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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:
1. respond to the question stated and indicate the specific question to which they relate;
2. contain a clear rationale; and
3. 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: 
4. [bookmark: _Hlk65154841]Insert your responses to the consultation questions in this form.
5. 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. 
6. [bookmark: _GoBack]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.
7. 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.
8. 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
	Moody’s Investors Service
	Activity
	Data/ Ratings Provider

	Are you representing an association?
	☐
	Country/Region
	Germany


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_MMFR_1>
Moody’s Investors Service (Moody’s) appreciates the opportunity to respond to the European Securities and Markets Authority (ESMA) Consultation Report on the EU Money Market Fund (MMF) Regulation. Our comments focus on the parts of the Consultation Report that relate to credit ratings and MMF ratings. 

We support ESMA’s objective, of making MMFs more resilient to stressed market conditions and to reduce their contribution to the building up of risk in the financial system. We disagree however with ESMA’s assertion that credit ratings and MMF ratings played an important role in the stress experienced by MMFs during the COVID-19 crisis in March 2020 and with the need for any fundamental regulatory intervention in respect of MMF ratings. 

We have three observations on ESMA’s analysis relating to credit ratings and MMF ratings: 

1. The Consultation Report does not clearly define the problems regarding credit ratings or MMF ratings. 
2. The measures considered in respect of credit ratings and MMF ratings would not support the reform objective set out by ESMA. 
3. Market resilience is best served by an approach that allows and encourages a range of third-party opinions, including but not limited to MMF ratings.

We elaborate on each observation below. 

1. The Consultation Report does not clearly define the problems regarding credit ratings or MMF ratings. 

Paragraph 21 of the Consultation Report asserts that credit rating agencies (CRAs) were one of three sources of vulnerability that the MMF industry experienced during the Covid-19 crisis in March 2020, on a par with the liquidity of underlying markets and regulatory requirements. However, it is not clear from the subsequent analysis and specifically, from the section on the “Role of credit rating agencies”[footnoteRef:2] how ESMA believes that either MMF ratings or credit ratings contributed to market malfunctioning.  [2:  Paragraphs 50-57] 

ESMA presents a range of findings on MMF ratings, without demonstrating in what way there are problems. 

ESMA’s selected findings include the following[footnoteRef:3]:  [3:  Paragraph 54] 


i. “MMF rating methodologies are constraining.” 

ii. “For some CRAs, MMFs can only invest in highly-rated issuers, and in most cases any exposure below some credit rating level would not be compatible with a AAAmmf for the MMF.” 

iii. “Rated MMFs tend to invest almost exclusively in instruments rated by the CRA that also rates the MMF.”

We wish to provide some clarification and views in respect of these points.

i. “MMF rating methodologies are constraining.” 

Our MMF ratings provide an opinion of the investment quality of the underlying shares, expressed on a six-notch scale; and we can rate to any of these six notches (see Annex). The investments made are at the sole discretion of the MMFs themselves. 

It is our experience that investors seek out instruments with the strongest possible credentials. As a result, there is little incentive for MMF managers to seek a rating unless they can achieve the highest grade.[footnoteRef:4] The preponderance of Aaa-mf ratings is therefore an expression of a market preference, not CRA imposition.  [4:  Note that ESMA’s assertion, in paragraph 52, that all rated MMFs have a AAAmmf rating is incorrect for Moody’s. Two of Moody’s-rated MMFs currently carry an A-mf rating.] 


ii. “For some CRAs, MMFs can only invest in highly-rated issuers, and in most cases any exposure below some credit rating level would not be compatible with a AAAmmf for the MMF.” 

As shown by ESMA in Table 1, credit profile is an important element of Moody’s MMF ratings. A positive correlation between the credit ratings of underlying assets and the MMF rating is therefore to be expected. As noted above, this does not mean that MMFs can only invest in highly-rated issuers or that we impose any constraints on MMFs.

iii. “Rated MMFs tend to invest almost exclusively in instruments rated by the CRA that also rates the MMF.”

An assessment of underlying asset quality is essential for us be able to rate the MMF. However, where no Moody’s credit rating exists, we have a range of other tools to establish the creditworthiness of the underlying assets. It is not a requirement that all underlying assets to a Moody’s-rated MMF have to carry a Moody’s credit rating.


