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	Date: 29 March 2021


Responding to this paper
ESMA invites responses to the questions set out throughout this Consultation Paper and summarised in Annex 3. Responses are most helpful if they:
· respond to the question stated and indicate the specific question to which they relate;
· contain a clear rationale; and
· describe any alternatives ESMA should consider.
ESMA will consider all comments received by Wednesday 30th June 2021.
[bookmark: _Hlk65069037]All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input - Consultations’. 
Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the steps below when preparing and submitting their response: 
· [bookmark: _Hlk65154841]Insert your responses to the consultation questions in this form.
· Please do not remove tags of the type <ESMA_QUESTION_MMFR_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_MMFR_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_MMFR_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 EU Money Market Fund Regulation – legislative review’).


Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. If you do not wish for your response to be publicly disclosed, please clearly indicate this by ticking the appropriate box on the website submission page. 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 ‘Data protection’.
Who should read this paper?
This document will be of interest to (i) MMF managers and their trade associations, as well as (ii) institutional and retail investors (and associations of such investors) investing in MMF. 

General information about respondent

	Name of the company / organisation
	Aviva Investors
	Activity
	UCITS Management Company / AIFM

	Are you representing an association?
	☐
	Country/Region
	Luxembourg


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_MMFR_1>
Aviva Investors is the global asset management business of Aviva plc. The business delivers investment management solutions, services and client-driven performance to clients worldwide. Aviva Investors operates in 14 countries in Asia Pacific, Europe, North America and the United Kingdom with assets under management of £366 billion as at 31 December 2020. 
We thank ESMA for the opportunity to respond to this consultation on the EU Money Market Fund Regulation and would be happy to provide clarifications if there are any further questions our response might trigger. 
<ESMA_COMMENT_MMFR_1>




·  i) Do you agree with the above assessment of the difficulties faced by MMFs during the COVID-19 March crisis? Do you agree with the identification of vulnerabilities? ii) What are your views in particular on the use of MMF ratings by investors? Are you of the view that the use of such ratings has affected the behaviors of investors during the March crisis?

<ESMA_QUESTION_MMFR_1>
· Liquidity in the money market sector has always been, at times, a problem, due to a lack of market depth with many securities held to maturity. 
· T-Bills as well as Sovereigns, Supranationals and Agencies (SSA’s) were also volatile and illiquid during this period despite the fact that they are meant to be the risk-free asset. This demonstrates that this issue wasn’t just confined to credit and further highlights the lack of secondary market.
· More liquidity on the funds in the form of overnight would not have helped the liquidity of the products, and would not be serving the real economy in the form of Commercial Paper (CP) buying.  
· Banking regulation exacerbated the problem as the market pressure happened at quarter end when balance sheets are at their tightest.  Money market instruments, although short and highly rated are considered level 2 and receive a haircut in High Quality Liquid Assets (HQLA) for Liquidity Coverage Ratio (LCR) calculations for banks. 
· The illiquidity in the market in March 2020 resulted in the absence of a buyer of last resort without central banks due to balance sheet constraints of the banks.  The US Federal Reserve’s program was more extensive than that of the ECB, providing lending facilities for dealers purchasing assets from MMFs, the  “Money Market Mutual Fund Liquidity Facility” (MMLF) and purchases of money market instruments via the “Commercial Paper Funding Facility”. 
· The EBC’s communication was not entirely clear regarding the Pandemic Emergency Purchase Plan (PEPP), which was the program introduced to provide liquidity to the market. In many cases, money brokers saw liquidity, although the pricing was wider which would have made the sellers reluctant.  The Liquidity premium was significant which put pressure on NAV valuations, which in turn risked pressuring the collar. However, all funds met redemptions and NAV collars were not breached.
· [bookmark: _Hlk75955870](ii) The use of credit rating agencies during this crisis had no bearing on the behaviour of either investors or the portfolio managers.  The MMF regulation controls the amount of liquidity the funds are meant to carry and prompted the need to sell assets to meet the regulatory threshold.
· Non-rated funds in Europe also experienced redemptions, and had to sell, to maintain their regulatory thresholds.
· It was not a credit issue but a global sell-off issue which prompted redemptions from funds, demonstrating that this was not investors acting on the concern the funds might be downgraded.
· If a fund had broken the 20bp collar, they would likely be downgraded by the agencies which might prompt further redemptions; however, if the fund broke the buck it would likely have experienced these outflows anyway.

