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L’AFG fédère les professionnels de la gestion d'actifs depuis 60 ans, 
au service des acteurs de l’épargne et de l’économie. Elle est la voix 
collective de ses membres, les sociétés de gestion de portefeuille, 
entrepreneuriales ou filiales de groupes bancaires ou d’assurance, 
français et étrangers. En France, la gestion d’actifs c’est 680 sociétés 
de gestion, pour 4355 mds d’actifs sous gestion et 85 000 emplois dont 
26 000 propres aux SGP.  

L’AFG se mobilise pour la gestion d’actifs et sa croissance, contribue 
à l’émergence de solutions bénéfiques à tous les acteurs de son 
écosystème et s’engage dans l’intérêt de tous à favoriser le 
rayonnement de l’industrie, en France en Europe et au-delà. Elle 
s’investit pour l’avenir. 
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AFG’s General comments 

AFG members welcome this very in-depth report referencing so many ETF listing market practices 
around the world. AFG members commend the IOSCO’s positive initiative to review the strengths 
and potential weaknesses of the ETF industry from a regulatory standpoint. 

AFG agrees with C5’ conclusions regarding the relevance and resilience of ETFs structures and 
guiding IOSCO principles: 

 the 2013 ETF Principles remain relevant and appropriate, as no major gaps of the principles 
have been identified and no major regulatory issues were reported by IOSCO members or 
industry survey respondents; and 

 the ETF structure has generally proved resilient during historical stress events. Historical 
stresses related to ETFs have been idiosyncratic, and no structural issues related to ETFs 
have been identified. 

AFG does not disagree on adding a set of good practices identified during the review, however 
markets and local regulations differ, and these differences should be taken into consideration. A “one 
size fits all” approach should be avoided. Local good practices should be recognized such as “main 
AP” arrangements. 

AFG insists on the effectiveness of current European regulatory environment: the “UCITS ETF” 
regulatory label, MIFID2 distribution protection rules. The ETF functioning proved resilient during the 
pandemic crisis. There is no reason to overload existing regulations. 

 

1. Effective product structuring 

Measure 1 

Question 1 

- What additional considerations do regulators or responsible entities consider in determining 
the range of assets and strategies to be invested or implemented by an ETF and how are they 
different from those concerning OEFs? 

In Europe, ETFs are in their vast majority formed under the UCITS Directive. They are identifiable with 
the mandatory vocable “UCITS ETF” and they have to specify if they are actively managed ETFs or 
index tracking ETFs1. There are very few active ETFs, the vast majority being index tracking ETFs. 

UCITs ETFs thus comply with the full set of regulatory constraints of this retail protective European 
Directive, such as eligible assets rules, asset diversification and concentration, leverage limit, 
counterparty risk, etc. Please see our short paper on UCITS ETF: a unique European format2. AFG 
recalls that UCITS ETFs, as any UCITS, have leverage limitation to two times the net assets and 
borrowing is prohibited. 

UCITS assets are limited to most liquid and vanilla ones for OEFs and ETFs. Thus, there cannot be 
physical commodity ETFs or undiversified ETFs, nor crypto asset ETFs for instance under the UCITS 
framework. 

Question 2 

- What other good practices have been put in place to take into account the target investors at 
product design phase? 

 
1 ESMA’s 2014 “Guidelines on ETFs and other UCITS issues” ESMA/2014/937EN  
2 https://www.afg.asso.fr/afg-document/ucits-etf-a-unique-european-format/ 
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In Europe, more than just good practices, regulation is already in place to tackle target investors’ 
issue. MiFID2 deals with investor protection and functioning of financial markets with the objective 
of making them more efficient, resilient and transparent.  

MIFID2 strengthened investor protective rules and include incentives for a better knowledge of 
products/range characteristics, an increased transparency, the definition of target markets and a 
product governance process, a better communication between producers and distributors, and an 
improved customer information, track over time, and traceability to match investor’s profile for better 
product suitability.  

