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Annex – Question 20. Table on eligible assets UCITS EAD. 
For the purposes of Question 20, please complete the table below with the requested information, taking into account the instructions provided in the footnotes. After having completed the form, please save the document (according to the following convention: “ESMA_Q20_nameofrespondent”) and upload it online at https://www.esma.europa.eu/press-news/consultations/call-evidence-review-ucits-eligible-assets-directive under the heading ‘Your input - Consultations’, as an Annex to the Reply Form. In case you upload a pdf file, please choose an editable form. 
	Asset class[footnoteRef:2] [2:  ESMA acknowledges that most of the asset classes listed below have not been clearly defined in EU legislation and this might be a source of divergent interpretations and misunderstandings. Where possible, ESMA invites stakeholders to specify their understanding or definition of the relevant asset classes under the “additional comments” box.] 

	Merits of allowing direct UCITS exposures
	Merits of allowing indirect UCITS exposures[footnoteRef:3] [3:  Where relevant, please distinguish between indirect exposures via instruments such as delta-one instruments, exchange-traded products, derivatives, or AIFs (EU or non-EU). ] 

	Extent/amount of existing UCITS exposures[footnoteRef:4]  [4:  Please share any available data or estimates that help to assess the amount or extent to which there are existing UCITS exposures (distinguishing between direct and indirect, where possible) to these asset classes. Where no reliable data is available, ESMA would appreciate receiving estimates in terms of numbers and/or percentages of UCITS exposed to these asset classes and what is the average proportion in the relevant portfolios. Any additional data and insights on strategies, techniques and instruments used to gain exposure to these asset classes would be also highly appreciated.] 

	Additional comments[footnoteRef:5] [5:  Please include under this column any other evidence or views that you would like to share. ] 


	1. Loans[footnoteRef:6] [6:  Where relevant, please distinguish between leveraged/structured loans, collateralised loan obligations (CLOs) and other types of loans or loan participations (please specify).] 

	Loans and Loan Participations are useful to improve asset diversification within a portfolio provided the right expertise within the UCITS manager is in place. These assets offer the opportunity to invest in high yield but transparent securities. However, loans should be reviewed for transparency, relevant expertise within the UCITS to understand cash flows and the ability to reliably value such assets.

	There is merit in investing through fund of funds structure with look through into underlying portfolio.

	In surveying our members[footnoteRef:7], we found that many have < 10% in a limited number of UCITS portfolios both direct and indirect. A number of managers surveyed have a <5% direct exposure to secured/bank loans.   [7:  The data provided in relation to the extent/amount of existing UCITS exposures for each of the asset classes listed below is based on a sample of ten Irish authorized UCITS management companies with an AUM of approximately $1.3 Trillion. 
] 


	See asset class 19 “Other Assets” for consideration of CLOs. 


	2. Catastrophe bonds (‘Cat bonds’)
	The catastrophe bond market has exhibited strong outright performance since its emergence in the 1990s. Cat bonds have provided investors with relatively consistent returns over time. One of the attractions of the cat bond market is the predominant exposure to natural events that are independent of the financial markets. Cat bonds have been broadly unaffected by the cycles and events experienced in other markets.  This independence has been tested in a number of periods including the financial crisis of 2008/9 and during the beginning of the pandemic in 2020 over which the cat bond market remained resilient. The cat bond market has grown remarkably in size and depth improving both the diversification potential and the liquidity of the market. There is regular secondary trading of cat bonds in the Over the Counter (“OTC”) market and at times, the volume of secondary trading can be high. The cat bond market is also priced weekly by over five brokers allowing for accurate and timely pricing data.

Merit 1: Fully-funded instruments that are a cornerstone of the global re/insurance marketplace
 
Cat bonds, which represent a segment of the insurance-linked securities (“ILS”) market, are fixed income floating rate instruments sponsored primarily by insurers and reinsurers (re/insurers) to transfer risk exposures from large insured loss events to investors. These events are typically natural catastrophes, such as hurricanes and earthquakes. Instead of passing catastrophe risk on to reinsurers via traditional reinsurance, a cat bond sponsor aims to transfer it directly to the capital markets, where capacity for such risks is greater. By providing multi-year protection against large events which cannot all be provided by traditional re/insurance companies, cat bonds support the stability and efficient functioning of the global re/insurance marketplace and allow re/insurers to continue providing coverage to the areas that demand it most.  

The transfer of risks to the capital markets through cat bonds helps re/insurers control and balance their re/insurance risks, bringing them financial stability. Likewise multi-asset investors investing in cat bonds also benefit from the asset class given (i) that they gain financial stability through its lack of correlation with the financial markets, (ii) the low volatility of a cat bond portfolio (as further described in Merit 8), and (iii) cat bonds provide attractive returns, underpinned by the fundamental economic reasoning that re/insurers are willing to pay an attractive structural premium to transfer the risk off their balance sheets in order to continue providing coverage to policyholders, including in areas exposed to catastrophes and where insurance coverage, and the financial certainty it brings for businesses and households, is therefore in high demand.  

Rule 144A cat bonds (see description in Merit 2) represent ~USD 48 bn of outstanding issuance as of the end of June 2024[footnoteRef:8]. UCITS cat bond funds therefore count for ~2% of global re/insurance and ILS capital and, as such, are considered to be of systemic importance to the reinsurance market (as of April 2024, the size of the global reinsurance market was USD 670bn[footnoteRef:9]). [8:  https://www.artemis.bm/dashboard/catastrophe-bonds-ils-issued-and-outstanding-by-year ]  [9:  https://www.aon.com/reinsurance/thoughtleadership/default/reinsurance-market-dynamics-april-2024 ] 

 
In a typical cat bond structure, a re/insurer sponsors the creation of a special purpose insurer (“SPI”). The cat bonds themselves are notes issued by this SPI and are typically short duration investments with a typical maturity of three to five years.

Cat bonds are fully collateralized (no financial leverage) with transparent structures and strict collateral rules designed to exclude unwanted counterparty and credit risks for investors and sponsors alike. Unlike a corporate bond, where money raised at issuance goes onto a corporation’s balance sheet, with a cat bond it is held in short duration, Aaa/AA+ (Moody’s, S&P, Fitch) rated securities such as US Treasuries. The underlying collateral is therefore highly secure, contrasting with securitisations such as asset-backed securities and mortgage-backed securities which are often backed by less secure assets. Cat bonds are floating rate instruments and bear minimal interest rate risk for investors. If the catastrophe event criteria as set out in the bond’s offering document are met, then some or all of the bond’s collateral is passed on to the sponsor, for example an insurance company, which in turn uses the proceeds to pay insurance claims to affected households and companies. 

For avoidance of doubt, these are not derivative products.  Although cat bonds do not embed financial derivatives, a particular type of cat bond which does not use an indemnity trigger may use the International Swaps and Derivatives Association (“ISDA”) form instead of a reinsurance agreement between an issuing SPI and the re/insurance company sponsor. Under that type of cat bond, the sponsor may recover from the SPI, triggering a loss for the notes, based on the parameters specified in the ISDA form and not limited to the loss actually experienced by the sponsor. This type of cat bond is also equally fully funded and does not embed any leverage. 

In contrast, a bond exposed to an indemnity trigger suffers a loss corresponding to the loss suffered by the sponsor of the bond above the specified trigger amount. So if, for example, a bond issuance covers earthquake losses in excess of USD 1bn for an insurer and the issuance is USD 100m, for the insurer to collect from the bond under an indemnity trigger it must provide evidence of loss of over USD 1bn.
 
The first cat bond was issued in 1996 and since then, steady and prudent growth in the market has created an established, viable, stable asset class. Historically, cat bond sponsors have primarily been US insurance companies, or reinsurance companies that provide coverage to US insurance companies, as the US insurance industry has the potential to generate the largest insured loss events. However, recent sponsors include an increasing number of European insurance companies (from France, Germany, Italy and the Netherlands) seeking additional reinsurance capacity in cat bond form for windstorm, flood and severe convective storm losses in their portfolios. Increasingly, large corporations and state and national governments are also turning to the cat bond market to manage the risk of large natural disasters to their balance sheets and programs. Recently the European Central Bank and the European Insurance and Occupational Pensions Authority (“EIOPA”) called for greater use of cat bonds in the European Union to address the region’s climate insurance protection gap and to provide prompt liquidity for post-event response for government insurance schemes[footnoteRef:10]. [10:  https://www.ecb.europa.eu/pub/pdf/other/ecb.policyoptions_EIOPA~c0adae58b7.en.pdf ] 


Cat bonds allow investors to access insurance risk without the need to invest in the corporate capital structure of a reinsurer and the associated risk of exposure to an evolving, active reinsurance company.  Alternatives such as investing in the equities of re/insurers bring with it not only equity market beta risks but also the operational risks of a re/insurer.  Cat bonds allow the investor to selectively choose what kind of insurance risks they wish to expose their capital to rather than allowing the management of a re/insurance company to choose. Credit investments bring similar issues as equities albeit with lower risk. Cat bonds are a complement to both and offer a favourable risk return framework for investors. Investors have the option with a cat bond to assume a fixed, targeted layer of risk, often incorporating annual reset mechanics so that exposure remains static.

Merit 2: Robust Transaction Structures and Investor Protections

Cat bonds offer investors a diversifying asset class (a financial markets event does not make an earthquake or hurricane any more or less likely) which typically offers higher levels of return relative to comparable main-stream debt investments.

