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Open-Ended Investment Funds - 
Liquidity Management - Haven’t we 
been here before?

For those of us who lived through and worked in the financial markets during the Global Financial Crisis (GFC) of the late 2000s, the sense 
of deja-vu surrounding the current market dislocation in the global investment funds sector in the COVID-19 world is palpable. Falling stock 
markets, double bounces, massive currency swings, investor nervousness, lack of liquidity and suspended redemptions all once again create 
headline grabbing news in the financial pages.

No-one should be surprised at the speed and depth of the reaction in the financial markets. COVID-19 is an unpredictable non-financial dis-
ruptor and not a systemic flaw in our financial markets brought about by behaviours that largely went unnoticed until too late. With over half 
of the world’s population living under lock-down conditions and with the professionals in most if not all of the World’s major financial centre’s 
working from home, an immediate sharp shock was inevitable with the trigger for a deep correction well and truly cocked.

However, market volatility creates opportunities in certain sectors and an interesting trend is occurring. Opportunistic or planned with 
impeccable foresight, the number of new instructions for open-ended fund products is growing significantly; the appetite for liquidity in 
troubled and uncertain global markets rising to the fore again. This trend is even being seen in Jersey and Guernsey, historically considered 
to be jurisdictions more associated with closed-ended products – partly because of the ease of establishment and the appropriate regula-
tion of their private funds regimes, both of which are used by institutional and private wealth managers alike.

Failures in liquidity management was one of the key factors in the last financial crisis and remains the single most important risk management 
function of any open-ended fund structure. Whilst the genesis of current market conditions is markedly different to those that created the 
GFC, a different trigger when pulled will nonetheless create the same result if beneath the surface all is not quite as it should be.  In times of 
deep market uncertainty, the ability to gauge investor sentiment and predict behaviours are key. History shows that investors will bolt when 
spooked and it is therefore incumbent now more than ever on any manager of an open-ended structure to be able to deliver what they have 
essentially agreed to do - return cash upon receipt of notice.

Unfortunately, the signs are that the reaction to COVID-19 has once again exposed the illusion of liquidity in certain open-ended fund sectors. 
There appears to be an ever-present mismatch between the liquidity terms promised to investors in daily or weekly dealing structures and the 
underlying liquidity of many of the assets into which these funds invest. This is particularly pertinent for funds investing in physical property, 
land, physical bullion, timber, over the counter financial assets, to name but a few. Many of the lessons learned in the aftermath of the GFC 
were seemingly quickly forgotten and the very prominent warning signs (at least in the UK) in the immediate months following the result of 
the BREXIT referendum in June 2016 went unnoticed

There are nonetheless many tools available to assist with liquidity management and the carefully designed and implemented post GFC fail-
safes should be kicking in about now. Largely unheard of prior to the GFC, the majority of fund documentation in the open-ended space now 
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include contractual fail-safes as a matter of course (gates, redemption/distribution in specie, side-pockets, liquidating SPVs). However, such 
tools can only go so far. The ability to avoid a fund suspension or worse, alienating your investor base by delivering an asset in specie, rests 
largely in the actual liquidity of the underlying portfolio.

But this issue is not just a focus for investors and managers - just as the implementation of the Alternative Investment Funds Manager Directive 
followed in the wake of the GFC, it seems inevitable that regulators will look to tighten the rules regarding whether certain non-traded assets, 
physical property or other illiquid investments qualify as eligible investments within certain open-ended investment fund structures that are 
supposed to invest only in liquid positions. Therefore, whether we are in a global financial crisis induced by the system itself or combatting the 
economic side-effects of a global pandemic over which the markets had no control, ineffective liquidity management remains one of the key 
threats to and concerns of the open-ended funds sector.

Indeed, liquidity management is not a new focus for global regulators. IOSCO published its final report on open-ended fund liquidity and risk 
management in February 2018. They reported that managing the mismatch between investments in assets that are less liquid than cash and 
the structural requirement for liquidity transformation at the request of investors (ie turning assets into cash on demand), is the key area for 
the open-ended funds industry and regulators alike. Just over two years later, it’s clear that the COVID-19 crisis has exposed that ongoing 
mismatch – the question now is whether regulators will step into deal with the issue should industry not resolve the problem itself.

Contacts
For further information, please speak with your usual Walkers’ contact or any of the following persons:

Author

Leanne Wallser
Group Partner, Jersey
T: +44 (0)1534 700 755
E: leanne.wallser@walkersglobal.com

Kate Storey
Partner, Guernsey
T: +44 (0)1481 748 924
E: kate.storey@walkersglobal.com

Christopher Reed
Group Partner, Jersey
T: +44 (0)1534 700 825
E: christopher.reed@walkersglobal.com

Matt Sanders
Group Partner, Guernsey
T: +44 (0)1481 748 914
E: matt.sanders@walkersglobal.com

Jonathan Heaney
Partner, Jersey
T: +44 (0)1534 700 786
E: jonathan.heaney@walkersglobal.com


