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Initial appraisal of a European Commission Impact Assessment

Money Market Funds

Impact Assessment (SWD (2013) 315, SWD (2013) 316 (summary))
for a Commission Proposal for a regulation of the European Parliament

and of the Council on Money Market Funds (COM (2013) 615).

 Background

This note seeks to provide an initial analysis of the strengths and weaknesses of the European
Commission's Impact Assessment (IA) accompanying the above proposal, which was submitted
in September 2013.

 Identification of the issue at stake

The IA clearly identifies the problem in need of possible EU action. In summary, Money Market
Funds are an important source of short-term financing for the economy, but events during the
financial crisis demonstrated that they are vulnerable to investor runs, and this has negative
repercussions on financial stability. The IA provides evidence about the problem. It describes
events that have happened in the past, particularly in 2007 and 2008, and explains why there is
a risk that similar events might happen again. It ties in with the analysis carried out by
international organisations, such as the Financial Stability Board, the International Organization
of Securities Commissions (IOSCO) and the European Systemic Risk Board (ESRB). Money
Market Funds are part of the 'shadow banking' system. This is described as part of the context
(IA, p. 5).

 Objectives of the legislative proposal

The IA presents a hierarchy of objectives coherent with the problem definition (IA, p. 21).

 Range of the options considered

The IA identifies the main options suggested by stakeholders for addressing the problem,
within the boundaries of the proposed definition. The options are described in a non-biased
way. This means that a reader does not know upfront what the Commission's preferred course
of action is. In particular, the IA appears to have analysed the main options proposed by the
European Parliament in its resolution on Shadow Banking of November 2012
(P7_TA(2012)0427). Most of the options retained by the Commission seem to go in the direction
of the EP resolution and of the IOSCO principles, supported by the EP. It is of course possible to
calibrate them differently, or to provide additional solutions by extending the problem
definition to related issues, such as the remuneration of fund managers.

http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SWD:2013:0315:FIN:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=SWD:2013:0316:FIN:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2013:0615:FIN:EN:PDF
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The invitation by the EP to require Money Market Funds to apply for a limited-purpose
banking licence and be subject to capital and other prudential requirements, is analysed and
discarded for various reasons, including that, according to the Commission, its implementation
would be costly, challenging and would have unintended consequences (IA, pp. 46-47). The
option to introduce a liquidity fee is explored, as requested by the EP, but discarded providing
arguments (IA, pp. 26-27). In some cases, the proposal adds some details to the IA. For example,
one of the Commission's preferred options in the IA is that MMFs would be obliged to hold
minimum amounts of assets maturing overnight and in one week. The proposal specifies that
daily and weekly maturing assets should be respectively at least 10 per cent and 20 per cent of
the portfolio assets. This is in line with the code of practice established by the Institutional
Money Market Funds Association and with rules in the US (IA, p. 67). By comparison, the
Parliament resolution had mentioned higher minimum requirements for overnight, weekly and
monthly liquidity (respectively 20 per cent, 40 per cent and 60 per cent). As a benchmark, the IA
states that '[a]ccording to ESRB data, the MMFs already hold 20.6 per cent of their portfolio in
assets maturing the next day and 28.3 per cent in assets maturing in less than one week.' (IA, p.
29).

 Scope of the Impact Assessment

The IA assesses all options for their economic impacts. In doing so, it follows a consistent
scheme that helps the reader. Namely, it analyses impacts on financial stability, the Money
Market Funds' sector and the broader economy, as well as investors and fund managers. Some
of these impacts, for example on the real economy and on investors, are, to some extent, also
social impacts. The IA states that the proposed policies should help reduce the social costs of
future financial crises, for example in terms of unemployment.

SMEs, as other companies which invest in MMF, are expected to benefit from this proposal.
Companies may use Money Market Funds to place their excess cash. A more robust framework
is therefore expected to prevent SMEs from suffering cash shortfalls (IA, pp. 54-55).

As most Money Market Funds are domiciled in France, Luxembourg and Ireland, the IA
correctly analyses the impacts of the various options in these three Member States. According to
the IA, most of the Commission's preferred options are often already implemented in the US or
go in the direction of possible choices to be made there (IA, p. 55).

The Commission states that this proposal would not entail additional implications for the EU
budget, as the European Securities and Markets Authority has already allocated resources to
this work-stream (Explanatory Memorandum, p. 10). The stated objectives of this proposal are
meant to benefit Member States' public finances, as action should reduce the risk of a bail-out
which materialised in different forms both in the US and in the EU (IA, p. 17).