Measure 2 

Question 3 

- Do the merits and other considerations as set out above accurately reflect the issues for 
different portfolio and basket information disclosure approach? 

Yes, our members think that the information set out above accurately reflect the portfolio and basket 
disclosure issues. 

Our members would like to recall that in Europe, the portfolio disclosure with a real time composition 
is mandatory. Market makers price/quote ETFs with a bid and an offer prices on the secondary 
markets (both on the exchange/platform and on the OTC market). Our members believe that without 
this real time information, the spreads would widen.  

Our members specify that the Portfolio Composition File (“PCF”) is accessible to all market 
makers/APs dully referenced to the ETF issuer. The PCF and the creation/redemption fees matrix 
ensure the level playing field across market participants. Recent findings after the March 2020 Covid-
19 crisis show that ETFs (fixed income ETFs more precisely) could operate as “price discovery” vehicles: 
the price transparency mechanisms proved efficient. 

There are vey few active ETFs in Europe by now. First, there is no fiscal incentive to invest in an ETF 
wrapper compared to a non-listed OEF. Second, portfolio transparency allows to be efficient in terms 
of market spread, or active managers may not be willing to disclose their strategy while deploying it. 

Our members think that different levels of transparency respond to different types of publics. Indeed, 
investors need mainly ex-post disclosure, while market makers need to be able to effectively 
implement their hedging. In addition, index providers are an important player to take into account: 
index providers lock on the possibility to be more transparent as their licenses contractually forbid 
ETF managers to pass on data to other entities than market makers.  

Question 4 

- Other than the examples of portfolio and basket information disclosure approaches as listed 
above, are there any additional portfolio-related disclosure that have been used to support the 
functioning of the ETF arbitrage mechanism? 

No, from the asset manager’s perspective. 

Other actors, as APs/MMs/LPs, may use other complementary sources of information. 

Measure 3 

Question 5 

- What additional means or disclosure have been put in place to address issues relating to 
iNAV? 

AFG does not favor loading the obligations of venues that have based the circuit breakers on the 
iNAV. According to our members, iNAV suggestions do not seem cost efficient. 

As ETFs are listed on multiple venues, it would be a good thing to harmonize circuit breakers rules.  
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Measure 4 

Question 6 

- Have the examples of considerations above captured the key considerations relating to 
selection and due diligence of APs, and where relevant, MMs, by responsible entities? 

AFG members explain that they usually operate with a large network of market makers (liquidity 
providers) and brokers to ensure an efficient liquidity provision in ETFs and competitive bid-offer 
spreads. 

APs, LPs and MMs are not a “simple shareholder” of the UCITS. Depicting the relation between the 
ETF provider and the market making actors under the sole angle of shareholding is inadequate. It 
diminishes the recognition of the functioning services of these actors to ETFs, which are vital. Not 
only they are consubstantial to marketing an ETF through the platform, but the strong and quality 
relationship with the ETF provider is also a guarantee of future success of the ETF marketing. The 
selection of these actors is thus very important to avoid any reputation or reliability risks. Efficient 
market making is of utmost importance, as well as for instance the limitation of errors or trade fails. 
A one size fits all approach in this matter would not be efficient as there are different markets and 
different asset classes to adapt to. 

AFG members agree with the items described in the section. ETF providers assess APs/LPs/MMs’ 
capabilities through several criteria including the financial profile but also the operational and 
technical abilities.  

APs and ETF providers work under contract. The latter ensures the conditions favoring the APs quality 
service provision. In addition, to be clear, in case of AP failure, the ETF can swiftly implement an 
alternative set-up. Any other AP/MM can place creation/redemption orders directly on the primary 
market of the fund. Afg members confirm that this parameter can be switched overnight.  

AFG members would like to mention also the importance of dedicated capital markets teams within 
the asset manager staff. This team has expertise in ensuring that the trading ecosystem permits an 
efficient execution. Their contribution is key in the following areas: 

 Investor trading services: execution guidance (pre and post-trade analysis), facilitation of 
primary and secondary market transactions, and educational sessions on liquidity and 
execution 

 Liquidity management: increase support from market makers to improve liquidity (tighter 
bid-offer spreads, larger tradable sizes both on-exchange and OTC), development of clients’ 
execution channels and support to efficient ETF trading (disclosure of the trading calendar, 
creation/redemption fees, product updates etc.) 

