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[bookmark: _Toc280628648]Responding to this paper 
ESMA invites responses to the questions set out throughout its Consultation Paper on the Draft guidelines on stress test scenarios under the MMF Regulation. Responses are most helpful if they:

· respond to the question stated;
· indicate the specific question to which the comment relates;
· contain a clear rationale; and
· describe any alternatives ESMA should consider.

ESMA will consider all comments received by 1 December 2018. 

Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the below steps when preparing and submitting their response:
· Insert your responses to the questions in the Consultation Paper in the present response form. 
· Please do not remove tags of the type <ESMA_QUESTION_MMFST_1>. Your response to each question has to be framed by the two tags corresponding to the question.
· If you do not wish to respond to a given question, please do not delete it but simply leave the text “TYPE YOUR TEXT HERE” between the tags.
· When you have drafted your response, name your response form according to the following convention: ESMA_ MMFST _nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_ MMFST _ABCD_RESPONSEFORM.
· Upload the form containing your responses, in Word format, to ESMA’s website (www.esma.europa.eu under the heading “Your input – Open consultations”  “Consultation on Securitisation Repositories Application Requirements”).
Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise.  Please clearly and prominently indicate in your submission any part you do not wish to be publically disclosed. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by ESMA’s Board of Appeal and the European Ombudsman.

Data protection
Information on data protection can be found at www.esma.europa.eu under the heading Legal Notice.

Who should read this paper?
This document will be of interest to (i) MMF managers and their trade associations, (ii) alternative investment funds and UCITS managers and their trade associations, as well as (iii) institutional and retail investors (and associations of such investors) investing in MMF. 


General information about respondent

	Name of the company / organisation
	Institutional Money Market Funds Association
	Activity
	Investment Services

	Are you representing an association?
	☒
	Country/Region
	Europe


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_MMFST_1>
 The Institutional Money Market Funds Association Ltd (“IMMFA”) is pleased to submit its comments on the ESMA Consultation Paper on Draft guidelines on stress test scenarios under MMF Regulation (ESMA 34-49-131).
IMMFA represents the European institutional money market fund industry that manages and promotes investment funds regulated by the MMF Regulation.  All IMMFA members’ funds are UCITS and predominantly Short-term money market funds, although it is possible that new entrants to the market could use the AIF structure in future. All but one is domiciled in Luxembourg or the Republic of Ireland (there is one UK fund).  
The funds offer cash management services, intermediating between investors and issuers in the money markets (prime and government), as well as providing risk diversification away from direct deposit taking by banks.  The investors in the funds are institutions such as corporations, investment firms including banks, pension funds, charities, local authorities and other public bodies.
The money funds provide significant amounts of short-term funding to the market, much of it for banks.
Funds under management for IMMFA members’ money market funds currently total €639 billion. A list of members may be found at www.immfa.org

Summary of major points in the response
· The proposals should not exceed the requirements of the Level 1 text, but as drafted they would do so in numerous respects.
· Many of the proposals do not reflect the maturity structure of the portfolios under analysis.  The investment portfolios maintained by Short Term Money Market Funds are very short dated with on average 30% of the portfolio assets mature within one week, 70% maturing within three months and the entirety within one year.  Nothing will be learned from the application of mis-calibrated tests.
· The credit history of these short-dated assets leads to them being regarded, effectively, as free of credit risk.  Moody’s reports an average default probability for a P-1 rated asset on a one-year horizon (1983-2014) of 0.09%.  Standard & Poor’s gives the probability of default for debt issued by Financial entities rated A-1+ on a six-month horizon (1981-2009) at 0.01%.  In the light of this the proposals seem set to misstate and mis-represent the risks they purport to analyse because the parameters are not sufficiently granular to reflect the very short dated and very high-quality characteristic of the portfolios of Short-Term Money Market Funds.
· ESMA may recall that the MMFR co-legislators expressed concerns over the risks of money market funds investing in other money market funds.  To some extent this was dealt with in the regulation by limiting the amount of cross investment between money market funds.  The investment that is permitted should be considered of high risk.  It would be irrational to exclude the risk of investment in, and by, other money market funds from the stress testing.
· In numerous instances the proposals assume the availability of data which is not in reality available.  The proposals move well beyond current practice in the industry and in doing so over-elaborate, increase complexity and become operationally difficult to implement.
· We are of the view that the existing procedure used by Short Term money market funds is highly effective in identifying the risk issues within their very short dated and high credit quality investment portfolios.  The methodology constructs sensitivity tables considering the impact of stepped changes in generic interest rates and generic credit spreads for different levels of investor redemptions and is much less operationally intensive than the current proposals.