In summary, none of ESMA’s findings demonstrate how credit ratings and MMF ratings may have functioned as a source of vulnerability in the MMF market. It is not clear to us on what basis ESMA comes to the conclusion that “(g)iven the importance of CRAs and MMF ratings, any regulatory reform’s objectives may be unsettled in their application by how CRAs rate MMF”[footnoteRef:5]. Neither is it clear to us what alternative role and functioning of MMF ratings ESMA considers desirable.  [5:  Sic, paragraph 55] 


We believe that MMF ratings are likely to have played a stabilising role in the market, rather than a source of volatility. They provide investors with independent analysis and insight and can help investors to gain confidence in the desired high quality of the MMFs that they invest in. 

We changed the industry outlook to negative from stable in March 2020 but did not downgrade any MMFs in the course of 2020. At the same time, we intensified our monitoring of rated funds and provided additional analysis and commentary on market developments, thereby helping investors to navigate the difficult market environment. 

2. The measures considered in respect of credit ratings and MMF ratings would not support the reform objective set out by ESMA. 

ESMA’s declared objective for the review of the MMF Regulation is to make MMFs more resilient to stressed market conditions without the need of (implicit) central bank support and to reduce their contribution to the building up of risk in the financial system[footnoteRef:6]. ESMA does not demonstrate how amendments to the rules on MMF ratings, and specifically restrictions on MMF rating methodologies or the application of the CRA Regulation to MMF ratings, would support this objective.  [6:  Paragraph 72] 


(i) Restrictions on MMF rating methodologies could undermine the independence of CRAs and the value that MMF ratings provide to the market

ESMA suggests possible restrictions in respect of MMF rating methodologies; for example in respect of the use of triggers in methodologies.[footnoteRef:7] [7:  Paragraph 146] 


Ratings provide an independent third-party perspective and thus contribute to market transparency and investor confidence. Any restrictions on MMF methodologies would hamper CRAs in their ability to play this role and decrease, or be perceived to decrease, the informative value of MMF ratings to investors. For example, a restriction on CRAs to use triggers in their methodologies could lead investors to believe, rightly or wrongly, that a CRA may delay a downgrade that might otherwise have been indicated. Especially in times of market stress, this would contribute to a general sense of distrust and nervousness. 

Note that the CRA Regulation specifically forbids ESMA and any other public authorities from interfering with the content of credit ratings or methodologies[footnoteRef:8]. ESMA’s proposal to impose restrictions on MMF methodologies is therefore also inconsistent with its second proposal, to bring MMF ratings into the scope of the CRA Regulation.  [8:  Article 23.1 of Regulation (EU) No 1060/2009 as amended by Regulation (EU) No 513/2011, Directive 2011/61/EU, Regulation (EU) No 462/2013, Directive 2014/51/EU and Regulation (EU) 2017/2402 (“CRA Regulation”): “In carrying out their duties under this Regulation, neither the competent authorities nor any other public authorities of a Member State shall interfere with the content of credit ratings or methodologies.” Placing a restriction on a MMF methodology, such as how a methodology uses triggers, would constitute precisely this type of interference.] 


(ii) Including MMF ratings in the scope of the CRA Regulation would fundamentally blur the definition of “credit rating” in the CRA Regulation
 
ESMA furthermore suggests that MMF ratings may be put under the regulatory framework used for credit ratings (i.e. the CRA Regulation) in order to ensure that they are subject to minimum standards [footnoteRef:9]. ESMA provides no evidence that regulatory intervention is needed to raise the standard of MMF ratings. [9:  Paragraphs 150] 


We agree with ESMA’s suggestion that the header of Article 26 could be amended to read “MMFs and Credit Ratings” rather than “MMF Credit ratings”, in order to avoid a reading that implies that MMF ratings are necessarily credit ratings.[footnoteRef:10] Alternatively, we suggest that the provision could be deleted altogether. As ESMA demonstrates[footnoteRef:11], the provisions set out in Article 26 confirm requirements that already stem from other sources of applicable legislation.  [10:  Paragraph 149]  [11:  Paragraph 148] 