The large majority of cat bonds are highly structured notes issued in accordance with the Rule 144A "safe harbour" exemption[footnoteRef:11] from the registration requirements of the US Securities Act of 1933 (the "US Securities Act") and only offered to and tradable between "Qualified Institutional Buyers" (as this term is defined in the US Securities Act) in permitted jurisdictions.  As such the notes issuances are offered by an initial purchaser, subject to the associated due diligence and scrutiny applicable in the 144A market.  The risks of an investment in the notes are detailed among the disclosure in an offering circular. The underwriters/arrangers of the notes include well known and specialist firms such as Goldman Sachs, Swiss Re Capital Markets, Aon Securities, and GC Securities. The 144A cat bond market is deep, consisting of over 300 tranches of notes totalling USD 48bn notional value[footnoteRef:12]. [11:  https://www.sec.gov/corpfin/securities-act-rules  ]  [12:  https://www.artemis.bm/dashboard/catastrophe-bonds-ils-issued-and-outstanding-by-year/ ] 


144A bonds include features that protect the investor and underpin liquidity, including:

· Comprehensive transaction documentation, including an offering circular and the transaction’s legal agreements are also made available to investors;
· High levels of third-party legal oversight;
· Initial purchaser due diligence, including issuance of their own representation letter attesting to the outcome of their due diligence; 
· Extensive risk analysis provided by a third-party catastrophe risk modelling specialist (see Merit 5);
· Legal opinions provided to address the applicable legal and regulatory issues;
· Listing on a recognised exchange;
· Indenture Trustee;
· Minimal credit risk – proceeds held in “risk-free” investments; 
· Mechanisms to terminate and return proceeds in event issuer fails to pay coupon when due.

144A bonds are freely tradable. At least five recognised broker dealers regularly execute secondary market trades. Trading occurs on a daily basis.

The leading arrangers of 144A cat bonds and a number of broker-dealers in the secondary market regularly publish indicative bid/offer prices for all bonds. Prices are driven by the most recent secondary market trade prices, which are impacted by any relevant covered natural catastrophe activity and seasonal earnings patterns typical to the cat bond market. The valuation policy of UCITS cat bond funds is typically based on these pricing sheets. 

Merit 3: Clearing, Custody and Safekeeping

All major banks offer custodial services to investors and holders of cat bond securities. In the secondary market, cat bond trades follow T+1 settlement cycles. US broker-dealers and interdealer brokers trading in the cat bond market are also subject to SEC regulations on Customer Protection Rules.

Cat bonds either clear via Depository Trust Company or Euroclear/Clearstream. These entities operate as a central securities depository and provide safekeeping and transfer of securities. Safekeeping will involve the electronic recordkeeping of securities balances for participants and the transfer function involves the transfer of securities between parties. During the transfer process, these clearing entities will limit credit exposure of participants to each other.

Merit 4: SFDR Article 8 and 9 Instruments
 
Insurance by its nature is social capital.  Insurance is a means of using private capital to support parties in need and during community crises.  When a catastrophe occurs, insurers are on the ground helping families and businesses recover and rebuild. 

By providing timely capital and liquidity in the event of disasters to improve the overall resilience of societies and economies to natural catastrophes, including the potential negative impacts of climate change, and by addressing the increasing ‘protection gaps’ between insured and economic losses in both developed and emerging economies and ‘disaster gaps’ between insured but not reinsured losses, cat bonds are regularly held within funds that fall under the Sustainable Finance Disclosures Regulation (“SFDR”) Article 8 or 9. To date, the majority of cat bond UCITS have been designated as either SFDR Article 8 or 9 funds since SFDR came into force in 2022. The evidence suggests that the relevant ESG factors enhance investor interest in cat bond UCITS, as can be seen by the increase in cat bond UCITS in 2022[footnoteRef:13]. [13:  https://www.artemis.bm/ucits-catastrophe-bond-fund-assets/ ] 


In addition, cat bonds provide a forward-looking market-based indication to the re/insurance industry regarding the costs of the risks societies bear by building in environments exposed to natural perils and therefore, in the case of weather-related perils, to climate change. Informing society of the costs of those choices, and the potential benefits of environmental risk mitigation and adaptation measures, through a market-based pricing mechanism is an important part of sustainable risk management. As such, by supporting the global re/insurance industry with risk capital, cat bonds are an important adaptation tool for modern societies to manage the impacts of climate change.  

Merit 5: Risk Controlled
 
Each cat bond comes with a formal independent quantitative expert risk analysis in the offering documents outlining the expected loss and other risk metrics for the security. Cat bonds are also atypical as an asset class in that metrics are provided for the tail risk of portfolios. This risk analysis is performed for the benefit of investors by a designated independent expert, typically one of leading global catastrophe modelling companies such as Moody’s RMS or Verisk. Since 2006, the expert risk analysis of every US hurricane cat bond has also included a forward-looking view on climate change by providing the expected loss of the bond with and without the impact of factors such as elevated sea surface temperature. Such analysis, unique to cat bonds, allows investors to evaluate and quantify the sensitivity of the bond to potential climate-related changes. 

Unlike other asset classes based on financial performance and/or behaviour, the source of risk for cat bonds is most often based on the physical environment, and the modelling of the risk is based on modern meteorological, geological, environmental and physical sciences. For many perils in the cat bond market event data goes back centuries providing broad data sets for probabilistic assessments. The models avoid many of the biases created by “risk-neutral” or cash flow financial models which support traditional financial valuations. They avoid the pro-cyclicality and sometimes circularity embedded in such models.

Merit 6: Highly Regulated & Supervised Sponsors

The breakdown of the outstanding cat bond market shows ~100 current sponsors[footnoteRef:14]. As noted above, the majority of sponsors are re/insurance companies, which are highly regulated and supervised entities in their respective jurisdictions. The second largest group of sponsors are sponsors classified as ‘government’, which includes U.S. state-level insurance entities and residual insurance pools formed by statute, national-level insurance programs, public-private reinsurance pools, local municipalities, transit authorities, as well as international organizations such as the World Bank. Together these two types of sponsors make up over 95% of the deals outstanding. Since the inclusion of cat bonds in UCITS in 2011, there have been no regulatory or investor issues with cat bonds. [14:  see https://www.artemis.bm/dashboard/catastrophe-bonds-ils-outstanding-by-sponsor/ ] 

 
Merit 7: A Diverse Market
 
As the cat bond market has grown, so have the number of deals and tranches (i.e. classes of notes within deals) available in the market for investment[footnoteRef:15]. These deals are sponsored by a growing number of entities around the world looking to cover an increasingly broad set of perils[footnoteRef:16] beyond the US ‘peak peril’ risks such as hurricanes in Florida and earthquakes in California. Diversification also exists within the Florida hurricane and California earthquake risk categories, as sponsors cede risk to the market in different ways, for different sub-perils (e.g., hurricane-induced flooding versus wind) and for different event severities. Given the range of deals, issuers, tranches and perils available for investment, it is easy for funds to meet UCITS diversification requirements within the cat bond market. [15:  see https://www.artemis.bm/dashboard/catastrophe-bonds-ils-issued-and-outstanding-by-year/ ]  [16:  https://www.artemis.bm/dashboard/cat-bonds-ils-by-risk-or-peril/ ] 


Merit 8: Liquidity & Low Market Volatility
 
Cat bonds can be purchased by UCITS investors at issuance directly from the initial purchaser (the primary market) or bought and sold in the secondary market. The increasing adoption of the cat bond market by re/insurers and a growing number of new sponsors has meant that, even in the immediate aftermath of a major event, liquidity in the secondary market has tended to remain high. In particular, in March 2020 at the start of the COVID pandemic and in the aftermath of Hurricane Ian in 2022, the largest cat bond market loss to date, the secondary cat bond market continued to trade, with investors seeking to liquidate positions able to find buyers.

Secondary market cat bond trades, as reported to the US Financial Industry Regulatory Authority’s (“FINRA”) Trade Reporting and Compliance Engine (“TRACE”), show a high number of secondary market trades by volume in March 2020 as investors, seeking to liquidate cat bond positions due to COVID-related distress in their other investments, were able to sell with little absolute variation in bid-ask spread[footnoteRef:17]. Secondary market trading also occurred in October and November 2022 following Hurricane Ian which made landfall in Florida on 28 September 2022[footnoteRef:18]. This trading activity supports the notion that investors can trade in and out of cat bond positions without inducing large price movements under a broad range of market environments.  [17:  https://www.swissre.com/dam/jcr:091f842a-242e-40cf-a4e8-6188bf0594e1/ils-midyear-market-update2020.pdf ]  [18:  https://www.swissre.com/dam/jcr:345b8b0e-c2ea-4dad-957b-7ba20658e8e2/2023-03-sr-ils-market-insights-march.pdf ] 


In terms of liquidity, cat bond UCITS naturally benefit from being part of this broader investor and re/insurance universe.

