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“Principe for benchmarks setting processes in the European Union”

Af2i, the French Association of Institutional Investors 
, welcomes the opportunity to answer to the EBA ESMA’s consultation on “principles for benchmarks setting processes in the EU”. 

Af2i members are big users of data and indices for the management of their assets; more used as market references than linked to a financial flows. They are not providers of indices. Institutional investors need appropriate and accurate information from indices providers: construction of the index, underlying data, methodologies, contribution, composition, etc. The greater possible transparency is a real demand for investors. Indice industry is a worldwide activity with worldwide users, like CRAs. Questions or problems about indices are not far from those met with CRAs.
Af2i agree with a general objective of the authorities to avoid manipulation risk in indices production. Indices producing and usage are worldwide activities..
Generally speaking, Af2i consider that indices regulation should be worldwide coordinated at IOSCO level, as a worldwide regulation authority. That does not mean that European authorities will not have any role in this worldwide regulation. Except for Libor and Euribor, there is no urgent danger justifying an action from ESMA and EBA. 
Question 1: Definition of the activities of benchmark setting. Do you agree with the definitions provided in this section? Is this list of activities complete and accurate?

We understand that the usage of benchmarks and indices for reporting purposes is not in the scope of the consultation and in the scope of ESMA /EBA.

Nevertheless, Af2i remind that there is often a real confusion between the terms “benchmarks” and “indices”.

A benchmark is a reference portfolio for the management of defined assets. So a benchmark is representative of the performance and of the risk of the management of these assets. This benchmark is useful to evaluate and manage the performance of the assets. Choosing a benchmark means fixing performance and risk objectives as references.

An index is a portfolio representative of one or several risk factors: rating, maturity, type of instruments, geographical, economic, style, rating, etc. An index is not a” market optimal portfolio”.

The qualities of a good benchmark are: investable, replicable, non-ambiguous, appropriate, specified in advance and must reflect the investor’s views.

A benchmark can be founded on a fixed or a variable rate, a specific index or a composite of several indices, but also from a specific individual financial instrument (swap index, bond, stock,..) or a composite of several of these instruments
.
Finally, resuming benchmarks as indices is confusing. So, the definitions mentioned on paragraph 11 of the consultation paper are more appropriate for indices, but they are not transposable for all other potential benchmarks in the asset management world. Of course, It does not mean that a benchmark founded on something else than an index, has not a methodology to respect. This benchmark methodology has to be described and safely used by the asset manager in accordance with the specific fund or mandate guidelines and with the client.

Concerning the last definition of a benchmark user, “transaction” is not a word currently used in the AM world. Transactions belong rather to the banking business. So, we suggest instead: 

“as a reference for an asset allocation in the context of an individual or collective portfolio management activities”.
Question 2: Principles for benchmarks: Would you consider a set of principles a useful framework for guiding benchmark setting activities until a possible formal regulatory and supervisory framework has been established in the EU?

The benchmarks are a worldwide subject and the benchmark setting process is sufficiently complex to not need to anticipate the on-going works of European Commission and IOSCO. It is not necessary to overreact and regulate more than necessary.
Question 3: General principles for benchmarks: Do you agree with the principles cited in this section? Would you add or change any of the principles?

A.1 Methodology

Af2i agree with the idea that a benchmark should be representative, investable, replicable, reliable, with a governance and accountability mechanism. If a common framework is set up, Af2i will agree with it. 

Liquidity should be measured in accordance with underlying assets and the targeted market. Bonds are not as liquid as large cap stocks. It does not mean that a benchmark cannot be representative of a bond market.

A.2 Governance Structure

A clear, described and known governance should be the basis of the structure. An accurate code of conduct should be elaborated and adjusted to each type of indices methodologies (bonds, rates, stocks,…).

A.3 Supervision

Self-regulatory organization run by professionals are appropriate. We do not see an imperious need to have a new type of international supervision authority.

A.4 Transparency

Transparency in benchmarks is integral part of the benchmark-setting process. A “code of best practices” for all benchmark providers may be useful. 

Transparency does not mean a daily (multi-daily) basis for benchmark prices. Regulators and market participants have to jointly decide on the sufficient level of transparency.
The cost of data and market information are an important concern. Investors are generally directly or indirectly subscribers to services of indices providers. They would be sure that the new regulation on indices should be economically acceptable and would not create or a reduction of the choice of benchmark offer, or expensive new costs to access to them (for example extra licenses to transfer information as required by the UCITS KIID an by ESMA guidelines on ETF and UCITS. 
We do not really understand how can co-exist free access for ETF and UCITS investors and paying access in other circumstances for quite the same data pour benchmarks users and for data transmission. 

