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Highlights of the quarter
ETF industry assets and cash flow
ETF industry assets fell 2.2% in the third quarter to $7.2 trillion  
as inflows of $111 billion were offset by market depreciation  
of $274 billion, amid a growing sense that even as the Federal 
Reserve slows its nearly two-year campaign of raising interest 
rates, investors expect borrowing costs to remain elevated for  
an extended period. Equity returns were mixed across each sector, 
with utilities weighing on returns the most, while rises in long-term 
yields continued to weigh on fixed income prices.

ETF industry trends and developments
Ongoing concerns that the U.S. economy might be heading into 
recession in the coming months put a slight damper on the 
powerful ETF flows engine of recent years. While S&P 500 
strategies continued to generate interest, investors also looked 
for ways to potentially protect returns given the backdrop of an 
uncertain economic outlook. They explored alternatives to market-
cap-weighted strategies, as well as nontraditional equity ETFs. 
Still, advisors should carefully consider the specific risks that 
accompany such approaches.
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ETF industry assets and cash flow
Equity flows stay in the lead
ETF flows continued to revert to their historical 
mean, with equities again leading cash flows as 
they have for much of the 30-year history of ETFs. 
Equity ETFs attracted $79.8 billion in the third 
quarter despite domestic equities falling 3.3%. The 
flows appear to reflect investors possibly chasing 
strong equity performance year-to-date, as 
large-capitalization technology stocks rebound 
from 2022. Fixed income ETFs gathered $34 billion, 
a respectable haul compared with other quarters. 
But continued focus on keeping inflationary 
pressure at bay and the possibility of a recession 
likely impeded inflows. Moreover, broad fixed 
income prices retreated slightly. Overall, ETF 
assets fell 2.2% to about $7.2 trillion in the 
quarter, as inflows into equity ETFs offset stock 
and bond market declines.

Q3 2023 change in ETF industry assets
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Sources: Vanguard, based on data from Morningstar, Inc., for the quarter 
ended September 30, 2023.

Active ETF buzz continues

Actively managed ETFs are growing despite 
holding only 6.2% of industry ETF assets at 
quarter-end. But their success is manifesting 
itself disproportionately. Year to date, active 
ETFs have seen flows of $79 billion, but 37% of 
the flows have been into just 10 of 1,215 active 
ETFs in the marketplace. So while active ETFs 
continue to take hold, the strategy and manager 
are still paramount to an ETF’s success.1

1	 Morningstar, Inc., as of September 30, 2023.
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Note: Data based on U.S.-listed issues only, not including ETNs. 
Sources: Vanguard, based on data from Morningstar, Inc., as of  
September 30, 2023.

Third-quarter flows totaled $111 billion, which 
were about 20% lower than the $138 billion total 
gathered in the second quarter. Equities, again, 
were the main source of ETF inflows. More 
broadly, much of the equity inflows came from 
large-cap strategies, notably total-market 
strategies. Still, by quarter-end, U.S. and 
international equities lost value, reflecting in part 
a summer lull in markets that sapped liquidity as 
well as concerns about more rate hikes and the 
possibility of a recession. Although fixed income 
had billions of inflows in the third quarter, 
investors picked their spots, shedding high-yield 
corporate credit and gravitating to shorter-
duration credit but also doubling down on long-
term Treasuries. The latter strategy reflects 
anticipation of an eventual economic slowdown 
while also trying to defy concerns about the Fed’s 
rate strategy pushing yields higher.
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Equity ETFs
Of the $79.8 billion that flowed into equity ETFs 
in the third quarter, $66.6 billion went into U.S. 
equities—in line with long-term cash flow trends. 
ETFs that directly track the Standard & Poor’s 500 
Index continued to lead equity flows, gathering 
$57.7 billion year to date, or 30%, of net new 
equity ETF purchases in 2023. 

