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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:
· respond to the question stated and indicate the specific question to which they relate;
· contain a clear rationale; and
· describe any alternatives ESMA should consider.
ESMA will consider all comments received by Wednesday 30th June 2021.
[bookmark: _Hlk65069037]All contributions should be submitted online at www.esma.europa.eu under the heading ‘Your input - Consultations’. 
Instructions
In order to facilitate analysis of responses to the Consultation Paper, respondents are requested to follow the steps below when preparing and submitting their response: 
· [bookmark: _Hlk65154841]Insert your responses to the consultation questions in this form.
· Please do not remove tags of the type <ESMA_QUESTION_MMFR_1>. Your response to each question has to be framed by the two tags corresponding to the question. 
· If you do not wish to respond to a given question, please do not delete it but simply leave the text “TYPE YOUR TEXT HERE” between the tags.
· When you have drafted your response, name your response form according to the following convention: ESMA_MMFR_nameofrespondent_RESPONSEFORM. For example, for a respondent named ABCD, the response form would be entitled ESMA_MMFR_ABCD_RESPONSEFORM.
· Upload the form containing your responses, in Word format, to ESMA’s website (www.esma.europa.eu under the heading ‘Your input – Open consultations’ → ‘Consultation on EU Money Market Fund Regulation – legislative review’).


Publication of responses
All contributions received will be published following the close of the consultation, unless you request otherwise. If you do not wish for your response to be publicly disclosed, please clearly indicate this by ticking the appropriate box on the website submission page. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with ESMA’s rules on access to documents. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by ESMA’s Board of Appeal and the European Ombudsman.
Data protection
Information on data protection can be found at www.esma.europa.eu under the heading ‘Data protection’.
Who should read this paper?
This document will be of interest to (i) MMF managers and their trade associations, as well as (ii) institutional and retail investors (and associations of such investors) investing in MMF. 

General information about respondent

	Name of the company / organisation
	HSBC Asset Management
	Activity
	UCITS Management Company / AIFM

	Are you representing an association?
	☐
	Country/Region
	Ireland


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_MMFR_1>

HSBC Asset Management is HSBC’s core investment business dedicated to managing assets for institutions and individuals worldwide, with USD612.4 billion in total assets under management.  As part of the HSBC group, we have local liquidity expertise across both core and emerging markets, with Liquidity assets accounting for USD 133.0 billion (or 21.7% of HSBC Asset Management’s total assets under management). We have more than 25 year’s experience in management money market assets, and operate global and local funds across 10 currencies with investment professionals located around the world.  This includes funds domiciled and regulated in Europe, the Americas and Asia.  We operate LVNAV (in Europe), CNAV and VNAV funds, in both credit and public debt strategies.

HSBC Management treats Liquidity management as a separate discipline and has allocated dedicated resources accordingly. There are teams of portfolio managers, credit analysts, risk managers and client service teams focused on our Liquidity business. This focus, and deep experience managing a wider range of fund types, across a number of different markets, means we are well positioned to understand the needs of our investors and the markets in which we operate.  

Executive Summary
HSBC Asset Management supports any efforts that improve the resilience of all Money Market Funds (‘MMFs). Post the Global Financial Crisis (‘GFC’) we were actively involved in the work that led to new regulation of MMFs on both sides of the Atlantic and beyond and a number of the key reforms adopted were originally proposed by ourselves. We have a number of key observations from the market crisis of 2020 that help inform our recommendations on proposed actions:
Our key observations from market crisis of 2020
· MMFs withstood a major market dislocation in 2020, continuing to provide liquidity and stability of principal (in the case of LVNAV and CNAV MMFs) despite the lack of liquidity provided by ‘market makers’ and issuers.
· The ability of MMFs to continue to function as designed during the crisis was driven by the regulatory reforms implemented in 2019, the actions of managers of MMFs in their management of MMFs during the crisis and, indirectly in the case of EU MMFs, the actions of regulators.
· It is overly simplistic to assert that the actions of EU regulators supported all MMFs and was therefore the reason that MMFs were able to continue to function during the crisis. For example, for LVNAV funds that primarily invest in bank debt, the program put in place in the EU had very limited direct benefit as bank debt was not eligible for the program. However, the general improvement in market liquidity fostered by the program was indirectly supportive. 
· Our experience with our client base was that investors were solely focused on our funds WLA levels. The ‘bright line’ of 30% weekly liquid assets (‘WLA’) that was created by US regulation and the linkage of the level of WLA to the need for a Fund’s Board to consider the implementation of a liquidity fee or gate was the major driver of investor focus on this level. Some investors decided to redeem from any MMF that approached this level due to this ‘bright line’ exacerbating the liquidity challenges for some MMFs. 
· The fund construct (Public Debt Constant Net Asset Value PDCNAV, Low Volatility Net Asset Value LVNAV, Variable Net Asset Value VNAV) was not a factor in whether a MMF faced challenges due to redemptions. In some cases, both VNAV and LVNAV MMFs faced heightened redemptions. It is worth noting that where heightened redemption activity did occur it tended to be currency specific. For example, in the case of LVNAV funds it was focused in some USD funds and in the case of VNAV funds it was focused in some EUR funds.
· The orderly functioning of the major money markets was halted for a period during the market wide crisis in 2020. The actions taken by certain central banks to support markets during this period, and the direct support to MMFs provided by the Federal Reserve to US domiciled MMFs was welcome. This provided the catalyst for the wider money markets to begin the process of normalisation that ultimately occurred over a period of a few months. This normalisation allowed monetary policy transmission to operate as desired, short-term funding markets to deliver the funding required and for cash to move around the system as designed. Whilst it is critical to ensure that regulation minimises the probability of market breakdowns occurring, to a degree they are inevitable. It is in this type of scenario that the type of actions taken in 2020 are necessary to restore the orderly functioning of markets for the benefit of financial system stability and wider society. With an ecosystem as large as a major global money market and the significant benefits of such central banks actions, the concept of moral hazard in relation to one type of market participant is deminimus. 

Our key recommendations for further reform of MMFs and the wider money markets
· Remove the ‘bright line’ that has been created by the most recent MMF regulation in relation to the 30% WLA that has made this, and the DLA buffer, unusable. For further detail see our response to questions 1and 3 below.
· Explore the principle of an asymmetric ‘dynamic’ WLA level that is adjusted in relation to changing individual client concentration and client type concentration levels. The principle should be explored in partnership between EU regulators, providers of MMFs and other key stakeholders. For further detail see our response to questions 1 and 5 below. 
· Maintain liquidity fees as the optimal anti-dilution levy for MMFs. The liquidity fee mechanism delivers the protection for investors that remain invested in an MMF during a period of redemptions, act as a ‘circuit breaker’ if applied by removing the incentive to redeem, are operationally feasible and maintain the utility value of an MMF to investors. For further detail see our answer to questions 1 and 4 below.
· Maintain the troika of PDCNAV, LVNAV and VNAV fund constructs. Empirical evidence supports the fact that the fund construct does not change the sensitivity of a MMF to redemptions. Maintaining the three constructs preserves the utility value of MMFs for all investors and ensures that MMFs continue to provide diversified short-term funding to the real economy. For further detail please see our answer to question 6 below.
· A review on how to change the over reliance of some investors ‘AAA only’ policy to reduce the potential impact of a downgrade of a MMF below AAA. This review should include regulators, CRAs, providers of MMFs and investors. For further detail please see our answer to questions 1 and 8 below.
· A review on the current operating model of the major global money markets to identify opportunities to make the money markets more resilient and better able to function normally during periods of market stress. Due to the breadth of participants in the money markets and the key role that regulators play in their operation the review should be coordinated or sponsored by regulators. 

<ESMA_COMMENT_MMFR_1>




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

<ESMA_QUESTION_MMFR_1>

 Liquidity in Private Money Markets
We agree with the observation that there was a lack of liquidity in the underlying markets during the height of the Global Pandemic, but feel this was largely related to post Global Financial Crisis banking reforms. Those reforms clearly had a positive effect on reinforcing bank balance sheets, which was evident during the recent crisis, however, banking reforms also reduced bank appetite for cash deposit taking (increasing demand from investors for alternatives such as MMFs) but more importantly reduced bank balance sheets and thus the provision of secondary market liquidity – a fact that should not be understated when analysing the larger picture of market illiquidity.

Despite the reduction of bank balance sheets, we believe there is ample liquidity under normal market conditions. MMFs typically employ a buy and hold strategy where naturally liquidity from maturities will service redemptions. This is clearly demonstrated with LVNAV funds that are required to hold a minimum of 30% in weekly maturing assets and rarely have to sell assets under normal market conditions. In reality much of the Weekly Liquidity Asset (WLA) requirement is fulfilled by overnight assets such as reverse repurchase agreements and overnight deposits, further enhancing the natural liquidity of a MMF.  On occasions where MMFs are required to sell assets, such as to rebalance a portfolio, there is sufficient liquidity to execute (even for the largest of funds). MMFs can reasonably expect to sell paper back to the dealer from which it was originally purchased, or in some cases the issuer directly, at a minimal bid-offer spread. The dealer can typically find another buyer for the paper or may hold the paper for a short while. However, the banking reform referenced earlier has made it much less likely that dealers will run their own positions and hold paper to maturity or at best not to the scale this activity was conducted prior to the banking reforms. 
In addition, the lack of secondary market trading volumes should not be read to imply that money market instruments such as certificates of deposit and commercial paper are ‘illiquid’. As with any instrument its liquidity will be determined by the levels of supply and demand in the market. In our experience during normal market conditions there is a balance in supply and demand in the different money markets we operate in globally leading to the ability to sell assets at a narrow bid / offer spread. A market dislocation can lead to an imbalance in supply and demand leading to a reduction in liquidity and the subsequent widening of the bid / offer spread. A period of less liquidity during a period of market stress should be expected and does not imply a lack of liquidity at all times.    
The observation regarding increased liquidity risk from portfolio overlap is not one with which HSBC agrees with. The conclusion that illiquidity was partly a function of all MMFs holding the same names over simplifies the issue and detracts from the real issue that in times of stress MMFs, and other investors, are all seeking liquidity at the same time. The failure of the dealer community to provide enough liquidity was not primarily related to concentration of issue holdings, but to the previous mentioned change in banking regulations, combined with a dramatic increase in the demand for liquidity from all investor types, not just from MMFs. It is also worth noting that the illiquidity experienced was not confined to bank issued paper, with MMFs experiencing difficult selling high quality agency paper and, in some cases, sovereign paper. The issue at the peak of the crisis in late March was exacerbated by quarter end where, even in normal conditions, market liquidity is lower.
We would also like to comment on the statement implying that the liquidity of a MMF depends on the liquidity of its assets. This would seem a logical statement but in fact does not consider the normal functioning of a MMF or the impact WLA thresholds have on fund manager behaviour. The normal functioning of MMFs means, as previously mentioned, that there is a significant amount of natural liquidity from the requirement to hold 10% in assets maturing overnight and a total of 30% in asset maturing within one week. This in turn means that, under normal conditions, MMFs are unlikely to be selling assets meaning there is not the obvious link between the liquidity of the underlying assets and the liquidity of the fund that one might believe. Perversely, it is the requirement to hold 30% WLA that give some credibility to the statement. Instead of this liquidity requirement within funds being used to service redemptions, fund managers were actually selling assets to maintain the mandated liquidity levels removing the benefit of having 30% WLA – this is the “bright line” issue that is referenced elsewhere in this paper. This could in part be addressed by making these types of liquidity buffer more useable in times of stress.
We very much agree with paragraph 43 that identifies “that increasing the liquidity of the underlying markets has a very large effect on the resilience of MMFs”. We are supportive of efforts to improve liquidity in the money markets, including efforts to incentivise the dealer community to provide more liquidity and reviewing the operating model of the major global money markets, including in the EU. We believe it may be possible to learn from the functioning of other financial markets that could be applied to improve the operating model and therefore liquidity of these markets. We encourage regulators to support, participate and perhaps lead any review of this type. HSBC Asset Management would be happy to support and participate.  

