
Exchange-traded fund (ETF) assets in Europe have
surged over the past nine years, and strong growth is
forecaste to continue through 2013. While growth is
driven largely by institutional demand, retail investor
appetite is predicted to increase. Mutual fund firms in
Europe, therefore, face the challenge of understanding
and responding to the ETF phenomenon.

This report provides essential market intelligence to
enable fund manufacturers to meet that challenge.
Drawing on proprietary surveys and analysis, the report
examines the European ETF sector, threats from its
growth, and how fund managers can best respond to
one of the leading financial innovations of our time.

This  report  answers  the  following  questions:
• How quickly will ETF assets in Europe grow in the

future?

• How great a threat are ETFs to mutual fund net 
flows over the next few years?

• Will active ETFs feature in future product 
development in the European market?

• What type of asset manager is best suited to  
manufacture ETFs?

• What should mutual fund firms do to respond to the
rise of ETFs?

Overview
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• The 40% annualized growth rates in ETF assets under management in Europe 
recorded from 2004-2008 will taper, yet Cerulli still forecasts a 5-year CAGR for 2008-
2013 of 31%.

• The majority of mutual fund firms view ETFs as a threat to flows in both institutional 
and retail sectors, as they attracted net investment of €69 billion in 2008 and the 
first half of 2009.

• Almost 80% of European ETF assets are sourced from institutions, and there remains
scope for increased use amid expectations of growing supply.

• European asset managers have to consider their response to the rise of ETFs very 
carefully, especially since not all will be suited to expanding into the sector.
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Mutual fund firms clearly view ETFs as a threat to net investment flows, both in the institutional
and retail segments.
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ETF penetration of European institutional and retail portfolios is expected to increase.

Institutional investors like ETFs’ low cost, simplicity, transparency, and ease of trading.

They appear to use them in a variety of roles, from the management of transitional cash to

asset allocation. In the retail sector, ETFs are used mainly by high-net-worth (HNW)

investors. But regulatory change and pressure for better advice in Europe in the wake of the

financial crisis suggest more mass retail penetration by ETFs.

Europe’s ETF industry is dominated by three players—BlackRock’s iShares, Société

Générale’s Lyxor Asset Management, and Deutsche Bank’s db x-trackers—which together

control almost 80% of the market by AUM. A number of investment banks have launched

new ETF businesses recently, such as HSBC and Credit Suisse. New players face the chal-

lenge of delivering a distinctive product set and achieving scale quickly. The European mar-

ket is currently fragmented and lacking in liquidity for the biggest institutional investors,

one of many contrasts with the U.S. ETF sector.

The ETF marketplace in Europe features two distinct methods of manufacturing: the tradi-

tional in specieapproach, and the more recent synthetic, swaps-based technique favored by

investment banks. Swaps-based ETFs have enjoyed substantial growth of late, although

institutional investors say they are currently more comfortable with traditional replication

following the financial crisis.

Debate continues on which technique is better. Providers are increasingly offering both

types of ETF and tuning their marketing strategies to better differentiate their offerings. The

advent of the swaps-based approach has, however, sparked greater scrutiny of issues such

as hidden fees, complexity, and risk in ETFs.

Global United States Europe Japan Asia ex-Japan Latin America

AUM (US$ bn) 789.0 537.9 165.8 25.5 31.1 7.1

No. of ETFs 1,707 697 713 64 106 11

No. of providers 93 21 32 5 37 2

No. of exchanges 42 3 20 2 13 2

Daily trading volume (US$ m) 66,771.0 62,777.2 2,124.8 156.4 742.4 155.0

Average assets per ETF (US$ m) 462.2 771.7 232.6 398.3 293.2 649.1

Average assets per provider (US$ bn) 8.5 25.6 5.2 5.1 0.8 3.6

EXHIBIT 1:
OVERVIEW OF THE GLOBAL ETF INDUSTRY, JUNE 2009

Forecasts suggest global ETF AUM will hit US$1 trillion in the not too distant future.

Source: Barclays Global Investors ETF Industry Review Report
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assets are evenly split between the retail and

institutional segments—with a significant

chunk of investment coming from hedge

funds. The latter have been far less active in

Europe’s ETF sector because trading volumes

can be too thin for them. Retail investors play

a bigger role in the United States because of

the larger number of fee-based advisors there,

whose compensation model leaves them free

to use ETFs even though they do not offer rev-

enue sharing. A good number of U.S. advisors

also work on a mix of fees and commission,

again leaving room for ETF use.

European investment distribution, howev-

er, is bank- and/or commission-dominated,

locking out ETFs for many retail investors.

There is, though, the potential for change,

especially in the United Kingdom. The British

regulator, the Financial Services Authority

(FSA), is pushing through with its Retail

Distribution Review (RDR), which will out-

law retrocessions from product providers to

independent financial advisors (IFAs) and

seeks to improve the quality of the guidance

the latter provide. 