Also, small- and mid-cap ETF inflows were strong, 
a possible reflection of investors seeking to offset 
a growing concentration of large-cap companies 
in the U.S. stock market. And investors continued 
to explore alternative equity strategies in the third 
quarter, as they did through the year’s first half.

Equity ETF cash flow by category ($B)
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Spotlight on market concentration
The top 10 holdings in Vanguard Total Stock 
Market ETF (VTI) now occupy about 27% of its 
portfolio, compared with 14.2% a decade ago. 
Moreover, those large-cap holdings are now 
heavily tilted to the tech sector, which makes up 
26% of VTI, up from 18%. Notwithstanding that 
concentration, we believe investors should resist 
the temptation to shift out of market-cap-
weighted strategies. Any deviation from market-
cap weighting strays from the objective of 
achieving fair representation of the market. In 
addition, beating such strategies has historically 
been a challenge. In eight of the last 10 years, 
VTI’s annual performance has been in the top 
half of all ETFs in its category.2

2	 Source: Morningstar, Inc., from January 1, 2013, through December 31, 2022. VTI was in the top half of annual performance of those competing funds in eight 
of those 10 years, except 2021 and 2022. The number of funds in the comparison varied over those 10 years, from 1,559 in 2013 to 1,358 in 2022. Results will 
vary for other time periods. Note that the competitive performance data shown represent past performance, which is not a guarantee of future results, 
and that all investments are subject to risks. For the most recent performance, visit our website at www.vanguard.com/performance.

 Lastly, navigating 
away from market-cap-weighted strategies may 
result in unintended consequences, namely higher 
portfolio turnover and transaction costs to 
maintain an equal weighting, plus higher relative 
volatility from the greater exposure to mid- and 
small-cap stocks.

Total market cap of VTI’s top 10 holdings 
over time
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Source: Vanguard.
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Fixed income ETFs

Taxable fixed income
Fixed income inflows totaled $34 billion in the third 
quarter. Flows into investment-grade corporate 
credit, though, were half their second-quarter 
levels, as investors sought relatively attractive 
yields on the front end of the yield curve while 
keeping duration risk in check. In addition, 
outflows this year from inflation-protected  
bonds and commodities accelerated in the  
third quarter as investors reacted to declining 
inflation expectations. Flows out of long-dated 
U.S. Treasuries were muted, as investors appeared 
to be positioning their portfolios for an extended 
period of higher rates as the Fed winds down its 
nearly two-year rate-hiking campaign.

Municipal fixed income
Inflows into municipal bond ETFs continued in the 
third quarter at about the same level as in the 
second quarter. Flows into muni ETFs totaled 
about $3.8 billion, with most of those new 
investments concentrated in total muni strategies, 
with holdings across the muni yield curve.

Fixed income ETF cash flow by category ($B)
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Nontraditional Bond, and Target Maturity categories.
Sources: Vanguard, based on data from Morningstar, Inc., as of  
September 30, 2023.

Spotlight on credit exposure
Before the Fed began raising interest rates in 
early 2022, some investors were finding extra 
yield by increasing their credit allocations, 
notably high yield. With the yield curve generally 
providing more attractive yields, investors can 
reconsider their approach. Vanguard research 
shows advisors still relying on an overallocation to 
credit for that.3

3	 Vanguard analysis, based on 599 fixed income allocations observed in the period, with an average of six tickers per allocation sleeve, and Morningstar, Inc., as 
of June 30, 2023.

 We encourage advisors to explore 
options to offset high-yield exposure with 
Treasuries and investment-grade corporates and 
use duration levers to potentially enhance returns.