Role of Regulatory Constraints on LVNAV
HSBC remain supportive of the MMFR introduced in March 2019, which significantly improved the resilience of MMFs and improved investor confidence following the Global Financial Crisis. These regulations were instrumental in MMFs meeting all redemptions in a timely fashion during the recent crisis, and we welcome recognition that the industry achieved this despite unprecedented challenges. The MMF industry passed the first real test since MMFR was introduced, but this plays down the significant challenges that were faced during the height of the recent crisis and we agree that elements of the regulation could be improved upon to make MMFs even more resilient. 
One of the key aims of recent regulation has been to improve liquidity. However, in times of stress LVNAV funds have faced challenges in meeting competing constraints, most notable the requirement to keep WLA above 30% and the NAV deviation below 20bps. Meeting large daily redemptions, that may also coincide with times of stress, can best be served by selling the most liquid assets, but this will result in a decline in the WLA level. The alternative is to sell less liquid assets, but in stressed markets this could result in losses that put pressure on the 20bps maximum NAV deviation. HSBC believe this issue should be a key area of focus and although we agree with ESMA’s analysis that changing the level of WLA may not necessarily be beneficial, allowing the use of this liquidity in time of stress would be.

Role of Redemption Fees and Gates
We agree with the observations in paragraphs 46-47 that breaches of the WLA threshold and the use of fees and gates are, in the mind of many investor, intrinsically linked. This psychology therefore inadvertently creates a first mover advantage (as stated in paragraph 46). HSBC believe that certain aspects of the regulation could be improved upon to make MMFs more resilient. It should be noted that IMMFA has previously made recommendations that liquidity buffers be delinked from the use of fees and gates. 
The industry understands that MMFR does allow for a fall below 30% WLA for various reasons and (most importantly) in the course of normal business. However, the reality is that this threshold has become a line in the sand for investors which has the consequence of limiting the ability of fund managers to manage the liquidity of a fund in a flexible way, and in the best interests of investors. Optimal management of the fund may be, on occasions, to allow the WLA to dip below 30% briefly. However, because of the intense focus of investors on the 30% level fund managers do not see this as an option. If the WLA starts to approach the 30% level, or passes below, this can put additional pressure on outflows. Suddenly a limit that was designed to reduce vulnerability in MMFs has become a catalyst for increased outflows which could become self-reinforcing. It is worth noting that prior to the MMFR, and shortly after the GFC, the IMMFA Code of Practice required its members to maintain 10% DLA and 30% WLA. During subsequent periods of market dislocation before the implementation of MMFR, such as the Eurozone sovereign crisis, MMFs did not experience heightened redemption activity. The reason for this is because at this time the linkage between DLA and WLA and fees and gates did not exist (although these mechanisms were available to some MMFs via their prospectus).  
HSBC believe that a removal of this link between liquidity thresholds and the triggering of fees and gates is important to ensure investors do not continue to focus on a single metric at the expense of a broader view of a MMF. Liquidity levels do not need to be reduced, but we believe removal of the link will enhance the overall resilience of MMFs in times of stress. Decoupling liquidity levels from fees and gate would encourage investors to look at a fund more broadly whilst also enabling fund managers to utilise the liquidity buffer in the best interest of those investors, for the purpose the buffers are truly intended for, including assisting in the ability of a fund to meet redemptions in times of stress.

Role of CRAs and credit ratings
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 behaviours of investors during the March crisis?
We do not agree with the general view that MMF ratings were an area of vulnerability during the crisis and had no particular influence on investor flows or behaviour at that time.  This is particularly evidenced by the fact that unrated funds (for example such as certain Euro Standard (VNAV) MMFs) also experienced similar redemption activity suggesting no difference in vulnerability due to fund structure, type or rating.  Ratings are widely used in the financial markets and in the case of MMFs it is understood these primarily cover the ability of a MMF to preserve capital and maintain liquidity. The ratings enable investors to evaluate an external measure to support their own assessment and to compare across MMFs. In our opinion, some elements of the ratings methodology should be seen as being additive to MMF regulations which further strengthens the resilience for investors.  In many cases, institutional investors require a minimum (AAA) MMF rating within their formal investment policies. An absence of ratings could reduce the utility value of MMFs for investors. In our view, investors were primarily focused on liquidity thresholds during the March 2020 crisis, and challenges faced by MMFs were not specifically driven by concerns over ratings. Flows were driven primarily by the need by investors for cash to meet operational requirements, to keep high levels of liquidity, or to meet margin calls. Please also see our response to Q8

<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>

 We support any efforts that improve the resilience of all Money Market Funds (‘MMFs).  It is appropriate to review key areas of the regulation, in particular the ties between fees and gates, however many of the proposals will not prove effective and may drive cash elsewhere in the financial system.  

As noted in the executive summary we have addressed the specifics under each of the questions that follow but would highlight the following recommendations for further reform of MMFs and the wider money markets. 
· Remove the ‘bright line’ that has been created by the most recent MMF regulation in relation to the 30% WLA that has made this, and the DLA buffer, unusable. For further detail see our response to questions 1and 3 below.
· Explore the principle of an asymmetric ‘dynamic’ WLA level that is adjusted in relation to changing individual client concentration and client type concentration levels. The principle should be explored in partnership between EU regulators, providers of MMFs and other key stakeholders. For further detail see our response to questions 1 and 5 below. 
· Maintain liquidity fees as the optimal anti-dilution levy for MMFs. The liquidity fee mechanism delivers the protection for investors that remain invested in an MMF during a period of redemptions, act as a ‘circuit breaker’ if applied by removing the incentive to redeem, are operationally feasible and maintain the utility value of an MMF to investors. For further detail see our answer to questions 1 and 4 below.
· Maintain the troika of PDCNAV, LVNAV and VNAV fund constructs. Empirical evidence supports the fact that the fund construct does not change the sensitivity of a MMF to redemptions. Maintaining the three constructs preserves the utility value of MMFs for all investors and ensures that MMFs continue to provide diversified short-term funding to the real economy. For further detail please see our answer to question 6 below.
· A review on how to change the over reliance of some investors ‘AAA only’ policy to reduce the potential impact of a downgrade of a MMF below AAA. This review should include regulators, CRAs, providers of MMFs and investors. For further detail please see our answer to questions 1 and 8 below.
A review on the current operating model of the major global money markets to identify opportunities to make the money markets more resilient and better able to function normally during periods of market stress. Due to the breadth of participants in the money markets and the key role that regulators play in their operation the review should be coordinated or sponsored by regulators

<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>

 The minimum liquidity thresholds for all Short Term Money Funds set out under Article 24 are an important structural element in the design of MMFs that should enable them to meet redemption requests.  HSBC Asset Management fully supports the delinking of liquidity thresholds required under Article 34(1)(a) from the escalation procedures that could lead to the application of fees or gates as it would allow an MMF to utilise the liquidity buffers in a countercyclical manner.  We strongly recommend the full removal of rather than the reform of conditions as the latter would just move the ‘bright line’ which would not have the desired effect on investor behaviour.  
Option #1 
In our experience during March 2020, investors focused solely on this metric influencing them to make pre-emptive redemptions in advance of any potential action around fees and gates thereby creating a ‘bright line’ for clients and leaving the funds vulnerable to redemptions.  While the regulation contains a dual trigger covering both a decline in the Weekly Liquid Asset level and net redemptions exceeding 10%, investors did not take this into account.  This was particularly true of US headquartered investors who did not differentiate between European and US regulation.   Consequently, European domiciled funds saw larger than expected outflows and had an unintended pro-cyclical effect.  Article 34(a)(iii) also links the decision to suspend the fund to liquidity thresholds which will in itself creates another bright line for investors, therefore we suggest that Article 34(1)(a) is removed in its entirety.   We suggest that the fund board should have the full discretion to make the decision to apply fees, gates and suspensions without any reference to minimum liquidity thresholds taking into account the best interests of investors.  We suggest that the fund board should take into account any and all measures available to them e.g. delayed settlement to determine the most appropriate course of action in the interests of all investors. 
This would also have the effect of applying a consistent approach for both LVNAV, CNAV and VNAV Short Term Money Funds.  This proposal will have a positive effect on the resilience of MMFs by enabling managers to use liquid assets in the best interests of investors and mitigate against pro-cyclical redemption behaviour. 

Option #2 
ESMA has suggested an amendment to the conditions under which gates / fees may be applied but we suggest that this has the effect of moving the bright line elsewhere and therefore does not serve to make the funds more resilient.  We also note the suggestion to move the decision around the application of fees, gates or suspension to a regulatory body and suggest this is not practical.  These decisions are specific, complex and time bound and we suggest that it is not practical to extend decision making to an external body. 

Gating a fund is far more impactful to clients that the application of fees given that it blocks access to their cash rather than impairing it.  The significance of that action, particularly in a liquidity event, means it should only be applied in the most extraordinary events and not linked to automatic triggers. 
We believe the application of a fee, gate or suspension would remain a matter for the fund board to decide taking all factors into account and acting in the best interests of all investors in the fund.  The proposal to have this decision taken by a regulator or supervisor will create significant resource constraints on all parties and generate uncertainty in the minds of investors

	I    Impact on the Resilience of MMFs


	i 	How would the policy option work in mitigating the structural vulnerabilities of MMFs?
It is assumed that fees are in scope of this policy option given they are prescribed under Article 34. 
Decoupling will make MMFs more resilient as the liquidity thresholds can be used in the intended countercyclical way.  As noted above, the 30% WLA had the unintended effect of focusing investors on one single metric for fund health and generated pre-emptive redemptions.  Decoupling will reduce the investor sensitivity allowing funds to use the liquid assets in the best interests of investors in the fund. 

	ii	Would it apply to all MMFs?
We favour consistency across all fund types where it is possible.  We noted that ST VNAV funds have lower daily and weekly liquidity thresholds (7.5% and 15% respectively versus 10% and 30% for LVNAV and PDCNAV funds) and the definition of what can be included is DLA and WLA is much more permissive. 
In addition, as noted under question 5, we would recommend removing the 17.5% cap on the ‘highly liquid’ assets up to 190 days which can count towards the 30 % WLA of an LVNAV (or PDCNAV) MMF. This is generally considered to refer to sovereign, supranational or agency debt and the cap therefore appears to be an unnecessary additional constraint. Given the objective to ensure funds have sufficient liquidity that is usable, the restriction makes little sense. 


	ii	a)	Is the option currently in place in any jurisdiction, and if so, has it been helpful?
No
	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?
Prior to the US SEC Reforms of 2a7 funds in 2014, funds could utilise their 30% liquidity buffers which worked effectively during the 2011 European debt crisis.   European banks came under pressure and an aversion to that European bank risk drove outflows from Prime and into Government funds.  The reallocation worked smoothly and the ability to use the buffers effectively made this a seamless transition. 


	




	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?
Removal of the perceived link between liquidity thresholds and fees & gates will reduce incentives to redeem removing the pre-trigger that drove redemption activity in March 2020. 

	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?
Without the incentive to redeem, investors will remain in MMFs thereby encouraging stability. 

	iii a) Does the option effectively shift MMF risks to investors?
         In our view yes, the buffers can be used as intended thereby making MMFs more resilient.
   b)	Does it make those risks more salient and transparent for investors? Are investors treated equally?
Decoupling should have the effect of removing first mover advantage and ensure that the risks are distributed more equally. 



