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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
	NN Investment Partners B.V.
	Activity
	UCITS Management Company / AIFM

	Are you representing an association?
	☐
	Country/Region
	Netherlands


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_MMFR_1>
NN Investment Partners welcomes the invitation by ESMA to respond to this consultation.

The March 2020 – Covid liquidity crisis marked the first real stress-test of money market funds since the introduction of the MMFR. Despite the unprecedented liquidity crunch and volatility observed during this crisis, we believe that euro denominated money market funds have shown great resilience and in general have navigated this period extremely well.

In light of this crisis, we believe that the current MMFR in essence provides a strong framework for money market funds to deal with extreme market stress and illiquidity. 

With respect to the observations made by ESMA and others about the role of central banks in effectively “bailing-out” money market funds we have a different observation. The ECBs PEPP took effect already well into the crisis, at a time when most money market funds had already been through the majority of net redemptions incurred. Furthermore, we are of the opinion that the liquidity provided through the PEPP was primarily flowing to issuers of money market paper, rather than money market funds or intermediaries. While did this bring the necessary relieve to the (corporate) issuers of money market paper, the effect on money market funds and secondary market liquidity was very limited.

We do observe this as an opportunity to further strengthen the MMFR in making money market funds more robust and transparent. Firstly we believe a first-mover advantage should be eliminated to the highest extend possible. For this we recommend to reconsider the use of CNAV and LVNAV type of structures. Secondly, we are strong advocates of mark-to-market (bid-side) valuation of assets. 

Next to the already stringent and prudent liquidity requirements these improvements would make money market funds even more robust, safe and able to withstand adverse market conditions than they do today and serve to give investors the right amount of comfort without inducing unwarranted incentives, nor a false sense of comfort. 
<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 agree with the assessment of ESMA on the difficulties, and especially agree that as a result of the “substitution” effect for USD funds there is a huge difference between the EUR and USD funds. 


Balance sheet constraints of banks are the main driver of the lack of a functioning secondary market and we don’t think that the PEPP brought any relief to this. We think it did help the corporates get access to funding in a time when MMFs where not willing or able to buy and roll positions as they were looking to increase cash levels to cater for potential redemptions.

As to the use of MMF ratings by investors, we consider it is important for these to at least rely on an independent “check” on the overall credit quality of an MMF’s portfolio. We do not think that the use of such ratings has affected the behaviours of investors during the March crisis. The first mover advantage which is still present in the LVNAV and CNAV on the other hand is more likely to have affected the behaviours of investors.
  
<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 think that the substitution effect for USD funds and the first mover advantage have played the biggest role in the behaviour of investors during the March 2020 crisis.
<ESMA_QUESTION_MMFR_2>

Do you agree with the above assessment of the i) potential need to decouple regulatory thresholds from suspensions/gates and the corresponding proposals of amendment of the MMF Regulation ii) potential reforms of the conditions for the use of redemption gates? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_3>
We believe fund boards should ultimately be offered full discretion over when to authorise fees or gates as part of their fiduciary duty to manage an MMF in the best interest of its investors.
<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>
Given the nature of MMFs, we consider that liquidity management tools such as swing pricing, ADLs and liquidity fees are usually not warranted. We believe that the share price of a MMF should always reflect the intrinsic value of the fund (bid side of the market), and therefor think VNAV funds should be the only option. This transfers the cost of liquidity onto the redeeming investors, treating all investors equally and fairly, while discouraging the first-mover advantage.
<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>
For the Euro denominated MMFs we do not agree that there is a need to change the liquidity buffers, they have been proven sufficient. When looking at our own AAA rated fund and its peers, the 1 day outflow and the aggregated 5 days rolling outflow is far below the thresholds set by the regulation or internal additional guidelines.

Additionally on the topic of liquidity buffers, it seems that the regulation is focussed on funds with a same day settlement, obviously there are also funds that have another settlement cycle. Those funds now need to keep daily liquidity while the flow is already known. We would propose to link the liquidity buffers to the settlement cycle.  
<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>
As the first mover advantage is in conflict with treating all investors equally and fairly we agree that CNAV and LVNAV funds should be converted to VNAV.
<ESMA_QUESTION_MMFR_6>

What are your views on the extent to which Article 35 of the MMF Regulation should be i) clarified ii) amended? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_7>
We believe Article 35 of the MMFR to be sufficiently clear and it does not need to be amended. In order to provide a level playing field for all money market fund providers irrespective of whether they are bank-owned, insurance-owned or standalone asset managers, external support to money market funds should not be allowed. The possibility of support from within the group could incentivise excessive taking of credit and liquidity risk by fund managers knowing that there is a backstop in times of market stress. Also in times of market stress, clients would exit asset managers which have a limited possibility to receive intra-group support to those whose parent companies are better funded which would be a further strain on market liquidity and exacerbate the problem.
<ESMA_QUESTION_MMFR_7>

i) Do you agree with the above assessment of the potential need to assess the role of MMF ratings in light of the difficulties faced by MMFs during the March crisis, and the potential need to introduce regulatory requirements for MMF ratings? ii) In your view, based on your experience, what are the benefits of MMF rating from investors’ perspective, having in mind that rules applying to MMFs are already very stringent? What would be the likely consequence on investors from the downgrade of one or several MMFs? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_8>
No, we do not agree with the potential need for an assessment of the role of MMF ratings. We are of the opinion that the fund ratings provide an extra check on the quality of a MMF, both in terms of holdings as on other important elements such as investment process, investment team and organisation. Further it helps investors in identifying funds that aim to achieve the highest standards in terms of asset quality. This is especially important with the abolishment of explicit minimum credit rating requirements under the MMFR. 
<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>
We believe that the stress tests requirements as described in the article 28 of the MMFR do not need to be amended. From our point of view the MMF stress tests are quite elaborate as they not only look at credit, interest rate and liquidity risk of the asset side but also take the liability side into account. As investor profiles can largely vary between different MMFs, timing and scale of redemptions may differ across funds. Therefore, prescribed actions in stressed markets could in fact have adverse effects. We consider current regulatory requirement on stress testing sufficient.

<ESMA_QUESTION_MMFR_9>

Do you agree with the above assessment on the potential need to review the reporting requirements under the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_10>
We do not believe that more frequent reporting requirements to NCAs and ESMA could have either averted or mitigated the stress experienced by MMFs in early 2020
<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 believe that the current disclosure are sufficient for supervisors to obtain a fairly accurate profile of the asset and liability composition of a MMF. MMF’s use straight forward instruments and do not have various layers of risk embedded.

Furthermore detailed profiling of client types will only be a partial analysis in terms of their behaviour when looking to raise cash as it does not take into account the clients’ other sources of funding.
<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>
We strongly oppose the creation of a LEF. 
· A LEF would require significant pre-funding and would introduce significant costs that will be transferred into the costs of a MMF for investors;
· We believe a LEF would introduce a moral hazard and give incentive to both asset managers and investors to throw proper prudency and risk management out of the window because of the fail safe provided by a LEF;
· A LEF constitutes a form of parental support, e.g. large banking groups would be more able to support and fund such a facility, whereas independent asset managers would be more constrained, creating an unlevel playing field.
<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>
Yes, we agree that there is a need for a further clarification between MMF and short-term funds.
<ESMA_QUESTION_MMFR_13>
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