Over the past two decades, the performance of cat bonds has been robust and consistent through all financial crises and notwithstanding major natural catastrophes and global re/insurance industry losses (e.g., Hurricane Katrina in 2005, the Global Financial Crisis in 2008, the Eurozone Debt Crisis of 2010-2012, Covid-19 and Hurricane Ian in 2022). Compared to other asset classes, cat bonds have demonstrated significantly lower volatility, producing consistent long-term returns for investors even during times of heightened market stress and economic downturns[footnoteRef:19]. Cat bonds have been valued by UCITS investors as they have provided them with a fundamentally different source of return allowing them to access genuine diversification when other cyclical markets have correlated and fallen. [19:  e.g., see https://www.morningstar.com/bonds/catastrophe-bonds-strategic-diversifier and https://www.swissre.com/our-business/alternative-capital-partners/ils-market-update-january-2018.html ] 


Merit 9: Ability to Satisfy Redemptions
 
The cat bond market is able to service investor redemptions in an orderly manner in non-stressed and stressed market conditions.

Notably, instrument maturity (since cat bonds have relatively short duration, cat bond funds offer natural liquidity to investors) and secondary trading provide significant capacity for redemptions to be met in general – see Appendix 1. 
The Call for Evidence posits whether UCITS are providing exposures to asset classes that are not eligible for direct investments through delta-one instruments. This is not the case for cat bonds, as the evidence above reinforces that the liquidity of UCITS cat bond funds is aligned with underlying cat bonds. Also, as described in Merit 1, cat bonds are fully collateralized with no financial leverage.

Merit 10: Cat Bonds Improve Resilience of Developing Countries

The World Bank recognized long ago that cat bonds can enhance the resilience of societies, including those in developing countries. These countries typically have low insurance penetration, leaving them vulnerable to the impacts of natural disasters without the safety net of commercial insurance coverage. To address this, the World Bank, through its International Bank for Reconstruction and Development (“IBRD”), has issued several cat bonds aimed at insuring infrastructure losses following natural catastrophes[footnoteRef:20]. The IBRD, an international organization owned by 189 member countries, is the largest multilateral development bank in the world and a key institution within the World Bank Group. [20:  see ECB & EIOPA: Policy options to reduce the climate insurance protection gap, April 2023 (page 22) https://www.ecb.europa.eu/pub/pdf/other/ecb.policyoptions_EIOPA~c0adae58b7.el.pdf ] 


Cat bonds issued by the IBRD often serve as diversifiers in UCITS cat bond funds. Without UCITS eligibility, the IBRD would be unable to rely on the cat bond market as a significant source of capacity.

Artemis, a reinsurance and ILS news reporting website, highlighted in June 2024 that: “The World Bank has now facilitated and issued over USD 4.8bn in cat bonds across 17 transactions we have covered over the years, with USD 745m issued over the course of just a few weeks in 2024 to support Mexico and Jamaica’s disaster risk transfer and financing needs”. Artemis further highlighted that “The World Bank has been active in the catastrophe bond market for almost two decades, leveraging the cat bond structure as a way to access private institutional capital to support and augment with efficient and responsive funding, its member country’s disaster insurance needs”[footnoteRef:21]. [21:  https://www.artemis.bm/news/world-bank-has-now-facilitated-over-us-4-8bn-in-catastrophe-bonds/] 


Merit 11: Performance of Cat Bonds Depends on Clearly Defined Parameters

A cat bond’s performance depends on the occurrence of defined catastrophes, most often natural in nature. Major loss events are usually front-page news and known immediately after occurrence. There is no information asymmetry between a cat bond buyer and the reinsured in respect of such loss events. It is impossible to have insider knowledge or to front-run a catastrophe. From the perspective of the issuing SPI, cat bonds are simple bonds with the write-down mechanics clearly described in the offering circular, as noted above. Catastrophes are rare, hence there is usually little news flow impacting individual cat bonds. As a result, volatility of cat bond prices is low. However, low volatility is not an indicator of a lack of liquidity, as noted in Merit 8 above.

	UCITS typically take direct exposure to cat bonds, however, we would not see any issue with UCITS also taking indirect exposure to cat bonds. 

	Cat bond UCITS can hold up to 100% of cat bonds and as of May 2024, assets under management of cat bond UCITS across all fund managers and domiciles stood at US$12.2b[footnoteRef:22]. There is a wide range of exposure to cat bonds across the managers we surveyed up to the maximum of 100%. [22:  https://www.artemis.bm/ucits-catastrophe-bond-fund-assets/ ] 


	

	3. Contingent Convertible bonds (‘CoCo bonds’)
	CoCo bonds are a liquid asset class with liquidity very similar to, or better than, that of other fixed income securities such as investment grade and high yield corporate bonds issued in Europe and the US. For example, AT1 bonds have a daily average turnover of approximately EUR 1 billion. History has also confirmed that in periods of market stress CoCo bonds have maintained their liquidity, such as between February and April 2020 when the average monthly turnover of AT1 bonds was approximately 14% and in the first quarter of 2023 was approximately 9%[footnoteRef:23]. Liquidity is also demonstrated by the strong demand for the asset class via primary issuance as shown by an average cover ratio (ratio of reported orders from investors to the amount issued) of over 4 times for a sample of CoCo bonds issued since the start of 2024[footnoteRef:24]. [23:  Turnover figures are based on MarketAxess data provided by a member firm. ]  [24:  Cover ratios are based on Bloomberg data with the analysis completed by a member firm. ] 

CoCo bonds trade in the same way as other types of corporate bonds. They are not subject to transfer restrictions and are traded on the capital markets through investment banks, market makers, brokers and other dealers. Settlement processes are standard, straightforward and mirror those of other bonds with settlement occurring on a T+1 or T+2 basis (depending on the market they are traded) and settled via either international central securities depository (“ICSDs”) or local central securities depository (“CSDs”) such as Depository Trust & Clearing Corporation (“DTCC”), posing no custody or safekeeping issues.

Valuations of CoCo bonds are reliable. They are widely traded by regulated counterparties across the globe, with wide coverage by most major dealers and financial institutions, making valuations reliable and available to market investors and participants on an ongoing basis. Valuation practices are also consistent with other corporate and convertible bonds with similar bid-ask spreads and market convention to price them to the next call date.

Banks and insurers, who are the predominant issuers of CoCo bonds, are highly regulated entities with robust oversight regimes in place. This highly regulated environment results in a higher frequency of reporting, better level of detail, and quality of information available to investors. In particular, UCITS that invest in CoCo bonds have access to a wealth of data with issuers publishing detailed financial disclosures on a quarterly or semi-annual basis, prepared in accordance with international accounting standards. Additional material related to asset quality and capital position (available in a separate publication named “Pillar 3” reports) is also made available to investors. Pillar 3 reports, regulatory databases and stress testing results are particularly useful to CoCo bond investors to monitor the capital adequacy, liquidity and risk exposures of the issuers. In addition, banks hold regular calls with investors on a quarterly basis, complemented by detailed presentations. Terms and conditions related to the specific bond are clearly specified in the prospectuses and final terms of each issuance, which are readily and widely available publicly. As noted earlier these terms and conditions have become more standardised between issuers.

CoCo bonds are issued by some of the most regulated institutions in the world, who are subject to rigorous risk management and disclosure requirements. For example, banks that issue CoCo bonds are heavily supervised by several authorities (e.g. European Central Bank [“ECB”] and European Banking Authority [“EBA”]) and in Europe alone, approximately 6,000 people are entrusted with the ongoing supervision of banks. Banks and insurers have a strong incentive to maintain their CoCo bonds’ performance since these bonds are integral to their capital structure. Any failure to meet their obligations can have grave operational and reputational consequences for the bank or insurer.

Stress testing of banks, as large issuers of CoCo bonds, are also performed on a periodic basis by regulators such as the EBA, ECB and Bank of England [“BOE”]. The results of these stress tests are public and amply reported in the media, providing a degree of transparency that is unique to these securities. These stress tests simulate the impact of adverse macroeconomic scenarios on the solvency of banks and thereby the impact of potential losses on capital instruments. In its latest stress test report the EBA/ECB[footnoteRef:25] confirmed that the majority of EU banks included in the exercise would survive a material adverse macroeconomic shock which would not impact their CoCo / AT1 Bonds in issue. Similarly, the BOE confirmed[footnoteRef:26] that the major UK banks would be resilient to a severe stress scenario, would remain above their CET1 requirements and would not be required to convert their CoCo / AT1 Bonds. [25:  https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.Report_2023_Stress_Test%7E96bb5a3af8.en.pdf ]  [26:  https://www.bankofengland.co.uk/stress-testing/2023/bank-of-england-stress-testing-results ] 


The health of the banking system has improved immensely over the past decade as demonstrated by banks having significantly increased their capital ratios and improved their profitability. Data from the ECB has confirmed that the average CET1 ratio of EU banks was 15.7% as of December 2023[footnoteRef:27]. Additionally, many banks have excess capital which they are returning to shareholders via dividends and share buybacks. [27:  https://www.bankingsupervision.europa.eu/press/pr/date/2024/html/ssm.pr240410~893f0389e1.en.html] 


CoCo bonds are generally issued by highly-rated institutions, but carry a lower credit rating due to their position in the capital structure of the issuing entity. CoCo bonds sit above common and preferred equity, but below other debt issuance. They therefore carry risks that generally sit between these two well-established asset classes – riskier than traditional bonds, but less risky than equity. This is to say, that while CoCo bonds are higher yielding, the issuers themselves are not high yield issuers.