	III	Effects on Fund Managers


	i	How would the policy option affect MMFs’ liquidity management in normal versus stressed times?
We fully support the availability of all liquidity management tools including fees and gates and strongly agree that they should be retained albeit without automatic triggers that create bright lines for investors.  
It is our view that decoupling will not impact the liquidity management protocols under normal market conditions, we expect that managers will continue to run high or above threshold levels of liquidity and maintain transparency on reporting thereby maintaining investor confidence in the product.
Decoupling will simply allow managers to utilise buffers as they were intended instead of the scenario encountered in March 2020 when funds were forced to sell assets in order to maintain liquidity above the regulatory trigger.  There was sufficient liquidity in the funds to satisfy redemptions, however managers were not selling to fund redemptions, they were instead focused on maintaining liquidity above the trigger.  Removing the automatic trigger removes the investors’ singular focus on this metric and the unnecessary redemptions which accompanied that. 

    

	ii	How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market?
 It should have a positive impact on a MMFs ability to invest as they will be able to invest in assets out beyond one week.  They were constrained in doing this during the crisis because of the focus on the 30% liquidity threshold within one week in order to avoid pre-emptive redemption activity from investors.  A removal of that focus from investors would enable the MMFs to return to normal trading activity sooner as the markets normalised.  




	IV	Broader Impacts on the Stability and Functioning of Short-term Funding Markets


	i	a)	Where are investors likely to move if MMFs become less attractive as a result of the policy option?
	This policy action should maintain investors within the MMFs sector. 

	b)	Do these substitutes have vulnerabilities to runs?
N/A
	c)	Are they transparent to investors and regulators?
 N/A
	d)	Are they regulated?
N/A 
	e)	Do they embed more risks for investors (e.g., counterparty risk) or be more costly?
N/A 

	ii	a)	What alternative sources of short-term funding are available for borrowers that currently rely on MMFs for financing?	
        N/A
	
	b)	Are these alternative sources more stable than MMFs at all times?
         N/A
	c)	Can they in effect be scaled to replace MMF economic function?
        N/A
	d)	Would this address the financial stability issues noted or would risks simply be transferred elsewhere in the market without mitigating them effectively?
        N/A





<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>

 Liquidity Management Tools should be available to all fund types and should be operated at the discretion of the fund board to avoid the creation of any new bright lines and allow the tools to operate in the best interest of all investors. 
Liquidity Fees are the most appropriate tool 
The Liquidity Fees as currently allowed for under Article 34 are designed to allow a MMF to manage a severe liquidity event, ensuring the cost of providing liquidity is borne by any investors that redeem rather than those that remain in the fund.  We suggest that these are applied consistently to all fund types i.e. including VNAV funds and not just CNAV or LVNAV.  We do not support the proposal to apply a swing price or other ADL mechanism to ‘redemptions only’ as a mechanism already exists under Article 34 and is subject to the dual trigger prescribed under 34(1)(a).   Their purpose is to pass on the cost of redemptions and acting as a disincentive to remaining investors to redeem.  Fees are a disincentive to trading and should act to reduce the likelihood of applying gates which is more impactful to the fund and to its investors. Again, we note that the likelihood of using these measures is reduced by the ability to use the liquidity buffers as a countercyclical tool as they were intended.
[bookmark: _GoBack]A Liquidity fee is focused on investors that redeem from a fund. Based on our experience that the mid to offer spread does not widen significantly during a period of market stress, or at any other time, it is not necessary to apply any form of fee or charge on investors subscribing into a fund. Indeed, this could create a disincentive to invest in an MMF at a time when it would be beneficial. 
A MMF must act in the interest of all investors and as ESMA notes, MMFs may not chose to use them which may be the appropriate decision for a given circumstance.  It is not possible to legislate for all possible market permutations and as such we propose it is useful to have a framework to operate fees, and indeed any of the other liquidity management tools but not a hard trigger as we have seen with liquidity thresholds this can create a bright line and result in pro-cyclical redemption behaviour. 
The level of fee is defined in advance of the dealing day and therefore investors have greater visibility on the fee as they are advised at the time of their redemption where as a swing is applied at the end of the day once all dealing has been completed. The latter will impact the utility of MMFs to investors as they do not have time to react whereas a liquidity fee notified at the point of transaction gives the investor the choice to source cash elsewhere or deal with the shortfall created by the application of the fee. 
Swing prices not an appropriate tool for MMFs 
By design, MMFs are structured to hold liquidity that is sufficient to meet redemptions and therefore does not need to sell a full slice of assets in order to meet redemptions in a normal market environment as is the case with other long term mutual funds. Swing pricing is designed to be used for those fund types where the fund sells less liquid assets in order to meet redemptions which may impact remaining investors.  This is not the case with MMFs which are structured to meet redemptions by design therefore it is rare to sell longer dated less liquid assets to meet redemptions 
Aside from the operational challenges created by Swing pricing it reduces the utility of the product for investors and as such we expect that investors will choose to place their cash outside of MMFs.  The reduction in utility is driven by two components: 
(i) The swing factor will bring a second dimension to price volatility in the NAV of the fund over and above market price moves which would be misleading for investors during normal market conditions. We expect this will lead to pre-emptive redemptions in stressed market conditions as investors will be unable to judge the full potential impact to the value of their holding.  
(ii) Contrary to liquidity fees, swing pricing applies to both redemptions and subscriptions which would favour subscribing issuers at the expense of the current fund holders.

Challenges with operating the swing mechanism 
Swing Pricing, is particularly ill adapted to LVNAV or PDCNAV funds for the following reasons: 
· Pricing basis
· Swing pricing is effective for longer term mutual funds where the assets are priced at mid.  Under Article 29 an LVNAV fund is required to price its assets at the most prudent of bid and offer and as such the funds are priced at bid.  The fact that the fund prices at bid negates the impact of the swing.  
· As noted by ESMA there is a lack of transparency of private markets which makes it challenging to assess market prices.  We support any and all efforts to increase the transparency which better supports all of the measures proposed.  We support ESMAs suggestion under 101 that more transparency is needed. 
· Timeline for decision making & processing 
· Decision point – the determination of a swing is made after the fund has closed for dealing which prohibits application on a same day settlement fund or a fund running an intraday payment model.   Moving the funds to T1 settlement will remove the utility of the product for investor, especially Institutional investors, where same-day liquidity is essential.
· Decision makers - the complexity and timing around the decision to apply any of the liquidity mechanisms creates challenges in bringing multiple external stakeholders into the decision.  Rather than regulator triggered decisions we would suggest that it is more appropriate to ensure there is a robust framework governing the application of these measures and prompt reporting to the regulator. 
· Time to process – the time needed to determine and process the results of a swing do not work for a same day settlement fund or a fund running an intraday payment model. Eliminating this capability of the product reduces its utility and will drive investors elsewhere.   
· Downstream impact to distribution partners – all distribution platforms would need to process the effect of the swing also which further prohibits the ability to apply this feature on a same day fund. 

	I    Impact on the Resilience of MMFs


	i 	How would the policy option work in mitigating the structural vulnerabilities of MMFs?
The proposal to add swing pricing does not address any specific structural vulnerability.   We argue that the key tools, Liquidity Fees, to support the management of a stressed market event already exist under Article 34 of the regulation and they should be maintained.  The provisions to link these tools to Liquidity thresholds should be removed to allow funds to use the liquidity within the portfolio in a countercyclical way.  
We support the view of IMMFA that Swing Pricing would damage the ongoing utility of Money Market Funds and drive investors elsewhere thereby concentrating risk to elsewhere in the market.  Swing pricing does not address the fundamental issue of underlying market illiquidity which was caused by widespread market disruption.  That market dislocation was driven by the withdrawal of intermediaries from even the most liquid markets. 



	ii	Would it apply to all MMFs?
Broadly, the option to apply a fee, gate or suspension should be available to all fund types to ensure a fund has all the tools it needs to manage through any market event. 

We note that ESMA has identified in 101(iii) that swing pricing would not work for LVNAV or PDCNAV where the fund is trading at constant NAV per share.   

 

	ii	a)	Is the option currently in place in any jurisdiction, and if so, has it been helpful?
Swing pricing has been used in many European jurisdictions for longer dated mutual funds however it has not been used on MMFs, it was deemed unsuitable for the product in the last regulatory review as there was a preference to use Liquidity Fees which act to levy the cost of redemption to redeeming investors. It has not been used in the US.
As noted above, MMFs are structurally different from longer term mutual funds who fund redemptions by selling a vertical slice of their portfolio.  This is not the case for MMFs who by design hold liquidity buffers for the purposes of funding redemptions.  The key issue in the March 2020 crisis was the inability to use that buffer due to the link to fees and gates. A swing price would not have made a difference in managing redemptions on the fund. Funds could have triggered Liquidity Fees and any other ADL tool like Swing Pricing should they have needed to but this was not required.

	b)	How would it represent a change from current rules or practices in other 				jurisdictions?
Swing pricing is a new concept to all MMF investors particularly in the US where they have not been used at all. 

	c)	Has the option been implemented previously and, if so, what were the main 			findings?
As above, they have been used in Europe for longer term funds but deemed unsuitable for same day settlement MMF. 

	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?
· Impacts the viability of the product longer term: The lack of certainty over the application and scale of the swing will create challenges for investors.  Greater transparency over the details could create another bright line in and of itself. The NAV applicable to their deal will be subject to both asset pricing volatility and the impact of net flows on the day which will prove difficult for clients to attribute.  A lack of certainty or understanding on the product or its features will drive investors elsewhere.  From December 2015 to end Dec 2016, $770bn flowed out of the Prime Institutional money fund industry in reaction to the conversion to VNAV.  Through our engagement with US institutional clients, that there are corporates in the US today who would invest in Prime money market funds, but their treasury management system or accounting platform still cannot support the variable NAV.
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· May become another bright line – more sophisticated investors may seek to withdraw their cash in anticipation of swing price in advance creating a potential redemption issue in and of itself. 

· PDCNAVs should be excluded from the application of swing pricing as they are unlikely to experience the same redemption pressure as either Prime LVNAVs and VNAVS. 


	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?
· For clarity we do not believe there was a “dash for cash” from MMFS in March 2020. The degree of redemption activity in MMFs across the currencies in absolute terms does not suggest a dash for cash (particularly when compared to the short-term liquidity levels held in MMFs). Any challenges in March 2020 were created by the fact that the wider money markets were not functioning therefore reducing market liquidity.  
· The “dash for cash” in March 2020 would not have been mitigated by Swing pricing as investors of all types across all sectors required cash for their own idiosyncratic reason e.g. a margin call, funding working capital as businesses closed etc Operational constraints coupled with the uncertainty inherent in the mechanism will drive investors away from MMFs into other areas of the market which may not benefit from the same transparency or risk management. Many investors require stable NAVs for their internal procedures or processes and while they can cope with variation as an exception (e.g. collar break, application of a liquidity fee) an ongoing movement in the price late in the processing day challenge the utility of the product.   The application of a fee is more practical and more easily implemented by the client base particularly as the work to implement this feature was completed as part of the MMFR regulation.]  


	iii a) Does the option effectively shift MMF risks to investors?
· Liquidity fees are designed to apply the cost of funding redemptions to the redeeming investors thereby protecting the remaining investors from the impact.  We believe the risk has been transferred to and is understood by investors.  The funds are clearly marketed as an investment product and it is clear that fees can be applicable to fund redemptions. The engagement that took place with investors during the wider debate on MMF reform post the GFC and in the run up to the implementation of MMFR has ensured that investors understand and accept the purpose of the Liquidity fee mechanism.
· Full disclosure of swing factors would create another bright line and risk repeating the challenges faced in March 2020 with investors focused on a single metric. 
   b)	Does it make those risks more salient and transparent for investors? Are investors treated equally?
· By its nature, investors will face uncertainty at the point of trading and will not understand whether they have been subject to a swing or understand the scale of it until after the dealing cut-off.  This uncertainty is likely to create more pre-emptive redemptions as investors will not want to be exposed to a risk they cannot anticipate or measure in advance.  
· The mechanism for Liquidity Fees allows the investor to be informed at the point of trade and therefore they can determine if they want to proceed with the trade and or understand the impact on their proceeds.  


