed income ESG ETFs are only just getting
started, however, challenges remain for the rapidly developing market.

F

ixed income has long lagged equities in the environmental, social
and governance (ESG) investing space, currently accounting for
only around around 9% of sustainable assets globally1. But this is
beginning to change. Demand for ESG debt is on the rise as is the
availability of efficient passive ESG fixed income solutions, particularly
since the outbreak of COVID-19. As increasingly socially conscious
investors re-evaluate their allocations to fixed income, this presents
significant investment opportunities.

A slow start but…

Compared to equities, progress to integrate ESG considerations
into fixed income portfolios has been slow. The very first equity ESG
index was launched over three decades ago, in 1990, but it was not
until 2013 that the first ESG fixed income index materialised.
One reason for this relates to historically perceived issues
with engagement. Bondholders do not have voting rights like
shareholders, leading to a myth that they had a limited ability to
engage and exert influence on companies.
However, times are changing fast and there is growing investor
demand for ESG fixed income solutions. For example, between
January 2018 and February 2021 assets under management
(AUM) in European fixed income ESG ETFs increased by six times
to €23.8bn. So what has brought about this change and what
opportunities does this bring?

Making ground

It is not hard to understand the potential benefits of incorporating
ESG analysis into fixed income investing. ESG scrutiny on a corporate
issuer may for instance reveal exposure to long-term investment risks
such as climate change that may take years to materialise. Indeed, it is
increasingly recognised that companies with strong ESG credentials
are less likely to default. They are also likely to be more profitable
over the long term and numerous studies attest to this.
1

Source: Morningstar: Global Passive ESG Landscape 2020

In light of this, asset managers have been working hard to
develop solutions that combine ESG with fixed income. ESG factors
are occupying a more important role in credit ratings and we are
seeing greater ESG integration and issuer engagement.
Bond investors, such as asset managers, are showing a greater
willingness to directly communicate with companies and hold them
to account on ESG issues. They recognise that while they may not
have voting rights like equity holders, this in no way lessens their
right, as stakeholders, to engage with bond issuers who are in many
cases also stock issuers.
Bond issuers, keen to attract increasingly socially conscious
investors and be included on the major indices, are now far more
forthcoming in supplying information. There is also more information
available from ESG information providers on previously neglected
areas such as government debt. Government debt is far less
advanced than corporate debt in terms of ESG integration for
a host of reasons including a lack of consistency with regards to
measuring material ESG factors, limits to data availability and less
well-developed ESG integration tools and practices. However,
increased investor scrutiny on ESG issues is driving progress in this
area.
Of late, this trend towards greater ESG integration in fixed income
has gathered newfound momentum. This has been accompanied
by a greater investor adoption of fixed income ESG ETFs.

Fixed income ESG ETFs in Europe:

€23.8bn

x6 increase in AUM from 2018 to February 2021
Source: Amundi
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2020: The year that ESG went mainstream

COVID-19 precipitated market turmoil and proved a real test of
portfolio resilience, leading many investors to re-evaluate their
allocations to fixed income. Yet amid the volatility, ETFs thrived,
proving nimble and resilient, and laying to rest any concerns that
the passive universe would dry up in a market crisis. Notably, large
volumes of fixed income ETFs were traded, even in segments
with dwindling liquidity. Monetary authorities – including the
Bank of England, the Bank for International Settlements and
the Federal Reserve – recognised their versatility and even
highlighted the role of ETF prices as a means of price discovery,
again, particularly in the fixed income space.
The pandemic also sharpened investor focus on ESG
illustrated by significant inflows of €60bn in European ESG
ETFs in the 12 months to February 2021, including €15bn in fixed
income.

ETFs embraced as the vehicle of choice

Demand for fixed income ESG ETFs has since soared as shown by
a survey, which found that over 80% of investment professionals
wanted to see more innovation within fixed income ESG ETFs3.

Fixed income ESG ETFs offer investors
a low-cost and highly efficient means
of incorporating sustainability in their
investment portfolios.
Their attraction is clear:

• They are low cost, allowing investors to incorporate
sustainability into a portfolio at a fraction of the cost of an active
fund.
• They offer transparency – investors can see what is in the
portfolio by looking at the constituents of the underlying index.
• They provide diversification and resilience – risk can be spread
across hundreds, even thousands of stocks.
• They are highly liquid – as discussed – even in times of market
stress.
• They offer a high correlation with their parent (non-ESG)
universe and minimal tracking error.

assets still only account for a small proportion of sustainable
assets globally.
But with sustainable investing increasingly seen as a necessity
as opposed to a luxury in managing long term investment risks
such as climate change, things are fast improving.
ETFs are increasingly being embraced as the vehicle of choice
to implement ESG fixed income in investment portfolios and we
expect continued innovation and assets under management
in these dynamic tools to surge. Ultimately this should lead
to greater choice for investors and an enhanced ability to
incorporate sustainability in their investment portfolios in a way
that reflects their beliefs and objectives.