<ESMA_QUESTION_MMFR_1>

i) Do you agree with the above assessment on the potential MMF reforms related to the review of the MMF Regulation? ii) What are your views on the abovementioned assessment of the interaction between potential MMF reforms and the behaviour of investors during the MMF March 2020 crisis?
<ESMA_QUESTION_MMFR_2>
Reforms targeting the liability side of MMFs
1. Decouple regulatory thresholds from suspensions/gates
· We support de-coupling regulatory liquidity thresholds; they have made the extra liquidity on the funds both a risk comparison metric for investors and a minimum threshold for the manager to manage the fund to. 
· Buffers need to be used to meet redemptions during periods of market stress.  
· The VNAVs do not have the same fees and gates issue so they are able to use the cash buffers to meet redemptions, as was the case in 2020.

2. Require MMFs to use swing pricing and or dilution levies/redemption fees
· We do not support swing pricing and outline several reasons why below:
· Same day settlement and intra-day settlement would be operationally challenging. The administrative side of this would mean the funds would be very difficult to operate on a T+0 basis; the transfer agent and fund administrator would struggle to release the price in time to meet the narrow cut-offs required would make them unfavourable for investors.  
· We consider an Anti-Dilution Levy (ADL) to be preferable.  
· We are strongly against the application of gates. This could lead to corporate defaults, as investor firms would be unable to access money to meet cash flows.
There is a lack of harmonisation and transparency across markets. National regulators were not consistent in their responses, and there was a lack of clarity in terms of the legal frameworks and what each central bank could buy. In our view,  better coordination and greater consistency between regulators in different jurisdictions in the future would be a positive enhancement.
Reforms targeting asset side of MMFs
1. Increase Liquidity buffers review their calibration an. or make them usable/countercyclical.
· Increasing the buffers is not necessary as most managers run excess over the minimum to take account of daily redemptions, typically 10% more than required so funds have 40-50% weekly liquidity as it stands.  
· We agree they should be countercyclical which is consistent with the way banks buffers are used.
Reforms targeting both the liability and asset side
1. Eliminate Stable NAV Money Market Funds – Agree
2. Convert Public debt CNAV – Agree
3. LVNAV funds – Agree
4. Only have VNAV – Agree
5. We believe the regulators should make a decision on whether or not VNAV is cash and cash equivalent.  As long as there is ambiguity around whether it is cash and cash equivalent there is a reluctance for managers to adopt the VNAV model.
Reforms that are external to MMFs
1. Sponsor support is not consistent with prudent management of the funds.
(ii) 
· Investors only really started to focus attention to the liquidity on the funds when it became highlighted by the crisis.  As such, managers started to publish the data.  This meant it became a risk metric which enhanced the risk of a run on the funds, rather than protect against it.
<ESMA_QUESTION_MMFR_2>

Do you agree with the above assessment of the i) potential need to decouple regulatory thresholds from suspensions/gates and the corresponding proposals of amendment of the MMF Regulation ii) potential reforms of the conditions for the use of redemption gates? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_3>
· We believe they increase rather than decrease risk, influencing both investors to try to benefit from first mover advantage, and portfolio managers to sell assets when not required 
· This is relevant for all funds as they all have the minimum liquidity requirement although they are less for VNAV.  
· Investors need to be dissuaded from panic selling to avoid being locked in.  Removing this requirement would do that.  
· The ‘dash for cash’ was much worse in the US due to the proliferation of alternatives to prime money market funds in the shape of Government funds.  There is no such alternative in European markets.
· Portfolio manager behaviour would not change, they would maintain the current levels of liquidity and would not adjust the current asset allocations.  
(ii) 
Please see response to (i) above)
<ESMA_QUESTION_MMFR_3>

i) Do you agree with the above assessment of the potential need to require MMFs to use swing pricing and / or ADL / liquidity fees and the corresponding proposal of amendment of the MMF Regulation (including the above list of corresponding potential benefits and drawbacks)? ii) If you are of the view that swing pricing might not be workable for certain types of MMFs, which instruments would you suggest as an alternative for these types of MMFs going forward? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_4>
· This makes funds unworkable from an administrative basis as same day liquidity would not be possible.  
· This makes the funds unattractive from an investors point of view.  
· The result would mean banks would be left with the cash that could not be absorbed by money market funds.  
· The banks would pass costs on to the clients of the banks as they would charge for balances from corporates, resulting in companies running with lower working cash, which could lead to corporate liquidity problems.  
· Portfolio managers would probably not do anything different.
(ii) 
· It is not a case of the instruments being changed; rather the mechanics of coming up with the swing pricing to take account of the bid offer spread.
<ESMA_QUESTION_MMFR_4>