By contrast, a decision to extend the CRA Regulation to MMF ratings would fundamentally blur the definition of “credit rating” in the CRA Regulation, which is currently conceived to speak specifically to creditworthiness[footnoteRef:12]. To illustrate, while Moody’s credit ratings speak only to creditworthiness, Moody’s MMF ratings speak to a wider range of criteria including among others the liquidity profile of the fund’s assets relative to the fund’s investor base, the assets’ susceptibility to market risk and the management characteristics of the fund.[footnoteRef:13] [12:  Article 3.1 (a) of the CRA Regulation]  [13:  Cf Annex for the full definition] 


Conceptually, applying the CRA Regulation to MMF ratings would therefore open the door to capturing any other type of “rating”, whether provided by CRAs or by other types of risk assessment firm.[footnoteRef:14] No case has been made to support the need for an extension of the CRA Regulation beyond credit ratings or to demonstrate the relevance and appropriateness of the CRA Regulation to MMF ratings or other types of non-credit rating products.  [14:  For example, fund ratings, fund risk ratings and equity ratings] 


3. Market resilience is best served by an approach that allows and encourages a range of third-party opinions, including but not limited to MMF ratings.

Previous discussions on the role of MMF ratings have focused on the risk of investor over-reliance. We agree with a potential concern that MMF ratings should provide a mere source of opinion and analysis to the market and should not be used as sole and mechanistic triggers for investment decisions. 

To the extent that there are remaining concerns about a potential impact on the market from rating downgrades, we suggest that ESMA’s identified objective for the review of the MMF Regulation is best supported by an approach that promotes investor choice and flexibility at times of market stress. This can be done by encouraging investors to use a range of analytical tools to inform their decisions, including but not limited to MMF ratings.
<ESMA_COMMENT_MMFR_1>




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>
We do not agree with the identification of the role of CRAs as a source of vulnerability of MMFs and believe that ESMA’s analysis does not support this claim, or demonstrate in what way MMF ratings and the use of credit ratings by MMFs may have harmed the market. 

In fact, MMF ratings are likely to have played a stabilising role in the market, rather than a source of volatility. They provide investors with independent analysis and insight and can help investors to gain confidence in the desired high quality of the MMFs that they invest in. 

We changed the industry outlook to negative from stable in March 2020 but did not downgrade any MMFs in the course of 2020. At the same time, we intensified our monitoring of rated funds and provided additional analysis and commentary on market developments, thereby helping investors to navigate the difficult market environment.
<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 do not agree with ESMA’s proposal to amend/ specify the rules on ratings of MMFs, to the extent that this would take the form of imposing restrictions on MMF methodologies or bringing MMF ratings into the scope of the CRA Regulation as suggested earlier in the Consultation Report. 

It is not clear to us how either of these options would support ESMA’s broader reform objective, of making MMFs more resilient to stressed market conditions without the need of (implicit) central bank support and to reduce their contribution to the building up of risk in the financial system.

(i) Restrictions on MMF rating methodologies could undermine the independence of CRAs and the value that MMF ratings provide to the market

ESMA suggests possible restrictions in respect of MMF rating methodologies; for example in respect of the use of triggers in methodologies.[footnoteRef:15] [15:  Paragraph 146] 


Ratings provide an independent third-party perspective and thus contribute to market transparency and investor confidence. Any restrictions on MMF methodologies would hamper CRAs in their ability to play this role and decrease, or be perceived to decrease, the informative value of MMF ratings to investors. For example, a restriction on CRAs to use triggers in their methodologies could lead investors to believe, rightly or wrongly, that a CRA may delay a downgrade that might otherwise have been indicated. Especially in times of market stress, this would contribute to a general sense of distrust and nervousness. 

Note that the CRA Regulation specifically forbids ESMA and any other public authorities from interfering with the content of credit ratings or methodologies[footnoteRef:16]. ESMA’s proposal to impose restrictions on MMF methodologies is therefore also inconsistent with its second proposal, to bring MMF ratings into the scope of the CRA Regulation.  [16:  Article 23.1 of Regulation (EU) No 1060/2009 as amended by Regulation (EU) No 513/2011, Directive 2011/61/EU, Regulation (EU) No 462/2013, Directive 2014/51/EU and Regulation (EU) 2017/2402 (“CRA Regulation”): “In carrying out their duties under this Regulation, neither the competent authorities nor any other public authorities of a Member State shall interfere with the content of credit ratings or methodologies.” Placing a restriction on a MMF methodology, such as how a methodology uses triggers, would constitute precisely this type of interference.] 