	III	Effects on Fund Managers


	i	How would the policy option affect MMFs’ liquidity management in normal versus stressed times?
It will not impact in normal market times as there is no additional cost to building / maintaining liquidity in the portfolio. 


	ii	How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market?
In themselves they will not materially change the appetite of MMFs to invest in short-term funding and repo markets. They may improve the ability of MMFs to continue to invest in short-term funding markets during a wider market dislocation. If the size of MMFs were to reduce it would impact the level of their investment in short-term funding and repo markets which would be detrimental. 


	IV	Broader Impacts on the Stability and Functioning of Short-term Funding Markets


	We support Liquidity Management mechanisms that ensure that redeeming investors cover the cost of redemptions in the fund and remaining investors are not impacted.  We proposed that Liquidity Fees are the most appropriate mechanism to achieve this as they maintain the utility of MMFs.  There is a significant risk that investors migrate away from MMFs into bank deposits or into other non- transparent or regulated parts of the market

i	a)	Where are investors likely to move if MMFs become less attractive as a result of the policy option?
Bank deposits – this will prove problematic as there is a lack of demand amongst banks for non-operating cash.  The deposit market does not have the appetite nor capacity to absorb the liquidity currently held in MMFs. In addition, the average maturity of these deposits is likely to be shorter than that provided by MMFs as investors will focus primarily on overnight deposits to achieve the same level of liquidity as the benefits of pooling are removed from the investor. On the one hand this removes any maturity transformation but creates challenges for borrowers in the money markets who will not have access to longer term money market funding. This investor behaviour would also exacerbate the lack of demand for deposits from banks which is most acute in very short-term deposits. 
Segregated mandates – a mandate managed solely on behalf of a single investor. 

For investors that need to raise liquidity during a period of market stress if they are invested in a deposit or a segregated mandate neither will change their behaviour or market impact when compared to them being invested in an MMF. The investor will look to break a deposit or close the segregated mandate requiring the sale of assets. The impact on short-term funding markets will be the same as if the investor was invested in an MMF. However, if the liquidity profile of the investors deposits or segregated mandate is lower than that of an MMF it would exacerbate the issue as more deposits would need to be ‘broken’ or assets sold.  

	b)	Do these substitutes have vulnerabilities to runs?
· Investor needs for liquidity will remain the same regardless of whether that holding is in a MMF or held elsewhere throughout the system.  Consequently, the pressure on the system as a whole will persist but it may now sit in multiple less transparent parts of the system.  Investors will not hold minimum liquidity levels or be able to net off against subscriptions coming from other sectors (e.g. retail flows were positive thereby netting off flows from e.g. airlines or margin calls). 
	c)	Are they transparent to investors and regulators?
· Clearly, bank deposits are but other forms such as segregated mandates or direct holdings by investors are not. 
· Under the assumption that banks will not want all of these deposits cash may move to down the credit curve or to non-regulated places which is likely to exacerbate systematic risk. 
	d)	Are they regulated?
· Direct investments may not.
· Segregated mandates are not a regulated vehicle and will be less transparent

	e)	Do they embed more risks for investors (e.g., counterparty risk) or be more costly?
We expect it will do both for investors. 
· Expertise and cost – investors outsource their cash management expertise to MMFs who can provide a low-risk alternative to taking single name exposure to banks.   
· Investors who are of sufficient size and scale may be able to access the market directly and the dealer community will be impacted by the higher volume of investors transacting in smaller trade sizes which we expect this will increase costs for both investors and dealers. 
· For smaller investors who cannot access the market, they will be forced to take higher concentrated exposure to single names banks.  In the event that banks do not have appetite for their deposits, investors may be forced to place deposits with second tier banks.  


	ii	a)	What alternative sources of short-term funding are available for borrowers that currently rely on MMFs for financing?	
· The deep pool of liquidity created by MMFs is a vital source of funding to a wide range of short-term issuers including banks, sovereigns, supra-nationals, agencies, corporates and other financial institutions. These issuers are able to borrow through the CP, CD or bill markets by tapping into demand from MMFs. Such short-term debt is easily accessed, attractively priced and flexible, allowing issuers to manage fluctuating or seasonal cash flow and working capital requirements at competitive funding levels, and also to diversify their investor base. For most investment grade non-financial borrowers this is more efficient than bank borrowing. For banks themselves it provides an efficient means of financing trading books and is a crucial alternative source of funding. It is unrealistic to expect an alternative source of finance for these issuers which would allow the same ease of access, cost efficiency and flexibility. Alternatives are limited and less adapted to an issuer’s needs.
· As noted by ESMA, non-public MMFs hold substantial amounts of bank paper. This funding cannot readily be replaced so in our view any suppression of MMFs would result in a reduction of the flow of private credit. Whilst banks may be able to source more funding through the US CP market by issuing US CP or Yankee CDs, this funding is subject to foreign exchange (FX) risk if not being used to fund USD assets (i.e., Euro funding becomes subject to FX cross-currency risk). Smaller European banks are likely to fund at better levels in Europe than in the US where investors demand a very regular market presence and high volumes and where smaller issuers would lack name recognition.
· Non-financials would have to fund through banks which is inefficient and expensive. Such bank intermediation also goes against Capital Markets Union which seeks to diversify funding sources. The above comments on access to the US CP being subject to certain requirements such as size, regularity and name recognition, are also true for non-financials and are likely to be more acute in the case of non-financial issuers who will be smaller.
· Some highly rated non-financials have lower funding costs than banks due to their scarcity value and credit quality. This means that if they depend on banks, they will have to pay higher margins to borrow. 
· This is particularly true for other non-financial categories such as governments, state agencies and supra-nationals. These also have lower funding costs than banks, so, again, will be penalised if dependent on bank borrowing.
· These issuers would have to fund in the longer-term markets which would give them significantly less flexibility and higher funding costs.
· For working capital requirements such as funding receivables, non-financial issuers currently able to issue CP or, in the case of smaller companies, fund via bank sponsored ABCP programmes, may be forced to look to companies which offer supply chain financing (such as Greensill). These companies are significantly less regulated and transparent.
	b)	Are these alternative sources more stable than MMFs at all times?
· If an investor needs to raise liquidity during a period of market stress the stability of the funding they provide will not be more stable regardless of the form of funding that is provided.
· Committed bank funding is stable but would be very expensive. This could ultimately be passed on to consumers.
· Long term funding will also be more expensive and is an inefficient method of funding short term assets such as seasonal working capital requirements or temporary operational cash needs.

	c)	Can they in effect be scaled to replace MMF economic function?
· We do not believe this would be possible. 
· Any reduction in the supply of credit to the economy is likely to have a downstream impact, particularly in the case of the withdrawal of funding by such a large established market as the MMF sector. 
· We note and welcome ESMA’s intention to preserve the economic function of MMFs and caution against reforms which would be an impediment to such preservation.
· The ECP market provides an important source of flexible efficient funding for a multiplicity of issuers, including European banks, governments and agencies etc. It is likely the market would be negatively impacted by a reduction in MMFs.

	d)	Would this address the financial stability issues noted or would risks simply be transferred elsewhere in the market without mitigating them effectively?
· Swing pricing does not address the financial stability issues raised and a shift of funds out of MMFs would in our view result in risks being transferred to elsewhere in the system




During March 2020, funds had sufficient liquidity but were unable to use that to fund redemptions, the decoupling of the link between liquidity thresholds and gates and fees will make a significant impact on MMFs ability to manage stress situations going forward. In addition to this measure, we strongly suggest that Liquidity Fees are the most appropriate regime to ensure that the cost of redemptions are borne by redeeming investors..  Fees are a disincentive to trading and should act to reduce the likelihood of applying gates which is more impactful to the fund and to its investors.


<ESMA_QUESTION_MMFR_4>

i) Do you agree with the above assessment of the potential need to increase liquidity buffers and/or make them usable/countercyclical and the corresponding potential proposal of amendment of the MMF Regulation? ii) With respect to option 1 above, views are sought in particular on the relevant threshold (on the size of redemptions) from which WLA would need to be automatically adjusted. When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_5>

 The ability to utilise liquidity buffers as they were intended is key to resolving the challenges faced by MMFs in March 2020.  The 30% WLA requirement was designed to ensure that funds hold robust liquidity levels to meet redemptions.  The funds had sufficient liquidity to support redemptions during the Covid crisis but were unable to dip into that liquidity buffer because of investor perception based on the link to fees and gates.  Managers often carry additional liquidity in the lead in to busy periods like month or quarter end and indeed managers had started to build additional liquidity during March 2020.  Therefore, we conclude that a simple increase in liquidity levels will not address investor perception issues. 
While it may prove helpful to clarify the conditions of use or provide relief on adherence to the thresholds the proposals under options #1 and #2 would not, on their own, remove the pro-cyclical effect.  The proposals have the effect of moving the ‘bright line’ rather than eliminating it.  We do consider that option #3 may merit further investigation as the ability to manage both sides of a funds liabilities could be beneficial however it will also depend on the removal of the link between liquidity thresholds and fees / gates.  

Option #1
This option results in an alteration of the WLA requirement subject to net redemptions or regulatory approval.  Whilst we believe the proposal, particularly the point around regulatory relief could have merit in the event that the link to fees and gates was maintained, we foresee a number of challenges with the practical application that render it ineffective.  
Regulatory relief may encourage investors to regard temporary drops between the mandated thresholds as admissible and appropriate at times of stress therefore they may be helpful to bring about stability in times of stress. 
However, investors are likely to continue monitoring to the original headline thresholds and it is likely that they will continue to place pre-emptive redemptions in a scenario where the thresholds have not been delinked from fees or gates.  Therefore, the proposal has the effect of simply moving the bright line.
Impact of applying on individual funds – investors may perceive greater risk in a fund that has had relief applied or is operating to lower thresholds versus other available funds which may generate redemption activity.  Clearly defined rules would be required to ensure that investors interpreted this in the correct way. 
Timeliness of decision making on limit relief will be a factor for investors as they are unlikely to wait to understand if a fund is going to avail of these measures.  

Option #2 
This option envisages an additional buffer is built into the current liquidity thresholds set by reference to stress test results.  This option does not resolve the investor perception point around the link to publicly available liquidity thresholds and the application of fees & gates.  Again, we note that the funds had sufficient funds to support redemptions during March with many funds carrying liquidity in excess of the minimum threshold required but the investor perception issue remained.  The investor will have no transparency over the additional buffer which will result in continued focus on the existing level which is highly likely to generate pre-emptive redemptions. 