 Liquidity monitoring: intraday communication with APs and market makers, as well as 
market makers, order book monitoring (bid-offer spreads, size and market depth), and 
competitive watch and comparison.    

Question 7 

- Do you agree with the proposed good practice to promote competition in ETF arbitrage and 
market making? Are there any justifiable circumstances where exclusive arrangements with 
APs or MMs would bring net benefit ETF investors as a whole? 

Our members believe that an efficient set-up with large networks of APs/LPs/MMs are key to ensure 
competitiveness and efficient market making and arbitrage mechanisms. The reliability of the set-
up is very important as not all LPs/MMs are active alike in all asset classes. 

As long as the arbitrage mechanism is not unduly affected, some ETFs may very well have one AP. 
Indeed, for some markets there may be very few APs/LPs/MMs (emerging markets for instance).  
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Regarding the competition promotion question, AFG members insist on the fact that there should 
not be a one size fits all approach. Indeed, it is the end benefit for ETF investors that should be the 
overarching objective, not the implementation means. For instance, in France, there is a very efficient 
set up called "main AP". 

The “main AP” model is based on the appointment of a limited number of APs. The main AP is 
interfacing the Registrar & Transfer Agent (RTA) of the ETF, the ETF itself and all the “secondary APs”. 

This model proved its efficiency. It permits numerous benefits such as: 

 operational efficiency: it enables to smooth the operational process – it facilitates creation, 
redemption and settlement – and it offers operational advantages which directly benefit ETF 
investors. For instance, in some jurisdictions, placing creation/redemption orders is incredibly 
burdensome and trading though a main AP is  a non-negligible operational advantage. 

 access to primary market: secondary APs can place orders on the primary market if necessary. 
The only condition for them is use a securities services provider, the latter being a member of 
Euroclear France (the settlement platform). 

 no exclusivity clause: secondary APs are not obliged to trade with the main AP 

 replacement:  if needed, the main AP could be swiftly replaced. 

 double culture: the main AP is a financial institution knowledgeable for both capital markets 
and clearing/settlement (which is not the case of all APs) 

Measure 5 

Question 8 

- Do you agree with the proposed good practices and jurisdictional examples as set out above? 
What additional good practices related to primary market arrangements have been put in 
place to promote effective arbitrage? 

With relation to the main AP model, our members highlight that the good practices mentioned by 
IOSCO are ensured through several aspects: 

 no exclusivity clause  

 main AP swift replacement 

 direct redemptions: UCITS ETF permit ETF investors to place direct redemptions in case there 
is an issue with the venue market making. UCITS ETF may have offer both ETF and non-ETF 
share classes (the subscription / redemption mechanism already functions in the non ETF 
classes). 

Question 9 

- To what extent should responsible entities be encouraged to provide more frequent 
disclosure of portfolio information to the public to facilitate the arbitrage mechanism? Does it 
depend on the information APs/MMs receive on a daily basis and the ETF’s arrangements with 
APs/MMs? 

AFG members agree with the proposed best practice.  

The transparency to the public, it in line with ESMA’s “guidelines on ETFs and other issues”. Index 
components publications should comply with index providers licenses’ limitations. Our members 
have often chosen to put on their websites supplementary ETF information, when possible.  

Regarding the public, more frequent disclosure on the constituents of the portfolio is of no help to 
the arbitrage mechanism. Indeed, the PCF file information is essential for market participants like 
APs/LPs/MMs.  
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Question 10 

- Have the examples above captured the key operational risks that may lead to disruption in 
achieving the ETF’s investment objective? What additional good practices have been put in 
place to mitigate such risk? 

AFG members have plans in place to manage operational risks. At AFG we have prepared a best 
practices paper3 on the continuity business plan in case an event affects an ETF counterparty. 