Advisors often favor high-yield bonds, 
but the magnitude varies

Advisor allocations to credit sectors
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The benchmark used for the corporate box plots is an advisor blended 
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15% Bloomberg Global Aggregate ex-USD Float Adjusted RIC Capped Index.
Sources: Vanguard, based on data from Morningstar, Inc., as of  
June 30, 2023.
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ETF industry trends and developments
Approach nontraditional equity ETFs  
with caution
One active strategy that appears to resonate 
with investors is nontraditional equity. Such 
strategies reached $53 billion in the third quarter, 
continuing a growth trend over the last two 
years. Derivative strategies are driving this 
growth, notably turnkey buy-write option 
strategies in an ETF wrapper. These strategies, 
borne of an environment of ultralow rates that no 
longer prevails, provide the potential benefit of 
income that buffers downside risk. Crucially, 
though, they don’t eliminate risks so much as 
transfer them. Thus, a few caveats are in order.

Nontraditional equity ETF growth ($B)
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Note: Data based on U.S.-listed issues only, not including ETNs.
Sources: Vanguard, based on data from Morningstar, Inc., from  
September 30, 2018, through September 30, 2023.

Buy-write ETFs

Buy-write ETFs that employ “covered call” 
strategies can generate yield and hedge against 
downside risk. But that comes at the cost of 
capped market appreciation in the event the 
underlying equity holding is “called” should it rise 
beyond its strike price. And downside risk remains 
should the ETF’s price decline, even if that is offset 
by the income from call-option premiums. Also 
critically important is that buy-write strategies, 
and alternative equity ETFs in general, are less 
tax-efficient and tend to have higher expense 
ratios than conventional equity ETFs.

If your goal is income, various income-generating 
ETF strategies that are more tax-efficient and 
lower cost than many alternative equity ETFs are 
readily available, notably fixed income ETFs and 
dividend-focused ETFs. Fixed income ETFs have 
less downside risk than equities, less correlation 
with equities, and more transparency than 
nontraditional strategies. Dividend-focused ETFs 
retain all upside potential and are more tax-
efficient than nontraditional ETFs. That said, option 
strategies such as covered calls and protective puts 
have merit in certain market conditions. 

If your goal is downside protection, remember 
that a diversified allocation of lower- or negative-
correlated asset classes—ample fixed income 
allocation to balance equity risk—is Vanguard’s 
best thinking. Otherwise, investors keen to explore 
option strategies can implement those by using 
option chains on Vanguard ETFs such as 
Vanguard S&P 500 ETF (VOO) and Vanguard 
Total Stock Market ETF (VTI), potentially at a lower 
cost relative to buy-write ETFs. Options on VOO, 
which trade more actively than those on iShares 
Core S&P 500 ETF (IVV), can potentially help 
clients seeking downside protection or enhanced 
yields at lower cost than using turnkey options.

Options on VOO and IVV
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Sources: Vanguard, based on data from Bloomberg from January 2, 2013, 
through September 20, 2023.
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Risk of recession still hangs  
over the investment landscape
Although signals remain mixed, the possibility  
of recession still looms over the market. The 
market seems to be pricing in a higher chance  
for a soft landing, but Vanguard believes that  
the Fed is not yet finished raising rates, which 
keeps the possibility of recession in focus. Given 
the persistent uncertainty, investors must remain 
flexible, preparing for the prospect of a recession 
through diversification while looking carefully for 
opportunities of potentially reliable returns.

A persistent 10-year/2-year yield curve inversion
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maturity bonds and 2-year Treasury constant maturity bonds from 
September 13, 2018, through September 30, 2023.
Sources: Vanguard, based on data from the Federal Reserve.

Recession outlook: On tenterhooks

On the one hand, the estimated 2.1% annualized 
second-quarter growth in gross domestic product 
(GDP) is above expectations, and job creation 
remains robust. On the other hand, certain 
economic indicators are signaling a potential 
recession, notably a yield curve inversion over 
the last year. Falling average hourly earnings, 
large increases in credit-card balances and 
delinquencies, and slowing housing prices and 
activity paint a more bearish picture. The yield 
curve inversion reached its deepest point in 
nearly 40 years early in the third quarter, a nadir 
depicted in the figure comparing the 10-year 
and 2-year Treasuries since September 2018.4

4	 Federal Reserve data, from June 1, 1976, through September 30, 2023.

Calibrating fixed income allocation

For advisors concerned about recession, revisiting 
your allocation to Treasuries may be sensible. As 
mentioned, advisors retain a high allocation to 
high-yield credit, which is funded by under-
allocating Treasuries.5

5	 Vanguard analysis, based on 599 fixed income sleeves observed in the period, with an average of six tickers per allocation sleeve, and Morningstar, Inc., as of 
June 30, 2023.