In addition to that, it should be noted that stress tests can become out of date quite quickly and may be irrelevant for the particular stress the fund is facing. 
As noted in question 4, we do not believe that swing pricing is an appropriate tool for MMFs.  The use of liquidity buffers implies that the fund has built more liquidity and therefore it does not follow that a mandatory swing or fee should be applied as the fund should have the liquid assets necessary to meet redemptions. 
Option #3 
In our opinion a key element of liquidity risk management is control of individual investor concentration levels and of investor type concentration levels. This is as important as the liquidity profile of the assets themselves. Since the GFC we have applied these type of controls as part of our liquidity risk management process. Therefore, we believe this option merits further exploration and we would encourage regulators to engage in further exploration with us and other asset managers that have a similar position. We do note that there may be challenges to effectively write these type of controls into regulation without creating other trade- offs. However, we do see potentially significant benefits in closer consideration of client concentration and investor profiling. 
An idea worth further exploration is the concept of ‘dynamic WLA management’. The concept would be an asymmetric adjustment higher in the WLA required if certain client concentration or client type concentration levels were met. As noted above we recognise that this requires careful consideration to avoid any unintended consequences. We strongly support further consideration of how liability management to support liquidity risk management could be included in the MMFR

	I    Impact on the Resilience of MMFs


	i 	How would the policy option work in mitigating the structural vulnerabilities of MMFs?
The 30% WLA threshold is already a substantial amount of liquidity and many managers already hold WLA in excess of the WLA threshold.   We agree with IMMFA that there is no empirical evidence to support the need for buffers in excess of 30%.  Making the buffers usable is the key policy option required to address the challenges faced in March 2020.  Managers had sufficient cash to fund redemptions during this period but were required to sell assets to maintain the WLA buffers because of the bright line created by the link between buffers and fees / gates.  
Building excess liquidity buffers based on stress tests could be complex to administer, opaque to investors and ultimately not effective if they the link to fees and gates remain.  They simply have the effect of moving the bright line. 
Increasing liquidity buffers may result in further challenges to place cash in the one week maturities as there is limited bank appetite for overnight cash, either on a secured or an unsecured basis, creating severe capacity constraints. 

	ii	Would it apply to all MMFs?
· We are in favour of any changes being calibrated consistently and applied across fund types i.e. if changes were to be required by regulation these changes would increase the differentials already in existence between different fund types.
· LVNAV MMFs already have significantly higher minimum liquidity thresholds than VNAV MMFs. This should make them better able to withstand redemption pressure, providing that the buffers are made usable.
· In our view consideration should be given to the standardisation of the definition of WLA across fund types as it relates to eligible instruments. For all funds only ‘highly liquid’ assets should be eligible. 
· Article 24 of MMFR allows for a significantly less stringent definition of the composition of WLA for VNAV MMFs. LVNAV/PDCNAVs can include 17.5 % of assets up to 190 days provided these assets subject to Article 17 (7) are ‘highly liquid’ and can be redeemed and settled within one working day. VNAV MMFs may include up to 7.5 % (i.e., half of their WLA) of assets which can include ‘money market instruments or units or shares of other MMFs…provided they are able to be redeemed and settled within five working days’. This would qualify non-public debt that faced severe liquidity challenges during the pandemic for inclusion.
· We would recommend removing the 17.5% cap on the ‘highly liquid’ assets up to 190 days which can count towards the 30 % WLA of an LVNAV (or PDCNAV) MMF. This is generally considered to refer to sovereign, supranational or agency debt and the cap therefore appears to be an unnecessary additional constraint. Given the objective to ensure funds have sufficient liquidity that is usable, the restriction makes little sense. 


	ii	a)	Is the option currently in place in any jurisdiction, and if so, has it been helpful?

With regard to the definition of DLA and WLA noted above, in the US there is no limit placed on the amount of US Treasury securities that can count towards DLA. US Federal Agency Discount Notes that mature within 60 days can be included in WLA without limits.
	
	b)	How would it represent a change from current rules or practices in other jurisdictions?
See above

	c)	Has the option been implemented previously and, if so, what were the main findings?

	



	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?
It is not necessary to increase liquidity buffers if they have been delinked allowing them to be used in a countercyclical fashion and mitigating first mover advantage. On the assumption that buffers are delinked we do not see a requirement for the measures proposed.  

	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?
Delinking allows the fund to use the buffers to fund redemptions as intended thereby mitigating the risks experienced in March 2020 when investors redeemed.  It eliminates any potential First Mover Advantage. 

	iii a) Does the option effectively shift MMF risks to investors?
   b)	Does it make those risks more salient and transparent for investors? Are investors treated equally?
 Mitigating the risk of a first mover advantage ensures that investors are treated equally. 






	III	Effects on Fund Managers


	i	How would the policy option affect MMFs’ liquidity management in normal versus stressed times?
· Higher buffers may be difficult to invest given the lack of appetite in the banking market for very short-term deposits and reverse repo. 
· This would be particularly acute around reporting dates such as month ends, quarters ends and year end when it can already be difficult to find a home for cash.
· Higher liquidity levels would also increase the rollover risk for issuers by reducing the supply of liquidity available.


	ii	How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market?
Higher buffers would require managers to invest a greater percentage of assets in overnight deposits or reverse repo. We reiterate the point made above, that this could be very problematic given supply constraints and could therefore amplify stress around reporting dates when this is already acute.





	IV	Broader Impacts on the Stability and Functioning of Short-term Funding Markets


	i	a)	Where are investors likely to move if MMFs become less attractive as a result of the policy option?
	 Please refer to the feedback under Q4 on the alternatives and the broader impacts.

	b)	Do these substitutes have vulnerabilities to runs?
       As above

	c)	Are they transparent to investors and regulators?
       As above

	d)	Are they regulated?
       As above

	e)	Do they embed more risks for investors (e.g., counterparty risk) or be more costly?
       As above


	ii	a)	What alternative sources of short-term funding are available for borrowers that currently rely on MMFs for financing?	
	     Please refer to the feedback under Q4
	b)	Are these alternative sources more stable than MMFs at all times?
       Please refer to the feedback under Q4
	c)	Can they in effect be scaled to replace MMF economic function?
       Please refer to the feedback under Q4
	d)	Would this address the financial stability issues noted or would risks simply be transferred elsewhere in the market without mitigating them effectively?
       Please refer to the feedback under Q4







<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>

  The March 2020 crisis was agnostic to fund structure or how the NAV of the fund is calculated.  The elimination of CNAVs or LVNAVS will not address the underlying issues in the short term market that drove this crisis.   US Institutional Prime VNAV funds and EUR Standard VNAV were under the most strain and as noted by various policymakers peak outflows in USD LVNAV and EUR Standard VNAV were substantially similar. The impact of outflows on LVNAV funds was different given the minimum liquidity threshold under the regulation is twice that of the WLA required by European VNAV funds.    There was sufficient liquidity to cover redemptions but this could not be used.   
Investors value the utility of LVNAV and CNAVs funds, they often require them for their own internal procedures or processes and they are the practical solution for sweeps, intraday settlement and trade execution.  The variable NAV can provide a valuable option for investors comfortable with the fluctuating NAV model but not all investors can deal with them.  Importantly, it should be noted that a variable asset valuation methodology does not in itself address liquidity problems, if this were the case we should have seen significantly reduced outflows from VNAV funds and this was not the case in either the US or Europe. 
Removing LVNAVs will reduce investor choice and the supply of private credit.  We expect investors to shift into PDCNAVs but note that the scale is not available in GBP and potentially EUR.   Investor flows since the regulatory reforms implemented in 2019 shows strong support for the LVNAV structure. Continued growth in LVNAV AUM since the events of March 2020 demonstrates the ongoing appeal of the product. It is our view that it is important to preserve investor choice.
For many investors the inclusion of LVNAV MMFs as cash equivalent for the purposes of accounting is very important.  VNAV MMFs are considered as cash equivalent in France but this is not the case in other jurisdictions.  Indeed, there is not consistent designation within jurisdictions which would render the product ineligible for many investors. 
Some investors require an MMF to have an objective to maintain a constant NAV for other regulatory reasons, for example in the UK under the FCA requirements for CASS 7 client money “its primary investment objective must be to maintain the net asset value of the undertaking either constant at par (net of earnings), or at the value of the investors’ initial capital plus earnings”
PDCNAV funds saw inflows in March and were the most robust and resilient of all the MMF types during the period of stress and as such we see no reason to remove this fund structure.  The European PDCNAV market consists of 97% US Dollar denominated funds. PDCNAV MMFs in Sterling are only GBP3bn and in Euro EUR0.1bn, reflecting a lack of investor demand to date. This means that PDCNAV MMFs in Euro and Sterling do not currently provide a scalable alternative to LVNAV MMFs.
	I    Impact on the Resilience of MMFs


	The fund structure was not a key driver of outflows and we see no evidence to indicate that VNAV funds were more resilient.  This is borne out by the fact that US Prime VNAV MMFs and Euro Standard VNAV MMFs both experienced significant redemption activity.  The Central Bank of Ireland acknowledged that ‘VNAVs experienced significant stress in March in France and the US, albeit for different periods.[footnoteRef:2].   Market conditions external to the fund triggered stress, the experience was not homogenous across either fund type or currency and therefore it is not possible to determine that the fund structure made VNAVs more resilient.  [2:  https://www.centralbank.ie/docs/default-source/publications/economic-letters/vol-2020-no-9-the-persisting-effect-of-the-pandemic-on-money-market-funds-and-money-markets-(golden).pdf?sfvrsn=19  p.6] 



	i 	How would the policy option work in mitigating the structural vulnerabilities of MMFs?
VNAV MMFs remain vulnerable to run risk, so eliminating LVNAV and/or CNAV funds does not mitigate risk.

	ii	Would it apply to all MMFs?
No. This option excludes VNAV funds.  We see no need to eliminate PDCNAV or LVNAV funds, -the former proved to be resilient and attract inflows while we argue that LVNAVs actually performed well during the crisis demonstrating that the key tenants of MMFR are effective. 


	ii	a)	Is the option currently in place in any jurisdiction, and if so, has it been helpful?

· Reforms introduced in the US market after the 2008-09 global financial crisis changed institutional Prime funds from a constant to a floating NAV, whilst Government funds continued to be CNAV.[footnoteRef:3] This resulted in a large-scale reallocation of assets out of Prime into Government funds, which grew by more than USD1 trillion after reforms were implemented in 2016.  Government MMFs now account for 77% of the US industry net assets and Prime MMFs account for only 20%. This reallocation away from Prime funds was driven by two changes: the shift to a floating NAV and the fact that Prime funds became subject to liquidity fees and redemption gate provisions, whereas US Government MMFs did not.  [3:  Retail Prime MMFs also continue to be CNAV.] 

· USD denominated PDCNAV MMFs are heavily reliant on a single issuer in the form of US government debt. Capacity constraints and idiosyncrasies in the European sovereign market make this hard to replicate in EUR denominated PDCNAV MMFs.
· US Prime funds, now floating NAV, experienced heavy redemptions in March 2020. As a percentage of fund size outflows for publicly offered institutional Prime MMFs exceeded those in September 2008.[footnoteRef:4] Over the two-week period from March 11 to 24 net redemptions totalled 30% (approximately USD100bn) of fund assets. This compares with outflows of 26% in a two-week period in September 2008. This would strongly suggest that the change from stable to variable NAV has not resulted in MMFs being less susceptible to outflows.	 [4:  The dollar amount was less because the funds are now significantly smaller. Non-public funds had only 6% outflows.] 

	b)	How would it represent a change from current rules or practices in other 				jurisdictions?
· European Union Money Market Fund Regulation was notably successful in facilitating a smooth investor transition from CNAV MMFs into LVNAV funds with minimal disruption to short term markets. 
· Recognition of high EU standards makes it an attractive marketplace for global MMF investors.
· The investor base is best served by a spectrum of funds which offers choice. 

	c)	Has the option been implemented previously and, if so, what were the main 			findings?
As mentioned above, the move from stable to floating NAV for Institutional Prime MMFs took place in 2014 and resulted in a huge shift of assets out of Prime and into Government MMFs. Any such move would be particularly difficult in Europe because of i) capacity constraints in the PDCNAV market other than for USD denominated funds and ii) it would result in a significant reduction of funding to those issuers currently tapping into the liquidity provided by LVNAV 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?
· A VNAV structure does not reduce the incentive to redeem. Both US Prime VNAV and Euro Standard VNAV experienced significant redemption pressure, suggesting that valuation methodology was not the key determinant.
· The risk of ‘bright lines’ could be mitigated by delinking liquidity thresholds from the imposition of fees, suspensions and gates, thereby strengthening LVNAVs relative to VNAVs with regard to investor incentives to redeem.
· We see LVNAVs as the institutional investor’s choice and we strongly believe that choice should be preserved.