A.5 Continuity

The choice of substitution benchmark should be left to the users (asset managers or investors) based on their proper analysis and needs. 

Of course, the transition to a new benchmark should be studied and non abrupt. A transition period and regulatory safeguards should be mentioned in contracts. 

The capacity of the indices users to access, consult and download historical data from the benchmark producer website, with a real depth of history and synthesis elements (for instance classical breakdown, risk data, yield, etc.) is also very important.
Question 4: Principles for firms involved in benchmark data submissions: Do you agree with the principles cited in this section? Would you add or change any of the principles?

The regulation should be based on professional codes of conduct and do not need any specific law. Do not over-regulate, if it is not necessary.

Question 5: Principles for benchmark administrators. Do you agree with the principles cited in this section? Would you add or change any of the principles? 

IOSCO propositions are acceptable and sufficient. It must be clear that the “benchmark administrator” is responsible for the whole process of the indices. It is not necessary to overreact and to elaborate complex “legal” practices to be posted, which will interest only a very few people. The important thing is that the benchmarks’ provider respect his methodology and has an auditable process. An internal “ad hoc” committee should for instance act all changing points and characteristics of a benchmark.
Question 6: Principles for benchmark calculation agents : Do you agree with the principles cited in this section? Would you add or change any of the principles?

As any relation between a service provider and a principal, these relations should be defined by a contract or a SLA. Delegation is the best contractual way. 

Question 7: Principles for benchmark publishers: Do you agree with the principles cited in this section? Would you add or change any of the principles? 

The relations between administrators and publishers should be organized by contracts. Delegation contract is quite sufficient. 

Question 8: Principles for users of benchmarks: Do you agree with the principles cited in this section? Would you add or change any of the principles?

Investors may monitor the synthetic data used for their portfolio management. We call that back testing. They are not in capacity to verify the accuracy of a benchmark. To conduct specific due diligence on benchmarks has no sense face to indices used by a great number of investors. Investors can only rely on the procedures of the market infrastructure that listed those instruments. 

Question 9: Practical application of the principles Are there any areas of benchmarks for which the above principles would be inadequate? If so, please provide details on the relevant benchmarks and the reasons of inadequacy.

As we said at the beginning of our response, benchmarks and indices cannot be mistaken. When a benchmark, for specific reasons, is the performance of a single instrument or a composite of few instruments, many of the described principles are not accurate or easy to be implemented. 

Question 10: Continuity of benchmarks: which principles/criteria would you consider necessary to be established for the continuity of benchmarks in case of a change to the framework?

Benchmarks and indices might become less representative due to market or asset management evolution. A benchmark has to be always representative of what it has been chosen for (reference portfolio, strategy, interbank exchanges, etc.). 

Investors are in capacity to ask the asset manager to change an obsolete or inaccurate benchmark for any reason inside dedicated fund or mandate guidelines and to discuss the replacement with asset managers or their clients. For opened ended funds, asset managers should have also the right to decide a new benchmark. It is not the role of a regulator.

Changing of index and transition is quite normal, but should not be imposed by a regulator. Including a specific clause in the documentation should be the normal way.

----------------------------
If you need further information, please do not hesitate to contact us.
	Philippe HAUDEVILLE

General Secretary

Philippe.haudeville@af2i.org

33 (0)1 42 96 25 36
	Jean EYRAUD

Chairman

Jean.eyraud@af2i.org
33(0)1 42 96 25 36


� Af2i is the French Association of Institutional Investors, created in 2002 to represent the different families of Institutional Investors (insurance companies, pension institutions, foundations, corporate, special institutions (Caisse des Dépôts, FRR) etc., to promote institutional asset management techniques, to organize training and transmission of best practices. Af2i wish also to defend interests of his members in France and in Europe.


Af2i meet 76 major institutional investors as members representing more than 1.6 trillion € of assets under management and 60 asset management companies or providers as associate members.


Each year, Af2i realize a survey on investment and assets.


� For instance, for dedicated funds or mandates especially designed to cover specific liabilities, the chosen benchmark is a customized index founded on the performance of an individual bond (with accurate characteristics, rating, duration and sensitivity). This specific benchmark can be also a customized composite index of several bonds, defined to match the future outflows and to replicate globally the duration of the concerned liabilities. 





Af2i – 8, rue du Mail - 75002 Paris - France

Tél : 33 (0)1.42.96.25.36 – Fax : 33 (0)1 73.76.63.95 – Email : af2i@af2i.org –Web : www.af2i.org
Association Française des Investisseurs Institutionnels - Association régie par la loi du 1er juillet 1901.

Agrément n° 00155634 délivré le 26 juillet 2002, à Paris - Siret : 44838510400022

[image: image1.jpg]