 Replacing some of that 
with Treasuries and investment-grade corporate 
bonds might provide a needed buffer in a recession. 
Notably, there’s value across the entire curve. 
Short-term bonds have attractive yields when 
rates peak and could potentially rise in price 
when yields begin to fall. But being overindexed 
to the short end could become problematic. An 
allocation to long-term bonds helps maintain 
higher yields for when rates decline. 

Historical bond performance one year after 
rates peaked
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index is not an exact representation of any particular investment, as you 
cannot invest directly in an index.
Sources: Vanguard, based on data from Bloomberg.
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The value of using a block desk to find liquidity
As ETFs gain in popularity, larger trades are 
becoming more frequent. Once an ETF trade 
crosses a certain size threshold—say, over 5%  
of the ETF’s average daily volume (ADV) or the 
quoted volume of the bid-ask—it’s imperative 
that investors plan their trades carefully to help 
avoid excess trading costs. Understanding the 
true cost of an ETF goes beyond comparing 
expense ratios, and learning how to set up big 
trades is mission-critical.

A glimpse at a big ETF trade
In June 2023, our ETF Capital Markets Desk  
was engaged to consult on the execution of  
a $256 million trade of 4.65 million shares of 
Vanguard Total International Stock ETF (VXUS) 
on behalf of a client. The trade was large—163% 
of the ETF’s ADV—and required careful planning 
to avoid excessive costs to the client. In the end, 
the trade was executed at the ETF’s ask price 
without affecting the market price. The key 
approach was in making full use of the ETF’s  
two sources of liquidity: the secondary market 
where ETFs are listed and the primary market 
where ETFs are created and redeemed. Using  
the right trading strategy, and at times using  
our ETF Capital Markets Desk for help, ETFs  
can allow investors to tap into these two liquidity 
sources to help achieve optimal trade execution.

Anatomy of a large VXUS execution
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Important information

For more information about Vanguard funds or ETF Shares, contact 
your financial advisor to obtain a prospectus or, if available, a summary 
prospectus. Investment objectives, risks, charges, expenses, and other 
important information are contained in the prospectus; read and 
consider it carefully before investing.

ETF Shares are not redeemable with the issuing Fund other than in very 
large aggregations worth millions of dollars. Instead, investors must buy 
and sell ETF Shares in the secondary market and hold those shares in a 
brokerage account. In doing so, the investor may incur brokerage 
commissions and may pay more than net asset value when buying and 
receive less than net asset value when selling.

All investing is subject to risk, which may result in loss of principal. 
Be aware that fluctuations in the financial markets and other factors 
may cause declines in the value of your account. There is no guarantee 
that any particular asset allocation or mix of funds will meet your 
investment objectives or provide you with a given level of income. 
Prices of mid- and small-cap stocks often fluctuate more than those 
of largecompany stocks. Investments in stocks or bonds issued by 
non-U.S. companies are subject to risks including country/regional risk 
and currency risk. These risks are especially high in emerging markets.

Investments in bond funds are subject to the risk that an issuer will 
fail to make payments on time, and that bond prices will decline 
because of rising interest rates or negative perceptions of an issuer’s 
ability to make payments. High-yield bonds generally have medium- 
and lower-range credit-quality ratings and are therefore subject to a 
higher level of credit risk than bonds with higher credit-quality ratings. 
Although the income from a municipal bond fund is exempt from 
federal tax, you may owe taxes on any capital gains realized through 
the fund’s trading or through your own redemption of shares. For 
some investors, a portion of the fund’s income may be subject to 
state and local taxes, as well as to the federal Alternative Minimum 
Tax. Diversification does not ensure a profit or protect against a loss. 
U.S. government backing of Treasury or agency securities applies only 
to the underlying securities and does not prevent share-price 
fluctuations. Unlike stocks and bonds, U.S. Treasury bills are 
guaranteed as to the timely payment of principal and interest.