i) Do you agree with the above assessment of the potential need to increase liquidity buffers and/or make them usable/countercyclical and the corresponding potential proposal of amendment of the MMF Regulation? ii) With respect to option 1 above, views are sought in particular on the relevant threshold (on the size of redemptions) from which WLA would need to be automatically adjusted. When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_5>
· The current liquidity buffers are appropriate however there is a need to allow the buffers to be used.  
· A suggestion could be for if the buffer falls below the 30% weekly then no further term assets can be bought until it is above the appropriate level.  
· This could either allow the funds to naturally run down and for assets to naturally run off or may prompt selling make it happen sooner.
· (ii) 

· A 10% redemption that took the fund to less than 30% weekly liquid assets is still appropriate, but the fund needs the ability to use the weekly liquidity.  A further 10% of outflows over the next week could be cause for concern and would likely prompt the PM to sell assets anyway. 
· There should be re-emphasis that it is not a breach to go below 30%, but should you do so you are required to return to the threshold at the earliest opportunity.  We would recommend amending the wording of the current regulation to show that the liquidity can be used to meet redemptions. 
· 
<ESMA_QUESTION_MMFR_5>

What are your views on the potential need to eliminate CNAV and LVNAV funds, in light of the recent market developments, and the corresponding potential proposal of amendment of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_6>
· Some investors only have CNAV and LVNAV in their investment policies so they would need to rewrite them.  
· If these vehicles are eliminated, then these investors, faced with the reality that there is no alternative, will be forced to change their investment policy.  
· The new VNAV investment constraints would need to be aligned with the LVNAV or the funds would become inherently riskier.  
· During the crisis in March April there were bids available for money market instruments, the issue was rather that they were not favourable, and therefore PMs were reluctant to sell at these levels.  With a VNAV fund there would be less reluctance to hit the bids.
· There should be some confirmation around the cash and cash equivalency status of the funds.
· Given no alternative, clients would more than likely adapt to accommodate the use of VNAV.
· Government funds have their place but there is not the depth of available assets for Government funds in GBP and EUR to take large scale investments of the same magnitude as we saw in the on-shore USD market in March 2020.
· In our experience it would not be an issue to remove public debt CNAV funds.
(ii)
· Clarification around the provision of central bank support
(iii) 
· Support for Liquidity purposes should be allowed where there is no credit event on the assets being used to provide the liquidity.
· This does give bank sponsored funds an advantage as the bank can tap the central banks and then buy assets, but this will provide an additional source of liquidity for the system.  There could be unintended consequences to this vis a vis banks capital etc.
· Large Fund Management companies would likely be able to buy the assets on other funds.  This would have to be done in a Treating Customers Fairly (TCF) way, so again would be at market rates.
· Sponsor support should not be provided for a credit event.
<ESMA_QUESTION_MMFR_6>

What are your views on the extent to which Article 35 of the MMF Regulation should be i) clarified ii) amended? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_7>
· [bookmark: _Hlk75956584]Support for Liquidity purposes should be allowed where there is no credit event on the assets being used to provide the liquidity.
· This does give bank sponsored funds an advantage as the bank can tap the central banks and then buy assets, but this will provide an additional source of liquidity for the system.  There could be unintended consequences to this vis a vis banks capital etc.
· Large Fund Management companies would likely be able to buy the assets on other funds.  This would have to be done in a Treating Customers Fairly (TCF) way, so again would be at market rates.
· Sponsor support should not be provided for a credit event.
<ESMA_QUESTION_MMFR_7>

