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The premium discount narrative 
Some market participants have pointed to dislocations between fixed income ETF prices on 
exchange and their NAV as a sign that the ETF structure broke down amidst Covid19-related 
market stress observed in the early parts of 2020. A broad range of fixed income ETF 
strategies traded at steep discounts to NAV during the month of March 2020 (Figure 1). 
However, our analysis suggests that it was not the ETF structure that broke down. Instead, 
price dislocations stemmed from the underlying bond prices which determine these 
products’ NAVs . 

Taking a closer look at how ETF NAVs are calculated highlights the issue at hand - third-party 
pricing agents failed to accurately adjust their pricing models used in NAV calculations. As 
shown in Figure 1, fixed income ETFs saw price-NAV dislocations across the board at the 
beginning of March 2020, which persisted for roughly 20 trading days until normalization 
began in April 2020. Price discounts versus NAV began to subside towards the end of 
March as pressure in certain parts of the underlying bond markets were supported by 
central bank interventions, including bond purchase facilities brought forward by the US 
Federal Reserve, the Bank of England and the European Central Bank. Notably, the 
Secondary Market Corporate Credit Facility (SMCCF), part of the US Federal Reserve’s 
corporate bond purchasing program, had the flexibility to purchase US-listed investment 
grade and high yield corporate bond ETFs. The introduction of these new purchasing 
programs led to a material increase in demand for bonds. As a result, fixed income ETFs 
began trading with  premia to their NAVs at the beginning of April for roughly two weeks, 
until the market normalized further.

Key takeaways

	— Fixed income ETF discounts during March 2020 reflected challenges in 
underlying bond pricing, not a failure of the ETF structure.

	— ETF market prices helped provide real-time price discovery at a time when bond 
market liquidity and NAV pricing mechanisms were impaired.

	— Authorized Participants (APs) and exchange market makers remained active 
during the volatile period, supporting liquidity across ETF primary and secondary 
markets.
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The average discount to NAV for investment grade corporate bond ETFs listed in the US 
reached 3.4% in mid-March, with some products seeing discounts of more than 8%.1 
As ETFs are traded in the open market and bound by arbitrage, it is fair to assume that 
if an ETF’s price is too low versus its underlying basket, liquidity providers would have 
arbitraged away the discount to NAV. If these products’ NAV prices were actionable, 
and market makers could have sold the underlying bonds at substantially higher prices 
than indicated by the ETF price in the market, any dislocation would likely have been 
normalized quickly.

The impact of underlying bond market structure
For equity ETFs, it is difficult for the market to disagree with the NAV published on every 
business day. The underlying stocks trade on regulated stock exchanges with an official 
closing price for every stock each day. ETF prices may on occasion deviate from their 
NAV or fair value; however, these dislocations are usually short lived given the arbitrage 
relationship between the ETF and the underlying basket of stocks. Bonds, in contrast, 
trade over the counter (OTC) and do not have official closing prices in the same way that 
stocks do. There is no single official price to use for bonds when valuing the NAV of a 
fixed income ETF or mutual fund. ETF issuers and mutual fund companies therefore rely 
on third party pricing agents that estimate prices to the best of their ability on any given 
day. In the US, corporate bond and municipal bond trades are reported daily to US TRACE 
(Trade Reporting and Compliance Engine) and MSRB (Municipal Securities Rulemaking 
Board), respectively, but some fixed income markets have no central reporting and prices 
are fairly opaque. In these markets where OTC traded prices are unreported, third-party 
pricing agents can gather quotes from dealers to help derive a fair value price for each 
security. This practice relies upon dealer quotes being timely and at executable prices. 
As markets sell off, dealers can be hesitant to mark down their inventory. These quotes, 
which are no longer actionable levels for the bonds, can lead to artificially inflated NAV 
prices. 

We saw this dynamic during March 2020, when many bonds traded several percentage 
points away from indicative dealer bids. In the US corporate and municipal markets 
where OTC trades are centrally reported, pricing agents have much more data to work 
with. In theory, this transparency should help improve pricing, but the pricing agents still 
face challenges as a large portion of the bond market do not trade every day. If a bond 
does not trade, then there is no price reported to US TRACE or MSRB and pricing agents 
must again rely solely on dealer quotes to derive fair value prices.
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Figure 1: Average ETF premium/discount to NAV by
fixed income strategy for ETFs listed in the US

 
 

 
Source: Bloomberg L.P., data as of January 2021
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1.	 Source: Bloomberg L.P., data as of January 2021



AP participation and primary market trading
A topic that frequently surfaces in times of market stress is the participation of APs and 
market makers given their central function in the ETF ecosystem and their ability to 
potentially step away. It should be said when looking at the period in March 2020, that 
the ETF infrastructure and lifecycle remained robust overall, with APs and market makers 
remaining active across our diversified range of ETFs and the wider ETF market. 