	· 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?
· As per above, we do not believe that eliminating CNAV and LVNAV reduces run risk in a liquidity crisis.
· With regard to a credit event, EU MMFR provided more stringent measures to protect investors against market volatility.  An LVNAV MMF operates under a so called ‘fund collar’ which is the permissible deviation between a stable unit value (1.00) and the mark to market NAV. 
· In our view the elimination of CNAV and LVNAV MMFs would force many investors to find alternative products. These options and the various impacts are discussed below (IV i) a). With regard to the macro risk of a shift into other products, the need for liquidity would remain. The ‘effects of a generalised “dash for cash”’ are unlikely to be mitigated and could in fact be more severe given that MMFs are structurally bound to hold high levels of liquidity which would not be true of the available disaggregated alternatives. 
· In addition to the fact that liquidity risks would not be mitigated, other products are very likely to be less regulated and less transparent, creating more macro risk.


	iii a) Does the option effectively shift MMF risks to investors?

   b)	Does it make those risks more salient and transparent for investors? Are investors treated equally?
· MMFs are already very transparent.
· We believe that investors understand the risks which are clearly disclosed.

	III	Effects on Fund Managers


	i	How would the policy option affect MMFs’ liquidity management in normal versus stressed times?
· The lower liquidity thresholds available to VNAV MMFs would be beneficial in allowing more flexibility in stressed conditions, however, the same result could be achieved by delinking the current thresholds from fees and gates which would enable the managers of LVNAV MMFs to temporarily drop below the minimum thresholds.
· The main consideration is investor demand for the product. Some fund providers already offer the VNAV alternative to LVNAV/PDCNAV investors, but the investors choose LVNAV/PDCNAV funds out of preference for those fund types. 


	ii	How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market?
· In so far as investors were to transition into Short Term Variable NAV funds, those investors currently holding AAA fund rated LVNAV or PDCNAV MMFs are likely to continue to expect the same high levels of liquidity even in a different fund structure, as mentioned above. The fund’s willingness to invest would therefore likely remain the same.
· In order to maintain a AAA fund rating the fund would likely maintain very similar structural levels of liquidity, even if it became a Short Term VNAV, in which case the same applies. By the same logic, the fund would likely continue to minimise or exclude unrated credit exposures.
· Given the subjective definition of WLA for VNAV MMFs, the fund would have the ability to avail itself of the less conservative definition of WLA. MMFR also allows a VNAV portfolio to be less diversified (Article 17).
· In so far as some investors would not shift from LVNAV/PDCNAV to VNAV MMFs, either because a variable NAV did not suit their purposes or they were uncomfortable with it, the amounts invested by MMFs would shrink substantially reducing the flow of credit to the short-term funding market. Any flow that continued to the short-term funding markets by investors in MMFs investing more directly into the market would likely become significantly more concentrated in a smaller number of issuers. The reason for this is that a vast majority of investors do not have the credit research resource to invest with the same diversification of a MMF. This would be detrimental to the funding of all but the most systemically important banks.   
· If investors currently invested in LVNAV or PDCNAV MMFs moved to Standard VNAV MMFs (which we think is very unlikely), this would result in the sector as a whole taking on increased risk due to the less stringent criteria applied to Standard VNAVs.

	IV	Broader Impacts on the Stability and Functioning of Short-term Funding Markets


	· We do not believe that eliminating CNAV and LVNAV will improve stability.
· The evidence does not suggest that VNAVs are inherently more stable.
· Removing the option of CNAV and LVNAV MMFs would create significantly more demand for deposits as an alternative. Given the lack of appetite on the part of banks for short term deposits, this may also create stress in the system and also force investors into riskier less transparent, less regulated areas, thereby adding to systemic risk.
· Suppression of the LVNAV sector would mean a substantial reduction in the flow of credit to issuers using the short-term funding markets, likely resulting in increased funding costs and less certainty of funding for CP and CD. 
· There is no apparent alternative to these funding sources which could offer issuers the same benefits of cost efficiency and flexibility. Issuers would have to issue longer term – this increases their costs and significantly reduces flexibility. Non-financials would have to borrow from banks, but bank lending is likely to be limited by both appetite and funding ability. In the case of highly rated names the banks would have to pay a higher interest rate than the issuers themselves, meaning they cannot effectively intermediate.
· See comment above on funding concentration issue.
· Creating greater dependence on banks and re-intermediating them in the lending market runs counter to the objectives of Capital Markets Union. 


	i	a)	Where are investors likely to move if MMFs become less attractive as a result of the policy option?
· Eliminating CNAV and LVNAV MMFs could significantly alter the cash-like nature of MMFs. This would force some investors into other asset classes which may lead to them assuming more risk as well as creating more systemic risk for regulators.
· Changes which reduce the availability or attractiveness of LVNAV MMFs would be likely to lead to a shift into government MMFs (PDCNAVs) if these were still available, at least in the case of USD. Some investors may move into Short Term VNAVs, though not all will be able to do so.
· As a result of the 2016 reforms in the US, USD1trn moved from Prime to Government funds, partly due to the change to a floating NAV.  Any such rotation in Europe would reduce the supply of private credit.
· This is highly problematic given the lack of a scalable alternative in Euro and Sterling PDCNAVs. Investors would be reluctant to have a larger proportionate share of a smaller fund as this would reduce overall fund liquidity (i.e., the PDCNAV funds are small, large investors would account for a disproportionate share). Fund providers would also be reluctant for large investors to hold dominant positions.  It would also increase demand for government securities and commensurately reduce demand for private[footnoteRef:5] credit instruments. This could have significant implications for the supply of private credit to the real economy. [5:  In the sense of non-government, not a reference to a private offering mechanism.] 

· The closest alternative for an MMF investor would be to invest in deposits. The ability to shift from funds into deposits will be limited by lack of demand in the deposit market. Banks will likely only take longer dated deposits which will limit investor flexibility and may also come with breakage fees.
· A move towards reliance on the banking products creates additional dependency on banks which runs counter to the EU objective of creating a strong capital market.
· This lack of demand in the deposit market is likely to push investors down the ‘quality tree’ towards accepting lower quality banks as counterparties, or into other more risky and less transparent products.
· For some investors, reverse repurchase agreements (repo) may be an alternative. The risk of investors being forced to take lower quality counterparty exposure also applies to investments in reverse repo where the ability to deal with high quality reverse repo counterparties is constrained by supply. This could force investors to transact either with lower quality counterparties and/or to take lower quality collateral.
· It is also possible that investors seeking alternatives take on more risk by buying longer dated assets; longer dated securities have more price volatility and entail more credit risk. 
· Very large investors may be able to invest directly which would also be less transparent to regulators.
· Investors may move to less regulated products such as segregated accounts which would allow treatment of assets up to 90 days to be treated as cash equivalent and valued at amortised cost.
· Alternatively, investors may be forced into short duration bond funds which may not be an appropriate home for their daily cash.

	b)	Do these substitutes have vulnerabilities to runs?
· In our view MMF fund structure is not a primary factor in vulnerability to runs.
· As evidenced by the experience of US Prime institutional MMFs and Euro Standard VNAVs, floating NAV MMFs are also subject to outflow pressure under stress.
· Investors’ need for liquidity will remain. It may be harder to meet this need for liquidity when funds are invested in other disaggregated assets classes given that, unlike MMFs, those asset classes will not be structurally bound to hold high liquidity balances.

	c)	Are they transparent to investors and regulators?
· Some USD LVNAV investors are likely to shift into PDCNAV MMFs if these were still available. These are regulated and transparent.
· A move into segregated accounts would also be less transparent and such accounts would be unlikely to have the in-built liquidity of an MMF, which may also lead to increased systemic risk.

	d)	Are they regulated?
· In the case of direct investments, this activity would not be regulated.
· Segregated funds are less highly regulated than MMFs, would be less transparent and unlikely to be as resilient to liquidity stress as MMFs.
· Due to lack of alternatives in the form of deposits (lack of appetite), PDCNAV funds (not scalable in Euros and Sterling), or direct investment/segregated accounts (require minimum size and resources), investors will likely be forced to take more risk.
· Disaggregated risk is likely to be harder for regulators to control.

	e)	Do they embed more risks for investors (e.g., counterparty risk) or be more costly?
· Yes, due to the lack of supply in the case of low-risk alternatives investors are likely to be driven to more risky areas and to take more counterparty risk.
· Yes, they are likely to be more costly. MMFs are very cost efficient for investors.

	ii	a)	What alternative sources of short-term funding are available for borrowers that currently rely on MMFs for financing?	
See our response to Q4 for this section.	
	



<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>

  The prohibition on sponsor support enshrined in Article 35 of the MMF regulation had no impact on the events in March. The ESMA clarification (ESMA34-39-1096) dated 9th July 2020 confirming that affiliated transactions are not prohibited by Article 35 of MMFR was helpful. However, the critical determinant should be that any transaction is conducted on an arm’s length basis alone. Whilst there is some logic in the ESMA clarification that an arm’s length transaction with an affiliate should not be conducted “solely with the MMFs to which they are affiliated.”, there are many examples where this requirement would prevent a genuine arm’s length transaction from taking place that is beneficial to all parties of the transaction and the investors in the MMF. We recommend removing this element from the clarification. If the ESMA clarification is included in future regulation, which we support, then this element should not be included in the regulatory text. We support the reporting of any such transaction to the relevant NCA but would not recommend the requirement for any reporting to be public. 
As one of the original proposers of the prohibition on sponsor support, nothing during the events of 2020 leads us to change our continued support for principle of the prohibition of sponsor support in Article 35. We saw no evidence in client behaviour that suggested the lack of availability of sponsor support brought forward any redemption activity. The reasons for our support remain unchanged and are as follows:
· MMFs are an investment product where the risks and rewards belong to its investors. The investor’s risks of ownership of a MMF are clearly stated in its prospectus and in its marketing materials. 
· A level of ambiguity about who owns the risk when investing in a MMF developed amongst some investors pre the Global Financial Crisis. This ambiguity developed due to the sponsor support of MMFs that took place at times pre the current regulation. The current regulation removes that ambiguity. 
· The availability of sponsor support could lead some investors to misunderstand and misprice the risks they are subject to.
· There is an incentive for both fund sponsors and, arguably, regulators to maintain a level of ambiguity of risk ownership in a MMF. We believe any ambiguity of risk ownership must continue to be removed so risk is correctly priced. 
The availability of sponsor support can also lead to potential competition issues. On the one hand it is suggested that bank owned asset managers have a greater ability to provide support so benefit from this type of regulation. On the other hand the potential consequences of the provision of support on the capital and liquidity ratios of a bank in practice make support punitive to provide for a bank owned asset manager. The opposite is the case for a non-bank owned asset manager.  
Our response in the table below is answered from the perspective of the possible removal of the existing prohibition on sponsor support.   
We support certain clarification of the rules as outlined above which we see as relatively uncontentious so we do not address clarification below. 

	I    Impact on the Resilience of MMFs


	i 	How would the policy option work in mitigating the structural vulnerabilities of MMFs?