List of documents referred to in, and attached to, the response
· Risk issues within Short Term Money Market Funds
· Fitch Global MMF Criteria_2015.12.10
· Fitch Ratings 2016 Default and Transition Study
· Fitch French Money Market Funds in the Spotlight
· Moody’s MMF Rating Criteria - operative at 23 Nov 2016
· Moody’s Global Short-Term Ratings - Aug 2015
· Moody’s Annual Default Study 2017
· S&P PSFR Criteria - operative as at 23 Nov 2016
· S&P - Default Study - Short Term Ratings 1981 – 2009
· S&P 2016 Default study global corporates

<ESMA_COMMENT_MMFST _1>

Q1 
: Do you agree that the impact of market stress should be primarily measured on the NAV?
<ESMA_QUESTION_MMFST_1>
Yes, this is the standard practice which has been used by Short-Term Money Market Funds for many years.
<ESMA_QUESTION_MMFST_1>

Q2 : Do you agree that some assets may not be stressed under all scenarios (in which case the scope of the assets that are subject to the individual stress tests will be clearly defined in the guidelines)? Or should we include additional assumption for those assets (e.g. default by depositary banks in repaying cash holdings)?
<ESMA_QUESTION_MMFST_2>
We agree that some assets may not be stressed under all scenarios including cash, deposits (Article 9.1. (c)), reverse repo (Article 9.1. (f)), government securities with less than one year of residual maturity and any other short dated assets (e.g. with less than 75 days of residual maturity). Most funds’ reverse repo contracts are overnight and typically collateralized.  Short dated assets and short-term government securities become the assets of choice in liquidity crises. We do not think additional assumptions will add value and would seem to be outweighed by the operational complexity and costs.
Investments in other money market funds are a somewhat special case.  We believe absolutely that these investments should be subject to stressing.  The objective of this stress testing procedure is to establish the risks inherent in the investments of money market funds, so to exclude investments by money market funds in other money market funds from the consideration would be irrational.  Throughout the development of the MMFR we have repeatedly highlighted the issues that arise with the reinvestment of monies from one fund to another and that in our view this should not be allowed at all.  Nevertheless the MMFR has allowed this circularity to exist to a limited degree.  The risk analysis should fully consider the systemic aspect of this investment behaviour which has not been a feature of Short-Term Money Market Funds, as far as we are aware.
The investment portfolios maintained by Short Term Money Market Funds are very short dated.  Aggregate data sourced from Crane Data shows that on average 30% of the portfolio assets mature within one week, 70% mature within three months and the entirety matures within one year[footnoteRef:2]. [2:  Please see ‘Risk issues within Short Term Money Market Funds’ attached to this submission] 

The credit history of short dated assets, such as those permitted for investment by Short Term Money Market Funds, leads the market to regard them as being effectively free of credit risk.  The rating agency definition of default is a missed contractual payment of principal or interest when due, and hence is much harsher than the banking definition.  Even on this very harsh basis Moody’s reports an average default probability for a P-1 rated asset on a one-year horizon (1983-2014) of 0.09%.  Standard & Poor’s is more granular giving, for example, the probability of default for debt issued by Financial entities rated A-1+ on a six-month horizon (1981-2009) at 0.01%[footnoteRef:3].   [3:  Please see the Rating Agency default studies from Fitch, Moody’s and Standard & Poor’s attached to this submission] 

An important further consideration is that entities do not default spontaneously without warning.  The normal pattern would be for a drift downwards in credit quality over several years in anticipation of eventual default[footnoteRef:4].  Such a drift in credit quality would be identifiable and funds with short dated portfolios would rationally avoid reinvesting in the troubled issuer, taking positive management action to avoid the risk of experiencing a default in the portfolio.  There is no basis for assuming that the investments of Short-Term Money Market Funds would jump directly to default and there is no need for additional assumptions on the default of depository banks. [4:  The results are taken from the Default Studies in reference 2, directly above, and are extracted in ‘Risk issues within Short Term Money Market Funds’] 