(ii) Including MMF ratings in the scope of the CRA Regulation would fundamentally blur the definition of “credit rating” in the CRA Regulation
 
ESMA furthermore suggests that MMF ratings may be put under the regulatory framework used for credit ratings (i.e. the CRA Regulation) in order to ensure that they are subject to minimum standards [footnoteRef:17]. ESMA provides no evidence that regulatory intervention is needed to raise the standard of MMF ratings. [17:  Paragraphs 150] 


We agree with ESMA’s suggestion that the header of Article 26 could be amended to read “MMFs and Credit Ratings” rather than “MMF Credit ratings”, in order to avoid a reading that implies that MMF ratings are necessarily credit ratings.[footnoteRef:18] Alternatively, we suggest that the provision could be deleted altogether. As ESMA demonstrates[footnoteRef:19], the provisions set out in Article 26 confirm requirements that already stem from other sources of applicable legislation.  [18:  Paragraph 149]  [19:  Paragraph 148] 


By contrast, a decision to extend the CRA Regulation to MMF ratings would fundamentally blur the definition of “credit rating” in the CRA Regulation, which is currently conceived to speak specifically to creditworthiness[footnoteRef:20]. To illustrate, while Moody’s credit ratings speak only to creditworthiness, Moody’s MMF ratings speak to a wider range of criteria including among others the liquidity profile of the fund’s assets relative to the fund’s investor base, the assets’ susceptibility to market risk and the management characteristics of the fund.[footnoteRef:21] [20:  Article 3.1 (a) of the CRA Regulation]  [21:  Cf Annex for the full definition] 


Conceptually, applying the CRA Regulation to MMF ratings would therefore open the door to capturing any other type of “rating”, whether provided by CRAs or by other types of risk assessment firm.[footnoteRef:22] No case has been made to support the need for an extension of the CRA Regulation beyond credit ratings or to demonstrate the relevance and appropriateness of the CRA Regulation to MMF ratings or other types of non-credit rating products.<ESMA_QUESTION_MMFR_2> [22:  For example, fund ratings, fund risk ratings and equity ratings] 


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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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>
i) We do not agree and do not believe that ESMA has demonstrated any problems in respect of MMF ratings, or how it believes that credit ratings or MMF ratings may have contributed to the difficulties faced by MMFs in March 2020. 

It is further not clear to us what alternative role and functioning of MMF ratings ESMA considers desirable or how it believes that its proposed reforms relating to MMF ratings may contribute to its identified reform objective.

In particular, we would disagree with any restrictions on MMF methodologies or with the extension of the scope of the CRA Regulation to MMF ratings: cf. our response to Question 2 above. 

ii) MMF ratings provide an independent, third party perspective on the investment quality of shares held within the fund. ESMA’s reference to the fact that rules applying to MMF are already very stringent appears to imply that there would be no harm in abolishing this third-party view and that investors may instead rely on the soundness of the regulatory framework. However, no level of regulation can provide full protection and investors legitimately seek out other sources of opinion and analysis to inform their investment decisions. 	

To the extent that there are remaining concerns about a potential impact on the market from rating downgrades, we suggest that ESMA’s identified objective for the review of the MMF Regulation is best supported by an approach that promotes investor choice and flexibility at times of market stress. This can be done by encouraging investors to use a range of analytical tools to inform their decisions, including but not limited to MMF ratings.
<ESMA_QUESTION_MMFR_8>

Do you agree with the above assessment of the potential need to amend the requirements on stress tests included in the article 28 of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_9>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MMFR_9>

Do you agree with the above assessment on the potential need to review the reporting requirements under the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_10>
TYPE YOUR TEXT HERE
<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>
TYPE YOUR TEXT HERE
<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:
1. What should be the appropriate size of such a pooling vehicle as the LEF?
1. 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?
1. How long would it take to establish such a LEF?
1. Under which conditions would the LEF be activated?
1. Who would be responsible for activating the LEF.

<ESMA_QUESTION_MMFR_12>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MMFR_12>

Do you agree with the above assessment on the potential need of further clarification of the requirements of articles 1 and 6 of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_13>
TYPE YOUR TEXT HERE
<ESMA_QUESTION_MMFR_13>
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