In addition, direct redemptions can also be used in case there is an issue with the venue market 
making. 

Measure 6 

Question 11 

- Do you agree that the examples above are the key considerations related to potential 
conflicts of interest? In addition to the above, are there any other potential conflicts of 
interests associated with ETFs that warrant careful considerations? 

AFG does not see additional potential conflicts of interest. 

Question 12 

- What additional good practices have been put in place to help mitigate conflict of interests 
between the ETF manager and other stakeholders? 

The UCITS regulatory texts and MIFID market rules help ensuring that potential conflicts of interest 
are dealt. It should be reminded that the process of acknowledging, assessing, preventing, managing 
and disclosing conflicts of interest is a sound operational means to ensure conflicts of interest 
mitigation of all sorts and with an ongoing perspective. 

For instance, the UCITS Directive established rules for entity independence and expressly asks to 
manage any potential conflicts of interest between the asset manager and the custodian (UCITS 
Delegated regulation UE 2016/438 of 17 Dec 2015 Articles 21, 23 & 24 for instance). 

MiFID II has enacted strict requirements for investment firms to manage conflicts of interest. Indeed, 
MiFID II rules ensure that firms implement the necessary so that investors are suitably protected. 
Also, investment firms should pursue as a primary goal to achieve best execution outcomes for their 
clients. In this respect, firms are required to take all appropriate steps to identify and prevent or 
manage any conflicts of interest. MiFID II also explicitly states that firms need to prevent conflicts of 
interest in the first instance and to rely on disclosure only as a last resort. These requirements are set 
out under Articles 23, 24 and 27 within MiFID II which cover conflicts of interest, best execution and 
inducements respectively. In Article 16 it is required for instance to “…maintain and operate effective 
organizational and administrative arrangements with a view to taking all reasonable steps designed 
to prevent conflicts of interest as defined in Article 23 from adversely affecting the interests of its 
clients.” 

2. Disclosure 

Measure 7 

Question 13 

- What additional good practices in disclosure have been put in place to help investors better 
understand (i) the risks and vulnerabilities of an ETF’s arbitrage mechanism; and (ii) the 
specificities of ETF investment strategies? 

 
3 https://www.afg.asso.fr/afg-document/etf-plan-de-continuite-en-cas-de-defaut-ou-devenement-
affectant-une-contrepartie-mai-2018/ 
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There are no specificities of UCITS ETF investment strategies, they are like any other UCITS fund 
obliged to comply with the Directive retail product rules (asset eligibility, diversification, leverage, …).  

It should also be mentioned that under MiFID2, (non-structured) UCITS funds are classified as “non-
complex funds”. 

Measure 8 

Question 14 

- Have the examples above captured the fees and costs associated with ETFs that are 
important considerations to investors? 

The current European framework is extensive in terms of fund fees and costs transparency. UCITS 
and MiFID2 directives oblige funds to publish their Ongoing Charges in the precontractual document 
(UCITS KIID) and the Annual Report. The detail of fees and charges specific to the fund and common 
to all investors of a same share class is given in the prospectus (exit, entry, ongoing fees).  

Question 15 

- What additional good practices in disclosure have been put in place to help investors better 
understand their cost of investing in the ETF? 

Regarding ETFs, the total cost of ownership for a client stems from two sources: 

 a fund charge, common to all investors in a same share class: Extensive transparency is 
mandated by European directives.  

 an individual charge linked to the ETF trading on the secondary market: this charge depends 
for each investor is linked to the intermediary fees/brokerage fees and the market bid-ask 
spreads. These are individual specific charges and not known/managed by asset managers. 
AFG members believe that this is an area of improvement, as  achieving the project of an 
European Consolidated Tape will allow investors to better assess the costs on the ETF’s 
secondary market as well as improve access to information on the market liquidity. 

Measure 9 

Question 16 

- What additional good practices in disclosure have been put in place to help investors 
differentiate (i) ETFs from other ETPs / CIS; and (ii) conventional ETFs from other more complex 
ETFs? 