 Please see ‘Risk issues within Short Term Money Market Funds’ attached to this submission
 Please see the Rating Agency default studies from Fitch, Moody’s and Standard & Poor’s attached to this submission
 The results are taken from the Default Studies in reference 2, directly above, and are extracted in ‘Risk issues within Short Term Money Market Funds’

<ESMA_QUESTION_MMFST_2>

Q3 : Do you have views on the way to stress collateral in collateralised transactions (e.g. repos, derivatives)? It may especially involve increased counterparty risk or the need to post additional collateral.
<ESMA_QUESTION_MMFST_3>
Generally we believe stressing collateral in repos, derivatives or other collateralised transactions would only have marginal effect in stress test.
Reverse repos 
· Reverse repo has already been subject to extensive rule making at level 1 (and Level 2 in relation to collateral) including but not limited to:
· An MMF should be allowed to invest in repo up to a limit of 10% of its assets (General 27);
· The MMF has the right to terminate the agreement at any time upon giving prior notice of no more than 2 working days (Article 15.1.(a));
· Single reverse repo counterparty should not account for more than 15% of an MMF's asset (General 28 and Article 15.4) 
· Collateral information may not be readily available - although the collateral provided in tri-party repo will be compliant with the collateral set a fund specifies in its GMRA schedule, precise information on each collateral asset will not be known to the manager until next day. Since most funds’ reverse repo contracts are overnight, this will be after the contract has concluded. After the fact information on individual collateral assets has no practical purpose.
Derivatives 
· Level 1 states derivative instruments should only serve the purpose of hedging interest rate and currency risk (General 26). OTC derivative transactions shall not exceed 5% of the assets of the MMF (Article 17.5). Introducing additional operational complexity which does not reflect the quantum of risk being analysed and would be a disproportionate burden
<ESMA_QUESTION_MMFST_3>

Q4 : Do you agree that the same market stress parameters should be used for all MMFs in order to measure the impact on NAV? Do you have views on the way to take into account the type of fund (short term and standard; CNAV, VNAV and LVNAV) to measure the impact on the fund?
<ESMA_QUESTION_MMFST_4>
We support the use of the same market stress parameters for all MMFs for comparability across funds. We also propose ESMA to refine the calibration sufficiently to reflect the actual maturity structure of different types of funds.
As stated in response to Question 2, the investment portfolios maintained by Short Term Money Market Funds are very short dated.  Aggregate data sourced from Crane Data shows that on average 30% of the portfolio assets mature within one week, 70% mature within three months and the entirety matures within one year.  The standard reference points for pricing and maturity in the short-term markets are overnight, 1 week, 1 month, 3 months, 6 months and 1 year and it is a fundamental to the objectivity of this analysis that the methodology is calibrated at these points.
	The attached Fitch paper ‘French Money Market Funds in the Spotlight’ usefully highlights the significant differences in the composition of the investment portfolios of short term and standard money market funds in terms of credit quality and maturity structure. “Overall the extra yield of French standard money market funds compared with short-term market funds (and French short term versus European AAA money market funds) comes from a combination of higher credit, market and liquidity risk.   In addition, data suggest that standard funds may well obtain high returns from holding riskier securities for longer than short-term money market funds.”   
This presents a challenge for the same stress parameters because Constant NAV Short Term money market funds generally hold shorter dated, higher quality asset portfolios than Standard money market funds and generate liquidity naturally by managing the maturity profile of their short-dated investments.  Cash comes into the portfolio regularly through the redemption of the assets at par by the issuers rather than through relying on the market being available to buy assets and to generate cash through trading.  So it is our view that the methodology should reflect the higher liquidity requirements and cash generation capacity of CNAV and LVNAV funds, over VNAV funds, and the greater exposure to credit, market and liquidity risk taken by, particularly Standard, VNAV funds.
A great body of practical experience of stress testing the investment portfolios of Short-Term money market funds is available to ESMA from the managers of Short Term money market funds and the Credit Rating Agencies, who have both comprehensively catalogued and analysed the composition and relative risks of those portfolios over many years.



