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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:
(a) respond to the question stated and indicate the specific question to which they relate;
(b) contain a clear rationale; and
(c) 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: 
(d) [bookmark: _Hlk65154841]Insert your responses to the consultation questions in this form.
(e) 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. 
(f) 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.
(g) 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.
(h) 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
	Federated Hermes (UK) LLP
	Activity
	UCITS Management Company / AIFM

	Are you representing an association?
	☐
	Country/Region
	UK


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_MMFR_1>
We are writing on behalf of Federated Hermes, Inc. and its subsidiaries (“Federated Hermes”). 
Federated Hermes has been in business since 1955 and has more than 45 years of experience[footnoteRef:2] managing money market funds (“MMFs”). Federated Hermes has participated actively in the money market as it developed over the years. Federated Hermes manages Low-Volatility Net Asset Value MMFs (“LVNAV”), and Public Debt Constant NAV MMFs (“CNAV”) domiciled in the EU, and LVNAV and Variable NAV MMFs (“VNAV”) in the UK. Federated Hermes also manages MMFs in the United States, including U.S. government MMFs, municipal MMFs and prime MMFs as well as MMFs in other jurisdictions. In addition to MMFs, Federated Hermes manages accounts for institutional customers that invest in money market instruments, as well as US local government investment pools that invest in money market instruments. In all, Federated Hermes manages more than $400 billion (€330 billion) in money market assets, the vast majority of which have ESG integrated into their investment process.  [2:  The registration statement for Federated Hermes’ Money Market Management fund in the US first became effective on 16 January 1974, making it one of the two longest continuously operating MMF managers.] 


We appreciate the opportunity to comment on the Consultation Report “EU Money Market Fund Regulation (MMFR) – legislative review” that ESMA published on 26 March 2021. 

If a true analysis of the March 2020 market liquidity events (the “Liquidity Crisis”) is to be undertaken by ESMA, it is imperative that ESMA follow the facts and consider the true causes of the Liquidity Crisis (global pandemic and governments around the world shutting down their economies), and the timing in which the markets, and products within the markets, were impacted. The data shows, without a doubt, that MMFs neither caused nor amplified the Liquidity Crisis. In fact, as a result of the robust adoption of the EU MMF Regulation (“MMFR”), European MMFs entered the Liquidity Crisis with very high levels of liquidity. 
While market-based challenges were encountered and certain regulatory requirements in the MMFR led to artificially high levels of redemptions, EU MMFs proved incredibly resilient, and no MMF in Europe suspended redemptions, or imposed fees and/or gates. The effectiveness of MMFR is further evidenced by the fact that EU MMFs were not (i) direct beneficiaries of Central Bank action, as the ECB’s Pandemic Emergency Purchase Programme (“PEPP”) excluded placement of bank commercial paper (“CP”) and Non-Euro denominated paper, and (ii) permitted to use sponsor support, a prohibition under the MMFR that we fully support. 

As IOSCO rightly observed in its November 2020 Thematic Note “Money Market Funds during the March-April Episode”, further consideration should be given to the “broader ecosystem and the functioning of the money markets” and “elements of existing regulatory frameworks which may have played a role in accelerating flows out of certain types of money market funds”.


Therefore, we recommend ESMA focus on the following: 
1. Delinking the 30% weekly liquid asset (“WLA”) threshold and the potential imposition of a fee or gate, a much needed and urgent reform to consider in priority as part of the MMF Regulation review; 
2. Addressing the vulnerability in the short-term markets, which impacted the functioning of the entire money markets, by conducting a broad and thorough review which addresses the root causes of the pressures experienced in the short-term markets during the Liquidity Crisis; and
3. In addition to delinking the 30% WLA threshold and the potential imposition of a fee or gate, the upcoming MMFR Review should address the following issues:
a. Increasing the required liquidity levels of EU VNAV MMFs from 7.5% daily and 15% weekly liquidity, to 10% daily and 30% weekly liquidity requirements consistent with other EU MMFs and US VNAV MMFs;
b. Removing the ability for EU VNAV MMFs to self-designate any eligible money market instruments as WLA;
c. Removing the arbitrary 17.5% restriction on including high quality government securities as WLA for EU MMFs as, through both the financial crisis and Liquidity Crisis, high quality government securities have proved to be the most liquid;
d. Permitting EU MMFs to include in their WLA investments in 5-day repo (there is a conflict between Article 15 of the MMFR, which limits investments in repo to 2 days and Article 24 of the MMFR which specifically sets forth the inclusion of 5-day repo as part of an EU MMF’s WLA); and
e. Amending MMFR (or MiFID II) to impose an obligation on intermediaries (distributors) to provide information regarding the profile of individual end investors to enable the MMF manager to understand the MMF’s liquidity risk.
There are a number of other policy reforms that ESMA has requested comments on, however we believe such reforms are:
1. Inappropriate: permitting sponsor support (moral hazard/risk of contagion); 
2. Unnecessary: 
a. Increasing liquidity buffers: delinking the 30% WLA threshold from the potential imposition of fees and gates frees up ample liquidity and makes this option unnecessary; and
b. Swing pricing: EU MMFs are already permitted to impose liquidity fees and MMF securities are already required to be priced at the more conservative of the bid/ask spread; and
3. Economically impractical: liquidity exchange bank. 

We are grateful for the opportunity to develop our assessment in the following detailed responses.

<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>
Assessment of the difficulties faced by MMFs during the COVID-19 March crisis

We agree that the COVID-19 crisis was a challenge for all market participants, including MMFs. 

EU MMFs faced significant liquidity pressure during the period of acute stress in March 2020, with artificially high levels of redemptions from investors and market wide challenges to sell assets in the short-term funding markets. However, ESMA’s characterisation of the liquidity pressure is incomplete. EU MMFs entered the Liquidity Crisis with very high levels of liquidity. The high level of liquidity in EU MMFs is directly related to the 2017 MMFR requirements that certain EU MMFs hold not only 10% daily liquid assets and 30% weekly liquid assets (“WLA”), but also additional liquid assets in excess of these levels based on the Know Your Customer rules. Unfortunately, while the 2017 MMFR requirements contributed positively to the high levels of liquidity entering the Liquidity Crisis, it also contributed negatively to the artificially high levels of redemptions experienced in EU MMFs. This is because the MMFR requires certain EU MMFs to consider the imposition of liquidity fees and gates if weekly liquid assets fall below the 30% WLA threshold, and this proved to be an accelerant for redemptions and was an unfortunate unintended consequence of the 2017 EU MMFR. 

Data supports that delinking the 30% WLA threshold from the consideration of fees and gates would have greatly alleviated the liquidity stress in the EU money markets and would have removed an artificial regulatory incentive for EU investors to redeem.

Notwithstanding the global short-term market challenges and the regulatory induced artificially high levels of redemptions, EU MMFs proved to be incredibly resilient, maintaining required levels of liquidity throughout the Liquidity Crisis and providing European investor access to short-term, high quality, diversified investments throughout the global pandemic. 

First, the March 2020 financial markets turmoil did not originate in the financial sector. It started with public reaction to the then rapidly spreading COVID-19 pandemic, the very sharp contraction of the real economy in early March as people stayed home to avoid contracting the illness under government-imposed lockdowns in many jurisdictions around the globe. These government actions to stem the pandemic sharply reduced investor confidence, price discovery and liquidity across all markets. Predictably, a contagion then ensued as the prospect of the worst pandemic in 100 years shut markets down. In these conditions, there was a dramatic increase in the VIX - a market indicator of fear - to a record high of 83%. Credit spreads for investment grade and high yield bonds had already increased by approximately 150% from mid-February to March 18th.

This was an unparalleled economic collapse and a stress on financial markets with unprecedented speed and of a magnitude on a par with the global financial crisis of 2008. In its Communication “Coordinated economic response to the COVID-19 Outbreak” published on 13 March 2020, the European Commission (“EC”) observed: 
The COVID-19 pandemic is a major shock to the global and European economy. Already today, a substantial negative economic impact on Europe has materialised, at least for the first half of this year and possibly longer if containment measures are not effective. Real GDP growth in 2020 might fall to well below zero or even be substantially negative as a result of the COVID-19, and a coordinated economic response of EU institutions and Member States is key to mitigating the economic repercussions. This shock is affecting the economy through different channels:
· the shock resulting from China’s initial contraction in the first quarter of 2020;
· the supply shock to the European and global economy resulting from the disruption of supply chains absences from the workplace;
· the demand shock to the European and global economy caused by lower consumer demand and the negative impact of uncertainty on investment plans;
· and the impact of liquidity constraints for firms.

