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$2.6bn in global securities lending revenue

o Government bond balances and revenues decline
e Bright spots for corporate bond lending
e IPOs boost US equity lending revenues

Global securities lending revenues for Q2 2019 totalled $2.59bn, 10% below the average
Q2 revenue over the last three years. There were some bright spots, with an increase in
special balances in some of the larger markets along with continued expansion in emerging
asset classes. Total loan balances fell 12% YoY, with the largest driver being declining
demand for government bonds. The largest contributor to the revenue shortfall was
European equities, however even within that asset class there were some bright spots such
as specials demand for UK equities.
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The spate of recent US IPOs boosted demand for equity specials. The most notable was
Beyond Meat, where fees for new borrows exceeded 300% during the second week of
June. Those lofty fees made the plant-based meat-alternative the most lending revenue
generating security globally for Q2, at just over $50m. The other significant revenue
generator from the US IPO space was LYFT (UBER also attracted significant borrow
demand, however a larger float kept a lid on fees).

The first quarter of 2018 represented the post-crisis peak in demand for government bonds,
with average loan balances greater than $1tn. Each subsequent quarter has seen declining
balances, with Q2 2019 balances averaging $815bn. The primary driver of demand has
been the collateral needs of broker-dealers in relation to regulatory requirements for holding
high quality liquid assets (HQLA). Increased issuance, reflected in additional holdings on
broker-dealer balances sheets, may be contributing to the declining overall demand.
Despite the cooling overall demand, there were some short-lived opportunities to generate
lending revenue, most notably the on-the-run 10Y bond in early June.

Securities lending global loan balances
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Corporate bond lending revenue fell 18% YoY, primarily driven by declining demand for
dollar denominated credits. Revenues for EUR and CAD denominated bonds increased on
the back of higher fees, despite lower loan balances. Overall revenues fell for both
investment grade and non-investment grade issues, however within each there were some
countertrends. The largest positive contribution to investment grade revenue growth was




from the CAD denominated bonds; the largest positive contributions to non-investment
grade revenue growth were EUR and GBP denominated issues.

Equity lending revenues came in at $2.1bn, a decline of 17% compared with Q2 2018. Asia
equity lending revenues fell 14.6% compared with Q2 2018, the first YoY decline in
quarterly revenues since Q3 2017. The YoY decline for Asia was entirely driven by lower
fees, however balances remain elevated though they have fallen from record Q1 levels.
Asian equities also contributed to ADR revenues, which were 9.5% higher than Q2 2018.
ADR revenues failed to better the all-time record revenue set in Q1.

ETF lending revenues continue to underperform 2018, primarily the result of lower fees and
balances for high-yield bond funds. Borrow demand for exchange traded products remains
robust, with Q2 balances 12% higher YoY. The most revenue generating funds continue to
be USD HY credit, broad US equity index, leveraged loans and emerging markets.

Conclusion:

The YoY revenue shortfall in the first half of 2019 relative to 2018 appears rather large,
however it's worth noting that H1 2018 was the best six month span post-crisis, making for a
tough comparison. For some perspective, the H1 2019 revenues were a 4% improvement
compared with H1 2017. Against the broad trend of declining fees and balances, some
asset classes have presented opportunities to generate incremental income, notably
including the Cannabis sector, emerging markets, ex-USD corporate bonds, US IPOs and
hard-to-borrow UK equities.
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reproduction or dissemination, in full or in part, in any media or by any means, without the prior written
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