<ESMA_QUESTION_MMFST_4>

Q5 : Do you agree that a consistent approach between the ESAs should be attained? Were appropriate, which risk parameters need to be significantly different?
<ESMA_QUESTION_MMFST_5>
Whilst we would expect the ESAs to communicate in respect of stress testing methodologies,  we see no need for arbitrary consistency when stress testing entirely different portfolios.  The other two ESA’s frameworks are built around quite different business types (banks and insurers).   The methodology being devised here applies purely to portfolios of assets all of which are either short-term or very short term.   Money markets funds attract neither the risks inherent in firms underwriting insurance risk nor the risks associated with maturity transformation performed by the banks.  The risks of managing short dated portfolios of liquid assets are of a completely different order.
The default data in the rating agency default studies and cited in ‘Risk issues within Short Term Money Market Funds’ show that credit risk is very low in short dated assets of high-quality.  The risk increases with the time to maturity and reduction in credit quality.  The application of parameters derived from the behaviour of long maturity assets to short dated portfolios is inappropriate and does not contribute to the accurate assessment of risk.
We draw your attention to the recent Financial Times article in which the outgoing head of the EBA, who is to become the head of the supervisory arm of the ECB, states that those stress tests need redesigning and are no longer fit for purpose.
https://www.ft.com/content/868f2dfc-e842-11e8-8a85-04b8afea6ea3
<ESMA_QUESTION_MMFST_5>
 
Q6 : Do you have views on which factors are relevant for the determination/calibration of shocks?
<ESMA_QUESTION_MMFST_6>
Generally, we believe that the approach proposed introduces unnecessary complexity and that the approach to this question should be simplified.  The ESMA proposal introduces profound subjectivity into the analysis and does not allow for any verification of inputs or results.  The conclusion is that the proposals are over-complicated and over-prescriptive and fundamentally undermined by deficiencies in the quality of the data available to support them.
The investment portfolios of Short-term money market funds have been stress tested for many years and a substantial catalogue of experience and data is available for ESMA to consider.  The approach which has been settled on is to construct sensitivity tables considering the impact of stepped changes in generic interest rates and generic credit spreads for different levels of investor redemptions[footnoteRef:5].  This approach is much less operationally intensive than what ESMA is proposing but is highly effective in identifying the risk issues within the very short dated and high credit quality investment portfolios operated by Short-term money market funds. [5:  Please see the money market fund rating criteria documents from Fitch, Moody’s and Standard & Poor’s attached to this submission] 

Specifically, in response to the ESMA proposals the managers of Short-Term money market funds have acute concerns over the granularity of the maturity profile that will be ascribed by ESMA under Option 1; and the availability of data to support the operation of both options set out in the consultation.
As stated in response to Question 2, the investment portfolios maintained by Short Term Money Market Funds are very short dated.  Aggregate data sourced from Crane Data shows that on average 30% of the portfolio assets mature within one week, 70% mature within three months and the entirety matures within one year.  The standard reference points for pricing and maturity in the short-term markets are overnight, 1 week, 1 month, 3 months, 6 months and 1 year and it is a fundamental to the objectivity of this analysis that the methodology is capable of calibration at these points.  However, Short-term money market funds are some of the most significant participants in the short-dated securities markets and previous analysis has established that they hold 99.7% of their investments to maturity.  Taken together with the maturity profile information this implies both a lack of exposure to market liquidity risk, and, a lack of secondary trading from which to generate reliable and verifiable issuer specific information with which to conduct the tests under either option nominated by ESMA.
As has been stated in response to Question 4, above Short-Term money market funds generate natural liquidity by managing the maturity profile of their short-dated investments.  ESMA should be conscious in setting the calibration for this test that the assets in these portfolios contain minimal credit risk and/or typically become more desirable, not less desirable, in the event of any flight to quality in stressed market conditions.  
 Please see the money market fund rating criteria documents from Fitch, Moody’s and Standard & Poor’s attached to this submission