Second, MMFs did not cause or amplify the crisis. As the EC stated in its above-mentioned Communication, “The COVID-19 pandemic has an impact on global financial markets.”

On Monday 9 March 2020, the stock markets experienced their largest single day drop since 2008, with the Dow index dropping 2,000 points. On the same date, the volatility expanded into the bond market, due in part to margin calls and unwinding of leveraged positions. The equity markets only deteriorated from there, with further major declines in global equity markets on Thursday 12 March. On Monday 16 March, global equity markets took a one-day decline of 12-13% which was the largest one-day drop of the period. The equity market slide continued through 7 April 2020. 

The turmoil also impacted the market for government securities in US, EU, and other jurisdictions in the first week of March 2020, which became quite volatile by early in the second week of March 2020, before the impact was felt in other credit markets or the CP market. Dealers widened the bid-ask spreads they offered their clients on average by a factor of 13 in the first weeks of March. 

The FRA-OIS spread is viewed as a proxy for turmoil or risk in the interbank lending markets because it represents the spread between the rate at which the central bank lends and the average rate at which banks lend to one another. The widening of FRA-OIS spreads on CP during March 2020 was widely noted in early March 2020 (before outflows from MMF commenced) and was attributed to market concerns over the COVID-19 pandemic.

Thus, the turmoil in the CP market and other high-quality short-term markets and its impact on MMFs did not begin until mid-March 2020, weeks after the equity and oil markets had begun to plummet and at least a week after the bond market entered its turbulent period. 

Any narrative which assigns blame to MMFs is simply false and is not supported by the data, as events in the real world and in other segments of the financial markets occurred before MMFs experienced significant outflows. While the fundamentals of MMFs remained unchanged in relation to their structure and the high-quality of assets in which they invest, the sector was tested by the almost complete lack of market-wide liquidity in secondary markets and hindered by regulations that contributed to artificially high levels of redemptions.

Third, MMFs proved robust and resilient and, in Europe, did not directly benefit from central bank interventions as the PEPP did not permit the placement of bank CP or Non-Euro denominated paper. 
As ESMA states, actions by the ECB were intended to support the money markets. It is clear, however, that they were not intended to support EU MMFs, as the assets typically held by EU MMFs (bank CP or non-Euro denominated assets) were not eligible for the PEPP. 

Notwithstanding the lack of any direct ECB support for EU MMFs, as IOSCO emphasises in its Thematic Note “Money Market Funds during the March-April Episode” published in November 2020, “Despite the strains faced by non-public debt MMFs in March and based on the responses to the IOSCO Financial Stability Engagement Group (FSEG) survey, it appears that all redemptions have been honoured, no MMFs have suspended redemptions, imposed fees and/or gates, or converted from LVNAV to VNAV.” In short, EU MMFs proved resilient and performed as intended throughout the Liquidity Crisis.

Identification of vulnerabilities
ESMA identified short-term market vulnerabilities, not MMF vulnerabilities. We would like to make clear the vulnerabilities noted by ESMA are inherent to the short-term funding markets. They are not vulnerabilities in structure or regulatory framework of EU MMFs. 

1. Liquidity of underlying private money markets
We agree with ESMA that, in March 2020, there was a lack of liquidity in CP and certificates of deposit (“CD”) markets (secondary short-term funding markets). However, we do not agree with the unevidenced statement that “those markets are not very liquid even in normal times.” ESMA is correct in identifying short-term markets as an area requiring significant further analysis. A proper analysis of the short-term funding markets needs be a collaborative endeavour. MMFs are but one small player in the short-term money markets and playing a role in the markets and reacting to market stresses should not be confused with causing such market stresses.

Firstly, there is an issue with transparency. 
Like ESMA, we believe there needs to be a significant increase in the transparency in the short-term markets. The EU MMF footprint is small compared to other players in the markets, however we can only estimate the actual size. For instance, in the US, it is acknowledged that US prime MMFs held only 29% of outstanding CP at the end of February 2020. The other 71% was held by investors ranging from non-financial corporates and foreign entities to pension plans, hedge funds, mutual funds, and insurers. Founding any policy reform on assumed metrics or by focusing on one specific type of minority player will not result in effective regulation. The EU must better understand how the European short-term markets function and the role of its market participants.

EU MMFs are highly regulated and transparent capital market instruments. We fully support the EU imposing similar EU MMF transparency requirements to all short-term funding market players, including both buy-side institutions and sell-side operators. In addition, we would welcome increased transparency on programmes and outstanding volumes as, beyond giving a better indication of the size, volume, and depth of these markets, it would improve the valuation process for assets and improve risk management processes. 

Secondly, the short-term funding market structure should be further reviewed before any action is taken. These markets are chiefly over-the-counter (“OTC”). EU MMFs typically purchase these securities from the issuing banks on the primary market. MMFs hold the vast majority (ca. 98.5%) of these assets to maturity. During the Liquidity Crisis, to maintain weekly liquidity levels, MMFs looked to sell some of their securities back to the bank from whom they purchased the security. However, this was when all market participants were looking to increase liquidity in such uncertain times. As such, even issuers of the underlying securities, who would normally be expected to repurchase some of their own issuance, were reluctant to buy them, quoting “balance sheet constraints”. Also, many banks are unwilling to bid in the secondary market paper from issuers where they are not a named dealer on that programme. 

In normal times, these markets are absolutely liquid. Even though MMFs hold most all their assets until maturity (short-term securities which are cash equivalent), they can expect to sell the paper back to either the dealer or, in some cases, to the issuer itself at an acceptable bid-offer spread to the original purchase price. Thus, it is correct to say that activity in secondary CP and CD markets is low (as ESMA indicates in paragraphs 24 and 33), but not correct to infer that low activity equates to low levels of liquidity. High (credit) quality paper can always be sold in normal conditions without issue. However, if global economies are closed as a result of a pandemic, that is another story. The March 2020 events were not a credit crisis but a flight-to-liquidity issue. Many issuers and dealers refused to buy CP and CD. The various new banking regulations limited the ability of dealers to take securities into inventory and a thorough analysis on how to improve banking regulations to support market liquidity in times of stress should be undertaken.

In a rush to judgment regarding the need to further regulate EU MMFs, many commenters - including prominent policymakers - fail to distinguish between systemic liquidity events and systemic credit events. The data is abundantly clear that the real problem in March was not MMFs but systemic illiquidity and the seizing up of markets that are essential to financial stability.

As explained in more detail at Questions 2, 8, 11, and 12, we fully support efforts to improve liquidity in short-term funding markets in times of market stress. The Liquidity Crisis exposed structural issues which should be addressed by market-based solutions. 

2. Role of regulatory constraints for LVNAVs
We do not agree with ESMA’s analysis of March 2020 events, and its misplaced targeting of LVNAV MMFs goes against the data.

EU prime LVNAV MMFs, like French and US prime VNAV MMFs, all experienced liquidity stress. The structure of the LVNAV fund did not amplify this stress – as redemption levels were on par with VNAV funds in Europe and the US. In France where all MMFs are VNAV, redemptions from French MMF were of similar magnitude to what the sector had experienced during the 2008 crisis, with €48.6 billion in redemptions between 12 and 30 March 2020 (see: Analysis of French money market fund portfolios during the surge in withdrawals recorded at the onset of the COVID-19 crisis, by the Autorité des marchés financiers (“AMF”)).

The redemption experience of EU LVNAV and VNAV funds exposed flaws in MMFR which should be addressed in the upcoming EC MMFR Review. For LVNAV MMFs, the linkage between the 30% WLA and the potential imposition of fees and gates should be removed, as this led to artificially high levels of redemptions in LVNAV MMFs. Redemption pressure observed in EU VNAV MMFs may have resulted from the flawed determination to only require EU VNAV MMFs to hold 7.5% daily liquid assets and 15% weekly liquid assets, half of what LVNAV and public debt CNAV MMFs are required to hold in Europe and half of what all US regulated MMFs are required to hold. In addition to requiring EU VNAV MMFs to hold only low levels of liquidity, these funds are also permitted to self-designate securities as liquid and are not subject to any independent pricing requirements, each of which likely contributed to the pressure observed in these funds during the Liquidity Crisis.

Despite a few necessary regulatory enhancements to EU VNAV and LVNAV MMFs, which can easily be addressed, European MMFs proved resilient. They demonstrated that the financial reforms taken in response to the global financial crisis, including the adoption of the MMFR, have been successful in avoiding a repeat of the 2008 market disruptions. 

