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The AMF publishes its �ndings a�er a European common
supervisory ac�on on liquidity management in UCITS

The Autorité des Marchés Financiers (AMF) presents the �ndings of a
supervisory exercise coordinated by ESMA on liquidity risk management in
UCITS in France. Since proper considera�on of liquidity risk is essen�al for
UCITS, the AMF is asking asset management companies to strengthen their
procedures, especially for UCITS with a par�cular liquidity risk.

In 2020, the AMF took part in the European common supervisory ac�on on liquidity
management prac�ces in UCITS funds, coordinated by the European Securi�es and Markets
Authority (ESMA). The aim was to ensure that the prac�ces of asset management
companies comply with the regula�ons and allow them to e�ec�vely meet investors'
redemp�on requests at all �mes. Following ESMA's publica�on of the main observa�ons at
the EU level, the AMF is publishing a summary of its �ndings concerning French asset
management companies.

The AMF sent a ques�onnaire to 220 asset management companies, represen�ng more
than 80% of the companies managing UCITS. This �rst exercise enabled it to select a smaller
sample of 55 asset management companies for a more in-depth analysis by sending out a
second ques�onnaire. The AMF completed the process with a series of SPOT (Supervision of
Opera�onal and Thema�c Prac�ces) inspec�ons of four ins�tu�ons and in-depth interviews
with a dozen players. 

The AMF focused in par�cular on the following topics:

https://www.amf-france.org/en
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Pre-investment  assessment

A signi�cant number of asset management companies that do carry out a pre-investment
assessment of the impact of their investments on the liquidity of the funds under
management do not formalise it. Market par�cipants explained the lack of due diligence or
the lack of proper formalisa�on as a result of the presump�on of liquidity permi�ed for
certain �nancial instruments and under certain condi�ons by the regula�ons, and the
applica�on of several prede�ned and calibrated risk limits to control liquidity risk in the
funds under management. The AMF believes that the use of this presump�on should be
documented and jus��ed more systema�cally. Among the good prac�ces observed, the
regulator noted the existence of systems for iden�fying securi�es whose liquidity is deemed
to be inadequate and, if necessary, for blocking orders that might be placed for these
securi�es. 

Formalisation of the monitoring system

Generally, asset management companies have post-investment liquidity risk monitoring
systems in place. The level of formalisa�on of the characteris�cs and condi�ons of
implementa�on of this system in procedures varies. These procedures should provide more
detailed informa�on about the prac�cal arrangements for monitoring liquidity risk,
including how to formalise and archive the controls performed. The AMF also noted that the
calcula�on assump�ons and scenarios on which these monitoring systems are based are not
su�ciently jus��ed or that their jus��ca�on is not always documented. Lastly, the
procedures generally do not specify the condi�ons under which the validity of these
assump�ons and scenarios is reassessed by the asset management companies.

pre-investment checks on fund liquidity (checks on the intrinsic liquidity of planned
investments and checks on the impact of these planned investments on the funds'
liquidity pro�le);

the global monitoring system for liquidity risk of a UCITS fund and the governance of this
monitoring;

market data and assump�ons regarding asset liquida�on of the UCITS fund;

taking into account the liquidity risk needs of the fund in connec�on with the use of
deriva�ves;

taking into account liquidity needs of funds linked toshare redemp�ons in the liquidity
management procedures;

use of liquidity management tools.
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Reporting to management

Asset management companies do provide their execu�ves with reports on liquidity risk as
part of periodic risk monitoring commi�ees, especially for larger en��es, or in some cases
more informally for smaller en��es. The AMF noted that good prac�ces include adjus�ng
the frequency and depth of repor�ng to management to the risk level of each fund and the
type of assets held.

Liquidity risk assessment methodologies

Generally speaking, most asset managers use the same methodologies for es�ma�ng
liquidity risk for equity investments. However, they are based on heterogeneous
assump�ons regarding the levels of par�cipa�on in trading volumes, the observa�on period
of these volumes, and the data taken into account. It is important to ensure the validity of
the assump�ons chosen and, if necessary, to adjust them to market circumstances. For
interest rate instruments, in the absence of market volume data, the parameters taken into
account are variable. When they can, en��es use liquidity grids provided by their trading
desk, the relevance of which is not always subject to formalised ex-post reviews.

Liquidity needs related to the use of derivatives

Most of the asset management companies examined consider margin calls to be a
reconcilia�on and cash management issue with no poten�al impact on �nancial
management. The �rst level of considera�on when dealing with margin calls is to maintain a
pocket of liquidity or highly liquid assets to meet them. In most cases, the asset
management companies concerned do this without using a documented es�mate of the
amount of this pocket. The risk of an increase in ini�al margin deposits in connec�on with
an increase in vola�lity is not taken into account. However, the way clearing houses take the
increase in vola�lity into account is available to management companies.

The applica�on of ESMA's guidance on liquidity stress tes�ng in funds, which has been in
force since September 2020 and whose implementa�on was being �nalised in many of the
en��es analysed, should allow  taking   into account the results of market stress tests
applied to deriva�ves used to assess the level of liquidity in por�olios.

Liquidity needs related to potential redemptions

Generally speaking, the asset management companies analysed have varying degrees of
familiarity with the liability structure of the funds they manage. They may apply stressed
redemp�on scenarios based on historic redemp�on data and/or on the holdings of the
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largest investors. The applica�on of the ESMA guidelines should allow the formalisa�on of
the reconcilia�on of redemp�on simula�ons and por�olio liquidity indicators, as well as the
existence of alert thresholds and repor�ng mechanisms associated with this monitoring.
Among the good prac�ces, the regulator noted the adop�on of a proac�ve a�tude towards
fund holders and distribu�on networks in the event of �nancial market stress.

Use of liquidity management tools

Use of these tools is not su�ciently speci�ed in the prospectuses, regula�ons or ar�cles of
associa�on of the funds analysed. The AMF also found that not all funds jus�fy their choice
of tools (caps on redemp�ons or gates, net asset value adjustments or swing pricing, etc).
Although the prac�cal arrangements for the mechanisms a�ached to these tools are set out
in procedures, these procedures do not generally specify the criteria for implemen�ng them.

Taking proper account of liquidity risk is essen�al for UCITS funds. The AMF requests that
asset management companies  reinforce their procedures, especially for UCITS funds with a
par�cular liquidity risk.

About the AMF
The AMF is an independent public authority responsible for ensuring that savings invested
in �nancial products are protected and that investors are provided with adequate
informa�on. The AMF also supervises the orderly opera�ons of markets.Visit our website 
h�ps://www.amf-france.org URL = [h�ps://www.amf-france.org/] 
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Legal informa�on: 
Head of publica�ons: The Execu�ve Director of AMF Communica�on Directorate. Contact:
Communica�on Directorate – Autorité des marches �nanciers 17 place de la Bourse – 75082 Paris
cedex 02
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