The perceived complexity and risks of CoCo bonds are mitigated for investors who invest through a UCITS fund – an already highly regulated structure with a diversified portfolio of assets managed by professional investment and risk professionals, who are employed by regulated investment management firms. Thanks to the strong regulatory regime UCITS funds must operate under, end investors investing in a specialist CoCo UCITS fund can be provided with diversified exposure to multiple CoCo bonds and issuers, mitigating concentration risk due to stringent investment restrictions and risk spreading applicable to UCITS. Further, in light of the strategic priority of creating a strong capital markets union (“CMU”) for EU investors, the ability of UCITS to invest in CoCo bonds issued by EU financial institutions is aligned with the objectives of the CMU project.

With respect to complexity specifically, professionals employed by investment managers are experts in the asset class and will have a thorough and deep understanding of the unique features present in certain CoCo bonds. These professionals are cognisant of and attentive to the unique features of CoCo bonds at all times, having the time and resources to keep abreast of market developments as they happen. 

With respect to risks specifically, as a regulated product UCITS funds are required to disclose and describe in a comprehensive manner the risks that are applicable to the UCITS fund in its offering documents which are made available to investors for their review before any investment. In addition, UCITS funds, via the investment manager, employ rigorous due diligence and investment processes before any investment. Moreover, dedicated risk personnel at the investment manager monitor the risks at all times, enabling adjustments to risk levels to be made based on market conditions or allows the avoidance of issuers and specific bonds that do not align with the UCITS fund’s stated risk-reward profile. 

Fund selectors or other intermediaries acting on behalf of retail clients also have and take the opportunity to put the investment manager through rigorous and intense due diligence processes to ensure the firm has adequate risk management procedures and effective investment oversight before offering the UCITS product to end investors. 

Retail investors already have access to riskier asset classes via UCITS structures (e.g., emerging market equities and debt) as well as through direct investment (e.g., equities and derivatives). Notwithstanding this, investment managers can restrict the access of less sophisticated investors to UCITS holding exposure to Cocos / AT1 bonds.

Following the introduction of the asset class, the CoCo bond market can now be considered mature, with, for example, over EUR 200bn of CoCo bonds issued by European banks currently outstanding[footnoteRef:28]. New issuance via primary markets also takes place regularly, thereby increasing supply to the market. There have also been ongoing efforts towards standardisation of the terms and conditions of individual bonds as new issues come to market. This has been helped by both the maturity of the asset class and the work done by the EBA via the publication in October 2016 of their standardised templates for AT1 bonds in addition to regular monitoring reports covering AT1 and Tier 2 capital instruments. With proper due diligence, a sound understanding of the issuer’s financial health and an appropriate risk management strategy, CoCo bonds offer a compelling risk-reward profile for investors.  [28:  This figure is based on Bloomberg data and was provided by a member firm. ] 


Based on the evidence and analysis presented above, there are strong merits for allowing direct exposure to CoCo bonds in UCITS funds.

	Indirect exposure should be allowed on the basis that direct exposure is permitted. 

	Funds domiciled in Ireland have a wide range of exposure, via both direct and indirect exposure, to CoCo bonds based on the sample analysed. We have seen in recent years the application of 10% or 20% limits, both self-imposed by managers and required by the Central Bank as part of their enhanced scrutiny process.  

	

	4. Unrated bonds
	Bonds can be unrated due to various reasons that may not necessarily mean there is higher risk attached. UCITS managers have the ability to assess the credit risk appropriately ensuring there is transparency of data through reviewing underlying issuer reports and accounts.

Generally, liquidity is not a problem for unrated bonds and can be traded quite easily. Such securities may have higher yields as smaller brokerage houses won't have the credit capability so unable to invest in them. They can be attractive for UCITS funds to assist in higher returns and diversification.

Directive 2013/14/EU already requires UCITS funds to not solely or mechanistically rely on credit ratings issued by credit rating agencies and to perform its own credit assessment process as part of its wider investment due diligence requirements prior to investment. This assessment would cover unrated bonds also and allow the UCITS to be fully informed of the risk levels of the asset class and the particular unrated bond before investment.

Unrated bonds trade in the same way as other types of corporate bonds. They are not subject to transfer restrictions and are traded on the capital markets through investment banks, market makers, brokers and other dealers. Settlement processes are standard, straightforward and mirror those of other bonds with settlement occurring on a T+1 or T+2 basis (depending on the market they are traded) and settled via either ICSDs or local CSDs such as DTCC, posing no custody or safekeeping issues.

Valuations of unrated bonds are reliable. They are widely traded by regulated counterparties across the globe, with wide coverage by most major dealers and financial institutions, making valuations reliable and available to market investors and participants on an ongoing basis. Valuation practices are also consistent with other corporate and convertible bonds.

	Indirect exposure should be allowed on the basis that direct exposure is permitted.

	Funds domiciled in Ireland have a limited amount of direct exposure to Unrated bonds based on the sample analysed. Some respondents indicated < 10% in a limited number of UCITS portfolios but the majority of exposure to this asset class is in the range of 5%-10%. 

	

	5. Distressed securities
	Merit to allow a very limited exposure to such securities to increase active risk therefore potential increased returns however specific manager expertise would be required along with understanding of the risks associated and explicitly outlined in prospectus.

In addition, distressed securities are often held in a UCITS portfolio as a result of a sudden deterioration in credit quality of an issuer. Requiring a fund to liquidate such a position when it becomes distressed would remove the possibility of an investor recovering value if the credit quality subsequently improved.

	Indirect exposure should be allowed on the basis that direct exposure is permitted.

	Existing exposure to this asset class ranges from <5% up to 15%. 

	

	6. Unlisted equities[footnoteRef:29] [29:  Where relevant, please distinguish between equity instruments issued by (1) private companies and (2) shares in public companies that that are not listed.] 

	For unlisted equities, there is value creation in transfer from public to private markets (i.e., by staying private longer and going public at much higher valuations).  

Additionally, more capital has been raised via private raises than in initial public offering (“IPO”) since 2015. Pre-IPO enables significant starter position at attractive valuation.  Limiting this access would be detrimental to UCITS.  

From a liquidity risk perspective, UCITS should ensure the max 10% unapproved transferable securities rule is adhered to, the unlisted equities meet the definition of a transferable security, and the overall fund liquidity is taken into consideration before entering the transaction.

	
	Exposure to this asset class is minimal with a small number of funds having a maximum exposure of 10%.

	

	7. Crypto assets[footnoteRef:30] [30:  Where relevant, please specify what type of crypto assets and whether the implementation of MICA will change anything in terms of your assessment. With respect to indirect exposures, ESMA is particularly interested in stakeholder input on exchange-traded products including ETFs with crypto assets as an underlying. ] 

	Firstly, it is important to make a distinction between tokenised traditional assets and digital assets[footnoteRef:31]. [31:  40th-edition-ucits-qa.pdf (centralbank.ie): ID1100] 


Similar to all asset classes, specific investment circumstances and market environments will determine whether direct or indirect exposure is most efficient.  In response to the below queries, we have outlined the merits of seeking direct and indirect exposure however, in a circumstance where crypto assets were UCITS eligible, it would be preferable for an investment manager to have the flexibility to achieve exposure either directly or indirectly or using a blended approach.

Looking at Bitcoin (“BTC”) as an example there is evident demand for exposure to BTC spot products with ~$60Bn having accrued in US ETFs since launch[footnoteRef:32]. Bitcoin has shown a low correlation with traditional assets[footnoteRef:33] and a lower potential covariance with a book of traditional assets and hence could help to enhance risk/reward profile of the portfolios of UCITS funds. [32:  https://blockworks.co/bitcoin-etf ]  [33:  Cryptoassets: The Guide to Bitcoin, Blockchain, and Cryptocurrency for Investment Professionals] 


Investors can already access BTC and other crypto assets in an unregulated way, their inclusion in the UCITS wrappers would increase the investor protection via the UCITS framework. Investors often wish to have true direct exposure to crypto assets which would also generally allow for greater correlation with the movement in the underlying assets. Funds with direct exposure may have reduced costs which can often arise in portfolios with indirect exposure due to the expenses involved in renewing futures or other similar derivative contracts.

Investors in crypto assets which have existing exposures may be less familiar with indirect exposure achieved via futures or other similar derivative arrangements. Investors in a direct exposure situation would be able to track the performance of the UCITS easier by cross referencing the holdings in a fund to movements in the value of those assets in the broader market.

	Bitcoin has shown a low correlation with traditional assets[footnoteRef:34] and a lower potential covariance with a book of traditional assets and hence could help to enhance risk/reward profile of the portfolios of UCITS funds.  [34:  Cryptoassets: The Guide to Bitcoin, Blockchain, and Cryptocurrency for Investment Professionals] 

Indirect exposure via futures or ETPs allows access via already regulated exchanges such as CMOE, and various European Exchanges where the ETPs are listed, and removes the need and associated risk of custody of the underlying crypto asset.

	Ireland does not permit Crypto Assets in UCITS funds, whereas some jurisdictions (Germany, Spain) allow indirect exposure to crypto assets through ETPs.  However, one would expect exposures to be achieved via exposure to adjacent publicly traded companies in the crypto space such as Coinbase, Kraken or via listed Blockchain focused ETFs: Invesco CoinShares Global Blockchain UCITS ETF, VanEck Digital Transformation ETF.  

