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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).] 

	AIMA considers that there would be merit in widening the scope of eligible assets, or further clarifying, that UCITS funds can invest in to include all forms of loans, such as direct leveraged loans and CLOs. Many loans are transferable and there is an active secondary market. For example, we support the fact that syndicated loans are deemed eligible if they meet liquidity/ valuations and negotiability.

Among the benefits include (i) diversification in issuer type, as the type of issuer will differ to those of standard bonds, complementing traditional credit exposure; (ii) access to an established market, e.g., in line with the requirements of the US Investment Company Act of 1940 for standardised loans, especially senior/leveraged loan; and (iii) where the UCITS is invested in assets related to the issuer, it can benefit the portfolio to permit the UCITS to assist in restructuring actions of that issuer through participating in loans it issues.

Loans bring the potential for higher yields to investors, relative to public credit such as investment-grade and high-yield bonds, with insulation from the price-effects of rate duration, owing to their floating-rate nature.

In the large-cap, leveraged loan market, over 90% of loans are daily tradeable via 20+ OTC trading desks.  

There is also active retail fund participation in the US loan market in comparison to Europe.

The European leveraged loan market is larger than the European corporate high yield bond market.
European loan market trading liquidity is strong, consisting of secondary trading activity (c. 30% annual turnover) and inherent prepayment features of the asset class (c. 25% average p.a.).

	Indirect exposure can provide a more diversified exposure to the underlying loans, though it may be linked to higher costs and reduced transparency.
	
	Loans share significant structural similarities and credit risk to floating rate notes (FRN) which are UCITS eligible. Unlike the FRN market, that is small and highly concentrated market, the European loan market is large (c.€415 billion).
Loan valuation is based on independent pricing from a large selection of brokers (20+ in Europe). 
The US loan market has long had an established, retail mutual fund presence.


	2. Catastrophe bonds (‘Cat bonds’)
	
	
	
	

	3. Contingent Convertible bonds (‘CoCo bonds’)
	CoCo bonds represent a liquid asset class comparable to investment-grade and high-yield bonds issued by European and US corporates. They trade through investment banks and dealers like any other bond, with reliable valuations continuously available from multiple sources such as market data providers, market makers, dealers and investment banks. Settlement processes and cycles for CoCo bonds are straightforward and mirror those of other bonds, posing no custody or safekeeping issues.

Banks and insurers, the primary CoCo bond issuers, operate under stringent regulatory frameworks worldwide, including Basel capital rules and oversight from bodies like the ECB, EBA and BoE, ensuring robust risk management to prevent failures. Regulators regularly subject banks to stress testing to assess their resilience against adverse macro-economic conditions, further bolstering investor confidence. 

Capital ratios are now reported with enhanced transparency and standardisation through regular Pillar 3 disclosures on a quarterly or semi-annual basis. The probability of an adverse trigger event occurring is low as banks have significantly increased their capital ratios and improved their profitability since the global financial crisis. Data from the ECB confirmed that the average CET1 ratio of EU banks was 15.7% as of December 2023, well above CoCo bond trigger levels (5.125% or 7%) that would result in either permanent write down or conversion to equity.

UCITS funds offer retail investors diversified exposure to multiple CoCo bonds and issuers, mitigating concentration risk due to stringent investment restrictions. Actively managed UCITS funds employ rigorous due diligence and investment processes before investing, enabling adjustments to risk levels based on market conditions or the avoidance of issuers and bonds that do not align with the fund’s risk-reward profile. 

The prospectuses and final terms of each CoCo bond issued clearly outline the terms and conditions of each issuance, which have become increasingly standardised since inception of the asset class and with established market conventions over the years which has been further encouraged by the EBA.

CoCo bonds are a key source of funding for the banking sector, with UCITS becoming key buyers. Removing a key funding source could risk destabilising the banking system, increase ownership by short-term and opportunistic investors, frustrate the creation of a Capital Markets Union and undermine retail participation in the CMU.
	UCITS typically take direct exposure, however indirect exposure should be allowed on the basis of investing via another regulated vehicle or regulated product such as a UCITS or other type of collective investment scheme.