All EU MMFs met investor redemption requests and no EU MMF was required to consider the imposition of redemption fees or gates. In addition, as ESMA observed with respect to LVNAV MMFs: “no funds breached the threshold during the acute period of stress in March.”

Federated Hermes continues to support proper regulation to enhance the safety and stability of MMFs if supported by the data. We support MMFR and agree with ESMA that MMFR should continue to set out strict rules requiring EU MMFs to maintain both daily and weekly liquid asset thresholds, provided that these requirements are no longer improperly linked with fees and gates. We further suggest that EU VNAV funds should be subject to liquidity requirements on par with EU LVNAV MMFs and US variable NAV MMFs, increasing their current required liquidity from 7.5% daily and 15% weekly, to 10% daily and 30% weekly.

3. Role of redemption fees and gates
We agree with ESMA that investors redeemed to avoid the imposition of a potential redemption fee or gate. However, that does not equate to a first mover advantage – there was no advantage to be had in the Liquidity Crisis. Despite their intended role, the actual role of the fees and gates provisions in the EU MMFR and in US regulations served only to amplify liquidity pressure on funds and encourage investors to redeem unnecessarily.

As we develop in response to Question 3, Federated Hermes supports eliminating the requirement for a fund’s board to consider imposing redemption gates and liquidity fees if WLA fall below 30% of the fund’s total assets. However, Federated Hermes supports a MMF board being permitted, in its discretion and in accordance with its exercise of its fiduciary duty, to impose liquidity fees or redemption gates when doing so is in the best interests of the fund and its shareholders, without reference to any specific level of liquidity. The board of a fund is in the best position to make this determination.

Federated Hermes also fully support retaining (and in respect of VNAV, implementing) 10% daily and 30% weekly liquidity requirements. 

4. Role of credit rating agencies
Ratings provided by credit rating agencies (“CRAs”) are an important tool for investors. In the MMF ecosystem, CRA ratings are encountered at three levels:
· Many MMFs themselves are rated by one or more CRA: we believe that these ratings play an important role for EU MMF investors. Beyond effective regulatory requirements, they reinforce the quality and security that MMFs offer. 
· MMFs may use external credit ratings when considering investing in a money market instrument. In the aftermath of the 2008 crisis, policymakers acted to reduce over-reliance on external ratings. MMFR requires MMFs to perform internal credit quality assessment before selecting a money market instrument. External credit ratings may be considered but may not be mechanically relied upon. There were no ratings issues in the Liquidity Crisis. Unlike what ESMA suggests, the March 2020 turmoil was a liquidity crisis, not a credit event. MMFs that had to sell some securities to face redemptions did not experience difficulties because of the credit quality of securities in their portfolio, but because short-term funding markets were frozen.
· CRAs rate banks. Some policymakers reported that, in March 2020, the ECB asked the banks under its supervision to use their capital buffers in a countercyclical way: i.e., to keep on offering credit and financing the economies. However, banks were concerned they could have been credit downgraded if they had started tapping into their capital buffers. For the same reason, it seems that these banks refused to buy back CP they had issued. 
The latter might be a policy issue that ESMA and EU and global policymakers should consider addressing as part of a needed reform of the short-term funding market structure.


<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>
No, we do not agree with ESMA’s assessment on the potential MMF reforms related to the review of the MMF Regulation.

We recommend focusing on the two issues that March 2020 events put under light:
1. Delinking the 30% WLA requirement and potential imposition of a fee or gate (see our response to Question 3); and
2. The vulnerability in the short-term funding market structure, which impacted the functioning of the entire money markets, including: 
· Considering reforms to the secondary market structure for CP: this market is fragmented and the example of non-financial corporate CP where trading is electronic could be replicated by offering a valuable expansion of electronic venues to enable investors, issuers and broker/dealers to all view and post bids and offers (all-to-all platform);
· Broadening participation and capital allocation would be beneficial. For instance, EU institutions could consider standardisation in the CP market.
· Working with investors, issuers, broker/dealers, and venue providers to arrive at a model that provides greater transparency and thus liquidity in periods of market stress;
· Reviewing regulations indirectly affecting market-making during liquidity events. We suggest that EU policymakers give consideration to studying how new bank regulations reduced market-making in March 2020 and evaluate means of reducing these constraints during a liquidity crisis; and
· Like the Federal Reserve in the US (see Minutes of the Federal Open Market Committee meeting on 27-28 April 2021), consider the creation of a permanent standing repo facility that would be a market-based solution (market risk would stay in the MMF) to support smoother functioning in short-term funding markets.
We reiterate our assertion that MMFs demonstrated their resilience in March-April 2020. 

Firstly, MMFs in Europe did not benefit directly from central bank interventions, as the ECB’s PEPP excluded placement of bank CP and non-Euro denominated paper. Therefore, the question of what reforms are needed to avoid interventions of central banks (paragraph 59 and 72 in particular) is irrelevant. The question of central bank interventions is relevant in the context of the short-term funding market structure – a policy issue that cannot be addressed as part of the MMFR Review. 

The events of March 2020 confirm the resilience of EU MMFs, and the data does not support a broad call to action in Europe. The data also confirms that there is no structural vulnerability in EU MMFs. The decision by governments around the globe to shut down their economies, in reaction to a global pandemic, is simply not something markets were designed to, nor should be expected to, absorb without central bank intervention.

Secondly, European MMFs proved resilient. They demonstrated that the financial reforms taken in response to the global financial crisis, including the adoption of the MMFR, have been successful in avoiding a repeat of the 2008 market disruptions. The data does support certain reform enhancement and market structural considerations, including (i) delinking the 30% WLA requirement from fees and gates for EU LVNAV MMFs, (ii) increasing the liquidity requirements for EU VNAV MMFs, and (iii) addressing the short-term funding market structural issues.
That being said, it is paramount to explore what would happen if MMFs ceased to exist. Thus, in response to ESMA’s question on the broader impacts on the stability and functioning of short-term funding markets (page 23):

i. a) Where are investors likely to move if MMFs become less attractive as a result of the policy option? 
Should regulations eliminate MMFs (either directly or indirectly), investors in EU MMFs would be forced to make alternative arrangements and take on increased risks. 

Smaller clients/investors, who would be unable to effectively manage their cash in a professional way, would likely have to revert to placing funds with one or two banks – institutions that have little desire in short-dated cash deposits as it requires additional capital. Not only would those investors lose out on interest earnings, but they would also take on increased risk from a lack of diversification. Larger investors may be able to take the management of their liquid assets in house – but as unregulated entities who would not be required to maintain the high levels of liquidity and transparency demanded of MMFs, it would be a bad result for all participants in the European markets.

b) Do these substitutes have vulnerabilities to runs? 
Yes. In the event of a market shock, such as the Liquidity Crisis, individual investors would likely all rush to the door and liquidate their holdings in a significantly less professional manner than the actions expected of professional cash management funds, such as MMFs, increasing pressure on the financial markets.

c) Are they transparent to investors and regulators? 
No.

d) Are they regulated?
No. 

e) Do they embed more risks for investors (e.g. counterparty risk) or be more costly? 
Yes. Concentration risk, counterparty risk, liquidity risk, market risk are all increased. 

Yes, they would be more costly. 

ii. a) What alternative sources of short-term funding are available for borrowers that currently rely on MMFs for financing? 
Banks (for small players and individuals) or short-term funding markets directly (only for larger players). Each of these increases risk.

b) Are these alternative sources more stable than MMFs at all times?
No. 
 
c) Can they in effect be scaled to replace MMF economic function?
No. Investors have been using MMFs for decades because of the economic function they fulfil and the benefits they offer. Ineffective regulations could scale bank deposits or direct access to short-term funding markets to replace MMF, but it would be a policy failure and would increase risk not only to investors, but to EU markets generally.

d) Would this address the financial stability issues noted or would risks simply be transferred elsewhere in the market without mitigating them effectively? 
No, it would not address the financial stability issues. Most of these issues are not inherent to MMFs but rather to short-term funding market structure.

<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>
Yes, we agree that the 30% WLA threshold should be delinked from the potential imposition of fees and gates. 

This link served as an accelerant to redemptions and led to artificially high levels of redemptions in the Liquidity Crisis. Fees and gates should be tools available for a fund’s board to implement in its exercise of its fiduciary duty. Additionally, EU MMFs should all be subject to a daily liquidity requirement of 10% and a weekly liquidity requirement of 30% and, if they fall below, the consequence should be limited to notification to a firm’s national competent authority (“NCA”) and the purchase of only securities that meet these requirements.

