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European investors increasingly turn to ETF shorting as

credit risk resurfaces

Credit risk has more than doubled in the last 12 months reaching levels not seen in over two years.
This has led to investors increasingly using European listed bond ETFs to express bearish views

on global bonds.

— The value of European bond ETF short positions crossed the $1bn mark amidst volatility
— High Yield ETFs find themselves the most shorted with USD and Euro funds topping the list
— Five funds generate 85% of the stock lending revenue

Last summer saw investors turn to shorting
bond ETFs as the bond market kicked back to
into life amid the Greek crisis. Volatility has
continued in earnest in 2016 as the Markit
iITraxx Europe index, which tracks CDS
spreads across investment grade issuers, hit
a three year high of 121 bps earlier this
month. The surging credit risk across Europe
(and globally) has seen investors short
European listed bond ETFs with renewed
vigour. This comes as the aggregate value of
short positions across the asset class crossed
the $1bn mark for the first time ever in
February to top out at $1.16bn last Monday.

European Listed Bond ETFs
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While short interest across the asset class
has receded back under the $1bn in the last
week, the current $930M of aggregate short
positions is still higher than that seen at any
point last year, which shows that bearish

sentiment across bonds is still highly elevated.
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High yield products see most bearish
sentiment

The products that have attracted the most
bearish sentiment in the recent wave of
shorting activity have been on the riskier end
of the scale as two high yield funds currently
top the list of the most borrowed European
bond ETF. The two funds, the Ishares $ High
Yield Corporate Bd Ucits ETF and Ishares
Euro High YId Corporate Bd Ucits ETF make
up over half of the current short base as both
funds now have more than $250m of shares
out on loan.

Most Shorted European Listed Bond ETFs
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Emerging market bonds have also been in
the crosshairs as the Ishares J.P. Morgan
$ Emerging Markets Bond Ucits ETF saw as
much as $215m of borrow in recent weeks.

The fact that investors now use ETFs to short
US high yield and emerging market bonds
speaks volumes about the growth of
European ETFs in recent years. Investors

compiled by markit


http://www.markit.com/Commentary/NewsCommentarieFile?CMSID=ae48530e334f4e088be653fde66736d9
http://www.markit.com/Commentary/Get/15022016-Credit-Japan-swept-up-in-global-risk-re-pricing

markit

Markit Fixed Income Commentary

now use the asset class to express both long
and short views on an increasingly diverse
set of asset classes. In fact, investors can
now access an all-time high $4.1bn of
European listed bond ETFs now sitting in
lending programmes, a number that has
grown by 6% vytd, twice the rate of AUM
growth seen by European ETFs.
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The bond ETFs asset sitting in lending
programmes are also proving increasingly
lucrative to beneficial owners willing to lend
them out. The increased demand to borrow
the asset class in recent weeks has seen the
stock lending revenue generated by bond
ETFs sitting in lending programmes jump to a
recent high of 25 bps on an annualised basis.

This trend is highly concentrated towards a
minority of funds which see the most demand

to borrow and in turn generate the most stock
lending revenue. In fact, five funds make 85%
of the current annualised stock lending
revenues.
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