	

	8. Commodities and precious metals[footnoteRef:35] [35:  With respect to indirect exposures, ESMA is particularly interested in stakeholder input on ETFs with commodities/precious metals as underlying. Please note that under the current UCITS rules, precious metals and certificates representing them are not eligible (Article 50(2)(b) of the UCITS Directive).] 

	Direct investment not currently possible (see Additional comments). 

Regarding merits of direct investment, they are limited. For certain commodities (e.g. precious Metals), there are liquid markets. However, allowing direct exposure would pose difficult questions relating to custody, delivery and handling of these commodities. On the positive side, direct exposure may be more cost efficient as there would be no additional swap fee or product related fees.

	Indirect exposure is currently possible through investment in ETCs, ETNs, delta-one instruments and to a certain extent through AIFs and UCITS. It is also possible for a UCITS to gain indirect exposure through a derivative where the underlying is a transferable security or financial index. However, it is not currently possible to gain exposure through a commodity derivative (See Additional Comments). For example, it is not possible for a UCITS to invest in carbon futures, but a UCITS could gain indirect exposure to carbon emission allowances (which have a similar effect to carbon futures) via an ETP or another delta-one instrument.

Indirect exposure through derivatives on financial indices and ETCs is well established practice. ETCs are financial instruments under MiFID and subject to target market assessment both by the manufacturer as well as the distributor. ETCs generally include retail investors as the intended target market so UCITS should be able to invest into such instruments.

Commodities tend to offer three strong benefits to portfolios: diversification, inflation protection, and return potential and therefore exposure to commodities through an ETC structure should be considered an important portfolio allocation over the long term for UCITS. A number of independent studies have been conducted to support these benefits of commodities[footnoteRef:36], e.g. by allowing indirect exposure via ETCs, the UCITS avoids custody, delivery and handling issues associated with direct exposures. Markets in these ETCs are extremely active and liquid with exchange-turn over and spreads being comparable to large cap equities. Liquidity is generally driven both by the liquidity of the underlying asset through the ETF like subscription and redemption model of these instruments as well as secondary liquidity directly on exchange.  [36:  Commodities and portfolio diversification: Myth or fact? - ScienceDirect] 


	A relatively small number of UCITS funds have indirect exposure to this asset class through delta-one instruments, derivatives and ETCs. The extent of this indirect exposure is minimal with very few funds going above 10%. 

Exposure to commodities is widely used by investors as a diversifier as well as an inflation hedge or to get exposure to certain global megatrends such as certain commodities supporting the energy transition.                                                                                       

Commodities are a well-accepted asset class for many retail and institutional investors. We see a market size of approx. USD 15bn in Commodity UCITS ETFs[footnoteRef:37]. Most of them use swaps on financial indices to obtain exposure to commodities. [37:  Source – Morningstar as of May 2024. ] 


	Direct exposure would require a level 1 amendment as commodities and precious metals are not referenced in Art 50(1) of the UCITS Directive and Art 50(2) of the UCITS Directive prohibits a UCITS from acquiring either precious metals or certificates representing them. In addition, Art 8(5) of EAD states the references in the UCITS Directive to liquid financial assets in the context of derivatives shall be understood as excluding derivatives on commodities. Therefore, currently commodity derivatives are prohibited. Irish Funds does not propose revisions to this prohibition given the challenges, and increased operational risks and costs associated, with custody, delivery and handling issues associated with direct exposures notwithstanding the fact that many ccommodity futures markets are now cash settled rather than requiring physical delivery on maturity.

The commodity markets have matured since the last review of EAD: Many commodities are available via ETPs which trade on regulated exchanges like regular equities and are cleared and settled via the standard clearing systems. Volatility of such ETPs is often lower than the volatility of equities, in particular, certain small caps or emerging markets equities. UCITS should continue to be permitted to achieve indirect exposure to commodities via ETCs given that the ETC structure removes the operational risk and burdens involved in the custody, delivery and handling associated with direct exposures.                                      


	9. Exchange-traded commodities (‘ETCs’)
	Direct investment into an ETC is possible if the ETC satisfies the current transferable security definition, unless it embeds a derivative referencing an ineligible asset. 

By allowing indirect exposure via ETCs, the UCITS avoids custody, delivery and handling issues associated with direct exposures.  Markets in these ETCs are extremely active and liquid with exchange-turn over and spreads being comparable to large cap equities. Liquidity is generally driven both by the liquidity of the underlying asset through the ETF like subscription and redemption model of these instruments as well as secondary liquidity directly on exchange. 

	Indirect exposure should be allowed on the basis that direct exposure is permitted.

	The total market size for ETCs listed in Europe is approximately $90bn with the majority being in gold backed ETCs (~$76bn)[footnoteRef:38]. These products are used extensively both by retail and professional investors. We cannot assess which part of this market is held by UCITS but many multi asset funds across Europe use commodity ETCs for diversification purposes and partly for more tactical positioning and inflation hedge. [38:  Source – Morningstar as of 31 May 2024. ] 


One specific example is an ETF with approx. 20% in Gold and Silver ETCs. The fund is replicating the Bloomberg Commodities (“BCOM”) index. While most competition uses a swap on the BCOM index for replication, the fund replicates the precious metals portion of the index using ETCs. This avoids roll cost and swap fees inherent in a futures-based index and leads to an outperformance of the fund versus competition.

	ETCs are debt securities typically issued by an (investment vehicle) that track the performance of a single underlying commodity or a group of associated commodities. ETCs are generally listed /traded on a regulated market. 

ETCs may be collateralised by the underlying asset (e.g., Gold) or they may obtain exposure to the relevant commodity through a financial contract referencing the commodity or an index.

The issuance and redemption process of an ETC is similar to that on a daily UCITS product, in that there is a daily NAV and an ability to create and redeem the product on a daily basis leading to prices on exchange tracking the NAV of the product very closely.


	10. Real estate
	It is important to note the provision of additional choice to investors allows for improved returns and diversification of market risk without significant additional risks. 

	See asset 11 below regarding indirect exposure to real estate through REITs.

The allowing of indirect UCITS exposures to this asset type under the following should be permissible if reliable valuation, liquidity and safekeeping are in line with those of other UCITS assets:

For ETPs and Derivatives (Exchange Traded), there is reliable valuation (exchange) and liquidity should be assessed on a case-by-case basis on the basis of traded volumes (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). There are no safekeeping concerns.

For OTC Derivatives, there is reliable valuation through counterparty valuation with verification using models etc. On liquidity and safekeeping, there are no concerns.
 
For AIFs (EU) the valuations are independently produced by a Regulated Administrator. Further for EU AIFs that are ETFs, reliable valuations are available through the exchange price. As for liquidity, this should be assessed on a case-by-case basis on the basis of dealing frequency, notice periods, lock ins etc (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). This is unlikely for non-ETF property AIFs. Further, for EU ETF AIFs the trading volumes should be assessed to determine liquidity profile to ensure it matches the redemption profile of the investing UCITS. As for safekeeping, there are no concerns.
 
For AIF (Non-EU), the valuations are independently produced by a Regulated Administrator. Further for non-EU AIFs that are ETFs, reliable valuations are available through the exchange price. As for liquidity, this should be assessed on a case-by-case basis on the basis of dealing frequency, notice periods, lock ins etc (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). This is unlikely for non-ETF property AIFs. Further, for non-EU ETF AIFs the trading volumes should be assessed to determine liquidity profile to ensure it matches the redemption profile of the investing.

	For indirect exposure to real estate via REITs, see asset 11 below. 

	Given the liquidity profile of this asset class it would not appear to be a suitable investment class for a UCITS directly, however, where the exposure is attained indirectly, through an eligible asset (with appropriate liquidity, valuation reliability and safekeeping) which gains exposure to this asset class would be permissible. Any limits on the exposure (direct or indirect) to specific asset types (due to concerns on volatilities etc.) could be dealt with through contribution to VaR or other restrictions within the investment borrowing powers.


	11. Real Estate Investment Trusts (‘REITs’)
	For REITs traded on a Regulated Market, reliable valuations are available through the exchange. As for liquidity, this should be assessed on a case-by-case basis on the basis of traded volumes (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). The size of the REITS market is approximately $2 trillion covering most developed markets globally[footnoteRef:39]. There are no issues with safekeeping for this asset class. [39:  Learn REITs, Investing, and Real Estate by the Numbers] 

 
It is important to note the provision of additional choice to investors allows for improved returns and diversification of market risk without significant additional risks. 

	The allowing of indirect UCITS Exposures to this asset type under the following should be permissible if reliable valuation, liquidity and safekeeping are in line with those of other UCITS assets:

Many of the merits for REITs are similar to Real Estate (asset 10 above).

For ETPs and Derivatives (Exchange Traded), there is reliable valuation (exchange) and liquidity should be assessed on a case-by-case basis on the basis of traded volumes (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). There are no safekeeping concerns.

For OTC Derivatives, there is reliable valuation through counterparty valuation with verification using models etc. On liquidity and safekeeping, there are no concerns.
 
For AIFs (EU) the valuations are independently produced by a Regulated Administrator. Further for EU AIFs that are ETFs, reliable valuations are available through the exchange price. As for liquidity, this should be assessed on a case-by-case basis on the basis of dealing frequency, notice periods, lock ins etc (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). This is unlikely for non-ETF property AIFs. Further, for EU ETF AIFs the trading volumes should be assessed to determine liquidity profile to ensure it matches the redemption profile of the investing UCITS. As for safekeeping, there are no concerns.