I. Impact on the resilience of MMFs
i. How would the policy option work in mitigating the structural vulnerabilities of MMFs?
Data show that, in March 2020, the MMFs that experienced the highest redemption pressure were those where a link between the 30% WLA and potential imposition of a fee or gate existed. This linkage was ill-conceived and had the unintended and damaging consequence of artificially increasing redemptions in a period of market stress. Delinking would have freed up MMFs so that they could have utilised existing 30% internal liquidity as intended: i.e., an amount of liquidity more than sufficient to cover redemptions experienced by EU MMFs in the Liquidity Crisis.

ii. Would it apply to all MMFs or only to certain types of MMFs?
It would apply to all MMFs.

iii. A) Is the option currently in place in any jurisdiction, and if so, has it been helpful?
Delinking liquidity fees and gates should be a top priority in both the EU and US, the two most meaningful MMF markets globally. Each of the EU and US MMF regulatory requirements include the linkage of fees and gates with liquidity usage, something that has proven to be an unintended negative consequence of the regulations.

b) How would it represent a change from current rules or practices in other jurisdictions? 
The US is also considering delinking the 30% WLA thresholds and a fund’s potential imposition of gates and fees (see the December 2020 Report of the President’s Working Group (“PWG”) on Financial Markets “Overview of Recent Events and Potential Reform Options for Money Market Funds” and the U.S. SEC’s request for public comments on potential reform measures to improve the resilience of money market funds as highlighted in the PWG’s report).

II. Effects on investor behaviour
i. From a micro perspective (viewing the MMF in isolation), how would the policy option affect investors’ incentives to redeem during stress events?
Removing the link between the 30% WLA thresholds and funds’ potential imposition of gates and fees would reduce the unnecessary and improper incentive for investors to redeem and free up MMF managers to utilise weekly liquid assets as they were intended: i.e., to meet liquidity needs in times of stress.

ii. From a macro perspective, how would this option mitigate the effects of a generalised “dash for cash” as seen in March 2020; and/or runs prompted by a credit crisis, as seen in September 2008?
Removing the link between the 30% WLA thresholds and funds’ potential imposition of gates and fees would remove one of the major incentives for redemptions that IOSCO and other policymakers observed in March 2020. 
 
iii. a) Does the option effectively shift MMF risks to investors?
No. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”
 
b) Does it make those risks more salient and transparent for investors? Are investors treated equally?
No. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

Finally, all investors in EU MMFs are treated equally. EU MMFs are the most transparent investment product in Europe and are subject to not only increased stress testing and regulatory reporting, but also enhanced transparency requirements to ensure that investors have access to key information on the holdings of EU MMFs. 

III. Effects on fund managers
i. How would the policy option affect MMFs’ liquidity management in normal versus stressed times? 
Delinking the 30% WLA from the potential imposition of liquidity fees and gates removes a major incentive for investors to redeem in stressed times. EU MMFs should continue to be subject to both daily and weekly liquidity requirements and fund boards should continue to have the discretion to impose liquidity fees, or redemption gates, when appropriate and in the best interest of investors.

We support the existing MMF daily (10%) and weekly (30%) liquid asset thresholds and believe they should be applied to all EU MMFs. We note that if a fund does not satisfy its liquidity requirements, it is limited to purchasing assets that would cause the percentage of its liquid assets to increase. 

ii. How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market? 
The 30% WLA threshold became, in practice, a trigger that unnecessarily incentivised and led to artificially high levels of redemptions. As a consequence, MMF managers in EU as well as US made sure that WLA levels, which are publicly disclosed, remained comfortably above 30%. The average was well above 40% for many EU MMFs before March 2020 and generally rose during 2020 as the pandemic unfolded. This means that EU MMF managers were not only penalised for using their internal liquidity, but they were also unnecessarily constrained in their ability to invest in short-term instruments with a maturity beyond one week because of the linkage between the 30% WLA and potential imposition of fees and gates.

<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>
No. We do not agree with the assessment of the potential need to require MMFs to use swing pricing and/or Anti-Dilution Levy (“ADL”) and/or liquidity fees. It should be noted upfront that EU MMFs, as UCITS, already have the ability to impose liquidity fees and redemption gates. While removing the link between the 30% WLA threshold and consideration of a fee or gate is critical, we have been clear in our belief that the potential application of liquidity fees should remain as a tool available to be implemented by an EU MMF’s board, in its discretion, as it exercises its fiduciary duty. 

Having the ability to apply liquidity fees eliminates the need for tools that would effectively eliminate the utility of EU MMFs, such as swing pricing.

Swing pricing would not only eliminate a critical element of MMFs (same day and intra-day settlement), effectively regulating EU MMFs out of existence, but swing pricing is entirely unnecessary for EU MMFs as they not only have the ability to apply liquidity fees generally, but they are also required to price securities in their portfolio at the more conservative of the bid/ask spread. 

I. Impact on the resilience of MMFs
i. How would the policy option work in mitigating the structural vulnerabilities of MMFs?
It should be noted that the only structural vulnerability in EU MMFs today exist as a result of certain requirements set forth in MMFR – specifically, the linkage of consideration of fees and gates to the 30% WLA thresholds for LVNAV MMFs, and the low levels of required liquidity, combined with the discretion to self-designate securities as liquid for VNAV MMFs. Once those provisions are addressed by the EC as part of its review, there are no further structural vulnerabilities in EU MMFs. There are, however, as previously noted, market structural issues that could be improved. With respect to swing pricing, as noted this tool is unnecessary for EU MMFs which already price securities at the more conservative of the bid/ask spread and whose fund boards already have the ability to apply liquidity fees in their discretion, as they exercise their fiduciary duties. A board is singularly best placed to make such a determination as they will have all of the information related to a particular fund and each fund is subject to its own unique facts and circumstances. 

Swing pricing may be an acceptable tool for other (non-MMF) funds with T+1 or longer settlement periods but is not appropriate for liquidity products with intra-day and same day settlement. Swing pricing eliminates this crucial product feature and will for all intents and purposes eliminate EU MMFs. Regulating EU MMFs out of existence would be a bad outcome for EU investors, EU issuers and EU markets and entirely unnecessary given the tools available to EU MMFs’ boards today.

ii. Would it apply to all MMFs or only to certain types of MMFs?
Swing pricing is unnecessary for all EU MMFs, as they already have the ability to apply liquidity fees. EU MMFs can, upon the board’s determination and exercise of its fiduciary duty, apply liquidity fees on redemptions that adequately reflect the cost to the MMF of achieving liquidity and ensure that investors who remain in the fund are not unfairly disadvantaged when other investors redeem their units or shares. As explained in our response to question 3, we support the ability of the fund’s board to impose liquidity fees when it sees it appropriate and in the interest of investors. 

iii. A) Is the option currently in place in any jurisdiction, and if so, has it been helpful?
No. Swing pricing is not appropriate for MMFs. Requiring swing pricing would eliminate EU MMFs.

b) How would it represent a change from current rules or practices in other jurisdictions? 
No other jurisdiction requires swing pricing for MMFs. Requiring swing pricing would eliminate MMFs. 

c) Has the option been implemented previously and, if so, what were the main findings? 
No EU MMF, or MMF elsewhere, has utilised swing pricing. Swing pricing is not appropriate for MMFs. Requiring swing pricing would eliminate EU MMFs.

II. Effects on investor behaviour
i. From a micro perspective (viewing the MMF in isolation), how would the policy option affect investors’ incentives to redeem during stress events?
First, investors have been clear that they would not invest in an EU MMF with swing pricing, as this would eliminate the fund’s ability to provide intra-day and same day settlement. Second, if any investor were to remain, then the potential application of a swing price would serve as another bright line incentive for an investor to redeem. Swing pricing for EU MMFs is entirely unnecessary given EU MMFs’ ability to apply liquidity fees and given the requirement for securities to be priced at the more conservative of the bid/ask spread.

ii. From a macro perspective, how would this option mitigate the effects of a generalised “dash for cash” as seen in March 2020; and/or runs prompted by a credit crisis, as seen in September 2008?
The mandatory imposition of swing pricing would eliminate MMFs. As a result, the “dash for cash” or credit crisis would not be mitigated – but rather shifted to unregulated and less transparent vehicles. 

iii. a) Does the option effectively shift MMF risks to investors?
No. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

b) Does it make those risks more salient and transparent for investors? Are investors treated equally?
No. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

Finally, all investors in EU MMFs are treated equally. EU MMFs are the most transparent investment product in Europe and are subject to not only increased stress testing and regulatory reporting, but also enhanced transparency requirements to ensure that investors have access to key information on the holdings of EU MMFs. 

