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Money market funds
Money market funds (MMFs) are a type of collective fund that invests in short-term debt. During
the financial crisis their liquidity and stability were challenged, which prompted regulators globally
to propose rules intended to make MMFs more crisis-resilient. The Parliament is due to vote on the
Commission's proposal for a regulation setting rules on MMFs in the Single Market.

Money market funds
An MMF is a mutual fund that purchases short-term assets such as money-market instruments issued by
banks, governments or corporations (e.g. treasury bills, commercial paper and certificates of deposit). These
instruments qualify as an MMF only if their residual maturity does not surpass 397 days (short-term MMF) or
two years (standard MMF). MMFs are a considerable source of short-term financing for financial institutions,
corporations and governments. The MMFs in issue in the EU have systemic relevance as they are worth
approximately €1 trillion and constitute around 15% of the Union's funds industry. The crisis highlighted
possible problems with instantaneous redemption and value preservation when the prices of assets in which
MMFs are invested start to decline. This could potentially lead to runs as investors withdraw from MMFs.

Regulating MMFs
On 4 September 2013, the European Commission adopted a proposal for new rules on MMFs. The proposed
regulation aims to improve the ability of MMFs to weather possible redemption pressure by boosting their
liquidity profile as well as stability, to be achieved through five initiatives: (i) introducing mandatory
conditions on portfolio structure – MFFs would need to hold at least 10% of assets that mature (have to be
repaid by the issuer) within a day, and another 20% that mature within a week; (ii) establishing a capital
buffer for 'constant net asset value' (CNAV) MMFs, which seek to maintain a stable share/unit price (unlike
variable NAV MMFs) – this buffer will be used to help ensure stable redemption prices; (iii) clear labelling of
MMFs, differentiating between short-term and standard kinds; (iv) customer profiling to help predict
substantial redemptions; and (v) internal credit risk assessment by MMF managers, to prevent excessive
dependence on external ratings.

European Parliament
On 26 February 2015, the Economic and Monetary Affairs (ECON) Committee voted on its report on the
MMF regulation (rapporteur Neena Gill, S&D, UK). The rapporteur recognised that MMFs need to be more
resilient to crises. The Committee proposed to limit CNAV MMFs to: (i) retail CNAV MMFs, available only for
selected investors such as charities, public authorities and foundations and non-profit organisations;
(ii) public debt CNAV MMFs (investing 99.5% of their assets in public debt instruments); and (iii) a new type
of Low Volatility Net Asset Value MMFs (which may show a constant NAV under strict conditions) proposed
in an amendment voted in the Committee. This latter type would be authorised for a maximum period of
five years, but the Commission would review the regulation after four years, specifically including
examination of the possibility of extending this authorisation. All MMFs should have in place liquidity fees
and redemption gates to help prevent sudden outflows. MMFs will also be required to diversify their asset
portfolios, respect strict liquidity and concentration standards, have sound stress testing processes and
increase their reporting and transparency. MEPs however removed the proposed obligation to establish a
capital buffer. A study, commissioned by EPRS at the request of the Committee, assesses the impact of
specific amendments contained in the rapporteur's draft report (in particular on retail and public debt CNAV
MMFs). It anticipates only limited take-up of these CNAV MMFs suggesting that most of the funds currently
held would be directed to alternative investments such as bank deposits or variable NAV MMFs, which in
effect would largely limit the use of CNAV MMFs in the EU.
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