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Q2 2018 CETFA Commentary
[bookmark: _GoBack]After Canadian-listed ETFs experienced the best-selling first quarter on record, the 2018 sales campaign reverted to below-average[footnoteRef:1] levels throughout the second quarter of 2018, having generated just $1.8 billion in three-month net creations. While sales were not particularly high in any of the three months, June produced the lowest monthly sales total for ETFs since September 2017, bringing in a mere $185 million in net creations. Despite this muted sales activity, ETF assets grew by 3.4% over the quarter to reach a new high-water mark of $157.0 billion as of June 2018. Contrary to the previous quarter, when net creations almost doubled asset growth, ETFs saw the majority of the $5.2 billion in Q2 2018 asset growth come from positive market effect.  [1:  Based on the trailing three-year period, average quarterly net creations totalled $5.2 billion. ] 

While ETFs experienced a relatively quiet quarter on the sales front, they were the favoured investment fund product among investors, as mutual funds experienced net outflows for the first time since Q2 2010. Year-to-date June 2018, ETFs have accounted for 41% of investment fund net inflows, and have consequently increased their share of total investment fund assets to 9.4%, which was up 90 basis points from 12 months prior. 
After placing second and third, respectively, in Q1 2018 net creations, Vanguard Canada and Mackenzie each climbed in the rankings to finish as the two best-selling ETF sponsors for the second quarter, registering three-month net creations of $969 million and $569 million, respectively. With $459 million in Q2 net creations, Horizons ETFs rounded out the quarter’s top three best-sellers. Both BMO and BlackRock, firms that are frequently found among the top sellers, ended Q2 in net redemptions of $133 million and $1.5 billion, respectively. 
Despite remaining the best-selling asset class, with $874 million in net creations, equity mandates experienced their lowest share of total ETF sales since Q3 2016, accounting for just 48.5% of Q2 net creations after recording an 85.6% share the prior quarter. Another occurrence not seen since Q3 2016 was that of U.S. mandates finishing as the quarter’s best-selling sub-asset class, as its collective $980 million in net creations outsold the equity asset class as a whole. Global mandates finished as the second best-selling sub-asset class for the second quarter, with $279 million in net creations, while Canadian mandates ended the quarter in net redemptions of $789 million. 
Fixed income mandates finished the quarter accounting for 35.2%, or $635 million, of total ETF net creations. Investment-grade bond ETFs contributed $366 million of this total, while high yield bond ETFs added the remaining $269 million. Multi-asset class mandates recorded their best-selling quarter in history on both an absolute basis, with $332 million in three-month net creations, and as a share of total sales, accounting for 18.4% of total ETF net creations over the quarter. 
When looking at product development, the second quarter of 2018 was relatively mild, as the 24 new funds launched over the three-month period represented the lowest total since Q4 2016. Actively-managed ETFs accounted for 18 of the 24 launches, while just one fund launch in Q2 2018 employed a purely passive strategy. BMO Asset Management led the way in product development, launching five new funds over the period, including the sole passive ETF launch, the BMO Global Communications Index ETF. 
The Canadian ETF landscape saw two new sponsors throughout the second quarter, ending June with 28 firms offering ETFs. Brompton Funds entered the segment in April 2018 through the conversion of two closed-end funds into actively-managed, exchange-traded offerings, while Scotiabank Global Asset Management became the fourth of the Big Six banks to enter the ETF space after launching four exchange-traded funds-of-funds in May. Further activity among sponsors came from Purpose Investments, which finalized the amalgamation of its wholly-owned subsidiary, Redwood Asset Management, into the parent company. 
On the distribution front, Canadian- and U.S.-listed ETF assets held by Canadian investors totalled $185.3 billion as of March 2018. Overall retail ETF ownership ended March at $122.2 billion in assets, having grown by 2.2% since the end of 2017. Concerning retail channels, the full-service brokerage (FSB) channel continued to dominate, accounting for 58.9% of total retail assets at the end of the first quarter of 2018. The online/discount brokerage (ODB) channel accounted for 33.5%, or $40.9 billion, of retail assets as of March 2018, while the financial advisor (FA) channel finished the quarter with $3.8 billion in assets. While remaining the smallest channel by ETF assets held by Canadian retail investors, with $2.5 billion in March 2018 assets, the robo-advice channel continued to grow at a torrential pace, increasing by 26.7% over first three months of 2018. 
This analysis was developed by Strategic Insight.
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