III. Effects on fund managers
i. How would the policy option affect MMFs’ liquidity management in normal versus stressed times? 
[bookmark: _Hlk75244366]Swing pricing is entirely unnecessary for EU MMFs, as they are already permitted to use liquidity fees. The mandatory application of swing pricing would effectively serve to regulate EU MMFs out of existence, and as a result there would be no difference between normal and stressed times. 

ii. How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market? 
Swing pricing is entirely unnecessary for EU MMFs, as EU MMFs are already permitted to use liquidity fees. The mandatory application of swing pricing would effectively serve to regulate EU MMFs out of existence, and as a result eliminate their ability to invest in short-term funding instruments or use the repo market.

<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>
No and Yes. 

No, we do not agree with ESMA’s assessment of the potential need to increase liquidity buffers for EU LVNAV MMFs. However, the internal liquidity within EU MMFs needs to be made usable by delinking the 30% WLA threshold from the consideration of fees and gates. 

Yes, we do agree with ESMA’s assessment that EU VNAV MMFs should be subject to increased liquidity – noting that the current 7.5% daily and 15% weekly liquidity requirements of EU VNAV funds is too low and contributed to the stress experienced in the EU VNAV MMF industry and that such amounts are half of what is required for EU LVNAV MMFs and similar VNAV MMFs in the US. 

With respect to EU LVNAV MMFs, we reiterate that the priority policy change to make is decoupling the 
30% WLA threshold and potential imposition of fees or gates. In the US, the SEC itself has found (see: October 2020 U.S. Credit Markets Interconnectedness and the Effects of the COVID-19 Economic Shock) that: “staff outreach to market participants indicate that prime fund outflows accelerated as WLAs fell close to 30 percent”. By removing a major incentive to redeem, such a reform would greatly improve MMF resilience in times of stress. Our recommendation does not amount to suggest the daily and weekly liquid asset thresholds should be removed. We support these thresholds as they are currently defined in MMFR and further advance that these thresholds should apply to EU VNAV MMFs. We do not support the artificially constructed “countercyclical” WLA requirement, which would be entirely unnecessary if EU MMFs were permitted to use their internal liquidity as intended.

If there is no regulatory link between the level of liquidity buffers and the potential imposition of fees or gates, MMF managers will be able to use weekly liquid assets in a countercyclical way. 

Imposition of liquidity management tools should remain with an MMF board. 

In addition to removing the linkage of the 30% Weekly Liquid Asset threshold and the potential imposition of fees and gates, there are two additional enhancements that will improve EU MMFs’ ability to maintain sufficient liquidity in times of stress. First, EU LVNAV MMFs should not be subject to restrictions on holding high quality government securities. Today, the EU MMFR includes an arbitrary 17.5% restriction on counting high quality government securities as liquid assets. Through both the financial crisis and Liquidity Crisis high quality government securities have proved to be the most liquid. This restriction should be removed. Second, EU MMFs should be permitted to count investments in 5-day repo as part of the WLA. A drafting inconsistency in the EU MMFR currently prohibits this and it is contrary to the global position of being able to include 5-day repo as part of WLA. While the definition of what constitutes a WLA for EU MMFs specifically references 5-day repo, an earlier provision in the EU MMFR (See Article 15) limits repo to 2 days and effectively negates a fund’s ability to include 5-day repo in its WLA. 

I. Impact on the resilience of MMFs
i. How would the policy option work in mitigating the structural vulnerabilities of MMFs?
With respect to LVNAV MMFs, the three options ESMA considers are entirely unnecessary once the 30% WLA threshold is delinked from fee and gate consideration and all liquidity within a fund can be used as necessary in times of stress. The 10% daily and 30% weekly liquidity requirements are minimums, and funds hold higher liquidity based on know your customer rules and market conditions. This is evidenced by LVNAV MMFs holding more than 40% in WLA entering the Liquidity Crisis.

Additionally, we believe the 10% daily and 30% weekly liquid asset requirements should be applied to EU VNAV MMFs, as the Liquidity Crisis did not discriminate based on MMF structure and we do not believe an appropriate justification exists that warrants lower liquidity requirements for EU VNAV MMFs. We also believe that removing the ability of EU VNAV MMFs to self-designate any money market instrument as a liquid asset should be removed (see MMFR’s Article 24 1. (h)).

In addition to removing the linkage of the 30% Weekly Liquid Asset threshold and the potential imposition of fees and gates, there are two additional enhancements that will improve EU MMFs’ ability to maintain sufficient liquidity in times of stress. First, EU LVNAV MMFs should not be subject to restrictions on holding high quality government securities. Today, the EU MMFR includes an arbitrary 17.5% restriction on counting high quality government securities as liquid assets. Through both the financial crisis and Liquidity Crisis high quality government securities have proved to be the most liquid. This restriction should be removed. Second, EU MMFs should be permitted to count investments in 5-day repo as part of the WLA. A drafting inconsistency in the EU MMFR currently prohibits this and it is contrary to the global position of being able to include 5-day repo as part of WLA. While the definition of what constitutes a WLA for EU MMFs specifically references 5-day repo, an earlier provision in the EU MMFR (See Article 15) limits repo to 2 days and effectively negates a fund’s ability to include 5-day repo in its WLA. 

ii. Would it apply to all MMFs or only to certain types of MMFs?
Increased daily and weekly liquidity requirements should be applied to VNAV MMFs. LVNAV MMFs had sufficient internal liquidity to meet all redemptions during the Liquidity Crisis, however the linking of the 30% WLA threshold and the potential imposition of fees and gates led to artificially high redemptions and prevented managers from using internal liquidity as intended.

iii. A) Is the option currently in place in any jurisdiction, and if so, has it been helpful?
Increasing daily and weekly liquidity requirements for VNAV MMFs would provide uniformity on required levels of liquidity across EU and US MMFs. 

Additionally, there are two further enhancements which should be considered and are consistent with global standards. First, EU LVNAV MMFs should not be subject to restrictions on holding high quality government securities. Today, the EU MMFR includes an arbitrary 17.5% restriction on counting high quality government securities as liquid assets. Through both the financial crisis and Liquidity Crisis high quality government securities have proved to be the most liquid. This restriction should be removed. Second, EU MMFs should be permitted to count investments in 5-day repo as part of the WLA. A drafting inconsistency in the EU MMFR currently prohibits this and it is contrary to the global position of being able to include 5-day repo as part of WLA. While the definition of what constitutes a WLA for EU MMFs specifically references 5-day repo, an earlier provision in the EU MMFR (See Article 15) limits repo to 2 days and effectively negates a fund’s ability to include 5-day repo in its WLA. 

b) How would it represent a change from current rules or practices in other jurisdictions? 
Increasing daily and weekly liquidity requirements for VNAV MMFs would provide uniformity on required levels of liquidity across EU and US MMFs. 

With respect to LVNAV MMFs, they should not be subject to an arbitrary 17.5% restriction on counting high quality government securities as liquid assets. Through both the financial crisis and Liquidity Crisis these securities have proved to be the most liquid. Additionally, EU MMFs should be permitted to count investments in 5-day repo as part of the WLA. Assessing the depth, liquidity, direction, and other metrics regarding short-term funding markets before investing is an asset manager professional duty and competence. Removing these artificial restrictions would place EU LVNAV MMFs on par with similar US MMFs.

c) Has the option been implemented previously and, if so, what were the main findings? 
Increasing daily and weekly liquidity requirements for VNAV MMFs would provide uniformity on required levels of liquidity across EU and US MMFs. 

With respect to LVNAV MMFs, they should not be subject to an arbitrary 17.5% restriction on counting high quality government securities as liquid assets. Through both the financial crisis and Liquidity Crisis these securities have proved to be the most liquid. Additionally, EU MMFs should be permitted to count investments in 5-day repo as part of the WLA. Assessing the depth, liquidity, direction, and other metrics regarding short-term funding markets before investing is an asset manager professional duty and competence. Removing these artificial restrictions would place EU LVNAV MMFs on par with similar US MMFs.

