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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
	S&P Global Ratings
	Activity
	Data/ Ratings Provider

	Are you representing an association?
	☐
	Country/Region
	Europe


Introduction
Please make your introductory comments below, if any:

<ESMA_COMMENT_MMFR_1>
S&P Global Ratings welcomes the opportunity to respond to ESMA’s Consultation Report on the Legislative Review of the EU Money Market Fund Regulation. 

For any questions of comments on our response please do not hesitate to contact us.
<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>
[bookmark: _Hlk75168845]MMFs & COVID-19

In March 2020, S&P Global Ratings observed a tightening of financing conditions in the markets for commercial paper (CP) and short-term securities issued by corporates and financial institutions. This occurred when investors were less willing to roll over investments due to economic uncertainties associated with the spread of COVID-19. This general trend led to increased MMF redemptions. At the same time, liquidity tightened for the underlying investments of those MMFs. 

[bookmark: _Hlk73894421]Typically, investors view MMFs as cash-equivalent investments and use them to allocate a significant share of their liquid resources. MMFs serve this function as cash-equivalent investments by responding in a full and timely manner to shareholder redemptions. However, this function is only as good as the liquidity and stability in value of their underlying investment portfolios and of the decision making of the funds’ management.

In 2007 and 2008, some MMFs had higher yields generated by less liquid and less transparent asset classes (such as mortgage-related CP). By contrast, during the market tightening of March 2020, we believe that inherently higher credit risk investments were not responsible for driving illiquidity. Rather, illiquidity resulted more from the global uncertainty about COVID-19 and the resulting desire of investors to maintain cash-like access to investments held in MMFs. 

Generally, high credit quality sovereign government securities are the most liquid instruments in financial markets.  Complex and opaque investments typically have the least liquidity. The market turmoil caused by COVID-19 in March 2020 served as a reminder that, despite being of high credit quality, Local and Regional Government (LRG) securities are less liquid than sovereign securities. Corporate and financial services CP, including asset-based commercial paper with liquidity backstops from banks, are even less liquid in a significant stress scenario such as COVID-19, whether or not credit quality proves to be relatively stable. 

The high credit quality of these securities did not insulate them from falling in price due to the uncertainty associated with stress scenarios. We believe that the underlying illiquidity in these markets was a major driver of risk for MMFs in March 2020. The credit risk generally associated with these assets was not the major driver of risk. Therefore, if MMFs are to invest in non-government assets, then the measures most likely to be successful at reducing the impact of future stresses on financial markets will be those that enhance the liquidity of the markets for these assets.

MMF Ratings

MMF ratings provided by S&P Global Ratings are called Principal Stability Fund Ratings (PSFR). A PSFR is a forward-looking opinion about a fixed-income fund’s capacity to maintain stable principal NAV and to limit exposure to principal losses due to credit risk. PSFRs are assigned according to S&P Global Ratings’  published on 23 June, 2016 (methodology). In this response, we refer to PSFRs as “MMF ratings” in line with ESMA’s terminology in the Consultation Report. 

S&P Global Ratings assigns MMF ratings based on funds’ ability to maintain NAV stability. We assign MMF ratings by assessing management, credit quality and portfolio concentration, which we view as the keys to NAV stability. We assign MMF ratings on a scale from ‘AAAm’ to ‘Dm’, depending on whether a default has occurred and the relative risk of one occurring. We impute a concept of default since these are not debt obligations and focus upon the shareholder expectation of cash upon demand as the basis of the imputed promise on which we assign our MMF ratings. 

MMF ratings are identified by the ‘m’ suffix to distinguish the MMF rating from an S&P Global Ratings issue or issuer credit rating, and are neither commentaries on yield levels paid by the fund, nor are they commentaries on loss of principal due to negative yields.

Given the cash-like role of MMFs, S&P Global Ratings would consider a MMF in default if investors failed to receive redemption proceeds within five business days after the request, consistent with our view of investor expectations. We would therefore assign a rating of ‘Dm’ if a MMF were to suspend payments for more than five business days, reflecting investor expectations given the role these funds play as sources of liquidity for other market participants. Our five business day standard to determine a default aligns with the maximum grace period that we apply when looking at timely repayment of short-term debt obligations under our credit rating definitions. 