Specifically, in March and April of 2020, we saw increased primary market activity from 
some of our mid-tier APs, contrary to the belief that APs may step away during periods of 
stress. There were also more active APs in the Invesco fixed income UCITS ETFs in March 
and April 2020 than the preceding January and February. Invesco’s top three APs for both 
February and March 2020 remained the same; however, their market share of primary 
market activity fell from 80% to 67%. While this shows our top three APs remained 
competitive, it also illustrates that other APs were willing and able to step up and provide 
liquidity in our ETP  range throughout the extreme bouts of volatility witnessed in 2020. 

The same 16 APs were active in the primary market for our Irish domiciled ETPs in 
February and March 2020. At no point during the period of market volatility in March and 
April 2020 did Invesco have to suspend the ability for APs to place cash or create/redeem 
orders in any of our ETFs. Additionally, there were seven active APs in our fixed income 
ETFs in March 2020, which was an increase from four in the preceding January and five in 
February. This again signals that more APs were willing and able to provide competitive 
pricing during periods of underlying market stress, rather than stepping away during 
these periods.

As mentioned previously, we saw a significant spike in both primary and secondary 
market trading across our ETF range in March and April 2020. However, the primary 
to secondary market trading mix in March 2020 was not extraordinary compared with 
other months and was close to the average for the year. Similarly, the mix of on-exchange 
versus OTC turnover for secondary trading saw no meaningful deviation in March 2020 
and was roughly in line with the average ratio of 6:1 over the course of 2020 (i.e. for every 1 
USD traded in our ETFs on-exchange, there were 6 USD traded OTC). 

In conclusion, whilst trading volumes spiked during the turbulent months of 2020, we 
saw more activity from our APs than during quieter market conditions. Both primary 
markets and secondary markets for ETFs continued to function, which enabled our 
clients to trade our ETFs even during challenging market conditions. There were also no 
meaningful deviations in the mix between primary and secondary market turnover or 
on exchange versus OTC trading ratios. This suggests that the narrative that ETF selling 
pressure during these turbulent months applied additional pressure on the underlying 
equity and bond markets, and that APs stepped away during this volatile period was not 
the case at all. Instead, ETFs saw a large increase in trading volumes while continuing to 
act as both a price discovery vehicle and a shock absorber during this period of market 
stress. ETFs really showed what they are capable of during that time. 
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For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, 
Finland, France, Germany, Greece, Italy, Liechtenstein, Luxembourg, the Netherlands, Norway, 
Portugal, Spain, Sweden and Switzerland. This is marketing material and not financial advice. It is not 
intended as a recommendation to buy or sell any particular asset class, security or strategy. Regulatory 
requirements that require impartiality of investment/ investment strategy recommendations are 
therefore not applicable nor are any prohibitions to trade before publication. 

This overview contains general information only and does not take into account individual objectives, 
taxation position or financial needs. Nor does this constitute a recommendation of the suitability 
of any investment strategy or product for a particular investor. Investors should consult a financial 
professional before making any investment decisions. It is not an offer to buy or sell or a solicitation of 
an offer to buy or sell any security or instrument or to participate in any trading strategy to any person in 
any jurisdiction in which such an offer or solicitation is not authorized or to any person to whom it would 
be unlawful to market such an offer or solicitation. It does not form part of any prospectus. While great 
care has been taken to ensure that the information contained herein is accurate, no responsibility can 
be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. 

The opinions expressed are those of the individuals expressing them personally and may differ from 
the opinions of other Invesco investment professionals. Opinions are based upon current market 
conditions, and are subject to change without notice. As with all investments, there are associated 
inherent risks. Please obtain and review all financial material carefully before investing. Asset 
management services are provided by Invesco in accordance with appropriate local legislation and 
regulations. 

This material may contain statements that are not purely historical in nature but are “forward-looking 
statements.” These include, among other things, projections, forecasts, estimates of income, yield 
or return or future performance targets. These forward-looking statements are based upon certain 
assumptions, some of which are described herein. Actual events are difficult to predict and may 
substantially differ from those assumed. All forward-looking statements included herein are based on 
information available on the date hereof and Invesco assumes no duty to update any forward-looking 
statement. Accordingly, there can be no assurance that estimated returns or projections can be 
realized, that forward-looking statements will materialize or that actual returns or results will not be 
materially lower than those presented. 

By accepting this document, you consent to communicate with us in English, unless you inform us 
otherwise. 

All information is sourced from Invesco, unless otherwise stated. 
All data as of October 2026, unless otherwise stated. All data is USD, unless otherwise stated.
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Investment risks 
The value of investments and any income will fluctuate (this may partly be the result of 
exchange rate fluctuations) and investors may not get back the full amount invested.
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