II. Effects on investor behaviour
i. From a micro perspective (viewing the MMF in isolation), how would the policy option affect investors’ incentives to redeem during stress events?
Ensuring that all EU MMFs have ample internal liquidity- that is able to be used as intended (removing the linking of the 30% WLA threshold from consideration of fees and gates) would eliminate an unnecessary incentive for redemptions.

ii. From a macro perspective, how would this option mitigate the effects of a generalised “dash for cash” as seen in March 2020; and/or runs prompted by a credit crisis, as seen in September 2008?
Ensuring that all EU MMFs have ample internal liquidity that is able to be used as intended (removing the linking of the 30% WLA threshold from consideration of fees and gates) would eliminate an unnecessary incentive for redemptions.

iii. a) Does the option effectively shift MMF risks to investors?
No, for the reasons explained above. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(i) that the MMF is not a guaranteed investment; 
(j) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(k) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(l) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

b) Does it make those risks more salient and transparent for investors? Are investors treated equally?
No. They would make investors run earlier or unpredictably. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

Finally, all investors in EU MMFs are treated equally. EU MMFs are the most transparent investment product in Europe and are subject to not only increased stress testing and regulatory reporting, but also enhanced transparency requirements to ensure that investors have access to key information on the holdings of EU MMFs. 

III. Effects on fund managers
i. How would the policy option affect MMFs’ liquidity management in normal versus stressed times? 
Removing the linkage between the 30% WLA threshold and potential imposition of fees and gates would allow managers to use WLA as intended. Managers already have proven their commitment to maintaining significantly higher levels of WLA based on market conditions and knowledge of their investor base. Imposition of liquidity management tools must be done at the discretion of the board, in its exercise of its fiduciary duty.

ii. How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market? 
Ensuring that all EU MMFs have ample internal liquidity that is able to be used as intended (removing the linking of the 30% WLA threshold from consideration of fees and gates) would eliminate an unnecessary incentive for redemptions.

Moreover, LVNAV MMFs should not be subject to an arbitrary 17.5% restriction on counting high quality government securities as liquid assets. Through both the financial crisis and Liquidity Crisis these securities have proved to be the most liquid. Additionally, EU MMFs should be permitted to count investments in 5-day repo as part of the WLA. Assessing the depth, liquidity, direction, and other metrics regarding short-term funding markets before investing is an asset manager professional duty and competence. Removing these artificial restrictions would place EU LVNAV MMFs on par with similar US MMFs.

<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>
There is no justification to support eliminating CNAV and/or LVNAV MMFs. The EU MMFR adopted key regulatory reforms to enhance the safety and stability of EU MMFs after the Great Financial Crisis, and with certain amendments to MMFR noted below, EU MMFs can be further enhanced as a result of the real-life stress test experience of the Liquidity Crisis. 

In addition to a broader assessment of the short-term markets, MMFR should be further enhanced as follows:

LVNAV and Public Debt CNAV MMFs: 
· Delink the 30% WLA threshold from the potential imposition of fees and gates. This would free up the internal liquidity within these funds to be used during times of stress as intended and would eliminate an artificial incentive for investors to redeem.
· Eliminate the arbitrary 17.5% restriction on counting high quality government securities as liquid assets. 
· Permit LVNAV MMFs to invest in and include investments in 5-day repo as part of the WLA
VNAV MMFs: 
· Increase the daily and weekly liquid asset thresholds to market levels – 10% daily and 30% weekly. 
· Eliminate the ability of VNAV MMFs to self-designate securities as “liquid”
All EU MMFs: We suggest amending MMFR (or MiFID II) to assist MMF managers to obtain information regarding end/underlying investors by imposing an obligation on intermediaries to provide information regarding the profile of individual end investors to enable the MMF manager to understand the MMF’s liquidity risk.

The application of the above amendments will strengthen and enhance EU MMFs, while preserving a key liquidity management tool in the EU which benefits EU investors, EU issuers, and EU markets. There is no basis, supported by the data, that would indicate LVNAV MMFs should be eliminated. Liquidity pressure caused by the pandemic impacted all MMFs regardless of structure and the above amendments target specific improvements learned as a result of the Liquidity Crisis. 

To further evidence the impact of the Liquidity Crisis across all MMFs, redemption data from March 2020 in the US as well as in the EU shows that variable/floating NAV MMFs experienced increased redemptions on par with LVNAV MMFs. See again, for instance, in France where all MMFs are VNAV, redemptions in French MMFs were of similar magnitude to what the sector had experienced during the 2008 crisis, with €48.6 billion in redemptions between 12 and 30 March 2020 (see: Analysis of French money market fund portfolios during the surge in withdrawals recorded at the onset of the COVID-19 crisis, by the AMF). In the US, institutional prime MMFs that were subject to floating NAVs experienced outflows. There is no evidence that floating NAVs stop redemptions.

EU VNAV MMFs, however, cannot point to an improper link between WLA and fees and gates as a key redemption driver. Pressure in VNAV funds resulted from the disproportionally low levels of required daily liquidity (7.5%) and weekly liquidity (15%) combined with the ability to self-designate what constitutes liquid assets. 

It is obvious that the March 2020 episode has been a real-life test of an unprecedented magnitude for MMFs and other market segments. As ESMA observes: “while some LVNAVs experienced NAV deviation close to the 20 bps collar no funds breached the threshold during the acute period of stress in March.” Floating NAV for all MMFs would be an ineffective (and harmful) solution to a non-existent problem. 

I. Impact on the resilience of MMFs
i. How would the policy option work in mitigating the structural vulnerabilities of MMFs?
The only structural vulnerability in EU MMFs today exist as a result of the certain requirements set forth in MMFR – specifically, the linkage of consideration of fees and gates to the 30% WLA thresholds for LVNAV MMFs, and the low levels of required liquidity, combined with the discretion to self-designate securities as liquid for VNAV MMFs. Once those provisions are addressed by the EC as part of its review, there are no further structural vulnerabilities in EU MMFs. There are, however, as previously noted, market structural issues that could be improved.

A floating NAV requirement for all MMFs would not advance the regulatory goal of reducing or eliminating redemptions from MMFs. The EU MMF reform adoption in 2017 significantly enhanced the EU MMF landscape, adding in, among others, new liquidity requirements (that proved invaluable in liquidity crises), WAM and WAL constraints, and increased transparency.

ii. Would it apply to all MMFs or only to certain types of MMFs?
A floating NAV requirement for all MMFs would not advance the regulatory goal of reducing or eliminating redemptions from MMFs. The EU MMF reform adoption in 2017 significantly enhanced the EU MMF landscape, adding in, among others, new liquidity requirements (that proved invaluable in liquidity crises), WAM and WAL constraints, and increased transparency.

iii. a) Is the option currently in place in any jurisdiction, and if so, has it been helpful?
A floating NAV requirement for all MMFs would not advance the regulatory goal of reducing or eliminating redemptions from MMFs. The EU MMF reform adoption in 2017 significantly enhanced the EU MMF landscape, adding in, among others, new liquidity requirements (that proved invaluable in liquidity crises), WAM and WAL constraints, and increased transparency.

b) How would it represent a change from current rules or practices in other jurisdictions? 

c) Has the option been implemented previously and, if so, what were the main findings? 
See answer to question iii. A, above. In addition, the PWG report (see page 29) asserts that: “floating NAVs do not prevent runs” (emphasis added). One could not state it clearer. 

II. Effects on investor behaviour
i. From a micro perspective (viewing the MMF in isolation), how would the policy option affect investors’ incentives to redeem during stress events?
A floating NAV requirement for all MMFs would not advance the regulatory goal of reducing or eliminating redemptions from MMFs. The EU MMF reform adoption in 2017 significantly enhanced the EU MMF landscape, adding in, among others, new liquidity requirements (that proved invaluable in liquidity crises), WAM and WAL constraints, and increased transparency.

ii. From a macro perspective, how would this option mitigate the effects of a generalised “dash for cash” as seen in March 2020; and/or runs prompted by a credit crisis, as seen in September 2008?
A floating NAV requirement for all MMFs would not advance the regulatory goal of reducing or eliminating redemptions from MMFs. The EU MMF reform adoption in 2017 significantly enhanced the EU MMF landscape, adding in, among others, new liquidity requirements (that proved invaluable in liquidity crises), WAM and WAL constraints, and increased transparency.

iii. a) Does the option effectively shift MMF risks to investors?
No, for the reasons explained above. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

b) Does it make those risks more salient and transparent for investors? Are investors treated equally?
No. They would make investors run earlier or unpredictably. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

Finally, all investors in EU MMFs are treated equally. EU MMFs are the most transparent investment product in Europe and are subject to not only increased stress testing and regulatory reporting, but also enhanced transparency requirements to ensure that investors have access to key information on the holdings of EU MMFs. 