The information contained herein does not constitute tax advice and 
cannot be used by any person to avoid tax penalties that may be 
imposed under the Internal Revenue Code. Each person should consult 
an independent tax advisor about his/her individual situation before 
investing in any fund or ETF.

The “S&P 500” is a product of S&P Dow Jones Indices LLC, a division of 
S&P Global, or its affiliates (“SPDJI”), and has been licensed for use by 
Vanguard. Standard & Poor’s® and S&P® are registered trademarks of 
Standard & Poor’s Financial Services LLC, a division of S&P Global 
(“S&P”); Dow Jones® is a registered trademark of Dow Jones Trademark 
Holdings LLC (“Dow Jones”); and these trademarks have been licensed 
for use by SPDJI and sublicensed for certain purposes by Vanguard. The 
S&P 500 ETF is not sponsored, endorsed, sold or promoted by SPDJI, 
Dow Jones, S&P, their respective affiliates, and none of such parties 
make any representation regarding the advisability of investing in such 
product(s) nor do they have any liability for any errors, omissions, or 
interruptions of the S&P 500.

© 2023 Morningstar, Inc. All Rights Reserved. The information 
contained herein: (1) is proprietary to Morningstar and/or its 
content providers; (2) may not be copied or distributed; (3) does not 
constitute investment advice offered by Morningstar; and (4) is not 
warranted to be accurate, complete or timely. Neither Morningstar 
nor its content providers are responsible for any damages or losses 
arising from any use of this information.

Past performance is no guarantee of future results.

“Bloomberg®” is a service mark of Bloomberg Finance L.P. and its 
affiliates, including Bloomberg Index Services Limited (“BISL”), the 
administrator of the index (collectively, “Bloomberg”) and have been 
licensed for use for certain purposes by Vanguard. Bloomberg is not 
affiliated with Vanguard, and Bloomberg does not approve, endorse, 
review, or recommend the Vanguard funds. Bloomberg does not 
guarantee the timeliness, accurateness, or completeness of any  
data or information relating to the Vanguard funds.

CFA® is a registered trademark owned by CFA Institute.

© 2023 The Vanguard Group, Inc. All 
rights reserved. Vanguard Marketing  
Corporation, Distributor of the Funds. 

ETFETB 102023

Investment Products: Not a Deposit • Not FDIC Insured • Not Guaranteed by the Bank • May Lose Value • Not Insured by Any Federal Government Agency
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THESE MATERIALS ARE PROVIDED FOR THE EXCLUSIVE USE OF 
RECIPIENT AND CONTAIN HIGHLY CONFIDENTIAL INFORMATION, 
WHICH SHALL NOT BE REPRODUCED OR TRANSMITTED TO ANY 
THIRD PARTIES WITHOUT VANGUARD’S PRIOR WRITTEN CONSENT. 
THE CONTENTS OF THESE MATERIALS SHALL NOT BE 
UNDERSTOOD AS AN OFFER OR SOLICITATION TO BUY OR SELL 
SECURITIES IN BRAZIL AND VANGUARD IS NOT MAKING ANY 
REPRESENTATION WITH RESPECT TO THE ELIGIBILITY OF ANY 
RECIPIENT OF THESE MATERIALS TO ACQUIRE THE INTERESTS IN 
THE SECURITIES DESCRIBED HEREIN UNDER THE LAWS OF 
BRAZIL. SUCH SECURITIES HAVE NOT BEEN REGISTERED IN BRAZIL 
AND NONE OF THE INTERESTS IN SUCH SECURITIES MAY BE 
OFFERED, SOLD, OR DELIVERED, DIRECTLY OR INDIRECTLY, IN 
BRAZIL OR TO ANY RESIDENT OF BRAZIL EXCEPT PURSUANT TO 
THE APPLICABLE LAWS AND REGULATIONS OF BRAZIL.

