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ETF stock lending revenues surge on volatility

ETF securities lending revenues for 2015 to date are up by a quarter year on last year, despite flat

demand to borrow.

— The securities lending industry has generated $214m of revenues lending ETFs ytd
— Revenue surge largely driven by increased pricing power as balances have stayed flat
— Over a third of all ETFs by value were trading special over this summer’s volatility

The ETF industry breached the $3bn
threshold this year as investors ploughed
over $310bn of new assets into the 6,200
products currently listed. 2015’s strong
inflows, which are on track to beat last years’
record haul, take the industry’'s AUM grown
for the last three years past the 40% mark.

The rising popularity of ETFs has been
mirrored in the value of ETF assets currently
sitting in lending programs, which has jumped
from $116bn at the start of 2013 to an all-time
high $160bn as of latest count. This growth in
lending program inventory has just managed
to keep up with the wider asset class, which
means that the proportion of all ETF assets
available to lend has stayed flat at the 5.3%
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While the supply side of ETF securities
lending has been relatively flat in real terms,
the demand to borrow ETF assets has proved
much more resilient. The balance of ETF
assets out on loan has jumped by over 60%
since the start of 2013 to settle at the $50bn
mark for the last two years. Interestingly, this
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demand to borrow ETFs has been relatively
flat in the last 24 months, which runs contrary
to the popularity of the asset class form an
investor point of view.

The flat balances do not look to have affected
the industry’s profitability in the last few years
however as revenues generated by lending
out ETFs have grown significantly in the year
to date compared to the two previous years.
Revenues generated by ETFs so far in 2015
total $214m which represents a 26%
improvement on aggregate revenue figure at
the same point last year.
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This surge was entirely driven by the fact that
the fees commended by ETF loans have
surged ahead in recent weeks, given the fact
that balances have been flat over the last two
years. The weighted average fee for ETF
loans has surged ahead from 50bps mark
seen over 2013 to 70bps seen over recent
weeks. This summer’s volatility delivered a
brief bumper haul for lenders as the ETF
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stock loan fee surged above the 100bps mark
during the middle of September.

Fees over this period were largely driven by
specials as over a third of ETF loans were
lent out for a fee greater than 100bps over the
volatility, which shows that lenders were able
to hold pricing power over the worst of the
market’s swings, despite the fact that demand
to borrow stayed relatively muted. This pricing
power has also continued despite the recent
market rally seen since the start of October.
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