
1 
 

What does the future hold in store for Money Market Funds 

(MMFs) with the new regulations? 

 

Do "AAA" money market funds still have a future? There is good reason to wonder, given the new 

post-G20 regulations. Do these regulations, particularly in Europe, sound the death knell of IMMFA-

type "treasury style" AAA-rated funds?  After rock bottom, or even negative, short term interest rates, 

will the new European Union and SEC measures finish off CNAV (Constant Net Asset Value) MMFs?  It 

would be reasonable to think so. The world of finance will never be the same again after the financial 

crisis of 2008. 

  

Head-lines 

 This all takes time and they end up over-correcting excesses in one direction by draconian 

countermeasures going in the other direction. 

 A victim of the crisis, the corporate treasurer, may be hit again a second time by exaggerated 

and inappropriate political knee-jerk reaction measures. 

 All opponents have brandished the spectre of the death of "pure and true" IMMFA-type money 

market funds. A Greek tragedy? A bluff? An exaggeration? Who knows? 

 We forget the key role MMF’s played during the liquidity crisis in fall 2008 

 The future will tell us, because the reform now seems unstoppable. 

 

 The post-crisis problem  

When a crisis hits, in order to fix it, to compensate for it, or to avert or guard against the next similar 

upheaval, measures (excessive measures) are taken to set an example and hopefully to dissuade others. 

This is what I call the pendulum effect. It is pushed hard from one side when the crisis hits. The 

pendulum reacts by swinging slowly back towards you, before going back in the opposite direction just 

as powerfully through the pendulum effect and inertia. 

 

This all takes time and they end up over-correcting excesses in one direction by draconian 

countermeasures going in the other direction. Over-reactions of this type are reprehensible, but 

unfortunately absolutely typical. The end result is that you sometimes wind up with collateral damage, 

excesses going in the opposite direction that have no corrective effect and, at the end of the day, 

measures that are counter-productive. This is the danger of muddled thinking, of knee-jerk reactions in 

the opposite direction and the need – principally a political need – to react, regardless of how.  
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The result is a measure that needed to be taken, but unfortunately one that is often unsuitable, 

inappropriate or unfortunate. Sometimes the counter-measure even has regrettable consequences that 

need to be addressed. I think that the example of the fight against constant net asset value AAA funds is 

a perfect illustration. It is taking things one step too far. Muddled thinking can be harmful and the 

outcome can have consequences not initially intended because the solution adopted is not sufficiently 

coherent or tailored to requirements. This is also a sad example of the "double victim". A victim of the 

crisis, the corporate treasurer, may be hit again a second time by exaggerated and inappropriate 

political knee-jerk reaction measures. In this article we will examine the particular example of IMMFA-

type funds and the impact of the measures that now affect them. 

 

 

 

 

 
 

 Breaking the buck 

The crisis has taught us that MMFs can hit the rocks and their value can fall to less than $1 per unit – a 

break the buck situation. We might think of the Reserve Primary Fund at the time of the failure of 

Lehman Brothers.  Mary Shapiro, the former SEC president, learnt that to her cost in 2008. That is why 

the USA, in the person of Mary Shapiro, has advocated two possible approaches: either purely and 

simply to do away with CNAV funds in favour of FNAV-type funds (Floating or Variable NAV funds), or to 

require a minimum capital buffer, together with stringent preventative measures to avoid all possible 

upsets. Both approaches have, however, received the thumbs down from the fund industry.  All 

opponents have brandished the spectre of the death of "pure and true" IMMFA-type money market 

funds. A Greek tragedy? A bluff? An exaggeration? Who knows? The threats will in any case be repeated 

over and over again to anyone who is prepared to listen. The SEC has promised to safeguard the 

economic benefits of MMFs.  Might it succeed? We shall see! 

 

 

 



3 
 

 Will money market funds still be "IMMFA" even if adulterated? 

In Europe, there is a danger that we will have VNAV-type funds (or according to the IMMFA, CNAV-type 

MMFs suffering from impossible and burdensome restrictions) with no credit ratings. Doesn't this make 

you think of decaffeinated Cola lite?  The risk is real, nevertheless. Obviously, there are several 

arguments in favour of either one approach (CNAV) or the other (VNAV). But which method is right? 

Saying that if CNAVs, as adulterated, are no longer viable and that this results in pushing investors 

towards bank deposits seems somewhat far-fetched. When you start lobbying, shout loud – very loud – 

too loud even, to make certain that you are heard at least in part. In my view CNAVs are used principally 

for historical and cultural reasons. You cannot change habits by brushing them aside with regulations. 

However, with interest rates close to zero or even negative, can anyone say that the value of the 

principal is "constant"?  It may become negative, these days. So CNAV funds no longer really exist as 

such. 

 

 

 
 

 Do MMFs need to be reformed? 

The question of whether money market funds need reform is crucial. I think we are forgetting the key 

role they played during the crisis of autumn 2008 in quite simply ensuring the survival of the Commercial 

Paper (CP) and Euro Commercial Paper (ECP) markets. MMFs play the same part as lubricating oil in an 

engine. It would be a mistake to condemn or risk radically changing a robust and long-established 

market that has demonstrated its resilience in the financial crisis. 

