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ETFs
Making global
distribution a reality

Executive summary
It is a landmark moment for the ETF industry.
For the first time, global distribution of UCITS
ETFs – permitting 24-hour trading spanning
Asia, Europe and Latin America – has been
made possible through the introduction of
an efficient settlement process involving the
same ICSD model already used for Eurobonds,
depositary receipts and a substantial number
of ETFs in Europe.
Working with the ETF industry, stock
exchanges, CCPs and CSDs in Asia and Latin
America, Euroclear has established the first
global distribution channel for UCITS ETFs.
This allows trading in the same ETF to follow
the sun in an efficient manner through crosslistings on different continents.
By issuing ETFs within an ICSD such as
Euroclear Bank, the international structure
with a common depositary removes the major
operational and settlement issues that have
often deterred issuers from cross-listing their
ETF products around the world and imposed
additional costs on market-makers – costs that
have ultimately been borne by end-investors.
This development builds on the international
structure pioneered by Euroclear in 2013

to facilitate ease of trading and settlement
of UCITS ETFs between different European
exchanges, and which is now used by issuers
representing around 40% of Europe’s ETF market.

Background
Historically, trading the same ETF on different
markets around the world has been a
cumbersome and often costly process due
to major operational and settlement issues.
Despite cross-listings, market-makers have
been obliged to reposition their ETF inventory
from one marketplace and settlement silo to
another in order to satisfy the requirements of
their local book. This can involve complicated
interactions with issuers and fund service
providers and a degree of manual processing.
As a result, where UCITS ETFs have been listed
and traded on non-European exchanges, there
have been frequent settlement delays, buy-ins
and financial penalties. This in turn has led to
higher execution costs in the form of wider
bid-offer spreads and reduced liquidity.
It is widely recognised that there is substantial
demand for UCITS ETFs beyond Europe. This
reflects both the high regard in which the
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regulatory framework is held and the tax efficiency of
the product. “The industry has grown exponentially
since the UCITS ETF emerged as an international
wrapper with clients across Latin America, the Middle
East and Asia all taking to them,” says Jim Goldie,
Head of ETF Capital Markets (EMEA) at Invesco.
“But without an efficient means of moving ETF shares
from one settlement venue to another, liquidity
providers are less able to manage inventory in a cost
effective manner.”
The settlement issues have been a disincentive to
issuers to cross-list their UCITS ETF products outside
their home market and often forced non-European
investors keen to buy a UCITS ETF to do so through
channels outside their home domicile.

Issuance
structure

Domestic

All of this has been a limiting factor on global
market-makers’ ability to provide liquidity and
quote keen prices. “It takes considerable effort to
move shares around between markets, even though
they are fungible at the fund level” says Slawomir
Rzeszotko, ETF Business Development at Jane Street
Capital, which operates a global book across its
three operating centres of New York, London and
Hong Kong: “There are areas of Latin America and
Asia where this means allocating a lot of resources
to manual processing. In addition, fines for late
settlement can be pretty high.”

International

Trading Venues

CCPs

CSDs

“The industry has grown exponentially
since the UCITS ETF emerged as an
international wrapper.”
Jim Goldie, Head of ETF Capital Markets (EMEA), Invesco
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ICSDs

“This gets reflected in two ways. First, in certain
markets we are unable to scale the amount of
business we do. Second, there is extra cost in terms
of spread and liquidity to incorporate the additional
risk and time involved.”
Frank Mohr, Head of ETF Sales-Trading at
Commerzbank, a big market-maker in ETFs in
both Europe and Asia, says there are a variety of
cost components involved in determining spreads:
“Settlements costs can be a big one. Where we
know there are repeated settlement issues, we have
no alternative but to quote wider spreads. It is the
only tool we have.”