i) Do you agree with the above assessment of the potential need to assess the role of MMF ratings in light of the difficulties faced by MMFs during the March crisis, and the potential need to introduce regulatory requirements for MMF ratings? ii) In your view, based on your experience, what are the benefits of MMF rating from investors’ perspective, having in mind that rules applying to MMFs are already very stringent? What would be the likely consequence on investors from the downgrade of one or several MMFs? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_8>
· The rating agencies had no bearing on what happened in the market in March 2020.  It was a liquidity issue, rather thana credit issue.  The main driver was funds needed to maintain regulatory liquidity, not that the rating agency required liquidity.
· Rating agencies are used as a tool for investors to compare like for like and for their investment policies to ensure they are taking appropriate levels of risk for them.  
· Funds with ratings actually have higher quality assets than those without.
· This is a fund rating not a credit rating and gives the clients comfort around the standard of the management of the fund.
· Portfolio managers do not benefit from having a rating, given the regulatory requirement for internal ratings and assessments which means the PMs are not reliant on the rating agencies. 
· Regulatory requirements for rating agencies would serve no purpose.
(ii) 
· Investors require a rating.  Most have it written into their investment policies that they can only invest in AAA rated funds, as such they would likely have to redeem units if there was a downgrade. 
· In practice, unless there is a credit event on the fund, given the internal monitoring the PMs do, there should be sufficient time and warning for the PMs to ensure they are still rated AAA before there is an issue. 
<ESMA_QUESTION_MMFR_8>

Do you agree with the above assessment of the potential need to amend the requirements on stress tests included in the article 28 of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_9>
· There is no need to amend the stress tests wholesale, rather for them to evolve over time as the experience of doing them increases so we come to something that is meaningful and useful.
· This would not have made any difference to the portfolios last year.  It would not have predicted what happened last March.  It could be unhelpful and could lead to unintended consequences.
· Liquidity predictions are based on normal market conditions, in a stressed market it is clear the liquidity of the portfolio is much lower.
· We haven’t seen the results of the first round of stress tests under MMFR as yet, and we would recommend analysis of the results before making any changes.
<ESMA_QUESTION_MMFR_9>

Do you agree with the above assessment on the potential need to review the reporting requirements under the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_10>
We do not see a need to increase the frequency, and this wouldn’t impact either PM or investor behaviour, in our view. 
<ESMA_QUESTION_MMFR_10>

Do you agree with the above assessment of the potential need to include additional requirements in the MMF Regulation, and/or potentially in other types of EU piece of legislation on the disclosure of money market instruments (MMIs) and main categories of investors to regulatory authorities (e.g. detailed information on liabilities)? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_11>
· This type of information already would be required under General Data Protection Regulation (GDPR) requirements
· A centralised body monitoring outstanding fund balances with information available to all would improve transparency.
· Type of investor impacting liquidity buffers could lead to some investors being excluded from access to the funds.
· The question is, who determines what investors fall into what category and does this mean they will all behave the same way?
· Investment funds can differ significantly so bucketing them together not be consistent with their behaviour.
· There should also be some acknowledgement given to external investors and internal investors in the funds which would give a better understanding of the propensity for the investors to call back the cash should there be a crisis.
· Transparency in line with the NEUCP market would be very useful to PMs.  A centralised body with the outstandings and levels would make it easier to manage risks.
· There could be an adverse effect on issuers if there are spikes in issuance (Banque de France stopped disclosing outstanding issuance in March last year)  or equally if programs are getting smaller as everyone would know sellers coming to market might be forced sellers due to the 10% rule so impacting pricing.
<ESMA_QUESTION_MMFR_11>

i) Do you agree with the above assessment on the potential creation of a LEF? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80. ii) Several open questions related to the creation of the LEF, on which ESMA would specifically welcome feedback from stakeholders, include:
· What should be the appropriate size of such a pooling vehicle as the LEF?
· In terms of funding, how much MMF would have to pay each year to participate in the pool? How much of the funding would/should be provided by other sources?
· How long would it take to establish such a LEF?
· Under which conditions would the LEF be activated?
· Who would be responsible for activating the LEF.

<ESMA_QUESTION_MMFR_12>
· A Liquidity Stability mechanism being funded by a charge on the AUM would take years to grow to any meaningful size.  If it was used as a capital base on which funding could be generated from another institution, then it could get to size quickly, but the margins on MMFs are so tight there would be an issue with providers being willing or able to give up fees to pay for this.  We do not support this as we consider that it would drive out all but the banking names from the industry, and therefore concentrate risk.
<ESMA_QUESTION_MMFR_12>

Do you agree with the above assessment on the potential need of further clarification of the requirements of articles 1 and 6 of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_13>
No, we do not consider that clarifications are required. 
<ESMA_QUESTION_MMFR_13>
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