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EXCHANGE
THOUGHTS

2022 Global

ETF Investor Survey .z

Pace of Investor Demand for ETFs Accelerates, Closing the Gap with Other Investment Products




2022 Survey Methodology

2022 marks our ninth annual survey of investors across the globe, where we capture how they are selecting and utilizing exchange-traded funds (ETFs) in their
portfolios. This year BBH captured responses from 386 institutional investors (33%), financial advisors (34%) and fund managers (33%) from the U.S., Europe
(including the U.K.) and Greater China to identify key trends, highlight changing sentiment and explore areas of innovation and regulation that current and future
ETF managers need to be aware of.*

What is the total market value of investments you manage in USD as of today? Please indicate the percentage of your AUM invested in ETFs
57% Us. Europe Greater China
43% 3% 3% 1%
\ | |
49
3% 33% 1% 20% 8%
(1]
220/0 240/0 260/0 260/0
32% 26%
13% 30%
8% 6o 6% 42% ’ 32%
27%
Under US $100 million US $100 million—$1 billion US $1-$10 hillion US $10 billion and above
[] 1-10% 11-25% 26-50% | 51-99% 100%
M us Europe Greater China

* Some of the numbers in the tables throughout the survey have been rounded off to the nearest percentage point.
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Big Changes

Investments keep growing:

0]
45 /O of respondents hold at least
$1 billion AUM invested in ETFs

Tradin g \olumes ienifiod

as biggest concern in Europe when investing in
Active ETFs

Investors may be looking for ETFs
with larger AUM, as we saw an increase
In investors stating they need at least

$250M in AUM

Demandfordeﬁned OUtCOme

ETF product development is growing, with the
U.S. leading the way
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Key Findings

With emerging ETF trends expected to accelerate in 2022,
84% of global ETF investors plan to increase their ETF
allocations, a 12% increase from our 2021 findings and the
highest in our nine years of publishing this survey.

Active strategies represented about 10% of global net
inflows in 2021,2 driven mostly by U.S. investors. Globally
interest is growing: 78% of respondents expect to increase
their exposure to actively managed ETFs (up from 65%

in 2021).

Nearly all U.S. investors (86%] plan to increase fixed
income ETF allocations over the next 12 months, jumping
significantly from 67% in 2021.

38% of respondents plan to allocate 11-20% of their
portfolio to thematic ETFs over the next five years,
with Internet & Technology strategies generating the
most interest in all jurisdictions.

89% of investors plan to add ESG investments to their
portfolios, including 56% who will access ESG exposure
through thematic ETFs. In Europe specifically, 90% of
investors plan to increase allocation to ESG in 2022 and
47% prefer Article 8 funds under the newly available
Sustainable Financial Disclosure Regulation (SFDR)
classifications.

Given the growing interest in digital assets, 54% of
investors plan to add digital asset and cryptocurrency
thematic strategies to their portfolio in 2022.

Approximately one third of respondents use model
portfolios provided by ETF issuers, and another 20%
rely on model portfolios from third-party providers.

1. https://www.etf.com/sections/blog/what-watch-etfs-2022
2. ETFGI global report, December 2021
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ETF Marketplace

Maijority of investors plan to increase their ETF allocations in 2022

Do you expect your use of ETFs to increase, decrease, or stay the same over the
next 12 months?

Increase

Stay the
Same

Decrease

Us.

88%
P
mm 1%

1%
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Europe

10%

10%

80%

Greater China

84%

15%

1%

=2021

ETF issuer more of a concern in 2022

When selecting ETFs, please rank your top three of the following in terms of importance.

Us.

ETF Issuer

Trading Volume

Tax Efficiency

Trading Spreads

Index Methodology

Historical Performance

Tracking Error

Europe

Trading Volume
ETF Issuer
Tax Efficiency

Expense Ratio

Trading Spreads

Historical Performance

Index Methodology

Tracking Error

Greater China

Trading Volume
ETF Issuer

Historical Performance

Tax Efficiency

Expense Ratio

Index Methodology
Tracking Error

Trading Spreads
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ETF Marketplace

2022 saw an increase in investors seeking at least $250m in ETF AUM

What is your “Rule of Thumb” for minimum AUM for a new ETF before you’ll invest?