UCITS guidelines imposed to use the vocable UCITS ETF, which is a major achievement. AFG notes 
however that the press still ignores that an ETP/ETC/ETN is not an ETF and still uses the ETF vocable 
when scandals involve other types of ETPs. 

In addition, the industry has produced educational papers on the issues: AFG’s paper “UCITS ETF: a 
unique European format4”, or the EFAMA paper AFG contributed to: “Demystifying ETPs: an EFAMA 
guide for the European investor5”. 

Regarding UCITS ETFs, these are non-complex, vanilla funds. They give exposure to a diversified index 
of eligible assets, where leverage is capped to one time the NAV (and borrowing is prohibited). AFG 
believes that UCITS ETFs should continue to be considered non-complex as any other (non 
structured) UCITS. If they are not market cap weighted, or they are following an ESG index or a factor 
weighted index, the information is given to investors very clearly. This does not make these ETFs 
complex. AFG would like to recall that a fund is complex under the MIFID framework if the “promise” 
of the fund poses comprehension problems. Investors shall understand what the fund exposes to.    

 
4 https://www.afg.asso.fr/afg-news/ucits-etf-a-unique-european-format/ 
5 https://www.efama.org/newsroom/news/demystifying-etps-efama-guide-european-investor 
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3. Liquidity provision 

Measure 10 

Question 17 

- Please describe how ETFs’ trading or market making activity is monitored by regulators and 
trading venues. Does monitoring enhance the secondary market liquidity of ETFs? What are 
the key metrics that should be monitored and what are the appropriate follow-up actions? 

AFG thinks that achieving the project of aa European Consolidated Tape will allow investors access 
to ETF secondary market costs and permit a better assessment of the market liquidity. 

Asset managers dedicated Capital Markets teams have a key role in ensuring that the ETF ecosystem 
works well on an ongoing basis. 

Question 18 

- What rules are there to govern the cessation of liquidity provision by a MM? Do they 
minimize the impact to the secondary market liquidity of an ETF? What additional good 
practices have you considered in this regard? 

European ETFs need to have at least one market maker operating on the exchange and providing 
liquidity. In addition, it is an obligation for the ETF provider to ensure that this requirement is fulfilled 
at any time. 

We understand from our members that on the secondary market not all market makers have signed 
an arrangement with the venue.  Having signed arrangements implies complying with rules like time 
of presence, maximum spread to comply with and quantities on both buying and selling sides. This 
is positive in terms of liquidity provision. It should be reminded that MM have to give notice before 
withdrawing, thus allowing ETF providers to change for another LP. 

4. Volatility control mechanisms 

Measure 11 

Question 19 

- What are the key parameters that regulators and/or trading venues should take into account 
in calibrating the format of VCMs and the relevant thresholds applicable to different types of 
ETFs? 

It is essential that trading venues have effective circuit breakers in place. We understand the current 
situation is satisfactory, as all European stock exchanges have circuit breakers mechanisms, which 
can be based on the iNAV or on last traded price. 

However, it would be even more effective if the rules were harmonized between venues in terms of 
applicable rules, such as liquidity monitoring, listing supervision, circuit breakers mechanisms, 
suspension rules etc.  

Indeed, products are listed on multiple venues and it would be a good thing to harmonize circuit 
breakers rules. In any case, AFG does not favor loading the obligations of venues that have based the 
circuit breakers on the iNAV. According to our members, iNAV suggestions do not seem cost efficient. 
Either IOSCO recommends everyone to do it, or it recommends harmonizing the type of circuit 
breaker on another model (last traded price for instance, depending on the IOSCO’s level of 
confidence on the type of circuit breaker in time of crisis like the “flash crash”). 

Question 20 

- What additional good practices related to design or implementation of VCMs have you been 
in place? 
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A good suggestion would be to harmonize venues rules, including the type of circuit breakers. AFG 
does not favor loading the obligations of venues that have based the circuit breakers on the iNAV 
(This proposal would not be cost efficient). 
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