For AIF (Non-EU), the valuations are independently produced by a Regulated Administrator. Further for non-EU AIFs that are ETFs, reliable valuations are available through the exchange price. As for liquidity, this should be assessed on a case-by-case basis on the basis of dealing frequency, notice periods, lock ins etc (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). This is unlikely for non-ETF property AIFs. Further, for non-EU ETF AIFs the trading volumes should be assessed to determine liquidity profile to ensure it matches the redemption profile of the investing. 

	Looking at approx. 90 funds, the majority (approx. 80 funds) have less than 10% exposure to REITs. The remaining funds have exposures ranging from 10% up to 100%. 

As for indirect, there is little to no exposure.

	Given the (potential) liquidity profile of this asset class it would appear to be a suitable investment class for a UCITS both directly and indirectly, (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC, valuation reliability and safekeeping). This asset type (or at least certain assets within this class) would appear to currently meet the definition of a transferable security.


	12. Special Purpose Acquisition Companies (‘SPACs’)
	For SPACs traded on a Regulated Market, reliable valuations are available through the exchange. As for liquidity, this is assessed on a case-by-case basis on the basis of traded volumes (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC).
	Many of the merits for SPACs are similar to Real Estate (asset 10) and REITs (asset 11) above.

For ETPs and Derivatives (Exchange Traded), there is reliable valuation (exchange) and liquidity should be assessed on a case-by-case basis of traded volumes (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). There are no safekeeping concerns.

For OTC Derivatives, there is reliable valuation through counterparty valuation with verification using models etc. On liquidity and safekeeping, there are no concerns. 

For AIFs (EU) the valuations are independently produced by a Regulated Administrator. Further for EU AIFs that are ETFs, reliable valuations are available through the exchange price. As for liquidity, this should be assessed on a case-by-case basis on the basis of dealing frequency, notice periods, lock ins etc (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). This is Unlikely for non-ETF property AIFs. Further, for EU ETF AIFs the trading volumes should be assessed to determine liquidity profile to ensure it matches the redemption profile of the investing UCITS. As for safekeeping, there are no concerns.

For AIF (Non-EU), the valuations are independently produced by a Regulated Administrator. Further for non-EU AIFs that are ETFs, reliable valuations are available through the exchange price. As for liquidity, this should be assessed on a case-by-case basis on the basis of dealing frequency, notice periods, lock ins etc (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). This is unlikely for non- ETF property AIFs. Further, for non-EU ETF AIFs the trading volumes should be assessed to determine liquidity profile to ensure it matches the redemption profile of the investing.

	The size of the SPACs market is in excess of $100 billion[footnoteRef:40]. Only 2 of the funds surveyed had up to 10% direct exposure to SPACs.  [40:  Year of the SPAC | S&P Global (spglobal.com)] 


	Given the (potential) liquidity profile of this asset class, it would appear to be a suitable investment class for a UCITS both directly and indirectly, (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC, valuation reliability and safekeeping). This asset type (or at least certain assets within this class) would appear to currently meet the definition of transferable security.

It is relevant to note that in Ireland, there is a 10% limit for a sub-fund based on general prospectus investment restriction subject to any differing limit being referenced in the relevant investment policy for a fund[footnoteRef:41].  [41:  Securities Markets Risk Outlook Report 2021 (centralbank.ie): “Noting the concerns of ESMA and Regulators more generally with respect to the exposure of retail investors, the Central Bank has limited investments in SPACs to a maximum of 10% of the Net Asset Value (NAV) for retail investment funds.”] 



	13. EU AIFs[footnoteRef:42] [42:  Where relevant, please distinguish between different types of AIFs (e.g. open-ended, closed-ended) and investment strategies (e.g. real estate, private equity, hedge funds). ] 

	For EU AIFs, the valuations are independently produced by a Regulated Administrator. Further for EU AIFs that are ETFs, reliable valuations are available through the exchange price. 

As for liquidity, this should be assessed on a case-by-case basis on the basis of dealing frequency, notice periods, lock ins etc (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). Further, for EU ETF AIFs the trading volumes should be assessed to determine liquidity profile to ensure it matches the redemption profile of the investing UCITS. The size of the EU AIFs market is in excess of €6 trillion[footnoteRef:43]. [43:  ESMA50-524821-3095 EU Alternative Investment Funds 2023 (europa.eu)] 


As for safekeeping, there are no concerns relating to the safekeeping of EU AIFs (in all material respects like a UCITS from designated countries) versus those of a UCITS.

As mentioned above, provision of additional choice to investors allows for improved returns and diversification of market risk without significant additional risks provided the AIFs are like a UCITS in all material respects.

	The allowing of indirect UCITS exposures to this asset type should be permissible if reliable valuation, liquidity and safekeeping are in line with those of other UCITS assets.

	Only a handful of funds have up to 10% exposure to EU AIFs, in line with the 30% limit per the UCITS Directive. Some funds also gain indirect exposure to these funds through the use of structured notes. 

	Given the (potential) liquidity profile of this asset class it would appear to be a suitable investment class for a UCITS both directly and indirectly, (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC, valuation reliability and safekeeping). This asset type (or at least certain assets within this class) would appear to currently meet the definition of a transferable security.


	14. Non-EU AIFs
	On reliable valuation information, it is important to highlight that the valuations are independently produced by an Administrator. Further for non-EU AIFs (e.g. US, UK) that are ETFs, reliable valuations are available through the exchange price. 

As for liquidity, as positioned above, this should be assessed on a case-by-case basis on the basis of dealing frequency, notice periods, lock ins etc (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC). Further, for non-EU ETF AIFs the trading volumes should be assessed to determine liquidity profile to ensure it matches the redemption profile of the investing UCITS. The size of the non-EU AIFs market is in excess of €45 trillion.

Regarding safekeeping, there are no concerns relating to the safekeeping of non-EU AIFs (in all material respects like a UCITS from designated countries) versus those of a UCITS.

Finally, the provision of additional choice to investors allows for improved returns and diversification of market risk without significant additional risks provided the AIFs are like a UCITS in all material respects.

	The allowing of indirect UCITS Exposures to this asset type should be permissible if reliable valuation, liquidity and safekeeping are in line with those of other UCITS assets.

The provision of additional choice to investors allows for improved returns and diversification of market risk without significant additional risks.

	A small number of funds invest up to 30% in non-EU AIFs in accordance with the diversification limits. These non-EU AIFs are all UK UCITS and Non-UCITS Retail Schemes (“NURS”) funds.

	Given the (potential) liquidity profile of this asset class it would appear to be a suitable investment class for a UCITS both directly and indirectly, (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC, valuation reliability and safekeeping). The current limit of 30% does not appear to be based on any measurable additional risk between an eligible non-EU AIF (e.g. US 1940 Act with appropriate self-imposed restrictions - 10% borrowing and 10% in CIS disclosed appropriately) and UCITS.


	15. Emission allowances
	The merits for emission allowances are the same as those detailed on commodities (i.e. diversification, inflation hedge, etc.) – see asset 8 above. These assets are generally expected to have positive performance given EU climate policies.

	
	Irish Funds members have indirect exposure only through FDI (swaps) on financial index with emission allowance as constituent.

	Irish Funds understand that current CBI view[footnoteRef:44] is that indirect exposure through a financial index or SFI is acceptable but not direct exposure. [44:  Re: Discretionary Commission Arrangements in motor finance arranged through hire-purchase agreements. ] 



	16. Delta-one instruments
	Delta-one instruments offer a range of benefits that enhance the investment landscape, particularly for UCITS funds and their investors. These financial instruments allow for indirect exposure to assets that might not be directly accessible to UCITS funds, thereby broadening the investment universe and opportunities available to investors. This feature is particularly advantageous in jurisdictions where delta-one instruments are permitted on the basis that they do not incorporate a derivative component, thus facilitating a more straightforward investment process. 

One of the key advantages of utilizing delta-one instruments is the diversification they offer to investment portfolios. By providing access to a wider range of assets, these instruments can help protect investors during market volatility, offering uncorrelated returns when traditional asset classes exhibit similar market movements. This diversification is crucial for risk management and for achieving a more stable investment performance over time. Moreover, delta-one instruments come with the added benefit of institutional-grade product due diligence. This encompasses a thorough assessment of legal, operational, and service provider arrangements, as well as a detailed evaluation of the underlying assets, including custody arrangements. Such rigorous due diligence ensures that investments are made with a comprehensive understanding of all associated risks and operational intricacies, thereby enhancing the security and reliability of investments made through delta-one instruments. 
In certain circumstances, it may be more cost efficient to obtain exposure to certain assets through delta-one instruments rather than direct investment or via indirect investment through other access vehicles such as mutual funds or derivatives.
Additionally, Delta-one instruments listed or traded on a regulated market contribute to the liquidity and efficiency of Exchange-Traded Products investments. By facilitating easier access to a variety of assets, these instruments can improve the market's overall liquidity, making it simpler for investors to enter and exit positions. This increased market efficiency is beneficial not only to individual investors but also to the broader financial ecosystem.
	Similar merits to direct exposure but generally not observed given additional costs incurred.

	We are aware of many UCITS using ETCs and ETNs, but it is difficult to assess the whole European market.