Achieving sector exposure varies

Which is your preferred method for achieving exposure to a specific sector

for your portfolio?

Under $25 million $25-100 million $100-250 million More than | don't have a
$250 million “rule of thumb”
54%
11%
38%
. 34%
25% 30% 289 [ 29% 27%
0,
159 /% o
1% 3% 109
7% ° 9% 10%
RI 0 2% 3% o
< I = m [0
58%
43%
36% 35%
0 31%
26% 0% 27% 27% °
0,
15%
10%
~N i 1% 8% 6o, 6% 5% 49
S 1 1 oml'

™ tota. M us.
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Europe B Greater China

Greater
TOTAL u.s. Europe China

B-uy shares in a hgndful of 18% 18% 19% 18%
different companies in a sector

Buy share's of the best performing 9249% 299% 19% 24%
company in a sector

Buy a sector-specific ETF 22% 19% 26% 22%
Buy a sector-specific mutual fund 18% 15% 16% 22%
Buy a thematic ETF 17% 19% 19% 14%
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ETF Marketplace

Approximately one third of respondents use model portfolios provided by ETF issuers,
and another 20% rely on model portfolios from third-party providers

How do you build your ETF portfolio?

Total

U.s. Europe Greater China

Bottom-up research of each ETF based on client plan
" Usea proprietary/affiliated model
B Useo third-party model
B Use ETF Issuer model (e.g. BlackRock)
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Do you expect your exposure to actively-managed ETFs to increase, decrease, or stay the same
over the next 12 months?

TOTAL UsS. Europe Greater China
78% 83% 11% 79%
]
Increase
Stay the 18%  16% 19% 19%
Same
4% 1% 10% 2%

Decrease

= 2021
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In what asset class would you be most likely to look for in an actively-managed ETF?

U.s.

Europe

Greater
China

Global Equity (17%) 16% (16%) 19% (21%) 25% (16%)
e R— (5% 22% (13%)  10% (8%  25% (21%)
Fixed Income (18%) 21% (16%) 17% (16%) 12% (21%)
Asset Allocation (15%) 1% (13%) 10% (12%) 15% (18%)
Alternatives (7%) 7% (7%) 15% (10%) 6% (5%)
Currency (11%) 10% (16%) 1M% (14%) 5% (5%)
Domestic Equity (10%) 1% (12%) 5% (8%) 1% (10%)
Commodities (7%) 2% (7%) 13% (10%) 5% (4%)
(2021 %)
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Active ETFs

Investors split regionally across key focus areas on active ETFs

What concerns you most when investing in active ETFs?

33%

27%
23% W 24%

20%

Performance Manager Tenure/
Experience

33%

27% 27%
. 25% .

10/0 00/0 0% 10/0
| |

Trading Volume Expense Ratio

“tota. Mus. Europe " Greater China
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[ don't invest in
active ETFs

50% of U.S. ETF investors plan to buy
semi-transparent, active ETFs

Will you buy a semi-transparent, active ETF in the next 12 months?

Definitely
| Possibly
H

B Not sure what a semi-transparent,
active ETF is
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Smart Beta

If you purchased a smart beta ETF in the last 12 months, what did it replace in your portfolio?

What share of smart-bheta products currently make up your AUM?

Total Greater
) 1% D Less than 5% U.S. Europe China
Th 6-10% |
R An aCtl'fce'y(;ma”aged (27%)  20% (22%)  31% (29%)  31% (30%)
11-20% mutual fun
27%
B Greater than 20% Index mutual funds (19%) 34% (19%) 25% (16%) 20% (15%)
Not sure what a smart-beta product is Allocated new
47% . ) . ivestment dollars (24%) 27% (24%) 18% (18%) 25% (24%)
0 not use smart beta
. Core index exposure (22%) 17% (16%) 17% (22%) 21% (27%)
U.s. Europe Greater China
= 2% 2% 2% 1%3% | did not purchase smart beta (8%) 2% (8%) 9% (15%) 3% (4%)
(1]
17%
26% 5% (2021 %)
) 30%
45% 30% 59%
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Smart Beta

Smart beta is used most for alpha and generating income

What is the top reason why you are using/considering using smart beta?