<ESMA_QUESTION_MMFST_6>

Q7 : Do you have a preference between the two proposed options: calibrated discount factor on bid prices; Multiple quoted bid-ask spread?
<ESMA_QUESTION_MMFST_7>
We have significant reservations on both options.
Regarding Option 1, 
· We suggest ESMA to use market price instead of bid price for each relevant security, this is common business practice in stress testing and validation
· We encourage ESMA to specify more granular parameters on the maturity of assets
· For government bonds, we suggest ESMA not to limit countries to only member states as Article 1 in Level 1 text specifies that the regulation applies to money market funds established, domiciled, and marketed in the union
Regarding Option 2, we have serious reservation due to the following
· Bid-ask spreads are not necessarily a good indicator of liquidity for assets held by MMFs
· Without independent sourcing and verification on bid-ask spreads, comparability across funds could become an issue
· Operational difficulties and costs could increase significantly
In the absence of independence and verification mechanisms for prices and spreads neither option meets the Level 1 requirement for objectivity and hence neither option is fit for purpose.   In response to question 6 above we made the point that Short-term money market funds are some of the most significant participants in the short-dated securities markets and that they hold 99.6% of their investments to maturity which must raise questions as to whether the secondary market is capable of being deemed ‘active’.   Our view is that the available market data is insufficient to sustain objective results.
The concerns over the availability and veracity of data lead us to also to believe the proposals are far too manually intensive to implement practically, will produce results which are subjective and not capable of comparison between similar funds.  The proposals should be abandoned in favour of the model used by Short Term money market funds that constructs sensitivity tables considering the impact of stepped changes in generic interest rates and generic credit spreads for different levels of investor redemptions.  This approach is much less operationally intensive than what ESMA is proposing but is highly effective in identifying the risk issues within the very short dated and high credit quality investment portfolios operated by Short-term money market funds.
<ESMA_QUESTION_MMFST_7>

Q8 : What is your view on how to stress underlying assets not mentioned above (i.e. not corporate and government bonds)? In your opinion are there asset classes not mentioned above that should be excluded from a quantitative assessment?
<ESMA_QUESTION_MMFST_8>
In response to Q2, Q6 & Q7 we have highlighted the issues perceived with the proposed approach to this issue.  
We advocate reversion to the current industry practice of Short-term money market that constructs sensitivity tables considering the impact of stepped changes in generic interest rates and generic credit spreads for different levels of investor redemptions.  This approach is much less operationally intensive than what ESMA is proposing but is highly effective in identifying the risk issues within the very short dated and high credit quality investment portfolios.  
<ESMA_QUESTION_MMFST_8>

Q9 : Do you have any views on the calibration? With reference to Option 2, do you think that the adoption of fixed stress factors for different asset classes is in line with practices? Which elements should be identified and used to define the appropriate stress factor for each asset class?
<ESMA_QUESTION_MMFST_9>
No, we do not think that. The reality is that asset classes are not so neatly or objectively defined as the question implies and, most pertinently, liquidity varies by issuer and by issue.  As stated in response to the earlier questions 6,7 & 8 in this section the data is simply not available to make this approach sufficiently objective or reliable. 
We also have significant concerns about using historically derived factors as the basis for forward looking tests.  There is a significant danger that current management behaviour would be driven by past events.
To reiterate, we advocate reversion to the current industry practice of Short-term money market that constructs sensitivity tables considering the impact of stepped changes in generic interest rates and generic credit spreads for different levels of investor redemptions.  This approach is much less operationally intensive than what ESMA is proposing but is highly effective in identifying the risk issues within the very short dated and high credit quality investment portfolios.  
<ESMA_QUESTION_MMFST_9>

Q10 : Do you think that the volume of an asset held by the fund should be considered for the proposed stress factors (esp. the value of assets held compared with the size of the underlying market)?  Do you have any views on the methodology?
<ESMA_QUESTION_MMFST_10>
While we agree the volume of an asset held by the fund is a relevant factor for stress test, investment concentration has already been constrained by Level 1 text (Article 18), and we see no need for additional related rulemaking.
Adding a process, complexity and cost to analyse risk positions that are compliant with the requirements of the Level 1 text is without purpose and the proposal should be abandoned.
<ESMA_QUESTION_MMFST_10>