S&P Global Ratings undertakes weekly monitoring of the rated funds’ portfolio holdings to analyze whether the funds are consistent with the methodology metrics for the assigned MMF rating. Surveillance frequency may increase during times of market stress or when a fund is experiencing pressures in maintaining a stable NAV.  Under the methodology,  if a MMF is experiencing NAVs which fall beyond the range indicated for its rating category, we would likely lower the fund’s rating unless we view the fund’s management as capable of stabilizing the NAV within the requisite cure period. 

During the March 2020 volatility, S&P Global increased its surveillance on funds to daily when their NAVs rapidly approached 0.9985. Our surveillance reverted to weekly upon determining that pricing on the underlying securities stabilized, liquidity levels returned to normal, and NAVs remained greater than 0.9985. S&P Global Ratings did not carry out any negative rating action on MMFs during the events of March 2020 or through the remainder of the year. Negative rating actions on MMFs include downgrades or placement on CreditWatch with negative implications. 

S&P Global Ratings also did not assign a negative outlook to the MMF sector. In our opinion, given the nature of their investment portfolios, all MMFs rated by S&P Global Ratings in March 2020 had sufficient flexibility to use liquidity management tools and cure periods to maintain NAV stability. This assessment was reflected in their MMF ratings.
<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>
TYPE YOUR TEXT HERE
<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>
S&P Global Ratings would likely view the elimination of the regulatory linkage between the gates and fees to the minimum liquidity thresholds as a positive for MMF principal stability to the extent it would lessen the risk of large redemption requests in anticipation of a gate or fee imposition. 

We believe this proposal would support NAV stability, which is the focus of our MMF ratings and a key feature for investors. However, the removal of automatic linkages would not eliminate the possibility for a fund to use such tools. Therefore, investors could still redeem in anticipation of a risk of the imposition of gates or fees. 

In our view, the removal of automatic linkages would not, in practice, decouple investors’ redemption decisions from their views of MMFs’ liquidity positions. However, the removal of automatic linkages may reduce the likelihood of correlated shareholder redemption requests. We therefore consider that this aspect of the proposed reform would be more successful if implemented along with other reforms, such as measures to strengthen the price transparency, market depth, and liquidity of the underlying portfolios.
<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>
S&P Global Ratings believes that the penalization of redemption requests, whether through swing pricing, capital buffers, or minimum balance at risk measures, could lower redemption risks for funds. However, the implementation of such proposals could also change the role of MMFs as liquid investment vehicles by reducing their ability to act as substitutes for cash holdings and as a home for market liquidity. This could shift liquidity strains to other parts of the financial markets in a future stress.

We would like to point out that the use of a liquidity management tool by a MMF does not have an automatic effect on an S&P Global Ratings’ MMF rating. The methodology allows for the use of liquidity management tools including suspending fund redemptions and payments in kind (defined as facilitating investor redemptions by delivering securities instead of cash). 

However, a decision to use a liquidity management tool could lead to a MMF rating change where it negatively affects the MMF’s ability to maintain NAV stability or to meet redemption requests on a full and timely basis. This could potentially be the case for some liquidity management tools, such as the imposition of additional fees or the use of swing pricing, that might result in the investor getting less than the value of their investment back. 

Swing Pricing 

Swing pricing reduces redemption proceeds if made during a period of high shareholder redemption demand. S&P Global Ratings views swing pricing as likely not supportive of principal stability. As explained above, principal stability is key to our methodology and our view of investor expectation of MMFs. Although swing pricing can help reduce liquidity demands on funds, it also means investors may find the value of their investments being reduced. Therefore, such pricing may serve as a factor to shift potential liquidity pressures to other parts of the financial markets.