39%

31%

26%
23%

21%

38%

33%
13%

19%
22%  22%

Al

24%

24% 24%

20%
| 12% \

0%

1 0/0 OO/O
| |

0%

Seek Returns Above Benchmark
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Generate Income

M ToTAL

Hus

Mitigate Risk

| Europe B Greater China

Reduce Volatility

2021

Other
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Do you plan on increasing your exposure to thematic ETFs?

Total
u.s.

40
" € 1%

88%
85%

Yes . No
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Europe

<

82%

Keep the same

5%

Greater China

1%

84%

Which thematic strategies do you plan to add to your portfolio in 2022?

(Respondents could choose multiple responses)

Greater

U.sS. Europe China
Internet/Technology 61% 56% 72%
EnV|ronment/Susta|nab|||ty/ 51% 46% 66%

overnance

Digital Assets/Cryptocurrency 51% 40% 66%
Robotics & Artificial Intelligence 35% 36% 62%
Autonomous & Electric Vehicles 34% 32% 54%
Healthcare 36% 30% 43%
Cannabis 13% 19% 3%
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Thematic ETFs

Thematic ETFs may move beyond satellite opportunities

In five years, what percentage of your portfolio will be in thematic ETFs?

6%

1%

7%

1-5%

3%

32%

260/ 0 2 5 0/0
21%

6-10%

! ToTAL
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46%

11-20%

HMus Europe

29%

23%
21% 20%

8%
6% I 6% 6%

21-50%

H Greater China

Above 50%

More fund managers plan to invest 11-20% in thematic ETFs

In five years, what percentage of your portfolio will be in thematic ETFs?

Institutional RIA/Financial Fund
Investor Advisor Manager
3%

5%

[ 1-5% 6-10% - 1120% W 2150% B Above 50%
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Do you plan to increase your allocation to ESG investments (not limited to ESG ETFs)
over the next year?

89%  89% 0% ggo, TOTAL
M us

Europe

Greater China

2021
5% 5% 6% 6% 6% 6% 5% 6%
|
Yes No Not Sure
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What is preventing you from adding ESG to your portfolio?

Total

Concerned about the performance of ESG ETFs
Lack of client interest
40%

B Lack of consistent methodology and framework

ESG ETFs are too expensive

Us. Europe Greater China

36% 37%
46%
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ESG

Most investors rely on their own ESG research and methodology

How do you evaluate ESG ETFs?

Third-party ratings

In-house/proprietary
ESG ratings criteria

Review company
statements/reports for
underlying holdings

Brand recognition
of ETF manager

Sustainable Finance Disclosure

Regulation (SFDR) article classifications — |[m. 28%
(applicable to EU respondents only)

M torat Mus [ Europe " Greater China
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In Europe, almost half of respondents weight their allocation
towards funds that promote ‘environmental and social and good
governance characteristics’

When reviewing SFDR classifications, do you weight your allocation to
certain articles?

Europe

27%

| select ETFs classified under Article 6
. | select ETFs classified under Article 8
| | select ETFs classified under Article 9

RIA/Financial Institutional
Advisor Fund Manager Investor

22%

18%

20%
36%
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Fixed Income ETFs

Do you expect your exposure to fixed income ETFs to increase, decrease, What types of fixed income ETFs do you plan to add to your portfolio?
or stay the same over the next 12 months? (Respondents could choose multiple responses)
Greater
Total u.s. Europe China
U.S. Treasury ETF 54% 31% 40%
15% Increase
Corporate Bond — Investment Grade ETF 44% 37% 38%
Stay the same Mortgage-Backed or Asset-Backed Securit
ortgage-Backed or Asset-Backed Securities 0 0 0
o M Decrease (MBS/ABS) ETF 38% 24% 44%
18%
Emerging Market Bond ETF 28% 32% 42%
] Corporate Bond — “High Yield” ETF 38% 21% 38%
UsS. Europe Greater China
3% Treasury Inflation-Protected Securities (TIPS) ETF 36% 27% 35%
11% 0
o 15% Municipal Bond ETF 31% 24% 35%
0
China Treasury ETF 20% 15% 48%
69% 79%
86% .
Short-Duration Bond ETF 26% 28% 27%
Sovereign Debt 16% 1% 45%
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Fixed Income ETFs

Portfolio allocation to fixed income ETF varies

What is your current portfolio weight to fixed income ETFs?