The market for delta-one instruments is vast and, depending on the exact definition, may include commonly accepted instruments such as American depositary receipt (“ADRs”) and Global Depositary receipts (“GDRs”). Market research (of one of Irish Funds members as an issuer of such instruments) covers delta-one instruments on crypto underlying and carbon allowances.

The Assets Under Management (“AUM”) of Crypto ETPs listed across European exchanges currently amounts to approx. $12bn[footnoteRef:45]. While the majority of this market seems to be attributed to retail investors, there is increasing institutional demand for these products including UCITS funds, mainly out of Germany who seem to be using the asset class for diversification purposes. [45:  Source – Morningstar as of 31 May 2024. ] 


The market for delta-one instruments tracking the price of carbon allowances is approximately $1bn[footnoteRef:46]. [46:  Source – Bloomberg as of 31 May 2024. ] 


As for ETCs, the market for crypto ETPs and ETPs tracking the price of carbon allowances is very liquid and transparent, given the transparent structure of these instruments and the well-established trading model on the relevant regulated exchanges.       

	Delta-one instruments are debt securities typically issued by a credit institution that provide non-leveraged economic exposure to underlying reference asset(s). Delta-one instruments may or may not be listed or traded on a regulated market / multilateral trading facility. The more liquid of the Delta-one instruments are ETCs and ETNs. 


	17. Exchange-traded notes (‘ETNs’)
	Same merits as detailed for Delta-one instruments above.

	Same merits as detailed for Delta-one instruments above.

	
	ETNs are debt securities typically issued by an investment vehicle that track the performance of or provide non-leveraged economic exposure to underlying reference asset(s). ETNs are listed or traded on a regulated market / multilateral trading facility. 


	18. Asset-backed securities (‘ABS’) including mortgage-backed securities (‘MBS’)
	Structured credit is a $3.3 trillion USD subset of global fixed-income market that is highly diverse in terms of structures, quality, yields, maturities and collateral types. 

Structured credit can be broken out into three main categories: Residential Mortgage-Backed Securities (RMBS), Commercial Mortgage-Backed Securities (CMBS) and Asset Backed Securities (ABS).
 
Structured credit is a broad term encompassing debt instruments backed by a pool of assets held in a bankruptcy remote trust that generate a stream of financial payments (interest, principal and loan prepayments).
 
The cash flows are then redistributed, often into different tranches of securities that reallocate the risks emanating from the underlying pool of assets, for example, by average life or by credit risk. Tranches vary in yields, ratings, credit enhancements, and liquidity profiles, covering the spectrum from AAA (lower risk and return potential) to below-investment-grade (higher risk and return potential).

Structured credit includes many types of investment opportunities that offer income diversification and higher yield potential compared to traditional fixed-income sectors. In addition structured credit has a relatively low correlation to other fixed-income sectors.
 
Lending standards today are by far more stringent, and investor friendly compared to the loosely underwritten subprime mortgage lending that contributed to the financial crisis.  As a result of government intervention and the creation of various lending regulations such as the Dodd-Frank Act of 2010 as well as the “Ability to Repay” (ATR) requirement, mortgage lenders are now required to verify critical borrower financial information. In addition to strictly regulated underwriting requirements, bond issuers must retain a portion of the bonds they sell to the market (US and EU Risk Retention requirements). By requiring lenders and issuers to stand behind their practice and put their own capital to work, the interest of both investors and issuers are more align than they had been in the past.

Transparency information on ABS and MBS is readily available. This includes information on the underlying pools and collateral forming the ABS/MBS transaction. For example, in the US, data on agency-backed MBS is available from government sponsored agencies such as Fannie Mae and Freddie Mac. This data includes, inter alia, at-issuance and monthly data, legal documents, properly valuation methods, loan performance trends, prepayment information and forbearance/delinquency metrics. This data allows investment managers to fully assess the risk-reward profile of the investment.

Agency mortgage-backed securities offer additional yield with lower duration relative to US Treasuries with limited credit risk due to the explicit or implicit government guarantee. Investors are exposed to prepayment risk, but little credit risk (as government guaranteed). The sector is also the most liquid within structured credit, so liquidity risk is modest compared to other subsectors.

Reliable liquidity and valuation information is available for US traded ABS/MBS. Trade Reporting and Compliance Engine (“TRACE”) reporting provides investors with trade prices, volume and settlement practices. As an asset class, the MBS market is very liquid particularly rated investment grade. Many parts of ABS market are also highly liquid and offer yield and diversification to investors. Reliable valuations are also available on an ongoing basis from multiple sources - market data providers, market makers, dealers, investment banks.

Additionally, sub-sets of the MBS/ABS market  tend to be floating rate and have shorter maturities and are useful to utilise in terms of a UCITS asset allocation due to having less duration risk and more certainty on cash flows.

Mortgage and consumer credit spreads and yields have repriced significantly and are well wide of the levels seen pre-COVID and in December 2018, the last time the Fed hiked the US economy into an economic slowdown.
 
The MBS/ABS sector is more dependent on US domestic growth and more sheltered from global economic developments.  Focus on floating rate securities and active management of duration provides some immunity in a rate rising environment.
Within the ABS/MBS asset class, there are a variety of sub-sets of securities where the foregoing merits of allowing direct UCITS exposure also apply. For example, collateralised mortgage obligations (“CMOs”) offer exposure to the housing market particularly in the United States, which benefits from positive home price appreciation and healthy homeowner finances due to long term loan mortgage rates for existing homeowners. CMOs are offered in a variety of structures that provide investors, including UCITS, with flexibility to manage a range of risks including credit, interest rate and/or prepayment risk and to pursue relative value opportunities. CMOs also provide portfolio diversification from sovereign and corporate credit and have a strong issuance pipeline and are widely traded, making them highly liquid investments. US$8.9 billion of agency CMOs and US$1 billion of non-agency CMOs were issued net of maturities in June 2024 with US$1.05 trillion of agency CMOs and US$615 billion of non-agency CMOs outstanding as at the end of June 2024[footnoteRef:47]. [47:  Per BoA Global Research ] 


	Indirect exposure should be allowed on the basis that direct exposure is permitted.

	Funds domiciled in Ireland have a wide range of exposure, via both direct and indirect exposure, to ABS and MBS based on the sample analysed. The exposure seems to be relatively small (>10%) for the majority of these funds with the remaining portion ranging from 10% to 100% in one instance.  

	

	19. Other relevant asset classes (please specify)
	We believe that Collateralized Loan Obligations (“CLOs”) should remain UCITS eligible and that investing in CLOs via the UCITS structure can facilitate broad investor participation in a unique and, for many investor needs, attractive asset class that has an underlying market of meaningful size. Specific limits should not be imposed on CLO investments as it would be for the investment manager of the fund to determine the suitable levels of exposure of the fund to this asset class, in line with the investment strategy of the fund. 

We also believe it is essential that any consideration of the use of CLOs in a UCITS structure differentiates between different tranches of CLOs as they have dramatically different risk profiles. Failing to recognize this and treating CLOs as though they were a homogenous asset class is as inaccurate as treating large-cap stocks and micro-cap stocks as indifferentiable types of “equities”, or AAA-rated bonds and junk bonds as simply “bonds”. 

CLOs have a number of attractive characteristics for investors:

· High income to risk ratio

· Potential for consistent monthly income
· CLO notes are structured with a “cashflow waterfall”, which, particularly in the higher rater tranches, provides the opportunity for very consistent monthly income, at yields that have been consistently higher than other similarly rated fixed income instruments.

· AAA rated CLO notes have historically never experienced a default[footnoteRef:48], even during periods of significant market stress (e.g., GFC, March 2020 COVID volatility) [48:  1S&P Global Ratings Credit Research & Insights & A&P Global Market Intelligence CreditPro as of June 30, 2024. ] 


· CLOs have various asset coverage and collateral quality tests which create a self-correcting structure that can automatically redirect cashflows to de-lever the CLO in periods of stress, protecting senior notes.

· Diversification potential

· CLOs are floating rate assets with limited interest rate/duration risk leads to relatively lower volatility and portfolio diversification potential
· CLOs’ provide attractive diversification relative to traditional investment grade fixed income.  For example, the historical correlation between Euro AAA-rated CLOs and the Bloomberg Euro Aggregate AAA Bond Index[footnoteRef:49] is -0.03 (based on daily total returns over trailing three-year period) [49:  Bloomberg, JP Morgan as of 6/30/24 based on daily total returns over the trailing 3 years ended 30 June 2024. All Euro-based indices are hedged to EUR. An investment cannot be made directly in an index
] 

· Historically, a portfolio of traditional investment grade fixed income investments would have seen reduced volatility and better risk adjusted returns in returns when CLO AAAs are added to the portfolio.

A CLO is a portfolio of leveraged loans that are securitised and actively managed, similar to a fund. Each CLO consists of rated debt tranches that pay interest, as well as a lowest-level “equity tranche”. Each tranche has a different risk/return profile based on its priority claim on the cash flows. Debt tranches are rated AAA to BB. The more senior and higher rated the tranche, the higher its priority claim on cash flows (i.e. AAA tranches have highest priority claim to any cashflows). AAA tranches have the lowest risk/return profile as they sit at the top of the capital structure, and thus enjoy the strongest structural protections. The lower rated tranches are afforded higher levels of income to compensate investors for the increased risk. The CLO makes payments to the various tranches based on seniority (AAA tranche receives payments first, AA second etc.). As a result, the equity tranche is leveraged to the performance of the underlying assets. Like equities, there are different types of CLOs with different characteristics. 