“The rate of adoption of ETFs is
increasing very quickly as clients
get more confidence.”
Slawomir Rzeszotko, ETF Business Development,
Jane Street Capital

The ICSD solution
Euroclear has been working with ETF issuers, stock
exchanges, CSDs and CCPs in both Latin America
and Asia to simplify ETF post-trade processes, and
bring to their ETF markets the same benefits the
ICSD model has demonstrated across Europe. That
work is now beginning to bear fruit.
Using the international structure, an issuer can now
create a single UCITS ETF product and distribute it
not only in Europe but by way of cross-listings in
Mexico and Hong Kong. The Mexican CSD went live
in September 2018, Hong Kong went live in May
2019 and more exchanges in Asia, the Americas,
and Middle-East are expected to join the ICSD
settlement structure for ETFs over time.
Under the international ETF structure, a physical
global certificate is issued and held in one of the
common depositaries used by the ICSDs. ETF
security positions move around by way of electronic
book entry in the same way as a depositary receipt
which has been issued and held via the common
depositaries.
The new ICSD model brings numerous benefits.
For issuers, it:
• simplifies and streamlines the distribution process
beyond Europe by removing obstacles to dealing
in UCITS ETFs in non-European trading venues
• broadens the potential investor base
• reduces costs as it increases scalability of the fund
For market-makers the model:
• offers a larger settlement window within
a multi-currency platform
• materially reduces settlement fails and the threat
of settlement penalties
• cuts mid- and back-office costs
• removes the need to maintain a local
inventory buffer
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The new structure is expected to yield improved
transparency, deeper liquidity and tighter dealing
spreads for investors, as it has in Europe.

The Mexico experience
ETFs are an important component of the Mexican
market. Taken together, foreign shares and ETFs
account for 41% of daily trading volume, with
ETFs contributing around 90% of that total.

So, in 2016, Indeval initiated a consultation
process with the Mexican regulator and other
market members to address the need to
rationalise the custody chain.

However, moving UCITS ETFs to Mexico
has historically been a time-consuming and
cumbersome process. With each ETF sponsor
nominating its own custodian, Indeval, the
Mexican CSD, had nine different custodians
holding the non-Mexican securities listed on the
Mexican exchange. This complexity of the model
increased post-trade costs, risks and delays, and
it sometimes resulted in fails which discouraged
potential investors.

As a result, new regulation was passed in June
2017, making Indeval responsible for selecting
the custodian for non-Mexican assets and Indeval
became sole sponsor for ETF issues listed on the
Mexican exchange.

“Centralising our European
assets within Euroclear has
increased efficiency for
Mexican participants.”
Roberto González Barrera, CEO, Indeval
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The settlement issues were a big disincentive
for local investors, particularly pension funds,
discouraging them from buying European
ETFs. Any failing trades would have resulted in
substantial penalties from the CCP.

It was then decided to consolidate all European
portfolios in Euroclear Bank, thereby reducing
custody and settlement fees by more than 50%.
The new direct Euroclear custody and settlement
arrangements for UCITS ETFs went live in
September 2018.
The changes have had an immediate impact.
“Centralising our European assets within
Euroclear has increased efficiency for Mexican
participants” says Roberto González Barrera,
CEO of Indeval.

“We now offer full STP processing in a reliable
environment, which has increased same-day
settlement from 20% to over 80%, despite the
seven hour time zone difference. And, we now
have truly efficient flow of corporate action
information.
“The number of listings and the value under
custody in UCITS ETFs has tripled since 2017
to almost 160 ETF issues and over EUR 6 billion.
On the cross-border transaction side, the average
monthly value of ETF transactions has more than
doubled since 2017, reaching around EUR 50
million in 2018.”
Among those new listings are 31 SPDR products,
which were cross-listed in Mexico in February.
Mark Harris, Vice President, ETF Capital Markets,
SPDR, says: “This allows us to broaden our UCITS
distribution and service an investor base that
looks favourably on the UCITS brand.
“Market-makers that support us now have a
single pool of assets to satisfy their trading in
Europe and Mexico,” he points out. “We expect
to see a lot more activity on the part of investors
in their own time zone.”
Invesco is another issuer that has taken the
opportunity to start listing its ETFs in Mexico
since the introduction of the ICSD model.

“We listed our first ETF in April and we are
looking to extend the number of listings in
Mexico using the ICSD model”, says Invesco’s
Mr Goldie.
Jane Street’s Mr Rzerszotko says the changes
in Mexico have been very positive. “The rate
of adoption of ETFs is increasing very quickly
as clients get more confidence to use these
products. We are very excited about the
prospects for ETFs in Latin America.”