Payments In-Kind

From our perspective, we have seen that payments in-kind have some uses in times of stress. For example, these were used by Irish-domiciled Lehman Brothers Asset Management liquidity funds in 2008-2009, when underlying investors received a pro rata amount of securities based on their shareholding instead of cash. The use of payments in kind prevented the fund in question from a forced sale of securities in a depressed and uncertain market, therefore providing a form of protection from liquidity risks. The investors then on-sold the assets themselves to raise cash. 

An advantage of payments in- kind is that a fund can mitigate losses due to the adverse impact of outflows. However, an offsetting factor to receiving in-kind payments relates to investors having to sell securities themselves and potentially bearing significant liquidation costs. For example, various investors may not have the operational capabilities to sell the respective securities. 
<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>
S&P Global Ratings would likely view the establishment of minimum liquidity for a MMF through regulation as supportive of principal stability in concept. However, the exact design of any metrics and stress tests could still lead to some potential distortions and are unlikely to reflect future stress conditions. 

We would also expect investors to redeem their shares if they see a narrowing in the buffer that a MMF has over even a conservative minimum liquidity threshold. Continued raising of the minimum regulatory threshold could also bring forward the point at which investors would redeem unless the proposals were complemented by considerations of contingency planning and risk management procedures by MMFs.
<ESMA_QUESTION_MMFR_5>

What are your views on the potential need to eliminate CNAV and LVNAV funds, in light of the recent market developments, and the corresponding potential proposal of amendment of the MMF Regulation? When you answer this question, please also take into account the grid of criteria listed in paragraphs 76 to 80.
<ESMA_QUESTION_MMFR_6>
S&P Global Ratings’ methodology does not differentiate based upon classifications such as CNAV and LVNAV. As noted above, a key focus of our methodology is principal stability. As such, we receive weekly NAV reports from all funds we rate. The reports are requested daily when a fund’s NAV falls below certain thresholds. Our view is that the CNAV and LVNAV designations influence the ability of a fund to use different accounting standards for asset pricing. More consistent asset pricing by funds could enhance the quality of market information.
<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>
As explained in our response to Question 1, we believe the illiquidity in the underlying security markets in which MMFs invest was the major driver of risk for MMFs in March 2020. 

S&P Global Ratings does not believe that investor confidence in MMFs, or broader market stability, would be enhanced if regulation were to prevent a MMF rating from declining if its NAV stability were to weaken.

With regard to the benefits of MMF ratings, we believe that the market benefits from access to a range of different opinions about the strength of a MMF. S&P Global Ratings’ methodology is applied consistently across markets allowing investors to compare funds on a like for like basis.

MMF Ratings 

It is important to recognize that conceptual differences exist between MMF ratings and credit ratings. As stated above, S&P Global Ratings’ MMF rating is a forward-looking opinion about a fixed-income fund’s capacity to maintain stable principal NAV and to limit exposure to principal losses due to credit risk. 

As ESMA points out in paragraph 50 of its Consultation Report: 

“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”.

For this reason, MMF ratings provided by S&P Global Ratings are indeed not subject to the EU Credit Rating Agency Regulation (Regulation 2010/2009, as amended). However, S&P Global Ratings largely applies the same rigorous standards to MMF ratings as to our credit ratings, including the development and review of the MMF methodology, to the processes for assigning MMF ratings, and to carrying out surveillance on MMF ratings. MMF ratings are also released publicly.

Methodological Independence of MMF Ratings

Paragraph 146 of ESMA’s Consultation Report suggests that it:

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

We believe that MMF rating methodology should be clear and rigorous, and apply appropriate governance processes. We also agree that the methodology to assign ratings to MMFs should not incorporate mechanistic triggers between the use of liquidity management tools by the MMF and assigning a certain level of rating.

However, we consider that it is not appropriate for regulation to decide the nature of a CRA’s opinions about a MMF. For example, we do not support the concept that regulation would decide when a MMF rating could change or what would constitute a default. 

In the EU CRA Regulation, by way of comparison, Article 23 specifically recognizes the need for CRA methodologies and credit ratings to be independent and free from external interference. We believe that this same principle of non-interference in methodologies should apply in the context of MMF ratings and other products or services provided by CRAs.