	
	

	4. Unrated bonds
	No comment
	
	
	

	5. Distressed securities
	No comment
	
	
	

	6. Unlisted equities[footnoteRef:7] [7:  Where relevant, please distinguish between equity instruments issued by (1) private companies and (2) shares in public companies that that are not listed.] 

	No comment
	
	
	

	7. Crypto assets[footnoteRef:8] [8:  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. ] 

	Possible diversification benefits depending on the asset class – cryptocurrencies have been characterised as having low correlation with traditional asset classes, with value being driven by market adoption, technological advancement, regulatory developments, and other factors unique to this asset class.

In the long term, direct crypto asset exposure for UCITS may become feasible when crypto assets become more integrated into the traditional financial system and thus operational hurdles for UCITS asset managers wanting to directly invest into crypto assets are reduced (e.g., allowing  for the use of traditional service providers such as custodians). The Markets in Crypto-Assets Regulation (MiCA) establishes a harmonised EU regulatory framework for crypto assets, which will standardise and increase investor protection and thereby advances the further institutionalisation of crypto assets.
	Indirect exposure enables UCITS managers to gain exposure via traditional wrappers while removing certain challenges of direct investments, such as the need for a specialised crypto asset custodian; and access to crypto asset trading venues.
	
	

	8. Commodities and precious metals[footnoteRef:9] [9:  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).] 

	The commodity markets are a key global liquid market that is today missing from the UCITS universe.

Allowing exposures to commodities in UCITS would add a key diversifier to the trading universe as well as allow for hedging of certain exposures that may be inherent to certain other investments (for example allowing the reduction of the exposure to certain raw materials or energy markets when investing a certain industrial sector).  

The listed commodity futures market is highly liquid and developed as well as operated by prominent established exchanges both in the EU and outside.
UCITS funds should be allowed to have both direct and indirect exposures to such futures contracts.

Commodity underlyings should be an eligible asset of such futures contracts.
Commodity futures contracts have similar risk levels as individual equities and the notional exposure limits per contract should be similar to those of single equity exposures, i.e., max 5% of exposure to one underlying commodity market.
	
	
	

	9. Exchange-traded commodities (‘ETCs’)
	See previous responses
	
	
	

	10. Real estate
	No comment
	
	
	

	11. Real Estate Investment Trusts (‘REITs’)
	No comment
	
	
	

	12. Special Purpose Acquisition Companies (‘SPACs’)
	No comment
	
	
	

	13. EU AIFs[footnoteRef:10] [10:  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). ] 

	Investing in an AIF – both open-ended and closed-ended AIFs across strategies – permits exposure to a diversified portfolio of underlying to which the UCITS may be unable to obtain direct exposure.

Higher returns may be generated by virtue of the flexibility of AIF managers in their investment approaches (e.g., leverage and short selling strategies) as well as the expertise of AIF managers in this domain.

	
	
	

	14. Non-EU AIFs
	See previous responses
	
	
	

	15. Emission allowances
	Low correlation to equities, bonds and other assets classes so may be a useful diversifier and/or hedge.

Outright exposure can deliver positive returns to UCITS portfolios and therefore enhance the overall return characteristics of UCITS funds.

UCITS are managed by professional and regulated investment managers who will have the appropriate expertise to understand how and why these instruments can be utilised within a balanced and diversified portfolio.
	Indirect exposure through ETFs, ETNs, ETCs etc can be more operationally efficient and address some of the potential operational and  regulatory issues (for example the requirements for Union Registry Accounts).

	
	There is no reason why UCITS investors should be deprived of the opportunity to gain exposure to carbon and its potential for dampening volatility / providing a hedge or enhancing the risk / return characteristics of a UCITS portfolio.  While the use of such instruments may be technical, they are managed by professional regulated investment managers. For UCITS investors, what is important is the potential beneficial outcomes experienced within a well-regulated structure.
The market is well understood by market participants and is long since established and liquid.
Consideration should be given to appropriate limits in much the same way as issue/issuer and counterparty limits that apply to UCITS.

	16. Delta-one instruments
	See previous responses
	
	
	

	17. Exchange-traded notes (‘ETNs’)
	See previous responses
	
	
	

	18. Asset-backed securities (‘ABS’) including mortgage-backed securities (‘MBS’)
	No comment
	
	
	

	19. Other relevant asset classes (please specify)
	No comment
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