· The removal of the existing prohibition on sponsor support would not mitigate any structural vulnerabilities of a MMF. The prohibition clarifies to investors that they own the risk and rewards of investing in an MMF encouraging the investor to understand and accept, or not, those risks. Any ambiguity is unhelpful.

	ii	Would it apply to all MMFs?
· If amended any provisions should apply to all funds equally.
	


	ii	a)	Is the option currently in place in any jurisdiction, and if so, has it been helpful?
· In the US onshore market, the provision of sponsor support under 2 (a) 7 rules is not prohibited but must be reported to the SEC. We not believe the ability to provide support has been helpful as it risks removing the incentive of the investor to fully understand the risks and rewards of investing in a MMF if they believe there is an implicit back stop to their risk. 
	
	b)	How would it represent a change from current rules or practices in other 				jurisdictions?
· N/A

	c)	Has the option been implemented previously and, if so, what were the main 			findings?
· N/A




	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?
· It can be argued that the ability for a sponsor to provide support could reduce the probability of an investor to redeem during a period of market stress if they believe there is an implicit guarantee of support by the sponsor. However, if an investor’s expectation of sponsor support were to reduce due to a change in the sponsors perceived ability or willingness to provide support, this could lead to a more severe stress scenario on a MMF. Investors having clarity that they own the risk and reward of investing in a MMF without ambiguity ultimately puts the industry in a stronger position. 
· It is important that if there were to be an amendment on sponsor support all funds are treated equally otherwise investors may be more likely to redeem from one fund type than another.

	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?
· See above.


	iii a) Does the option effectively shift MMF risks to investors?
· No, the option shifts risk onto fund providers and in the case of banks, into the banking sector.
   b)	Does it make those risks more salient and transparent for investors? Are investors treated equally?
· No, allowing sponsor support makes the risks of investing in a MMF more ambiguous. Softening or amending the option would result in more ambiguity.



	III	Effects on Fund Managers


	i	How would the policy option affect MMFs’ liquidity management in normal versus stressed times?
· Allowing sponsor support could reduce the incentive for a manager to employ prudent liquidity risk controls and risk controls more generally. For example, whilst the regulation itself promotes and requires strong risk controls, in some areas managers apply more conservative risk constraints than the regulation requires. The incentive to do this could be removed if sponsor support were to be allowed.  


	ii	How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market?
· No impact




	IV	Broader Impacts on the Stability and Functioning of Short-term Funding Markets


	i	a)	Where are investors likely to move if MMFs become less attractive as a result of the policy option?
· We do not believe that the ability to provide sponsor support would make MMFs less attractive to investors. However, it would make MMFs more vulnerable and could have knock-on effects to the wider money markets. 	
	
	b)	Do these substitutes have vulnerabilities to runs?

	c)	Are they transparent to investors and regulators?

	d)	Are they regulated?

	e)	Do they embed more risks for investors (e.g., counterparty risk) or be more costly?


	ii	a)	What alternative sources of short-term funding are available for borrowers that currently rely on MMFs for financing?
· See our response to Q4	
	
	b)	Are these alternative sources more stable than MMFs at all times?

	c)	Can they in effect be scaled to replace MMF economic function?

	d)	Would this address the financial stability issues noted or would risks simply be transferred elsewhere in the market without mitigating them effectively?






<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>

Most funds typically have MMF ratings from Credit Rating Agencies (CRAs). MMF ratings are different from credit ratings: they assess not credit risk but rather the ability of the MMF to preserve capital and maintain liquidity. Since MMF ratings do not typically meet the definition of a credit rating as set out under the CRA Regulation, they are not considered credit ratings and therefore do not fall within the scope of the regulatory requirements of the CRA Regulation. To reduce over-reliance on external ratings, the MMFR requires MMFs to perform internal credit quality assessments. External credit ratings of the assets in their portfolio may be considered, but they cannot be mechanically relied upon. Investors in MMFs consider the AAA rating as a key part of their investment decision making. During March 2020, observations demonstrated that ratings did not contribute to the amplification of the crisis and it is unlikely that investors would see any other alternative as viable option and would argue that ratings are an international standard, which confirm the adequacy of the investment objectives to the nature of MMFs

We do not agree that MMF ratings were a key factor during the March crisis and are not a vulnerability as described by ESMA (please refer to our answer to Q1(ii)).  MMF ratings are an established part of the market and are valued by investors as a way to ensure their MMF investment is subject to an external assessment which is different but in a number of areas additive to the MMF regulations themselves. We believe this additive nature of some aspects of ratings methodology is valuable and strengthens the resilience of MMFs for the benefit of investors.  
Whilst we do not agree with wider point of the potential need to introduce regulatory requirements for MMF ratings, we do have some similar concerns to ESMA on rated funds becoming forced sellers of assets purely because they are rated.  The impact of this varies by CRA, because the methodologies of the CRAs vary; some adopt a risk budgeting approach, others apply a more formulaic approach (for example with cure periods).  A strict formulaic approach is a concern which we believe ESMA should review, as this can create unnecessary risk. Becoming a forced seller of assets due to downgrades (or indeed if an asset ceases to be rated by that CRA where no event has taken place or credit opinion changed) can put additional pressure on collars as well as the MMF’s rating. In these cases, cure periods vary (for example, based on the credit rating and aggregate holding size) but the result can be an extremely short time period allowed for resolution or “cure”. This formulaic approach adopted by some CRAs can unnecessarily exasperate the situation, and compares unfavourably to the risk budgeting approach of other CRAs which allows more flexibility with a portfolio level view to scoring (vs a single asset approach, where a single downgrade can create a problem).  In our opinion the prescriptive nature of the language used for cure periods in these cases creates a potential risk.

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? Investors typically look at a number of different aspects of a MMF when assessing their appropriateness, which includes their own review of the manager and the investment processes and policies in place (which in turn may in part be informed by MMF regulation).  Whilst the fact a MMF has a rating in itself is not a measure of appropriateness, in addition to an investors own assessment it does allow an investor to identify that the MMF meets a minimum set of requirements that are externally measured and monitored.  Many institutional investors use more than one MMF and set a minimum rating threshold (AAA mmf) often formally in investment policies that require Board acceptance in the same way that other investment strategies require a recognised minimum criteria. 
What would be the likely consequence on investors from the downgrade of one or several MMFs? We would expect investors to re-assess the MMF(s) they invest in and determine the continued appropriateness of the MMF(s) in meeting their investment objectives.  This would naturally be in the context of the reason for the downgrade provided by the CRA as well as information provided by the MMF manager.  
We support a review on how to change the over reliance on a ‘AAA only’ policy to reduce the potential impact of a downgrade of a MMF below AAA. This could include regulators, CRAs, providers of MMFs and investors. 
	Impact on the resilience of MMFs

	i) How would the policy option work in mitigating structural vulnerabilities?
We do not believe that bringing MMF ratings under the scope of CRAR and/or regulating them more would add to fund resilience.

	ii) Would it apply to all MMFs?
This would only apply to AAA rated MMFs. 

	iii) Is the option already in place? Would it represent a change from current rules? Has this option been implemented previously?
Unrated MMFs do exist today, most notably in the domestic French market, which is also a market where Standard MMFs are prevalent. France is generally the exception; investors in international funds (the majority of whom are Institutional investors) typically require a MMF to have a AAA fund rating from at least one CRA, and this is often formalised in their own investment policies.  

	Effects on investor behaviour

	i) (Micro) How would the policy option affect investors’ incentives to redeem during stress events?
We do not believe that the removal of ratings would be in the best interest of investors. 

	ii) (Macro) How would this option mitigate the effects of a generalised “dash for cash” and/or runs prompted by credit crisis?
We do not believe that additional regulatory requirements for CRAs, or the removal of MMF ratings would be in the best interest of investors and would not mitigate the effects of a “dash for cash”. See proposal above of a review. 

	a) Does the option effectively shift MMF risks to investors?
We believe the risks remain the same.  MMFs are investment products with inherent risks that all investor should understand, and the MMF rating is a tool that helps an investor undertake their due diligence and monitor the risks of the MMFs they are invested in..

	b) Does it make those risks more salient and transparent for investors? Are investors treated equally?
We believe the risks remain the same.  MMFs are investment products with inherent risks that all investor should understand, and the MMF rating is a tool that helps an investor undertake their due diligence and monitor the risks of the MMFs they are invested in.  

	Effects on fund managers

	i) How would the policy option affect MMFs’ liquidity management in normal versus stressed times?
The liquidity management of a MMF is influenced by a number of factors, including MMF regulations, fund and investor profile, the manager’s investment guidelines and philosophy, and the ratings criteria.  The ratings criteria are generally aligned to regulatory requirements as opposed to being distinct. 
If a MMF fails to meet the requirements of the rating, it is at risk of a downgrade which depending on the circumstance may be avoided if liquidity levels are able to be returned to within thresholds.    

	ii) How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market?
If MMF ratings were removed, it is expected that MMFs would continue to invest in the same short-term funding instruments in line with MMF regulations as well as the managers’ internal investment guidelines, and also to meet the requirements of investors. 

	Broader impacts on the stability and functioning of short-term funding markets

	i) Where are investors likely to move if MMFs become less attractive as a result of the policy option?
Investors typically value MMF ratings and in many cases it is a requirement of their investment policy. We do not believe investors in Short-Term MMFs would migrate to unrated or Standard MMFs as these may not meet their investment policies and risk tolerances for cash management. Investors may look to utilise bank deposits to a greater degree, which presents challenges for the banking industry that is already awash with short-term deposits which in turn would reduce choice (and likely return) for investors. This would also lead to a greater concentration of risk vs MMFs that diversify shareholders’ investments to a far greater degree than a typical investor can achieve on their own.   

	a) Do these substitutes have vulnerabilities to runs?
As has been witnessed in previous crises, bank deposits are susceptible to runs.

	b) Are they transparent to investors and regulators?
MMF ratings provide greater transparency and information that support investors. 

	Are they regulated?
Investors may select bank deposits, as well as other higher risk or less regulated options


	c) Do they embed more risks for investors (e.g. counterparty risk) or be more costly?
A shift for example to bank deposits could lead to a greater concentration of risk vs MMFs that diversify shareholders’ investments to a far greater degree than a typical investor can achieve on their own. It will also likely reduce returns (increase costs) to investors as banks are already awash with excess deposits. 

	ii) What alternative sources of short-term funding are available for borrowers that currently rely on MMFs for financing?
Funding by MMFs cannot easily be replaced, and could result in a reduction of the flow of private credit.

	Are these alternative sources more stable than MMFs at all times?
Committed or long-term funding by definition could be more stable, but also more expensive and there is unlikely to be the same level of supply.

	Can they in effect be scaled to replace MMF economic function?
We do not believe so.

	Would this address the financial stability issues noted or would risks simply be transferred elsewhere in the market without mitigating them effectively?
A move from MMFs to alternative sources of funding, if achievable with the same scale, would potentially simply move the risks to elsewhere in the financial system.




<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>

Enhanced stress testing would not address the underlying issue that impacted the markets in March 2020.  Managers needed to reposition the portfolios in light of market constraints but were unable to do so because the markets were not functioning.  Setting more prescriptive measures under the stress test regime to address particular scenarios could prove to act as an unintended constraint and ultimately would not have addressed the challenge in March.  Also, the stress tests can become out of date in a stressed market event.  It is also important to recognise the resilience that MMFs demonstrated during the March 2020 crisis despite severe and unprecedented shock created by the pandemic and the outflows that accompanied them.  

With regard to the submission of stress tests, we believe it is most appropriate to maintain the submission process through the NCA and continue the current model of engagement between the manager and the NCA.  It is important to have streamlined communication when managing through a dynamic market event and communicating to two regulatory bodies at the same time risks misalignment and potential time delays which may prove critical in managing an event. 

We note that ESMA has already updated the guidelines for stress tests in December 2020 to take into account the experience of the Covid crisis. The recalibration of stress tests issued are significantly more stringent than the previous iteration of stress tests and will support enhancing the robustness of MMFs and therefore reducing the need to amend requirements.