 

 CNAVs versus VNAVs? 

It is difficult to decide in favour of one or other. Each has their own staunch fans. I am one of the few in 

the category of corporate treasurers who uses both types of fund. The disappearance of CNAVs, which 

currently have a yield of almost zero basis points (0 bps) does not bother me. However, any change to 
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the market is harmful. If CNAVs are killed off there will be no going back and the consequences, even if 

exaggerated by their defenders, will be real for treasurers and the market, in the short term. The 

dilemma is therefore real. Fans of VNAVs are not worried, but nevertheless they will be affected by the 

possible disappearance of their CNAV cousins. If rating is crucial for treasurers, why not imagine VNAV 

triple-A rated funds? 

 

Trying to remove the credit ratings of funds that would like to have them is tantamount to saying that 

you should prohibit restaurants from holding Michelin stars or Gault & Millau ratings.  Surely that is 

absurd? After the crisis, the G20 has started to see itself as a lawman entitled to gun down any target 

that comes within range. It has taken almost five years to get this far. Will this really prevent all 

subsequent systemic risk?  I don't think so. But measures have to be taken at all costs, even irrespective 

of the cost. 

 

The debate seems to be somewhat ideological, and would seem to punish those who behave best. In my 

view this is shameful and unhelpful. Unfortunately, this trend and determination are indeed real, and it 

is not possible to stop a tsunami such as this, I fear. In my view, whatever happens, CNAVs will become 

collateral victims of the attempt to prevent future financial crises. 

 

 The solution chosen by the regulators  

Clearly, some people are considering "flex shares", the value of which would remain the same but with 

the number of units being variable.  Will this square the circle? At a time in which the margins left to 

fund and platform managers are almost nil, every basis point counts for a great deal. The idea adopted 

might be to restrict the permitted types of underlying investment (no equities, no commodities, no 

derivatives and no security lending).  In addition, a buffer of at least 3% of the total value of assets 

would have to be maintained. Finally, they would have to ensure that 10% of assets were available 

overnight, and 20% within one week. Would these measures be enough to prevent future systemic risk 

while not killing off this category of fund? Nobody seems able to say with any certainty. The solution is 

not as clear-cut as some people think. 
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 What are we to make of this? 

We could not go as far as to claim that the world of finance would come to an end if CNAV money 

market funds were to disappear. We should not suppose that all the funds invested in CNAV money 

market funds would shift into short-term bank deposits. Interest rates that are at zero or close to zero 

are perhaps more damaging to IMMFA funds than the new regulations that are to be applied to them. 

Since a constant and "guaranteed" (or safeguarded) value for the principal can no longer be guaranteed, 

can we still claim that they qualify as CNAV funds? If $1 can be worth less on cashing in the investment 

the credit rating is neither here nor there, and the very nature of the product needs to be called into 

question. We should name them “stable NAV” rather than “Constant NAV”, isn’t it? 

 

But whatever happens, it is a whole industry that has been thrown onto the back foot and is in danger of 

disappearing unless it reinvents itself. In a world of more "normal" short-term interest rates, the 

question perhaps would not arise in such terms. With or without regulations, treasurers need to rethink 

their investment strategy and reconsider the parameters and objectives to decide where to go to obtain 

a return without taking chances or ill-considered risks.  

 

This is an equation with very simple parameters and data, but one which is very difficult to resolve 

finally. It would not seem to be a conceptual impossibility to have VNAV-type funds with an "AAA mmf" 

rating. Although a change of this type would be radical, it would by no means be impossible. Some funds 

rated by FitchRating are in part VNAV-type funds. It is hard to understand the reason for the cultural 

attachment to CNAV in the English-speaking world. However, no VNAV fund supporter would claim that 

CNAV funds present systemic risk.  Would better information not be sufficient to guard against potential 

dangers? There is room for both types of fund. It seems that money market reform will arrive too late, 

and the cavalry will not come to the rescue in time. Much ado about nothing? Undoubtedly. We are now 

in 2013, and the liquidity crisis looks as if it is behind us. "Breaking the buck" would certainly be like 

forgetting a wedding anniversary. If it happens once, you will hear about it for many years to come! As 

in the case of Lehman Brothers, one single case (i.e. the Reserve Primary Fund falling to 97 cents in 

2009) was enough to persuade the SEC, IOSCO, the Financial Stability Board, the EU and plenty of others 

to react. Was this a good thing? Or a bad thing? Who knows? 

 

One thing is common ground; the MMF market will never go back to what it was, even if we need to 

think of it more as an evolution than a resolution. The regulators claim that they have not banned CNAV 

MMFs, but that they have adapted them. CNAV money market fund managers claim that this is the 

same thing as condemning them to death. A threat or a reality? The future will tell us, because the 

reform now seems unstoppable, I fear. 

 

F. Masquelier 

Chairman ATEL 
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