Q11 : Do you have views on which factors are relevant for the determination/calibration of shocks?
<ESMA_QUESTION_MMFST_11>
Yes.
The focus for modelling credit shock should ideally be on idiosyncratic credit spreads however as we have noted in our responses to Questions 6-10 such data is sparse for the kind of assets in which Short-Term Money Market Funds invest.
We are very concerned that the reality of the investment portfolios maintained by Short Term Money Market Funds being short dated (30% of the portfolio assets mature within one week, 70% mature within three months and the entirety matures within one year) has not been reflected in the approach adopted to this issue. The granularity of the calibration of the parameters for the tests must reflect the short-dated nature of these portfolios to be of any objective value.  The use of the premia charged for credit default swaps with a maturity of three to ten years is simply not an appropriate measure to apply to a portfolio of assets that substantially matures within three months.  
The credit history of short dated assets, such as those permitted for investment by Short Term Money Market Funds, leads the market to regard them as being effectively free of credit risk.  The rating agency definition of default is a missed contractual payment of principal or interest when due, and hence is much harsher than the banking definition.  Even on this very harsh basis Moody’s reports an average default probability for a P-1 rated asset on a one-year horizon (1983-2014) of 0.09%.  Standard & Poor’s is more granular giving, for example, the probability of default for debt issued by Financial entities rated A-1+ on a six-month horizon (1981-2009) at 0.01%.  
We advocate the process used by Short Term money market funds that constructs sensitivity tables considering the impact of stepped changes in generic interest rates and generic credit spreads for different levels of investor redemptions.  This approach is highly effective in identifying the risk issues within the very short dated and high credit quality investment portfolios operated by Short-term money market funds.
<ESMA_QUESTION_MMFST_11>

Q12 : Do you have a preference between the two proposed options: spreads multiplied by a factor or ESMA credit spread parameter?
<ESMA_QUESTION_MMFST_12>
No, as it is not clear what the difference would be, assuming the ECB/ESRB figures followed market data, and whether either of these approaches will meet the Level 1 conditions of objectivity and plausibility.  
This area is likely to be affected significantly soon by the shift to risk free reference rates and the diminishing use of the previous *IBOR benchmarks.
We maintain that we are very concerned that the reality of the investment portfolios maintained by Short Term Money Market Funds being short dated (30% of the portfolio assets mature within one week, 70% mature within three months and the entirety matures within one year) has not been reflected in the approach adopted to this issue.  The granularity of the calibration of the parameters must reflect the short-dated nature of these portfolios to be of any objective value.
We advocate the process used by Short Term money market funds that constructs sensitivity tables considering the impact of stepped changes in generic interest rates and generic credit spreads for different levels of investor redemptions.  This approach is highly effective in identifying the risk issues within the very short dated and high credit quality investment portfolios operated by Short-term money market funds.
<ESMA_QUESTION_MMFST_12>

Q13 : Do you see specific issues (e.g. implementation, non-standardisation, or similar) with either of the two options?
<ESMA_QUESTION_MMFST_13>
Yes.
We regard this approach as over-elaborate, operationally intensive and potentially very confusing.  It appears to require a complete repricing of portfolios on a non-market price basis.  Maintaining different valuations for the same portfolio on any basis is not a practice we would want to adopt, and particularly so when they have no faith in the objective value of the methodology.
The available market data is too sparse at the standard money market reference points of overnight, 1 week, 1 month, 3 months, 6 months, 1 year to adequately reflect the idiosyncratic nature of credit risk.
We advocate the process used by Short Term money market funds that constructs sensitivity tables considering the impact of stepped changes in generic interest rates and generic credit spreads for different levels of investor redemptions.  This approach is highly effective in identifying the risk issues within the very short dated and high credit quality investment portfolios operated by Short-term money market funds.
Please refer to the responses to Questions 6-10 above.
<ESMA_QUESTION_MMFST_13>

Q14 : Do you agree with having an additional credit stress simulating the default of the fund’s two main exposures?
<ESMA_QUESTION_MMFST_14>
No, because the probability of default in the range of maturities invested in by Short Term Money Market Funds is minimal for any asset.  The probability of joint default is so remote as to fall outside the requirement of the Level 1 text for plausibility.
The credit history of short dated assets, such as those permitted for investment by Short Term Money Market Funds, leads the market to regard them as being effectively free of credit risk.  The rating agency definition of default is a missed contractual payment of principal or interest when due, and hence is much harsher than the banking definition.  Even on this very harsh basis Moody’s reports an average default probability for a P-1 rated asset on a one-year horizon (1983-2014) of 0.09%.  Standard & Poor’s is more granular giving, for example, the probability of default for debt issued by Financial entities rated A-1+ on a six-month horizon (1981-2009) at 0.01%.  
<ESMA_QUESTION_MMFST_14>