The new regime will take effect from

2012—assuming that the new British govern-

ment to be elected next year does not scrap or

water down the review. At first glance, the

post-RDR environment should be a much

friendlier one for ETFs. Indeed, in consulta-

tion documents the regulator has even high-

lighted the potential use of ETFs by IFAs.  

The poor quality of advice is also under

the microscope elsewhere in Europe. There is

a push in countries such as Spain and Italy to

boost the quality and independence of the

advice available to investors. There is also talk

of using the next iteration of Europe’s Markets

in Financial Instruments Directive (or “MiFID

II”) to tackle the problem of commission-bias

and churning across the Continent.

All these initiatives are in relatively early

stages, but the important point to take away is
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EXHIBIT 24:
CERULLI ETF PROVIDER SURVEY RESPONDENTS’ VIEWS ON THE ESTIMATED
SPLIT BETWEEN RETAIL AND INSTITUTIONAL OWNERSHIP OF EUROPEAN ETF
ASSETS, JUNE 2009

Institutions are thought to be by far the dominant users of ETFs in Europe, but retail penetration is expected to increase

in the years ahead.

Source: Cerulli Associates

into play, particularly during the crisis. These

include liquidity, ease of trading, transparency,

exposure to asset classes that might otherwise

not be available, and the market-timing possi-

bilities afforded by intra-day trading.

Still, fees remain an emotive and hot-but-

ton topic. ETFs compare favorably with

mutual funds in terms of fees in all asset

classes in Europe.

Research from Morningstar and Barclays

Global Investors puts the average TER for an

indexed international equity fund at 87 basis

points, compared with 49 basis points for an

ETF providing global equity exposure. That

puts ETFs ahead in terms of fees, but it is

worth remembering that ETFs may contain

hidden fees—such as trading and spread costs.

They may also generate “hidden” revenues

that are not passed back to investors. Having

said all that, it is worth pointing out that mutu-

al funds also have unseen costs.

Low fees have historically been a key sell-

ing point for ETFs in both the institutional and

the retail market. Some new providers, such as

Crédit Agricole Structured Asset Management

(CASAM), launched in September 2008, have

come into the market emphasizing low fees.

The company believes it is responding to a

perceived view in the market that ETF fees are

still too high in Europe.

Today, institutional investors still cite fees

as a key consideration when selecting ETF

providers. However, in the retail market, low

fees have proved to be a hindrance as well as a

benefit. Commission-driven financial advisors

do not appreciate the lack of revenue-sharing

opportunities. This looks set to change some-

what in the future with the introduction of new

legislation that will encourage fee-based per-

sonal financial advice in parts of Europe,

mainly the United Kingdom.

Advisors to the institutional market are
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EXHIBIT 33:
SOURCES OF DIRECT AND INDIRECT REVENUE FROM ETF PRODUCTS, 2009

ETF providers work hard behind the scenes to maximize the profitability of their products, with the management fee often

just one component of direct and indirect revenue.

Source: Cerulli Associates

retail sphere. But quite how they would exe-

cute such a strategy, when their margins are

already being squeezed by key distribution

channels, is an interesting question.

Distributors, in any case, are under pressure to

improve their service to investors, and are

tightening up the roster of products they want

to offer. Cozying up to fund vendors would

thus be of little benefit to the large number of

underperforming and pricey active funds

shown a clean pair of heels by cheaper, index-

tracking ETFs.

Increased usage of ETFs 

Aside from promoting multi-asset offer-

ings and boosting links with distributors, the

mutual fund firms surveyed also believed that

increasingly using ETFs in their own products

was a good response. This view links nicely to

promotion of multi-asset products, since ETFs

can work well in multi-asset portfolios by giv-

ing cheaper and more flexible access to coun-

tries, sectors, and different types of invest-

ment, be it stocks, bonds, or commodities.

Some big providers already stress that ETFs

are part of the toolkit they use to deliver opti-

mized portfolios for institutions.

Fee compression

The survey results on the best and worst

responses to the ETF challenge also reveal

some telling resistance to change. Cutting fees

on active products, for instance, is the second

least popular response. But, like it or not, the

success of cheap ETFs inescapably puts the

spotlight on fees. Investors will of course pay

for genuine active management excellence.

There just isn’t a lot of it around, which leaves

the mass of underperforming, high-fee active

funds struggling to justify their existence.
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EXHIBIT 50:

CERULLI FUND MANAGER SURVEY RESPONDENTS’ VIEWS ON THE BEST AND

WORST RESPONSES TO THE RISE OF ETFS IN EUROPE, 2009

Fund managers think that playing up their active management skills, for instance through multi-asset products, and

cementing relationships with distributors are among the best responses to the rise of ETFs.

Source: Cerulli Associates
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