MMF Rating Methodologies & Liquidity Management Tools

Paragraph 144 of ESMA’s Consultation Report suggests that MMF rating methodologies used by CRAs may limit the flexibility available to MMFs to deal with large redemptions. In this context, we would like to highlight a number of features of S&P Global Ratings’ methodology which are designed to provide flexibility during changing market conditions. 

As explained in our response to Question 4, the use of a liquidity management tool by a MMF does not have an automatic effect on an S&P Global Ratings MMF rating. Our methodology allows for the use of liquidity management tools including suspending fund redemptions and payments in kind (defined as facilitating investor redemptions by delivering securities instead of cash). 

In 2011, S&P Global Ratings introduced “cure periods” to take account of changing market conditions and the need for a degree of flexibility under certain circumstances. Cure periods provide MMFs time to adjust to changing market or portfolio conditions prior to considering a rating action for breach of methodology metrics. In cases where large redemptions may lead to a breach of portfolio metrics (for example, related to diversification, weighted average maturity, or credit quality), the methodology provides a range of cure periods for the MMF to rebalance and realign its composition to metrics consistent with the fund’s rating. 
[bookmark: _Hlk73895858]
Again, we agree that the methodology to assign ratings to MMFs should not incorporate mechanistic triggers between the use of liquidity management tools by the MMF and assigning a certain level of rating. However, in some situations, use of a liquidity management tool could lead to what we consider a default by the MMF. 

For example, given the cash-like role of a MMF we would consider it to be in default if investors cannot receive the proceeds of a redemption request within five business days. We consider it to be appropriate for MMF ratings to have the tools to reflect such an outcome. 

We believe that our approach of weekly surveillance, which increases in frequency during market stress, combined with respective cure periods gives a MMF significant capacity to adjust to changing conditions before a rating action would occur. Additionally, we have regular interactions with portfolio managers to understand market conditions and to assess the impact on rated MMFs.

S&P Global Ratings’ methodologies can be found here:
https://disclosure.spglobal.com/ratings/en/regulatory/ratings-criteria

S&P Global Ratings’ definitions can be found here:
https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/sourceId/504352.
<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>
S&P Global Ratings supports proposals for continued MMF transparency. We consider that MMF asset transparency and portfolio metrics as already positive for investors. 

MMFs reprice assets at least daily and publish daily and weekly pricing reports for all assets. S&P Global Ratings receives portfolio holdings at least weekly from all MMFs which we rate, including data on portfolio investments. We receive information more frequently in times of market stress. We consider that transparency about the ability of MMFs to withstand “peak” shareholder redemption requests is also an important element, as understanding capacity to manage shareholder flows is a factor in our MMF rating analysis.

In the short term, it is possible that transparency on relative weaknesses in a fund’s portfolio or management procedures could have a negative effect on market confidence and potentially encourage redemptions. However, the longer-term benefits of transparency may be to enhance standards across more MMFs and allow investors to better differentiate their characteristics.
<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:
· 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>
Short-term investments are typically placed in MMFs by corporate treasurers and institutional investors in part due the limited number of highly rated banks at which to place deposits. The success of any reform package would depend on whether short-term investments migrate to other parts of the financial markets or whether MMFs will have ongoing access to market liquidity like banks. 

Broader financial stability would likely be enhanced if MMFs had access to central bank liquidity, or a liquidity exchange facility, on a defined basis for high-quality portfolios, rather than on an ad hoc basis as in 2020. These options could be made subject to various conditions to address moral hazard (for example, as part of a reform package that involves tighter regulations and restrictions on MMFs and limits liquidity access to qualifying assets only). The increased access could also act as a recognition that banks are less likely to play the role of liquidity provider to MMFs given the tightening of their own regulatory requirements. 

Regulatory constraints may also discourage some banks from acting as a securities market maker for the underlying investments. Recognizing that a liquidity exchange facility could take some time to establish, depending on the financing arrangements, we expect the costs to be passed ultimately onto investors.
<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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