This piece of legislation complements the Directive on Undertakings for Collective Investment
in Transferable Securities (UCITS) and the rules of the Alternative Investment Fund Manager
(AIFM) Directive. The majority of MMF (respectively around 80% of the assets and 60% of the
funds) operate under UCITS and the rest should be operating, since July 2013, under AIFM.
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 Subsidiarity

The IA substantiates the two limbs of the subsidiarity test, i.e. firstly that the objectives of the
proposed action cannot be sufficiently achieved by the Member States; and, secondly, that they
are better achieved at EU level (IA, pp. 19-20). In particular, Money Market Funds are
predominantly domiciled in three jurisdictions (France, Luxembourg and Ireland), but issuers
depending on these funds as a financing tool are evenly located throughout the EU. No national
Parliament issued a reasoned opinion indicating non-compliance of this draft legislative
proposal with the principle of subsidiarity by the time limit foreseen (5 November 2013).

 Quality of data, research and analysis

The assessment is based on a wealth of research and analysis. This includes academic papers,
official data from the European Central Bank, national central banks and the European
Securities and Markets Authority, financial press articles and financial industry publications.
The Commission uses this data to perform its own calculations, some of which are of particular
interest. The size of the biggest European Money Market Funds' providers (page 73) and
estimates of additional capital to be raised by European managers if different buffers were to be
introduced could usefully be explored further. In this respect, the Commission estimates that a
three per cent buffer would require European managers to raise around €14 billion of capital
(IA, pp. 87 to 89).

The scope of legislation - i.e. the crucial element of defining what a Money Market Fund is - is
presented only at the end of the analysis (IA, p. 54), and not more upfront, where it would more
logically belong. Annexes are clearly cross-referenced and the total length of the document,
standing at approximately 130 pages, is within reasonable limits.

 Stakeholder consultation

The IA draws on extensive consultation of stakeholders. Besides the open public consultations,
the IA makes use of additional surveys, including one conducted by the European Systemic
Risk Board on the European MMF industry and one carried out by the CFA (Chartered
Financial Analyst) Institute among its members. A positive and original feature of this IA is the
presence of detailed reports of bilateral meetings with stakeholders (Annex 11, pp. 112 to 124).
Commission staff met nine times with financial industry players and public authorities between
October and December 2012, while the Commission was also holding its internal Impact
Assessment Steering Group. The IA also explains how one option, which is eventually
considered and discarded, was suggested during a meeting with a financial firm (IA, p. 87).

Some associations replied to the MMF section of the Commission consultation on UCITS. These
include, for example, Finance Watch, the European Federation of Financial Services Users
(EuroFinuse) and SOMO (the Centre for Research on Multinational Corporations). This
category of respondents is a minority in this public consultation, which received contributions
mainly from financial firms, their associations, and public authorities. The voice of investors,
however, would seem very important in a proposal which has a stated investor protection angle
and could possibly have been strengthened.
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 Monitoring and evaluation

The European Securities and Markets Authority will draft regulatory technical standards on
eligible securitisation to determine '(a) the conditions and circumstances under which the
underlying exposure or pool of exposures is considered to exclusively consist of corporate debt;
(b) conditions and numerical thresholds determining when corporate debt is of high credit
quality and liquid.' (Commission proposal, Art. 10.2). This is an area where, in principle, ESMA
can be expected to produce a cost-benefit analysis pursuant to Art. 10 of its founding
Regulation.

A review is planned by three years after the entry into force of this Regulation (Art. 45 of the
proposal). Some of the indicators to be monitored are listed on pp. 56 and 21 of the IA. The
European Central Bank is singled out as a key source of information. The Commission
announces that it will closely monitor the implementation of the IOSCO recommendations in all
G20 Member States, to ensure their even application (IA, p. 56). As the asset management sector
is a global market, the EP should pay particular attention to this aspect of the review.

 Commission Impact Assessment Board

The Commission Impact Assessment Board issued a positive opinion on this IA at first hearing:
http://ec.europa.eu/smart-
regulation/impact/ia_carried_out/docs/ia_2013/sec_2013_0452_en.pdf
The IA appears to respond appropriately to the main critical comments of the IA Board,
particularly the ones on the need to demonstrate the cross-border dimension of the problem
and the presentation of stakeholders' views.

 Coherence between the Commission's legislative proposal and IA

The legislative proposal of the Commission appears to follow the recommendations expressed
in the IA, with the additional details highlighted above under 'Range of the options considered'.

http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2013/sec_2013_0452_en.pdf
http://ec.europa.eu/smart-regulation/impact/ia_carried_out/docs/ia_2013/sec_2013_0452_en.pdf
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