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Shadow banking 

Everybody knows that one of the key objectives of regulators, including 

European Commission (EUC), is to regulate the so-called “parallel banking 

systems” or what others named as “shadow banking” activities. European Money 

Market Funds (MMF’s) represent roughly a total value of EUR 1.000 billion. The 

EUC would like to better regulate MMF’s while maintaining this huge market 

alive and active. MMF’s are considered as vital for the whole European economy. 

The reinforcement of MMF’s was one of the main recommendations issued by 

the Financial Stability Board (FSB). The EU Commission proposal issued has not 

fully followed FSB and IOSCO recommendations to switch all MMF’s from 

Constant Net Asset Value (CNAV) towards Variable NAV (VNAV). Commissioner 

M. Barnier went it alone. Could his proposals be adopted? Would it fly? Would 

these provisions be accepted and welcomed by all stakeholders? Would this 

proposal be approved by the EU Parliament and the Ministers Council? These 

are key questions we can legitimacy raise. 

Good or bad news? 

This long-awaited EU Commission proposal for a new regulation of MMF’s is 

somewhat disappointing. This proposed reform is not, in my opinion, a real 

improvement. There are some positive provisions that none of the stakeholders 

would dispute. These measures could contribute to the robustness of the 

MMF’s. However, it is reasonable to ask whether all these strict measures, and 

sometimes more stringent than in the U.S.A, will not completely change the 

MMF’s landscape. We can reasonably fear the disappearance of some key actors 

(i.e. asset managers/sponsors) and their exit from this market, as well as a 

further consolidation of MMF’s. 

The lack of convergence of the new regulations is to be deplored. The EU and 

the U.S. should pay a little more on the measures taken and the timing of their 

implementation.  



We can regret the provisions related to restrictions on some eligible assets and 

also the removal of fund ratings. The recourse to a rating of a fund should be 

left to the market stakeholders and investors demand/request rather than 

regulator decision. There again both types of funds, rated and non-rated/CNAV 

or VNAV, have coexisted for years, without any problems. I understand the 

reinforcement of measures to increase transparency and investor protection. I 

simply think they are going too far and put the whole European MMF market at 

risk.  

3% capital buffer 

The crucial point that hurts is in my view the 3 percent capital buffer required 

for CNAV MMF. I do not think it will reduce systemic risk. By cons, it will 

penalize fund managers and make their life more complicated in a world of 

interest rates remain very low. A reform was inevitable. The specter of "shadow 

banking" haunts the G20 regulators. The philosophical question of the best way 

to book CNAV or VNAV funds remains theoretical and lack of interest. There are 

supporters of one or the other and this debate is not very interesting. Some 

investors use for years both types of funds. Corporate treasurers are concerned 

that this major reform, which was perhaps not as necessary as the EU 

Commission claimed, could profoundly alter MMF’s market. These MMF’s have 

proven their strength in times of crisis and their role of liquidity providers on 

some markets, including ECP. They played a role of lubricant on short term 

financial markets during last financial crisis in fall 2008. 

Pendulum effect 

This is a typical example of the pendulum effect. A terrible crisis occurs, we 

look for culprits, regulators and supervisors shoot everything that moves and 

finally take actions by over-reaction. The pendulum then again goes in the other 

direction with a very high and opposite amplitude. It is necessary in these 

circumstances to find the right balance and the central position. 

Are we sure these new measures will prevent from the cardinal sin of “breaking 

the buck”? Are we sure all the provisions taken like new codes of conduct, 

increased transparency of reporting and reinforcement of criteria to qualify as 

MMF will be sufficient to prevent next financial disaster? The MMF space will 

remain a challenging environment, both from an investment and a regulatory 

perspective. The low interest rate environment doesn’t help the fund managers 

and sponsors to get decent and sufficient returns and push investors to 

reconsider their short term investments. In such a context, any additional 



change may be terrible and further deteriorate the market stability and actor 

financial health. Some of the proposed provisions, as far as I am concerned, do 

not reduce run risk caused by systemic issues. We can regret an absence of 

strong coordination between regulators and supervisors, too stringent 

measures and a risk of market dismemberment on medium term. They took 

years to propose measures which are not fully accepted by some key 

stakeholders. There is a clear risk that I cannot measure to see EUC doing 

worse what it wanted to simply do better. 
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