Senior rated tranches benefit from par subordination and structural support as strict thresholds, which are enforced monthly by Coverage tests at each CLO tranche level. Coverage tests take two main forms:

· Overcollateralization tests (OC tests): ensures that the principal value of a CLO’s underlying bank loan pool exceeds the total principal value of the outstanding notes issued by various CLO tranches
· Interest Coverage tests (IC tests): measures the ratio of total interest income generated by the underlying pool of assets to the total interest due on the outstanding debt tranches.

CLOs are non-mark-to-market, term-financed vehicles. Assets held in the CLO are marked at par unless the pool of loans exceeds a predetermined CCC threshold, which results in the Coverage tests marking these assets at their market value (opposed to par). Thus, CLOs penalise higher levels of CCC exposure and defaulted assets.

If a CLO fails a Coverage test, cashflows are then diverted away from structurally subordinate tranches and used to amortise the senior tranches of the CLO, de-levering the structure until the CLO passes the Coverage test.

These Coverage tests enable CLO tranches to withstand losses well in excess of their subordination levels. These structural protections would typically require constant annual default rates of 8% or higher to cause a principal loss on a BB Tranche[footnoteRef:50]. AAA would typically require default rates of >30% for several years in a row before any principle loss. [50:  Wells Fargo Securities as of December 31, 2018. Figures based on par subordination. For illustrative purposes only.] 


The Global CLO market has grown tremendously over the last 10 years, passing $1T in size in 2022. While not as large as the US market, the European CLO market has accelerated its growth, doubling in size over the last four years, and outpacing the US market in terms of rate of growth. Total assets in Euro-denominated CLOs now exceed $250bn, which exceeds that of many other UCITS-eligible asset classes, and liquidity – especially in the higher-rated tranches – is more than sufficient to support the daily requirements of UCITS vehicles.

The increased size of the CLO market, both in the US and Europe, is being driven by tremendous investor demand, both from the institutional market and from more retail focused vehicles such as ETFs which have become increasingly popular in the US market, with over $10 billion allocated to these investments (as of June 30, 2024) and numerous new CLO Note ETFs entering the market, both in the AAA tranche as well as lower rated notes.

Investors are drawn to the attractive risk-return features that CLO notes offer relative to similarly rated instruments such as corporate bonds, loans or other securitised products.

While global CLO creation remained robust during 2023, 2024 pace is already surpassing 2023 levels driven by the increased global demand. Increased demand has driven both new issuance as well as reset activity in both markets. The increased availability and increased demand/popularity has enhanced liquidity for the asset class, specifically the AAA tranches.

As a floating rate asset class with little interest rate duration risk, interest rate movements have a muted effect on CLO Note pricing, only affecting their coupon levels. This muted effect has enabled overall volatility in the asset class to be comparatively low compared to other Fixed Income classes, which saw tremendous drawdowns in 2022 and have seen increased volatility in 2023 and YTD 2024 as interest rate uncertainty has gripped the global market.

Historically low volatility of AAA-rated Euro CLOs, with historical performance implying an SRRI rating of 3 (up to a max of 7), which is consistent with other comparable investment exposures (see table in Appendix 2).

The risk of investing in CLOs is arguably easier for investors to understand as price fluctuations are primarily driven by a single factor, which is investors’ perception of the risk of default by the underlying borrowers. This compares with traditional credit portfolios which combine both default risk (“spread”) and a nuanced sensitivity to anticipated changes in government interest rates several years into the future (“duration”).

Senior loans, CLOs underlying asset class, are loans issued by below-investment grade companies that are senior secured, top of the capital stack. While these loans are from below IG companies, fundamentals in the senior loan markets have remained strong and default rates are still under long term averages.

A lack of defaults, and strong underlying market flows into the CLO market, strengthens each CLOs position and cashflow health. Such high default rates have never been observed historically, with defaults with the Euro loan market having recorded 1.6% defaults in 2023, 2.6% during peak covid in 2020, and just 10.5% during the 2008 financial crisis, when the CLO market was far less well-established than it is today.

CLOs feature very low default rates across all tranches, even for speculative grade, due to the self-healing mechanism of CLOs. Downgrades for CLOs are sparse given the well diversified nature of the underlying pool of investments and strength of the underlying asset class. This is in stark contrast to the corporate market where a flurry of downgrades are common during periods of market stress.

Fixed Income transactions are made up of bid wanted in competition (BWIC) and non-BWIC trading. BWIC is a formal request for bids on a package of securities, submitted to a number of securities dealers, with trackable data. Non-BWIC transactions are OTC and not tracked on a centralised basis. 2023 saw €5 billion of BWIC CLO AAA supply. Liquidity has historically been available during both normal periods as well as stressed periods. In the last 5 years, the markets have seen two periods of stress, COVID and the UK LDI crisis. During each of these periods, liquidity was available for the AAA CLO Note market.

Exchange Traded Instruments (“ETIs”)[footnoteRef:51] or AMCs are an investment vehicle combining features of structured products and actively managed funds. It provides a “wrapper” for an investment strategy, or specific underlying assets. The certificate is sold to investors and the capital is used to implement the strategy. [51:  ETIs are debt securities typically issued by a (credit institution) that track the performance of a pool of underlying reference asset(s) that are managed on a discretionary basis by an asset manager. ETIs are listed or traded on a regulated market / multilateral trading facility.] 


They are exchange traded or privately placed depending on the underlying strategy, and liquidity can be provided either via the exchange or redeeming directly from the issuer.

These are effective vehicles for accessing exposures without bearing the cost of having to trade the underlying strategy directly. Provided the underlying are eligible and the vehicle is not being used to circumvent the exposure limits on a UCITS.
Merits include:

· Access to more diverse strategies for investors;
· ETIs appear to meet the definition of a transferrable security (this should be assessed on a case-by-case basis); and
· Transparent valuations with daily listings.

It is important to note that the merits are also captured under delta-one instruments (see asset 16 above).

Contract for difference (“CFDs”) are currently used in UCITS particularly for long/short equity strategies (and have been for many years) mainly as a risk mitigation tool and as a cost efficient alternative to direct equity investment in certain markets.  These assets are cost efficient, transparent and a cost-effective derivative for UCITS funds with no particular liquidity concerns. CFDs are often the most appropriate instrument for gaining short exposure to individual stocks, given that the economics of a single stock CFD most closely replicate the economics of a physical short position in a stock (i.e. a 1:1 relationship between movement in the stock price and movement in the value of the CFD). They are similar to futures as they can provide long and short exposure to an underlying security. Additionally, from an investment and liquidity perspective, they are similar to other permitted exchange traded and OTC derivatives such as futures and swaps, as their exposure is limited by global exposure limits under the UCITS regulations. They have the same characteristics as directly investing in equities in terms of valuation and liquidity.

Rule 144A securities have long been eligible investments for UCITS funds as transferable securities.  In terms of Rule 144A securities generally, Rule 144A securities are benchmark-eligible and held by most market participants, including institutional investors, UCITS funds, ETFs, mutual funds in the US, hedge funds and dealers.  Furthermore, Rule 144A securities are quoted and transacted in a similar way to registered bonds via dealers, portfolio trades, algorithmic / electronic trading platforms etc.  There has been a proliferation of Rule 144A securities issued in the US over the past decade.  For example, as can be observed from the following chart, the percentage of Rule 144A securities issued in the US high yield market increased from 22% in 2014 to approximately 75% in 2023 – see Appendix 3.

In terms of settlement, transacting in Rule 144A securities is part of a regular course of business with similar liquidity and identical T+1 settlement provisions as registered bonds.  For example, as outlined in the chart below, the majority of high yield trading volume in the US is in Rule 144A securities – see Appendix 4.

	Exchange Traded Instruments are themselves an indirect exposure to an underlying strategy. 

	Regarding CLOs, we have encountered firms with 100% CLO exposures however, in terms of exposure in multi-sector fixed income portfolios, the cap exposure is at 10%. This 10% limit is generally self-imposed but accepted by the Central Bank in line with their enhanced scrutiny process. 

For 144A securities, depending on the strategy of the UCITS, a UCITS can invest up to 100% in Rule 144A securities subject to the usual UCITS diversification limits on the basis that the Rule 144A securities satisfy the definition of a transferable security.  

	In considering, Closed ended unds, given the (potential) liquidity profile of this asset class it would appear to be a suitable investment class for a UCITS both directly and indirectly, (i.e. their liquidity does not compromise the ability of the UCITS to comply with Article 37 of Directive 85/611/EEC, valuation reliability and safekeeping). This asset type (or at least certain assets within this class) would appear to currently meet the definition of transferable security.
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Appendix 2[footnoteRef:52] [52:  Euro CLO AAA Notes represented by J.P. Morgan Euro CLOIE Index. Euro IG 1-3yr by Euro-Aggregate: 1-3 Year Index. Euro Securitized AAA by Bloomberg Euro-Aggregate: Securitized - AAA Index. Euro Agg by Bloomberg Euro-Aggregate Index. Euro Corp IG by Bloomberg Euro-Aggregate: Corporate Index.] 
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