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ETF Report Q1 2017 Commentary

Canadian-listed ETFs continued to experience substantial growth during the first quarter of 2017. After six consecutive months of asset growth, ETFs ended March 2017 at a new high-water mark of $122.9 billion in assets. A favourable combination of positive market returns and record sales fuelled the growth of Canadian-listed ETFs. The majority of the growth can be attributed to strong inflows of $6.5 billion in Q1 2017. This figure represents the highest quarterly total on record, breaking the previous record of $5.6 billion set in Q1 2016. 
With the rising investor and advisor awareness of the benefits of incorporating ETFs in portfolio construction, the segment has been gaining market share within the broader investment fund space. As of February 2017, ETFs accounted for 8.0% of all investment fund assets (mutual funds and ETFs, collectively), an increase of 1.1 percentage points from a year earlier. Over this time period, ETFs posted double digit asset growth of 35.1%, while mutual fund assets grew by 15.0%—a still powerful result given the size and level of maturity of the product. In terms of sales, ETFs accounted for 25.7% of all net flows into investment funds during the first two months of 2017, compared to 22.9% over the same time period in 2016.
Sales were widespread for ETF sponsors, with most firm posting positive results during the quarter. BMO Asset Management led all firms in Q1 2017 net creations with $2.9 billion, accounting for 45.0% of ETF inflows. Vanguard Canada trailed behind having generated $1.0 billion in sales throughout the quarter. The iShares S&P/TSX 60 Index ETF led Canadian-listed ETFs in net redemptions for the quarter ($487 million), nonetheless, Blackrock Canada exhibited strong sales in February and was able to round out the top three best-selling sponsors for Q1 2017 with $691 million in sales. 
Equity was the best-selling asset class for ETFs during Q1 2017, having accounted for 59.1% of ETF flows, or $3.8 billion. Exhibiting a change in pace from 2016, Canadian equity mandates outsold U.S. equity mandates, pulling in $1.7 billion in sales during the quarter. The fixed income asset class generated $2.5 billion in net creations, with investment-grade bonds dominating the asset class and accounting for 84.1% of flows. Within investment-grade bonds, mixed bonds accounted for 48.1% of flows, while corporate bonds accounted for an additional 46.2%.
Product development remained active throughout the first quarter, as Canadian ETF sponsors kept busy expanding their product shelves. With 30 ETFs launched, Q1 2017 had the greatest number of product launches for a quarter on record. As ETF sponsors attempt to differentiate their products and expand the scope of Canadian ETFs, the trend towards actively-managed mandates becomes prevalent in product development. Of the 30 ETFs launched in the first quarter of 2017, 23 employ either an actively-managed strategy or a strategic beta investment style. 
The ETF pipeline was accelerated by two new entrants into the Canadian-listed ETF segment: AGF QuantShares and Redwood Asset Management. Collectively, the two sponsors launched nine funds, all of which are actively-managed. Interest in the ETF space continues to be rampant at the start of 

[bookmark: _GoBack]Q2: both Desjardin and Manulife have entered the segment in April 2017, launching six and four ETFs, respectively. Desjardin has filed a preliminary prospectus for an additional two ETFs, while Franklin Templeton has filed a preliminary prospectus to enter the segment with four ETFs.  
In terms of retail distribution, during the final quarter of 2016 growth was driven by both full-service brokerage fee-based accounts and the online/discount brokerage (ODB) channel. Specifically, fee-based accounts assets grew by 8.4% over the three-month period. This contrasted with commission-based accounts, where assets contracted by 2.1%. Together, the two account types saw ETF in full-service brokerage (FSB) grow by 4.8%, totalling $56.7 billion as of December 2016. The ODB channel continued to be a fertile ground for ETFs, and assets in that conduit grew by 8.0% over the fourth quarter of 2016, totalling $31.6 billion at year-end.
The growth and growing acceptance of ETFs is not a Canadian-only but a global phenomenon. In 2016, ETF net flows worldwide surged to a record high of $387.0 billion, pushing ETF AUM globally to a new high-water mark, reaching $3.52 trillion as of year-end 2016. Research conducted by Strategic Insight suggests ETFs are expected to be adopted more broadly among retail investors in the future, and it is estimated that the global ETF industry could grow at a compound annual growth rate of 12.0% in the next five years to exceed $6.0 trillion by 2021. Historically, the ETFs globally have been expanding rapidly with a CAGR of 21.0% since 2008, while Canadian-listed ETFs experienced a CAGR of 24.8% over the same time period.
This analysis was developed by Investor Economics
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