About Amundi ETF

Amundi is a recognised European leader in the ETF market and offers over 150 ETFs5 across
all main asset classes, geographic regions and a large number of sectors and themes.
Amundi is leading the ESG transformation and its ETF, Indexing and Smart Beta platform is
known for its wide range of high-quality, cost-effective ESG solutions spanning equity and
fixed income and a range of levels of ESG intensity.
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This document is not intended for citizens or residents of the United States of America or
to any “U.S. Person”, as this term is defined in SEC Regulation S under the U.S. Securities
Act of 1933. The “US Person” definition is provided in the legal mentions of our website
www.amundi.com. Investors are subject to the risk of loss of capital. Promotional & noncontractual. Information which should not in any way be regarded as investment advice,
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financial securities. The accuracy, completeness and relevance of the information, forecasts
and analyses provided are not guaranteed. They have been prepared from sources
considered reliable and may be altered without prior notice. The information and forecasts
are inevitably partial, provided on the basis of market data observed at a particular moment,
and are subject to change. This document may contain information from third parties that do
not belong to Amundi (“Third Party Content”). Third Party Content is provided for information
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in Third Party Content derives exclusively from these third parties and in no circumstances
shall the reproduction or use of those opinions and commendation by Amundi AM constitute
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ETF designates the ETF business of Amundi Asset Management. This Document was not
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sponsored, approved nor sold by the index providers. The index providers do not make
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available from the providers. This document is being issued inside the United Kingdom by
Amundi which is authorised by the Autorité des marchés financiers and subject to limited
regulation by the Financial Conduct Authority (“FCA”). Details about the extent of regulation
by the FCA are available on request. This document is only directed at persons who are
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Business Sourcebook. The investments described herein are only available to such persons
and this document must not be relied or acted upon by any other persons. This document
may not be distributed to any person other than the person to whom it is addressed without
the express prior consent of Amundi.
Amundi Asset Management, French “Société par Actions Simplifiée” - SAS with capital of
€1,086,262,605 - Portfolio Management Company approved by the AMF (French securities
regulator) under no. GP 04000036 - Registered office: 90 boulevard Pasteur, 75015 Paris
- France.
437 574 452 RCS Paris.

The increasing investor appetite for fixed income ESG ETFs has
and will continue to drive greater product innovation and choice
for investors. Over the past two years, the proportion of fixed
income ETFs incorporating ESG criteria has increased from 4%
to 12% and in the first quarter of 2021 we witnessed a significant
investor shift towards ESG fixed income ETFs. European fixed
income ESG ETFs saw net flows of €9bn versus a total of €5bn
for the asset class overall.

There is a long road ahead but…

ESG progress in the fixed income market has a long way to go.
There is still a lack of consistency in the level of ESG information
provided by bond issuers, particularly within the sovereign debt
space, making ESG due diligence challenging. And fixed income
Source: Bloomberg Finance LP - Amundi ETF. From end of February 2020 to end of February 2021.
Source: Tabula Investment Management, July 2020
4
Source: Amundi ETF as of end February 2021
5
Source: Amundi ETF as of end of March 2021
2
3
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The No. 1 European Asset Manager(1)

Amundi ETF Responsible Investing Range
Green comes in many shades.
Choose the one that suits you.

As the leading European Asset
Manager(1), we support your
responsible investing ambitions,
and we are proud of that.
A wide range of cost-efficient ESG
equity and fixed income UCITS ETFs
A client-centric approach spanning
the spectrum of ESG integration
Climate-focused ETFs to help you
fight global warming

amundietf.com

INVESTORS ARE EXPOSED TO THE RISK OF CAPITAL LOSS.
For Professional Clients only. This promotion is being issued inside the United Kingdom by Amundi (UK) Limited, 77 Coleman Street London, EC2R 5BJ
United Kingdom. Amundi (UK) Limited is authorised and regulated by the Financial Conduct Authority (“FCA”) and entered on the FCA Financial Services
Register under number 114503. Further information of its authorisation is available on request. This material is not intended for citizens or residents of the
United States of America or to any “U.S. Person”, as this term is defined in SEC Regulation S under the U.S. Securities Act of 1933. This advertisement is
for information purposes only and does not constitute a recommendation to buy or sell. Investment in a Fund must only be made on the basis of the key
investor information document (“KIID”) and its prospectus, which include information on the investment risks, and are available in English upon request
or on amundietf.com. Transaction costs may occur when trading ETFs. (1) Source IPE “Top 500 Asset Managers” published in June 2020 and based on
assets under management as at 31/12/2019. |
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