Hong Kong: pent-up demand
Settlement delays have acted as a significant
deterrent to the cross-listing of European ETFs
on the Hong Kong Exchanges and Clearing Ltd
(HKEX). Failure to settle a trade on time results
in an immediate buy-in, a financial penalty and a
requirement to file a report to the regulator.
“As importantly,” says Mohamed M’Rabti,
Director and Deputy Head of FundsPlace,
Euroclear, “it has a negative effect on the
perception of the product in a market where
on-time settlement is taken for granted.”
Hong Kong operates a T+2 settlement cycle with
a 16:00h cut-off. Given the time zone difference,
any market-maker wanting to deliver in securities
from Europe effectively has no more than a day

“Settlement efficiency is key to winning
acceptance in Latin America and Asia.”
Mohamed M’Rabti, Director and Deputy Head of FundsPlace, Euroclear

and a half to manage a process that may involve
an issuer and one or more fund service providers.
Similarly, if a market-maker needs to create
shares in a cross-listed ETF it will have to wait
until they have physically settled in Europe before
repositioning them into its HK inventory. That
process, says Brian Roberts, Senior Vice President,
Head of Exchange Traded Products, HKEX, “can
take four days.”
All of this has to be priced in by market-makers.
“The result is wider spreads,” says Mr Roberts:
“We have conducted spread analysis and, after
creation cut-off times, spreads have been seen
to widen by up to 50 basis points. That is being
absorbed by investors. There are higher execution
costs and less liquidity. As a result, many issuers
are less inclined to cross-list in Hong Kong.”
That is now changing. Euroclear has been
working with ETF issuers that use its international
structure to cross-list their UCITS ETFs in
Hong Kong.

The Exchange/CSD has opened a link with
Euroclear so market-makers trading these issues
no longer have to go through a realignment/
reregistration process as the shares will be
held in Euroclear.
“Issuers should no longer be put off by
operational concerns, so we expect more fruitful
conversations with them,” says Mr Roberts.
“This should lead to more competitive spreads
and more liquidity, removing many of the market
quality issues.”
The ICSD’s role here has important ramifications
for the Exchange. “It is part of our strategy
to become Asia’s ETF marketplace,” says Mr
Roberts. “At present, a large number of Asian
institutions trade in the US or European markets
when they want to buy international ETFs. With
the ICSD link, Hong Kong can provide an ETF
trading centre for investors in Asia, offering
good execution and timely settlement, all in a
convenient time zone.”

“Issuers should no longer be put off by operational concerns,
so we expect more fruitful conversations with them.”
Brian Roberts, Senior Vice President, Head of Exchange Traded Products HKEX
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Looking to the future
In many parts of Asia and Latin America, a
perceived lack of settlement certainty has acted
as a strong headwind for the growth of UCITS
ETFs. “Settlement efficiency is key to winning
acceptance in these markets,” says Mr M’Rabti, .
“In both Hong Kong and Mexico, the settlement
issues have held back enthusiasm for the
product – until now.”

SPDR’s Mark Harris says introduction of the ICSD
model will make a big difference: “This gives
us the ability to service our investors locally
rather than obliging them to send orders over
to be executed in Europe. We can now look to
list locally with a lot more confidence. Marketmakers can make tighter prices, knowing they’ve
got inventory on their books.”

That is echoed by Mr Harris at SPDR: “There is no
point having a great product if you’re going to
have costly and inefficient processes.”
Looking to the future, Mr Mohr draws on the
experience in Europe since the introduction of
the ICSD model for ETFs. “That was a major
step in the right direction and we hope to see a
similar development in Asia and elsewhere. There
is undoubtedly demand from Asian investors for
UCITS products.”
At Jane Street, Mr Rzerszotko stresses that the
prospect of improved settlement can only be
positive: “Anything that allows us to move ETFs
in a more efficient way is a huge win for us. It
allows us to offer the lowest possible spreads
and reduces the cost to clients.”
.

“We can now look to list locally
with a lot more confidence.”
Mark Harris, Vice President ETF Capital Markets, SPDR

“It is important that the whole
ETF ecosystem works together to
make the most of a wonderful
product and delivers positive
experience for investors.”
Frank Mohr, Head of ETF Sales-Trading, Commerzbank

Mr Mohr is hopeful the openness to change
shown by the Mexican and Hong Kong market
infrastructures will prove a template for other
jurisdictions: “It is important that the whole ETF
ecosystem – involving all participants, be they
settlement systems, market-makers, exchanges
or issuers – works together to make the most
of a wonderful product and delivers a positive
experience for investors.”
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