III. Effects on fund managers
i. How would the policy option affect MMFs’ liquidity management in normal versus stressed times? 
A floating NAV requirement for all MMFs would not advance the regulatory goal of reducing or eliminating redemptions from MMFs. The EU MMF reform adoption in 2017 significantly enhanced the EU MMF landscape, adding in, among others, new liquidity requirements (that proved invaluable in liquidity crises), WAM and WAL constraints, and increased transparency.

ii. How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market? 
A floating NAV requirement for all MMFs would not advance the regulatory goal of reducing or eliminating redemptions from MMFs. The EU MMF reform adoption in 2017 significantly enhanced the EU MMF landscape, adding in, among others, new liquidity requirements (that proved invaluable in liquidity crises), WAM and WAL constraints, and increased transparency.

<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>
We fully support the existing prohibition of sponsor support as set forth in Article 35 of the EU MMFR. Sponsor support is unnecessary as MMFs are 100% capitalised and investors bear the risk.

Issues associated with sponsor support include: (i) confusing investors as to the fundamental nature of MMFs as an investment product, that has risk, and is not guaranteed, (ii) creation of moral hazard if managers of MMFs believe they will be bailed out by their sponsor should an issue arise (could lead to an increase in the credit risk taken or levels of liquidity maintained), and (iii) for bank-sponsored MMFs, the risk of contagion to the affiliated banking organisations. Investors in EU MMFs should make an investment decision in an EU MMF based on the credit work of managers, not the ability of a sponsor to bail out a fund.

I. Impact on the resilience of MMFs
i. How would the policy option work in mitigating the structural vulnerabilities of MMFs?
We support the existing prohibition of sponsor support as set forth in Article 35 of the EU MMFR. Sponsor support is unnecessary as MMFs are 100% capitalised and investors bear the risk. Issues associated with sponsor support include: (i) confusing investors as to the fundamental nature of MMFs as an investment product, that has risk, and is not guaranteed, (ii) creation of moral hazard if managers of MMFs believe they will be bailed out by their sponsor should an issue arise (could lead to an increase in the credit risk taken or levels of liquidity maintained), and (iii) for bank-sponsored MMFs, the risk of contagion to the affiliated banking organisations. Investors in EU MMFs should make an investment decision in an EU MMF based on the credit work of managers, not the ability of a sponsor to bail out a fund.

ii. Would it apply to all MMFs or only to certain types of MMFs?
We support the existing prohibition of sponsor support as set forth in Article 35 of the EU MMFR. Sponsor support is unnecessary as MMFs are 100% capitalised and investors bear the risk. Issues associated with sponsor support include: (i) confusing investors as to the fundamental nature of MMFs as an investment product, that has risk, and is not guaranteed, (ii) creation of moral hazard if managers of MMFs believe they will be bailed out by their sponsor should an issue arise (could lead to an increase in the credit risk taken or levels of liquidity maintained), and (iii) for bank-sponsored MMFs, the risk of contagion to the affiliated banking organisations. Investors in EU MMFs should make an investment decision in an EU MMF based on the credit work of managers, not the ability of a sponsor to bail out a fund.

iii. a) Is the option currently in place in any jurisdiction, and if so, has it been helpful?
In the US, sponsors may provide support to MMFs under certain conditions established by rule 17a-9 under the Investment Company Act and must make public disclosure of any “financial support” to increase transparency about sponsor involvement. However, bank sponsors are subject to limits on transactions with affiliates under section 23A of the Federal Reserve Act.

In March 2020, the Federal Reserve, in conjunction with the FDIC and OCC, provided temporary relief from these restrictions (see: Letters dated March 17, 2020). The SEC staff also issued a temporary no-action letter in March 2020 to permit the purchase of certain MMF securities by an affiliate where reliance on rule 17a-9 could conflict with sections 23A and 23B of the Federal Reserve Act.

The PWG report notes that “the discretionary nature of sponsor support contributes to uncertainty about who will bear risks in periods of stress, including when there is a run on an MMF. Moreover, the inability of one sponsor to provide support for a distressed fund accelerated the run on MMFs in September 2008” (emphasis added).

We support the existing prohibition of sponsor support as set forth in Article 35 of the EU MMFR. Sponsor support is unnecessary as MMFs are 100% capitalised and investors bear the risk. Issues associated with sponsor support include: (i) confusing investors as to the fundamental nature of MMFs as an investment product, that has risk, and is not guaranteed, (ii) creation of moral hazard if managers of MMFs believe they will be bailed out by their sponsor should an issue arise (could lead to an increase in the credit risk taken or levels of liquidity maintained), and (iii) for bank-sponsored MMFs, the risk of contagion to the affiliated banking organisations. Investors in EU MMFs should make an investment decision in an EU MMF based on the credit work of managers, not the ability of a sponsor to bail out a fund.


c) Has the option been implemented previously and, if so, what were the main findings? 
See answer to point iii. a) above.

We support the existing prohibition of sponsor support as set forth in Article 35 of the EU MMFR. Sponsor support is unnecessary as MMFs are 100% capitalised and investors bear the risk. Issues associated with sponsor support include: (i) confusing investors as to the fundamental nature of MMFs as an investment product, that has risk, and is not guaranteed, (ii) creation of moral hazard if managers of MMFs believe they will be bailed out by their sponsor should an issue arise (could lead to an increase in the credit risk taken or levels of liquidity maintained), and (iii) for bank-sponsored MMFs, the risk of contagion to the affiliated banking organisations. Investors in EU MMFs should make an investment decision in an EU MMF based on the credit work of managers, not the ability of a sponsor to bail out a fund.

II. Effects on investor behaviour
i. From a micro perspective (viewing the MMF in isolation), how would the policy option affect investors’ incentives to redeem during stress events?
We support the existing prohibition of sponsor support as set forth in Article 35 of the EU MMFR. Sponsor support is unnecessary as MMFs are 100% capitalised and investors bear the risk. Issues associated with sponsor support include: (i) confusing investors as to the fundamental nature of MMFs as an investment product, that has risk, and is not guaranteed, (ii) creation of moral hazard if managers of MMFs believe they will be bailed out by their sponsor should an issue arise (could lead to an increase in the credit risk taken or levels of liquidity maintained), and (iii) for bank-sponsored MMFs, the risk of contagion to the affiliated banking organisations. Investors in EU MMFs should make an investment decision in an EU MMF based on the credit work of managers, not the ability of a sponsor to bail out a fund.

ii. From a macro perspective, how would this option mitigate the effects of a generalised “dash for cash” as seen in March 2020; and/or runs prompted by a credit crisis, as seen in September 2008?
We support the existing prohibition of sponsor support as set forth in Article 35 of the EU MMFR. Sponsor support is unnecessary as MMFs are 100% capitalised and investors bear the risk. Issues associated with sponsor support include: (i) confusing investors as to the fundamental nature of MMFs as an investment product, that has risk, and is not guaranteed, (ii) creation of moral hazard if managers of MMFs believe they will be bailed out by their sponsor should an issue arise (could lead to an increase in the credit risk taken or levels of liquidity maintained), and (iii) for bank-sponsored MMFs, the risk of contagion to the affiliated banking organisations. Investors in EU MMFs should make an investment decision in an EU MMF based on the credit work of managers, not the ability of a sponsor to bail out a fund.

iii. a) Does the option effectively shift MMF risks to investors?
No. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

b) Does it make those risks more salient and transparent for investors? Are investors treated equally?
No. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

Finally, all investors in EU MMFs are treated equally. EU MMFs are the most transparent investment product in Europe and are subject to not only increased stress testing and regulatory reporting, but also enhanced transparency requirements to ensure that investors have access to key information on the holdings of EU MMFs. 

III. Effects on fund managers
i. How would the policy option affect MMFs’ liquidity management in normal versus stressed times? 

ii. How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market? 
We support the existing prohibition of sponsor support as set forth in Article 35 of the EU MMFR. Sponsor support is unnecessary as MMFs are 100% capitalised and investors bear the risk. Issues associated with sponsor support include: (i) confusing investors as to the fundamental nature of MMFs as an investment product, that has risk, and is not guaranteed, (ii) creation of moral hazard if managers of MMFs believe they will be bailed out by their sponsor should an issue arise (could lead to an increase in the credit risk taken or levels of liquidity maintained), and (iii) for bank-sponsored MMFs, the risk of contagion to the affiliated banking organisations. Investors in EU MMFs should make an investment decision in an EU MMF based on the credit work of managers, not the ability of a sponsor to bail out a fund.

<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>
No, we do not agree that assessing the role of ratings should be a priority in light of the Liquidity Crisis. March 2020 turmoil was just that, a liquidity crisis, not a credit crisis.

