
What Is Securities Lending? 

A securities lending transaction involves the temporary 
transfer of securities from one party (the lender) to 
another party (the borrower). Frequently, a securities 
lending agent (the agent) is employed by the lender to 
facilitate the transaction. Securities lending enables funds 
enrolled in a securities lending program to potentially 
generate an additional source of income.

The securities borrower is typically a financial intermediary, such as a broker, dealer or market 
maker. When borrowing the securities from a fund, the borrower transfers collateral to the 
lending agent who holds that collateral in an account in the lender’s name to mitigate the risk the 
borrower doesn’t return the security.
 
The borrower pays a fee to the lender for borrowing the securities. Sometimes, if cash is 
transferred as collateral, the borrower may expect interest to be paid on the cash (a rebate).
In this case, instead of a borrow fee, the lender will earn the interest differential between what is 
earned by investing the cash in money markets and the rebate due to the borrower. The agent will 
typically retain a portion of the borrow fees, or interest differential, as a fee for their service.

During the term of the loan, the collateral is marked to market daily. The borrower is obligated to 
forward all distributions and dividends arising during the period of the loan to the lender, so the 
lender receives the economic benefits as if the securities were held in custody. The lender does 
forfeit the right to exercise proxy voting rights of the security arising during the period of the loan. 
The loan may be closed any day at the discretion of the either the borrower or the lender.

Insights
Hybrid 

September 2023

The information contained above is for illustrative purposes only.
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• Generate additional performance on unutilized securities laying dormant in custody accounts 

• Offset operational expenses, custody costs, and management fees 

• Improve price transparency and help prevent artificial price bubbles 

• Facilitate better market liquidity and reduce market execution costs

What Is Securities Lending?

Why Lend Securities?

As with all investment activities, securities lending bears risk. Here are some of the key risks and 
mitigants typically used to control the risk.

Potential Risks

Figure 2
Risk & Mitigation
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Risk Description Mitigants

•  Risk of loss in cash collateral reinvestment (credit, 
interest rate, liquidity, etc.)

•  Generally, the largest risk in funds accepting 
cash collateral

• Avoidance of Cash Collateral
•  Conservative management of cash collateral 

reinvestment fund

•  Risk of borrow/counterparty defaulting  
(e.g. bankruptcy) and unable to return securities 
to the lender

• High quality borrower selection
• Over-collateralization / daily mark-to-market
•  Accepted collateral types, diversification, 

liquidity testing
• Borrower default indemnification

•  Risk of failed settlements due to securities on loan
•  Miscommunication of corporate action elections
•  Tax and regulatory guideline breaches, etc.

•  Fund limits with buffers relative to 
regulatory guidelines

• Position limits with buffers
• Capabilities and breadth of lending agent
• Strong communication and operational controls

Source: State Street Global Advisors, as of 31 August 2023.

Want to Know More To learn more about unlocking the securities lending potential of UCITS ETFs, we invite you to 
visit our website.

https://www.ssga.com/uk/en_gb/institutional/etfs/resources/education/securities-lending
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Important Risk information

The S&P 500® Index is a product of S&P Dow 
Jones Indices LLC or its affiliates (“S&P DJI”) 
and have been licensed for use by State Street 
Global Advisors. S&P®, SPDR®, S&P 500®,US 
500 and the 500 are trademarks of Standard & 
Poor’s Financial Services LLC (“S&P”); Dow 
Jones® is a registered trademark of Dow Jones 
Trademark Holdings LLC (“Dow Jones”) and has 
been licensed for use by S&P Dow Jones 
Indices; and these trademarks have been 
licensed for use by S&P DJI and sublicensed 
for certain purposes by State Street Global 
Advisors. The fund is not sponsored, endorsed, 
sold or promoted by S&P DJI, 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 these indices.

Investing involves risk including the risk of loss 
of principal.

The whole or any part of this work may not be 
reproduced, copied or transmitted or any of its 
contents disclosed to third parties without 
SSGA’s express written consent.

The information provided does not 
constitute investment advice as such term 
is defined under the Markets in Financial 
Instruments Directive (2014/65/EU) or 
applicable Swiss regulation and it should 
not be relied on as such. It should not be 
considered a solicitation to buy or an offer 
to sell any investment. It does not take into 
account any investor’s or potential 
investor’s particular investment 
objectives, strategies, tax status, risk 
appetite or investment horizon. If you 
require investment advice you should 
consult your tax and financial or other 
professional advisor.

All information is from SSGA unless 
otherwise noted and has been obtained 
from sources believed to be reliable, but its 
accuracy is not guaranteed. There is no 
representation or warranty as to the 
current accuracy, reliability or 
completeness of, nor liability for, decisions 
based on such information and it should 
not be relied on as such.

ETFs trade like stocks, are subject to 
investment risk and will fluctuate in market 
value. The investment return and principal 
value of an investment will fluctuate in value, 
so that when shares are sold or redeemed, they 
may be worth more or less than when they were 
purchased. Although shares may be bought or 
sold on an exchange through any brokerage 
account, shares are not individually redeemable 
from the fund. Investors may acquire shares 
and tender them for redemption through the 
fund in large aggregations known as “creation 
units.” Please see the fund’s prospectus for 
more details. 

Past performance is not a reliable indicator of 
future performance.

This communication is directed at professional 
clients (this includes eligible counterparties as 
defined by the appropriate EU regulator or 
Swiss Regulator) who are deemed both 
knowledgeable and experienced in matters 
relating to investments. 

The products and services to which this 
communication relates are only available to 
such persons and persons of any other 
description (including retail clients) should not 
rely on this communication.

Securities lending programs and the 
subsequent reinvestment of the posted 
collateral are subject to a number of risks, 
including the risk that the value of the 
investments held in the collateral may  
decline in value and may at any point be worth 
less than the original cost of that investment.

Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions. 

Bonds generally present less short-term risk 
and volatility than stocks, but contain interest 
rate risk (as interest rates raise, bond prices 
usually fall); issuer default risk; issuer credit risk; 
liquidity risk; and inflation risk. These effects are 
usually pronounced for longer-term securities. 
Any fixed income security sold or redeemed 
prior to maturity may be subject to a substantial 
gain or loss. 

The views expressed in this material are the 
views of SPDR EMEA Strategy & Research 
through the period ending 22 September 2023 
and are subject to change based on market and 
other conditions. This document contains 
certain statements that may be deemed 
forward-looking statements. Please note that 
any such statements are not guarantees of 
any future performance and actual results or 
developments may differ materially from 
those projected. 

The information contained in this 
communication is not a research 
recommendation or ‘investment 
research’ and is classified as a ‘Marketing 
Communication’ in accordance with the 
Markets in Financial Instruments Directive 
(2014/65/EU). This means that this 
marketing communication (a) has not been 
prepared in accordance with 
legal requirements designed to promote 
the independence of investment research 
(b) is not subject to any prohibition 
on dealing ahead of the dissemination of 
investment research.
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigor
• Build from breadth 
• Invest as stewards 
• Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 29 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s fourth-largest asset manager* with US $3.8 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2022. 
†  This figure is presented as of June 30, 2023 and includes approximately $63 billion USD of assets with respect to SPDR 

products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent. 
SSGA FD and State Street Global Advisors are affiliated. Please note all AUM is unaudited.
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