Q15 : The additional stress simulates the default of the fund two main exposures: when an exposure is collateralised, do you think that additional assumptions on the value of the collateral are necessary (i.e. if the defaulting counterparty is fully collateralised, and the value of the collateral is unchanged, there will be no impact)?
<ESMA_QUESTION_MMFST_15>
No.  See the answer to Question 14 above.  The probability of joint default is so remote as to fall outside the requirement of the Level 1 text for plausibility.
Further, See the response to Question 3 above.  The rules relating to the reverse repo transactions undertaken by Short-term money market funds are covered in Level 1 Regulation and have been supplemented by regulation at Level 2.  <ESMA_QUESTION_MMFST_15>

Q16 : Do you think that additional assumptions are needed to calculate the loss given default in the additional scenario?
<ESMA_QUESTION_MMFST_16>
No.  See the answer to Question 14 above.
<ESMA_QUESTION_MMFST_16>

Q17 : Do you have views on which factors are relevant for the determination/calibration of shocks? 
<ESMA_QUESTION_MMFST_17>
Yes.
Those proposed are the right factors, but the calibration should reflect the residual maturity, not the original maturity.
As stated in response to Question 2, the investment portfolios maintained by Short Term Money Market Funds are very short dated.  Aggregate data sourced from Crane Data shows that on average 30% of the portfolio assets mature within one week, 70% mature within three months and the entirety matures within one year.  The standard reference points for pricing and maturity in the short-term markets are overnight, 1 week, 1 month, 3 months, 6 months and 1 year and the calibration of the parameters for these test must reflect this reality.
We are concerned that thinking in this area will change quite rapidly in the near future because of the move to new risk-free money market benchmark rates and diminished reliance on the previous *IBOR rates.  Any guidelines must be sufficiently flexible to reflect changing market practice.
Additionally, there is concern that a prescribed shift in each rate curve can be material when considered in the context of the absolute level of the underlying rate, for example when it is close to zero.
<ESMA_QUESTION_MMFST_17>

Q18 : Do you consider that the parameters used for the 2018 EBA scenario cover all the parameters needed for the purpose of the MMF scenario on interest rates and exchange rates, and the scenario on hypothetical widening or narrowing of spreads among indices to which interest rates of portfolio securities are tied? If not, which parameters should be added?
<ESMA_QUESTION_MMFST_18>
No, because the standard reference points used in the short-term markets are; overnight, 1 week, 1 month, 3 months, 6 months and 1 year.  The granularity of the calibration must reflect the composition of the portfolios of Short-term money market funds to be of any objective value.
See the response to Question 17 above.
<ESMA_QUESTION_MMFST_18>

Q19 : Do you have views on which factors are relevant for the determination/calibration of shocks?
<ESMA_QUESTION_MMFST_19>
Outflows should be calibrated based on each fund’s historical experience, rather than to the worst across all funds. 
We prefer the approach in the current industry practice of Short-term money market funds which constructs sensitivity tables gauging the impact of stepped changes in generic interest rates and credit spreads for different levels of investor redemptions.  An approach which has proved effective in identifying the risk issues within the very short dated and high credit quality investment portfolios operated by Short-term money market funds.
<ESMA_QUESTION_MMFST_19>

Q20 : Do you agree with the proposed approaches: a self-assessment on the maximum size of outflows the fund can face without distorting portfolio allocation; a comparison of stressed outflows with available weekly liquid assets? 
<ESMA_QUESTION_MMFST_20>
	We have concerns with both approaches
Reverse liquidity stress test
· Whilst we would endeavour to keep the portfolio composition the same, the reality is that we will not be able to sell the entire portfolio down pro-rata for each redemption and it would take some time to reach the same composition again. This is the nature of dynamic portfolio management and occurs frequently for these funds. Funds are not expected to provide identical slices of assets to each investor.
· Requiring a MMF to meet requirements in Article 24(1) after the redemption outflow stress would create unintended burden for the MMF to hold incremental weekly liquid assets far in excess of the Article 24(1) provisions. In short, that is the “buffer” already included, and expecting funds to hold a buffer after already experiencing severe outflows is a double-count. 
Weekly liquidity stress test
· Level 1 test defines “weekly maturing assets” in General 38 and Article 24;The “weekly liquid assets” referenced here create ambiguity, therefore making it harder to achieve homogeneity across MMF managers
· Bucketing assets based on the asset characteristics and the credit quality ascribed at the discretion of each MMF manager would introduce inconsistency and not allow for comparison between funds. The methodology seems too complex and costly to implement 
We would like to ask ESMA to consider a simple comparisons between the weekly liquid assets and the potential weekly outflow to stress test redemption