As explained in response to Question 1: ii), ratings are an important tool for investors. We do not agree with ESMA that the MMF rating methodology used by CRAs to provide MMF ratings limits the flexibility available to MMFs to deal with large redemptions. MMF managers’ actions are driven by market conditions, investors’ expectations, and regulatory requirements. MMF ratings are an internationally accepted quality control tool that assesses the capacity of the MMF to preserve capital, to provide diversification, and to manage liquidity. MMF ratings provide an additional, external oversight, to the greater benefit of MMF investors. 

At paragraph 146, ESMA suggests: “alternatively it could be considered to clarify the rules that may be applied by CRAs MMF rating methodologies in order to provide an MMF with a rating, and the extent to which these methodologies should avoid including direct triggers between i) the use of liquidity management tools and ii) a certain level of MMF rating.”

We are supportive of more transparency on the methodologies that CRAs use when rating MMFs. That would be an extension of the reform that led to the adoption of the Regulation (EC) No 1060/2009. 

Use of regulatory approved liquidity management tools should not necessitate an automatic downgrade of an MMF. However, such use should result in a discussion between the MMF manager and the rating agency as to why such determination was made. Then, after considering the basis and the remaining portfolio composition, a rating agency should be free to take whatever action they deem appropriate. 

In addition, we reiterate the anecdotal evidence that some policymakers reported. In March 2020, ECB asked the banks under its supervision to use their capital buffers in a countercyclical way: i.e., to keep on offering credit and financing the economies. However, banks were concerned they could have been credit downgraded if they had started tapping into their capital buffers. For the same reason, it seems that these banks refused to buy back the CP they had issued. Here, we see a policy issue that ESMA and EU and global policymakers should consider addressing as part of a needed reform of the short-term funding market structure.

I. Impact on the resilience of MMFs
i. How would the policy option work in mitigating the structural vulnerabilities of MMFs?
Assessing the role of ratings is not a priority in light of the Liquidity Crisis. March 2020 turmoil was just that, a liquidity crisis, not a credit crisis.

As explained in response to Question 1: ii), ratings are an important tool for investors. We do not agree with ESMA that the MMF rating methodology used by CRAs to provide MMF ratings limits the flexibility available to MMFs to deal with large redemptions. MMF managers’ actions are driven by market conditions, investors’ expectations, and regulatory requirements. MMF ratings are an internationally accepted quality control tool that assesses the capacity of the MMF to preserve capital, to provide diversification, and to manage liquidity. MMF ratings provide an additional, external oversight, to the greater benefit of MMF investors.

II. Effects on investor behaviour


iii. a) Does the option effectively shift MMF risks to investors?
No, for the reasons explained above. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

b) Does it make those risks more salient and transparent for investors? Are investors treated equally?
No. They would make investors run earlier or unpredictably. Investors already have 100% of the risk in MMFs. EU MMFs are 100% capitalised and managers are not permitted to support funds. Article 36 of the EU MMFR ensures that EU investors are informed of the risks they take on as they require EU MMFs to disclose in any document a MMF uses for marketing purposes the following statements:
(a) that the MMF is not a guaranteed investment; 
(b) that an investment in MMFs is different from an investment in deposits, with particular reference to the risk that the principal invested in an MMF is capable of fluctuation; 
(c) that the MMF does not rely on external support for guaranteeing the liquidity of the MMF or stabilising the NAV per unit or share; 
(d) that the risk of loss of the principal is to be borne by the investor. 

Moreover, Article 36(4) provides further that “No communication by the MMF or by the manager of an MMF to investors or potential investors shall in any way suggest that an investment in the units or shares of the MMF is guaranteed.”

Finally, all investors in EU MMFs are treated equally. EU MMFs are the most transparent investment product in Europe and are subject to not only increased stress testing and regulatory reporting, but also enhanced transparency requirements to ensure that investors have access to key information on the holdings of EU MMFs.

<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>
TYPE YOUR TEXT HERE
<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>
No, we do not agree with ESMA’s assessment on the potential need to review the reporting requirements under the MMF Regulation.

EU MMFs, as a result of the adoption of the MMFR in 2017, are one of the most transparent investment products in Europe and are subject to extensive reporting requirements. 

We believe the current frequency is appropriate in normal times. When markets are stressed like they were in March 2020, regulators have the power and legitimacy to require any additional reporting they need. We are not aware of any regulators in the EU who did not obtain any additional information requested during the Liquidity Crisis. 

Furthermore, we believe that the reporting must be addressed to the primary securities market regulator – the NCA in each Member State – although we do not oppose ESMA collecting this information from its members. We support the appropriate coordination role for ESMA to play in supporting cross-border cooperation among NCAs, including facilitating the exchange of information, particularly in times of stress.

<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>
Yes, as indicated in our response to Question 1, we fully support the EU imposing transparency requirements to all short-term funding market participants – not only the buy-side institutions but also the sell-side operators. In addition, we welcome increased transparency on programmes and outstanding volumes. This should be part of a broader, more holistic review of short-term funding market structure. 

This policy issue cannot be addressed as part of the MMF Regulation review. We invite the EU institutions to launch a specific work stream very shortly. 

EU MMFs are already required to “establish, implement and apply procedures and exercise all due diligence with a view to anticipating the effect of concurrent redemptions by several investors, taking into account at least the type of investor, the number of units or shares in the fund owned by a single investor and the evolution of inflows and outflows” as part of know your customer requirements set forth in Article 27 of the MMFR. MMF managers use investor information to manage risks, conduct stress tests, and anticipate stresses. However, there is a gap in the information that is currently provided to a MMF through an intermediary. For an intermediated investor, the shareholder/unitholder in the MMF will generally be a nominee of the intermediary. The intermediary (or its nominee) will complete the subscription/application form, and the manager will conduct due diligence on the intermediary and its nominee for anti-money laundering purposes and to obtain the information required by different regulations. There may be an agreement in place between the manager and the intermediary (e.g., a platform agreement, distribution agreement or other agreement for the provision of services by the intermediary). In such circumstances, the MMF manager will generally be reliant on the intermediary to provide information regarding the underlying investor. 

In our experience, however, intermediaries do not provide this information, and even if they do, such information will be limited and out-of-date. Whilst MMF managers are required to ask for such information under MMFR, intermediaries are not subject to a regulatory obligation to provide such information to the MMF manager. Consequently, intermediaries often will not accept the inclusion of ‘know your customer’ provisions in agreements, and intermediaries will often not engage with MMF managers requesting information regarding underlying investors. 

The absence of an obligation on intermediaries under MMFR contrasts with the product governance provisions under MiFID II that imposes requirements on Member States to ensure manufacturers have visibility of end clients for the purposes of the product governance obligations, and to ensure distributors make information available to manufacturers. 

[bookmark: _Hlk75251828]We suggest amending MMFR (or MiFID II) to assist MMF managers to obtain information regarding end/underlying investors by imposing an obligation on intermediaries to provide information regarding the profile of individual end investors to enable the MMF manager to understand the MMF’s liquidity risk. We would propose the following:
a. The obligation should be expressed with sufficient granularity to ensure the MMF manager receives the information it may require. 
b. The intermediary should be required to provide such information promptly. This is essential for the arrangement to be effective in a time of market volatility.
c. The MMF manager should be able to request that the intermediary notify the MMF manager where a single end investor has a “large” share/unit holding in order to enable the MMF manager to identify investors whose share/unit holding exceeds the daily liquidity requirement (which the MMF manager is required to track under Article 27(2) of MMFR).

<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:
(e) What should be the appropriate size of such a pooling vehicle as the LEF?
(f) 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?
(g) How long would it take to establish such a LEF?
(h) Under which conditions would the LEF be activated?
(i) Who would be responsible for activating the LEF.

<ESMA_QUESTION_MMFR_12>
No, we do not agree with the suggestion of creating a liquidity exchange facility (“LEF”) for MMFs. This proposal is financially untenable. As noted in the PWG Report, a LEF would need significant capital to both be in a position to provide meaningful liquidity for MMFs in stress events and be seen as a credible liquidity backstop. Building adequate capacity from MMF income could take decades, particularly in a low interest rate environment. For instance, a US trade body’s 2010 study concluded that a LEF would require an initial equity contribution of $350 million which, assuming 5% leverage, would allow for $7 billion in lending capacity, which could potentially increase to approximately $23 billion over three years. Given current yields and fee waivers in the MMF market, this is simply not feasible.

<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>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MMFR_13>
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