Any clarifications or further guidance in how to manage the outcome of stress tests should avoid overly prescriptive requirements that may constrain a manager from acting in the best interests of the fund and its investors. 
It is also important to note that, as also observed during March, stress tests were not the tool which enabled the asset manager to identify and manage risks in the fund. The models being used within the stress testing processes have only partially been able to reflect the real liquidity situation in the market.  Amongst other reasons, this is due to the fact that the models have to be used within the stress testing procedures. On this basis, we would not recommend establishing fixed triggers or criteria directly relating to specific stress test levels, but to leave further remediating actions to the discretion of the manager of the fund. 
	I    Impact on the Resilience of MMFs


	i 	How would the policy option work in mitigating the structural vulnerabilities of MMFs?
· Additional stress testing is not the best way to mitigate structural vulnerabilities.
· Any actions taken to strengthen the robustness of the MMF, including liquidity and quality of assets would likely be portfolio repositioning i.e. the sale of longer dated, lower credit quality assets to be replaced by more liquid, higher quality credit assets. Any such portfolio repositioning relies on the functioning of the short term markets i.e. the ability of the MMF to sell assets and replace with more appropriate alternatives. In trying to increase liquidity during March, MMFs were aiming to achieve such a repositioning. The challenge was the lack of a functional short term market and the ability to reposition without significant cost. While the actions of managers in March 2020 were not as a direct result of outcomes from stress tests, the behaviour was consistent across managers given the market environment and investor activity. As stress tests are backwards looking it is likely that fund managers will already have taken or attempted to take corrective action by repositioning their portfolios.

	ii	Would it apply to all MMFs? 
Yes


	

	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?
Stress testing has no impact investor behaviour


	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?
In certain scenarios, stress testing could create more herd mentality e.g., if managers all send their results to ESMA and ESMA tell managers reduce risk then you would see again consistent behaviour from managers all at the same time – this was in part the issue faced during March 2020, albeit not on the back of ESMA/Stress testing instruction. See above our response to I (i) of this section.



	
iii a) Does the option effectively shift MMF risks to investors?
No 
   b)	Does it make those risks more salient and transparent for investors? Are investors treated equally?
          No. 

	III	Effects on Fund Managers


	i	How would the policy option affect MMFs’ liquidity management in normal versus stressed times? 
More stringent stress tests would impact the managers’ behaviour and would likely lead to more conservative portfolios. However, we believe the existing regulations already provide a suitable framework and more stringent tests are not warranted.

	ii	How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market?
See above answer to III (i)

	IV	Broader Impacts on the Stability and Functioning of Short-term Funding Markets


	i	a)	Where are investors likely to move if MMFs become less attractive as a result of the policy option?	
N/A 




<ESMA_QUESTION_MMFR_9>

Do you agree with the above assessment on the potential need to review the reporting requirements under the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_10>


We believe the current reporting is already very detailed and frequent and therefore should not be increased further. The existing reporting requirements are already a significant undertaking involving custodians, administrators and transfer agents. All our MMFs are over the minimum EUR 100 million and therefore report quarterly. It would be challenging to speed up the production of the existing reporting given the amount of data and sources from which it is compiled.

Whilst there could be some benefit in greater transparency provided to regulators, reporting is, by its nature, backward looking and lagged.  The regulatory reporting put in place for MMFs is particularly onerous when compared to other fund types.  However, it is already a month out of date before it makes it way to regulators and given the short nature of MMF investments, a ‘live’ view of the fund could look very different compared with the regulatory filing.

Providing additional or more frequent reporting only during a crisis event would also be problematic. During a crisis fund managers and service providers (fund administrators and transfer agents) experience significantly higher volumes of work due to increased investor activity, increased market trading activity, valuation checks/challenges, tolerance breaches to be investigated, etc.  Demanding additional reporting during the busiest time would create more operational stress on the system and risk that the core role of ensuring the smooth running of MMFs could be jeopardised.

Some funds already provided additional reporting at the request of their local NCAs (CBI/CSSF
	I    Impact on the Resilience of MMFs


	i 	How would the policy option work in mitigating the structural vulnerabilities of MMFs?
Increased reporting will not bring greater stability to MMFs.

	ii	Would it apply to all MMFs?
Any additional reporting should apply to all MMFs
	

	ii	a)		
	b)	How would it represent a change from current rules or practices in other 				jurisdictions?
Reporting requirements for MMFs are already onerous compared to other types of funds.


	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?

Additional reporting to regulators would not affect investor behaviour

	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 principle of additional reporting would be to provide regulators with advance warning of stress in the system. Given the operational constraints on reporting which is already very detailed it is unlikely in our view that data could be sufficiently ‘real-time’ to make this objective likely.


	iii a) Does the option effectively shift MMF risks to investors?
No 
   b)	Does it make those risks more salient and transparent for investors? Are investors treated equally?
No. Additional reporting provides more transparency to regulators not investors.

	III	Effects on Fund Managers


	i	How would the policy option affect MMFs’ liquidity management in normal versus stressed times?
Additional reporting would not impact fund manager behaviour as the fund manager is concerned with running the fund in the best interests of investors, the reporting is only providing transparency into what has already happened in the fund.

	ii	How would it impact the ability or willingness of MMFs to invest in short-term funding instruments or use the repo market?
No impact

	IV	Broader Impacts on the Stability and Functioning of Short-term Funding Markets


	i	a)	Where are investors likely to move if MMFs become less attractive as a result of the policy option?
See above Q4 above for our answer to all parts of this section	





<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>

We welcome any tools that better enable management through market challenges such as March 2020.  MMFs already make very detailed reporting submissions on a quarterly basis, any increase to the frequency of that reporting cycle does not necessarily support management through a crisis given that the data is historical, the reporting takes time to verify and submit meaning that the picture may have changed by the time it has been submitted or reviewed.  The existing reporting cycle is lengthy and requires appropriate resourcing, it is not feasible to alter the quarterly schedule at short notice and for that reason it is not feasible to increase reporting frequency during a crisis. 
NCAs engaged with managers during the crisis and reporting was put in place around the indicators that were relevant to manage through that particular market dislocation. Management by the relevant NCA during a market dislocation will be quicker to implement, more robust and informative as the information requested can be adjusted to the particular circumstance.  
We welcome the suggestion in paragraph 168 around enhanced reporting in the money markets which will need to be sourced from issuers, brokers etc.  Anything that increases transparency for market participants such as MMFs is a welcome development but we note that MMFs themselves cannot fulfil this reporting requirement.  MMFs already submit detailed information around holdings to NCAs which is not sufficient to give this transparency, this will need to come from issuers, brokers etc as noted above.     
We support the general principle of greater oversight of the ‘liabilities’ of a MMF and the adoption of policies and procedures to monitor and control individual client concentration and client type concentration as noted in Q5 above. However, the oversight is better performed by the manager and the Board than a regulator. Involving the latter would create significant resource constraints 

	I    Impact on the Resilience of MMFs


	i 	How would the policy option work in mitigating the structural vulnerabilities of MMFs?
Greater transparency could support management through the crisis.

	ii	Would it apply to all MMFs?
Any additional measures should apply to all MMFs.	


	ii	a)	Is the option currently in place in any jurisdiction, and if so, has it been helpful?
	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?

	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?
 It does not have a direct impact on an investors incentive to redeem.  

	III	Effects on Fund Managers


	i	How would the policy option affect MMFs’ liquidity management in normal versus stressed times?
· The act of disclosure itself of more granular data on investor type does not directly impact a fund’s liquidity management practices.  Of course managing concentration of client and client types is a critical part of liquidity risk management for a MMF in our opinion. Managers are already required to know their clients and consider anticipated behaviour under Article 27 of the regulation.  Disclosures on quarterly reporting do not have an impact on liquidity management. 
· More transparency on market data (for instance on outstandings and issuance) would undoubtedly aim a manager’s ability to work through a stressed market scenario.  


		IV	Broader Impacts on the Stability and Functioning of Short-term Funding Markets


	i	a)	Where are investors likely to move if MMFs become less attractive as a result of the policy option?	
Please see our response to Q4 above for answers to all of this section.

	









<ESMA_QUESTION_MMFR_11>

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

<ESMA_QUESTION_MMFR_12>

The establishment of an LEF is likely to be logistically complex, lengthy, costly and impractical.  It is uncertain whether it would mitigate the liquidity requirements we saw during the March 2020 crisis.  The facility would need to cover all currencies in all jurisdictions in order to be effective which is challenging from a legal & regulatory perspective.  
The size and scale of such a facility is challenging to get right, the facility would need to be substantial enough in size to cover extreme deterioration of liquidity in a stressed market scenario. We reference IOSCO’s comment where they noted that, for a LEF to be effective, “its structure and operations would have to be carefully designed to ensure that the facility has sufficient capacity during a crisis and that the facility itself is not vulnerable to runs. A depleted facility could trigger or amplify a run on MMFs.”[footnoteRef:6].   [6:  https://www.iosco.org/library/pubdocs/pdf/IOSCOPD379.pdf] 

The cost of the facility would be borne by MMFs increasing costs which will inevitably be passed on to investors.  This will make the product less attractive particularly in the low rate environment of today.  This could drive AUM elsewhere in the financial system giving rise to the risks we have highlighted elsewhere in this response.  It could drive manager consolidation as managers may be unwilling to bear the funding cost of such a facility in normalised market conditions & therefore reduced competition in the industry.  That cost may drive increased risk taking in the sector where managers seek to balance the cost of funding such a facility. 
It could be argued that it will increase moral hazard in the system where MMFs are inadvertently encouraged to take excessive risk, that may have the effect of syndicated risk across the industry.   
Given that the facility would need to cover all currencies, it would be complex to establish from a regulatory perspective. We agree with IMMFAs viewpoint that in order to have a meaningful impact any such facility would arguably need the ability to borrow from the Central Bank, somewhat negating the intention to make any such need for intervention necessary.

i) Specifics on how big/conditions etc
As noted above, the sizing of the facility will be a challenge.   It will need to have sufficient scale to cover extreme stress events across the industry and in order to be effective we believe, as noted above, that it will need to have the ability to borrow from the central bank. 
The scope of the facility is important to consider as this may in & of itself create a cliff edge if one currency was afforded the support of the LEF and not another. 

	I    Impact on the Resilience of MMFs


	i 	How would the policy option work in mitigating the structural vulnerabilities of MMFs?
We do not feel an LEF is the appropriate solution. 

	ii	Would it apply to all MMFs?
Yes, it should apply to all fund types and currencies. 

	ii	a)	Is the option currently in place in any jurisdiction, and if so, has it been helpful?
No	
	b)	How would it represent a change from current rules or practices in other 				jurisdictions?
New concept to all jurisdictions.
	c)	Has the option been implemented previously and, if so, what were the main 			findings?
It was not implemented but it was reviewed in the US in 2009 and the SEC chose not to implement it. 

	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?
Investors may still redeem if there is an uncertainty as to how or when this mechanism might work. 

	ii	

	iii a) Does the option effectively shift MMF risks to investors?
· No. Arguably the existence of an LEF shifts further risks onto fund providers and by socialising those risks, may have adverse consequences.
· Concentrating more risk in the banking sector would go counter to previous reforms.

   b)	Does it make those risks more salient and transparent for investors? Are investors treated equally?
· Socialising risk outside the fund itself to an LEF may make risks less transparent and encourage investors to rely on external support.




<ESMA_QUESTION_MMFR_12>

Do you agree with the above assessment on the potential need of further clarification of the requirements of articles 1 and 6 of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_13>
No clarifications are required for articles 1 and 6
<ESMA_QUESTION_MMFR_13>
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