<ESMA_QUESTION_MMFST_20>

Q21 : Reverse stress test: do you have views on how to assess the capacity to comply with the weekly liquid assets requirements specified in Article 24(1)? 
<ESMA_QUESTION_MMFST_21>
Yes, it is almost impossible to implement in any practical or cost-effective way.  The assessment involves far too much subjective judgement to meet the Level 1 requirement for objectivity.   This test will produce unverifiable results incapable of being compared between funds.  
Weekly liquid assets are defined in the Level 1 text.  The reference in ‘Weekly Liquidity Stress Test’ to ‘available weekly liquid assets’ which are defined differently than in the Level 1 text is confusing and should be deleted.
The fair treatment of investors does not mean treating them all the same, it is perfectly reasonable for portfolio allocation to change and for investors to be treated fairly.  
We prefer the current industry practice of Short-term money market funds that constructs sensitivity tables gauging the impact of stepped changes in generic interest rates and credit spreads for different levels of investor redemptions.  An approach which has proved effective in identifying the risk issues within the very short dated and high credit quality investment portfolios operated by Short-term money market funds.
<ESMA_QUESTION_MMFST_21>

Q22 : Do you think there should be differentiated outflows assumptions for retail and institutional investors (e.g. higher outflows from institutional investors).
<ESMA_QUESTION_MMFST_22>
	The behaviour of investor bases is not well understood.  Correlated behaviour between investors can arise because of a common introducer/distributor, operating in the same corporate group, industry or due to important calendar days such as salary payment days, tax days, quarter ends and year ends.  
Generally for MMFs, there is no basis for retail investors being deemed more stable than institutional investors, and particularly so if they have a common introducer/distributor.
We advocate the adoption of the current industry practice of Short-term money market funds that constructs sensitivity tables gauging the impact of stepped changes in generic interest rates and credit spreads for different levels of investor redemptions.  An approach which has proved effective in identifying the risk issues within the very short dated and high credit quality investment portfolios operated by Short-term money market funds.



<ESMA_QUESTION_MMFST_22>

Q23 : Do you have views on the weights that should be attributed to weekly liquid assets?
<ESMA_QUESTION_MMFST_23>
Yes, Weekly Maturing Assets are defined in the Level 1 text for this purpose and weighted at 100%.
The banking industry is subject to Basel 3, including the Liquidity Coverage Ratio, a regime which is fundamentally different to that set out in MMFR for money market funds.  The resulting portfolios are very different in character and the cost of liquidating assets is not the same. It does not seem reasonable to us to adopt weights from Basel 3 for money market funds.
<ESMA_QUESTION_MMFST_23>

Q24 : Do you agree with the additional stress test scenario simulating outflows from the two main investors?
<ESMA_QUESTION_MMFST_24>
There is some value in analysing investor concentration, but the specification of the test must be much more refined to reach the standard of objectivity and usefulness.  For example, given correlated behaviour between investors can arise because of a common introducer, operating in the same corporate group, industry or due to important calendar days such as salary payment days, tax days, quarter ends and year ends the definition of ‘main’ should objectively deal with this issue.
The issue is covered by the Level 1 requirement for Daily and Weekly Liquid Assets.  All that is required of this test is to relate the two figures. A relevant example may be found in the current industry practice of Short-term money market funds which constructs sensitivity tables gauging the impact of stepped changes in generic interest rates and credit spreads for different levels of investor redemptions.  An approach which has proved effective in identifying the risk issues within the very short dated and high credit quality investment portfolios operated by Short-term money market funds.
<ESMA_QUESTION_MMFST_24>

Q25 : Do you agree that for the first update of the guidelines MMF managers could be asked to combine the impact of the different risk scenarios, including the liquidity shock? 
<ESMA_QUESTION_MMFST_25>
We believe that ESMA should allow the individual stress tests to run through several iterations to bed-down before contemplating combining them into a macro systemic shock.  <ESMA_QUESTION_MMFST_25>
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