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Key Takeaways
× The European exchange-traded fund market had a stellar start to 2021, gathering EUR 48.2 billion of

inflows in the first quarter, a new quarterly high. Assets under management grew by 10% to EUR 1.16
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trillion.
× The trend toward sustainable investing accelerated in the first quarter with 54% of total inflows in the

period directed to environmental, social, and governance ETFs. Assets in ESG ETFs already represent
10.2% of total assets invested in ETFs in Europe.
× Risk-on sentiment favoured equity ETFs, which netted close to 90% of total inflows in the first quarter.
× The flows data provided evidence of a rotation from growth to value equity strategies.
× Flows into thematic ETFs amounted to EUR 5.5 billion in the first quarter, a new high for this segment,

while assets grew to EUR 29.4 billion from EUR 23.2 at the end of 2020.
Executive Summary
The European ETF market—inclusive of exchange-traded commodities—started 2021 on a high, with
net inflows of EUR 48.2 billion in the first quarter, up from EUR 44.8 billion in the last quarter of 2020
and setting a new quarterly record. Assets under management rose by 10% to EUR 1.16 trillion from EUR
1.05 trillion at the close of 2020, with inflows and capital appreciation contributing to the increase.
The trend in favour of ESG investments accelerated in the first quarter of 2021. ESG ETFs gathered EUR
25.8 billion of inflows in the period, up from EUR 21.3 billion in the last quarter of 2020. This accounted
for 54% of total money invested in ETFs during the period. Assets in ESG ETFs have increased to EUR
117.9 billion from EUR 87.0 billion at the end of 2020 and already represent 10.2% of total assets
invested in ETFs in Europe.
In terms of broad asset classes, equity was king, attracting EUR 42.4 billion of flows in the first quarter.
This was just shy of 90% of all money invested in ETFs over the period and built on what had already
been a good fourth-quarter 2020 when equity ETFs netted EUR 38.6 billion. The mix of inflows and
increase in valuations propelled assets in equity ETFs to EUR 776.1 billion from EUR 674.9 billion at the
end of 2020. Meanwhile, flows into bond ETFs amounted to EUR 4.3 billion in the first quarter, down
from EUR 9.8 billion in the previous period.
The much talked about rotation from growth to value found confirmation in first-quarter flows, with
value equity strategies netting EUR 5.3 billion. US large-cap value equity and global large-cap value
equity were among the top 10 flow-gathering Morningstar Categories in the period, whereas US largecap growth languished in the bottom 10.
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Exhibit 1 Europe ETF Market Quarterly Net Flows (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

Exhibit 2 Europe ETF Market Quarterly Assets Under Management (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.
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Flows by Main Asset Class
Exhibit 3 Europe ETF Net Flows and Assets Under Management by Broad Asset Class (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

Equity
Exhibit 4 Equity ETF Net Flows by Morningstar Category (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

Equity ETFs gathered EUR 42.5 billion of inflows in the first quarter of 2021. These flows represented
almost 90% of total money invested in ETFs in Europe over the period and were up from EUR 38.6 billion
in the last quarter of 2020.
The trend toward ESG investments continued apace. Equity ESG ETFs attracted EUR 18.3 billion of flows
in the first quarter. This accounted for 43% of total flows into equity ETFs over the period.
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Assets in equity ETFs grew by 15% over the quarter to EUR 776 billion from EUR 675 billion at the close
of 2020 and represent 67% of total assets invested in ETFs in Europe.
Risk-on sentiment was dominant as the rollout of COVID-19 vaccines and its positive impact on equity
market valuations across the globe continued to buoy investors. However, the flows data shows
investors making a differentiation between geographical areas based on the rate of success of local
vaccination programmes. For example, eurozone large-cap equity, France equity, and Germany equity
ETFs all saw outflows and were the bottom three categories for flows in the first quarter. By contrast, US
large-cap blend equity ETFs attracted a solid EUR 6.7 billion of inflows and even UK mid-cap equity ETFs
found their way into the top 10. It is hard not to think that the eurozone has sorely lagged the United
States and United Kingdom in the administration of vaccines to its population and is paying the price in
terms of investors' allocation preferences.
Away from vaccine-led investment decisions, the data also provided evidence of a rotation toward value
strategies. The move from growth to value had been touted extensively for much of 2020, and it seems
that investors are finally putting their money where their mouths are. US large-cap value equity and
global large-cap value equity ETFs attracted EUR 2.6 billion and EUR 1.6 billion, respectively, in the first
quarter. By contrast, US large-cap growth equity ETFs saw outflows close to EUR 300 million.
Exhibit 5 Equity ETF Net Flows by Fund (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

In terms of individual funds, several mainstream S&P 500 ETFs appeared in the bottom 10 for the
quarter. This would look at odds with the fact that US large-cap blend equity was the top moneygathering equity category in the period. However, the bulk of flows in this category were directed to ESG
investments, so it is fair to conclude that some investors who previously had their money in the
mainstream S&P 500 ETFs switched to the ESG versions.
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Fixed Income
Exhibit 6 Fixed-Income ETF Net Flows by Morningstar Category (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