THIS MESSAGE WAS SENT BY VANGUARD SPECIFICALLY TO ITS 
RECIPIENT AND CONTAINS HIGHLY CONFIDENTIAL INFORMATION, 
WHICH SHALL NOT BE REPRODUCED OR TRANSMITTED TO ANY 
THIRD PARTIES WITHOUT VANGUARD’S PRIOR AND WRITTEN 
CONSENT.  THE CONTENTS OF THIS MESSAGE SHALL NOT BE 
UNDERSTOOD AS AN OFFER OR SOLICITATION TO BUY OR SELL 
SECURITIES IN BRAZIL.

This document is provided at the request of and for the exclusive use 
of the recipient and does not constitute, and is not intended to 
constitute, a public offer in the Republic of Colombia, or an unlawful 
promotion of financial/capital market products. The offer of the 
financial products described herein is addressed to fewer than one 
hundred specifically identified investors. The financial products 
described herein may not be promoted or marketed in Colombia or to 
Colombian residents, unless such promotion and marketing is made in 
compliance with Decree 2555/2010 and other applicable rules and 
regulations related to the promotion of foreign financial/capital 
market products in Colombia.

The financial products described herein are not and will not be 
registered before the Colombian National Registry of Securities and 
Issuers (Registro Nacional de Valores y Emisores - RNVE) maintained 
by the Colombian Financial Superintendency, or before the Colombian 
Stock Exchange. Accordingly, the distribution of any documentation in 
regard to the financial products described here in will not constitute a 
public offering of securities in Colombia.

The financial products described herein may not be offered, sold or 
negotiated in Colombia, except under circumstances which do not 
constitute a public offering of securities under applicable Colombian 
securities laws and regulations; provided that, any authorized person 
of a firm authorized to offer foreign securities in Colombia must abide 
by the terms of Decree 2555/2010 to offer such products privately to 
its Colombian clients.

The distribution of this material and the offering of securities may be 
restricted in certain jurisdictions. The information contained in this 
material is for general guidance only, and it is the responsibility of any 
person or persons in possession of this material and wishing to make 
application for securities to inform themselves of, and to observe, all 
applicable laws and regulations of any relevant jurisdiction. 
Prospective applicants for securities should inform themselves of any 
applicable legal requirements, exchange control regulations and 
applicable taxes in the countries of their respective citizenship, 
residence or domicile.

This offer conforms to General Rule No. 336 of the Chilean Financial 
Market Commission (Comisión para el Mercado Financiero). The offer 
deals with securities not registered under Securities Market Law, nor 
in the Securities Registry nor in the Foreign Securities Registry of the 
Chilean Financial Market Commission, and therefore such securities 
are not subject to its oversight. Since such securities are not registered 
in Chile, the issuer is not obligated to provide public information in 
Chile regarding the securities. The securities shall not be subject to 
public offering unless they are duly registered in the corresponding 
Securities Registry in Chile. The issuer of the securities is not 
registered in the Registries maintained by the Chilean Financial 
Market Commission, therefore it is not subject to the supervision of 
the Chilean Financial Market Commission or the obligations of 
continuous information. 

Important Information

VIGM, S.A. de C.V. Asesor en Inversiones Independiente (“Vanguard 
Mexico”) registration number: 30119-001-(14831)-19/09/2018. The 
registration of Vanguard Mexico before the Comisión Nacional 
Bancaria y de Valores (“CNBV”) as an Asesor en Inversiones 
Independiente is not a certification of Vanguard Mexico’s compliance 
with regulation applicable to Advisory Investment Services (Servicios 
de Inversión Asesorados) nor a certification on the accuracy of the 
information provided herein. The supervision scope of the CNBV is 
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