TOTAL

1-10% 1%

11-20% 16%

21-30% [ 23%

31-40% [ 23%

41-50% [ 19%

51-60% 10%

>60% 3%
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Us.

4%

17%

I (%

I 07%

9%

5%

Europe
15%
23%
22%
15%
14%
8%

3%

Greater China
4%

10%
[ 26%
32
— 16Y%

F”%

1%

65% of institutions globally have allocated more than
30% of their portfolio to fixed income ETFs

What is your current portfolio weight to fixed income ETFs?

Institutional RIA/Financial Fund
TOTAL Investor Advisor Manager

1-10% 7% 5% 10% 6%
11-20% 16% 13% 22% 12%
21-30% 23% 17% 20% 32%
31-40% 23% 29% 17% 24%
41-50% 19% 19% 20% 18%
51-60% 10% 13% 8% 8%
More than 60% 3% 4% 4% 0%
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Fixed Income ETFs

Liquidity remains chief concern, followed closely by trading
volume and expense ratios

What concerns you most when investing in fixed income ETFs?

Liquidity of

underlying bonds

TOTAL

28% (34%)

U.s.

22% (29%)

Europe

29% (34%)

Greater
China

32% (40%)

Trading volume

27% (23%)

31% (26%)

25% (23%)

25% (21%)

Expense ratio

27% (27%)

37% (30%)

25% (23%)

20% (26%)

Tracking error

17% (13%)

9% (3%)

19% (15%)

22% (12%)

[ don't invest in
fixed income ETFs

(2021 %)

1% (3%)
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1% (3%)

3% (5%)

1% (1%)




For the latest insights visit:

THOUGHTS REGS Mind: Linked[T}].

BBH.com/exchangethoughts BBH.com/ontheregs BBH.com/mindonthemarkets Brown Brothers Harriman
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NEWYORK BEIJING BOSTON CHARLOTTE CHICAGO DUBLIN GRAND CAYMAN HONG KONG JERSEY CITY KRAKOW LONDON
LUXEMBOURG NASHVILLE PHILADELPHIA TOKYO WILMINGTON ZURICH WWW.BBH.COM

Data as of January 2022

Brown Brothers Harriman & Co. (“"BBH") may be used as a generic term to reference the company as a whole and/or its various subsidiaries generally. This material and any products or services may be issued or provided in multiple jurisdictions by duly authorized and regulated subsidiaries. This material is for general information and reference purposes only
and does not constitute legal, tax or investment advice and is not intended as an offer to sell, or a solicitation to buy securities, services or investment products. Any reference to tax matters is not intended to be used, and may not be used, for purposes of avoiding penalties under the U.S. Internal Revenue Code, or other applicable tax regimes, or for promotion,
marketing or recommendation to third parties. All information has been obtained from sources believed to be reliable, but accuracy is not guaranteed, and reliance should not be placed on the information presented. This material may not be reproduced, copied or transmitted, or any of the content disclosed to third parties, without the permission of BBH. Pursuant
to information regarding the provision of applicable services or products by BBH, please note the following: Brown Brothers Harriman Fund Administration Services (Ireland) Limited and Brown Brothers Harriman Trustee Services (Ireland) Limited are regulated by the Central Bank of Ireland; Brown Brothers Harriman Investor Services Limited is authorised and
regulated by the Financial Conduct Authority; Brown Brothers Harriman (Luxembourg) S.C.A is regulated by the Commission de Surveillance du Secteur Financier Ull trademarks and service marks included are the property of BBH or their respective owners. © Brown Brothers Harriman & Co. 2022. All rights reserved. 1S-07932-2022-02-17 20220183

On September 7, 2021 State Street Corporation and BBH announced that they have entered into an agreement for State Street to acquire BBH's Investor Services business, including its custody, accounting, fund administration, global markets and technology
services. Following the transaction, BBH will continue to independently own and operate its separate Private Banking and Investment Management businesses. We believe that regulatory reviews should be complete by the end of the 2nd quarter 2022.