Flows into bond ETFs totalled EUR 4.3 billion, down from EUR 9.8 billion in the fourth quarter of 2020.
Assets grew to EUR 270.8 billion from EUR 267.9 billion. This means that inflows were partly offset by
capital losses.
In terms of categories, as was the case in the last quarter of 2020, Chinese Treasury bonds were a
favourite, attracting EUR 2.9 billion. Their appeal is easy to understand from a risk/return perspective.
They offer a tasty yield pickup compared with developed-markets government bonds and have proved
remarkably resilient within the cohort of emerging markets.
Elsewhere investors showed interest in inflation protection. Eurozone and US inflation-linked bond ETFs
gathered inflows of EUR 580 million and EUR 570 million, respectively, in the first quarter.
In terms of individual funds, special mention goes to the SPDR Bloomberg SASB U.S. Corporate ESG ETF,
which was the highest-grossing bond ETF—in fact, the highest-grossing ETF overall—in the quarter in
Europe with EUR 4.5 billion of inflows. This has all the hallmarks of being a one-off large investment
from an institutional investor, not least as all the money came in bulk in the month of February, but it
nonetheless goes to show that ESG fixed-income ETFs are starting to make important inroads with
investors. In fact, four or the top 10 money-gathering bond ETFs in the first quarter track ESG indexes,
and interestingly they all represent different areas of the fixed-income market.
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Exhibit 7 Fixed-Income ETF Net Flows by Fund (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

ESG
Exhibit 8 European ESG ETF Flows and Assets Under Management (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

Flows into ESG ETFs amounted to EUR 25.8 billion in the first quarter, up from EUR 21.3 billion in the last
quarter of 2020. This represented close to 54% of total flows in ETFs in the period. Assets in ESG ETFs
grew to EUR 117.9 billion from EUR 87.0 billion at the end of 2020 and already account for 10.2% of all
money invested in ETFs in Europe.
There has been a significant increase in flows into ESG products in the last two quarters, and this is
expected to continue, supported by new money and by a rotation from non-ESG investments into ESG
alternatives. ESG is one of the key priorities in terms of product development for ETF providers in 2021.
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Exhibit 9 European ESG ETF Flows (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

Strategic Beta
Exhibit 10 European Strategic-Beta ETF Flows and Assets Under Management (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

Strategic-beta ETFs attracted EUR 9.6 billion of inflows in the first quarter, up from EUR 3.8 billion in the
fourth quarter of 2020. The increase was led by the group of value equity ETFs, which gathered EUR 5.3
billion over the period and saw assets increase to EUR 16 billion from EUR 9 billion.
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Assets in strategic-beta ETFs amount to EUR 79.2 billion and represent 6.8% of total assets invested in
ETFs in Europe. Dividend strategies remain the largest grouping in the strategic-beta universe in Europe,
with assets of EUR 24.7 billion.
Thematic
Exhibit 11 European Thematic ETF Flows (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

Thematic ETFs attracted a record EUR 5.5 billion in net money across the quarter, helping to push total
asset levels to an all-time high of EUR 29.4 billion.
IShares Global Clean Energy ETF USD was the biggest recipient of funds, collecting EUR 613 million in
the period. Another winner was Invesco Elwood Global Blockchain ETF, which targets companies with
exposure to blockchain technology and hauled in EUR 405 million.
Notable new thematic launches in the period included hydrogen economy ETFs from LGIM and Van Eck.
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Provider League Table
Exhibit 12 Top 10 European Providers (Ranked by Assets Under Management) (EUR, Billion)

Source: Morningstar Direct. Data as of 31/03/2021.

IShares was the top provider in terms of flows in the first quarter, attracting EUR 15.5 billion. However,
this was down from EUR 22.4 billion in the last quarter of 2020. Assets in iShares ETFs grew to EUR 505
billion from EUR 466 billion, but its market share dropped from 44.2% to 43.6%.
Xtrackers saw inflows of EUR 7.2 billion, up from EUR 4.7 billion in the previous period. State Street
came in third with EUR 6.0 billion, led by the one-off EUR 4.5 billion investment into SPDR Bloomberg
SASB U.S. Corporate ESG ETF.
Lyxor attracted inflows of EUR 3.6 billion and assets increased to EUR 86.0 billion from EUR 77.3 billion.
On 7 April, Amundi announced that it has entered exclusive negotiations to acquire Lyxor. The operation,
subject to regulatory approval, is expected to conclude in early 2022. Based on current data, Amundi
would become the second-largest ETF provider in Europe with a market share of 13.6%.
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Annex—New Launches in Q1 2021

Source: Morningstar Direct. Data as of 31/03/2021.
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Source: Morningstar Direct. Data as of 31/03/2021.

About Morningstar Manager Research
Morningstar Manager Research provides independent, fundamental analysis on managed investment
strategies. Analyst views are expressed in the form of Morningstar Analyst Ratings, which are derived
through research of five key pillars—Process, Performance, Parent, People, and Price. A global research
team issues detailed Analyst Reports on strategies that span vehicle, asset class, and geography.
Analyst Ratings are subjective in nature and should not be used as the sole basis for investment
decisions. An Analyst Rating is an opinion, not a statement of fact, and is not intended to be nor is a
guarantee of future performance.
About Morningstar Manager Research Services
Morningstar Manager Research Services combines the firm's fund research reports, ratings, software,
tools, and proprietary data with access to Morningstar's manager research analysts. It complements
internal due-diligence functions for institutions such as banks, wealth managers, insurers, sovereign
wealth funds, pensions, endowments, and foundations. Morningstar’s manager research analysts are
employed by various wholly owned subsidiaries of Morningstar, Inc. including but not limited to
Morningstar Research Services LLC (USA), Morningstar UK Ltd, and Morningstar Australasia Pty Ltd.
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