
Can over-regulation kill? Is this what is happening 

with monetary funds? 

 

Sometimes trying to correct an excess can endanger a whole industry. There is only so 

much that regulation can achieve. Perhaps taking action against the safest of short-

term investment products – IMMFA funds – is not the best idea. We should not forget 

the role that Money Market Funds have played and continue to play in providing 

liquidity to certain markets, such as the (E)CP market.  

 

Headlines 

 "You can have too much of a good thing, even when it comes to 

regulation" 

 "In the 42 years of their existence, only three money market 

funds have lost a portion of their value  

 "From CNVA toward VNAV, two philosophies, two approaches, 

but one single objective: preserving principal while maximising 

return on investment" 

 "Can we still talk of ‘constant CNAV’ when the sponsor is 

allowed to cancel units if market conditions dictate?” 

 

AAA rated money market funds, a vanishing species 

Amongst the multitude of regulations that the G20 has set itself as targets, regulation of the 

money market funds (MMF) industry is perhaps not as appropriate as it might be. The great and 

good of this world have looked at all the identified incidents and decided to deal with every last 

one of them, even single, isolated incidents. Politically they have to act and take measures, 

even though these measures might be stupid, excessive or counter-productive.  



Five years after the event, politicians have to demonstrate to the man in the street that they 

have taken appropriate measures to ensure that no similar crisis could ever happen again. 

Nobody would dare claim that these disparate and ill coordinated measures, introduced with 

such difficulty, will be enough to prevent the next financial crisis and eradicate all systemic risk. 

In absolute terms, greater supervision and control is no bad thing. However, over-regulation 

can or could have the collateral effect of destabilising or disrupting certain markets. The effect 

achieved will then be the opposite of the target initially set. 

Here we see the pendulum theory at work. This says that if there is an excessive movement to 

the right we tend to correct it by moving it in the opposite direction, going just as far to the left 

and forgetting that what we are trying to do is to bring the pendulum back towards the middle. 

The IMMFA (i.e. the Institutional Money Market Funds Association) and many investors think 

that the reforms to their industry will wipe it out. Are MMFs the dinosaurs of finance and will 

they survive? 

 

 

 



The unacceptable exception 

One single exception and one unfortunate (but not disastrous) occurrence – the Reserve 

Primary Fund – in September 2009 was to be enough to provoke the "regulators" to act.  This 

US MMF was hit by problems and, as the market would say, was "breaking the buck”. It was not 

thought possible that such a fund, robust and very short-term, considered to be risk-free, could 

fall below the value of one EUR or one USD and therefore under the "100" – 97 cents in this 

instance.  It was this one single case that acted as the trigger for the idea of regulating MMFs. 

When NAV (Net Asset Value) is no longer constant, we start worrying. Once is too often! It is a 

little like forgetting your wife's birthday. If you forget it just once, you're sure to hear about it 

for many years to come! 

CNAVs versus VNAV, two philosophies 

When it comes to short-term investments and money market funds, there are two opposite, or 

rather conflicting, schools of thought: constant net asset value funds (for example 1 EUR or 1 

USD) and variable net asset value funds. Each has its own advantages and disadvantages, but 

both have been living together peacefully for many years. Many treasurers, agnostics when it 

comes to funds, have been investing in both types of MMF without this bothering them much. 

Admittedly it is quite difficult to compare the performance of the two, but not impossible. 

Investing in funds, which are diversified by their very essence, does not mean you cannot invest 

in a selection of other funds to mitigate risk even further through a second level of 

diversification.  

The intention of this article is not to make a partisan claim that any particular type of fund is 

better or worse. The question that has to be asked is whether the reforms planned on both 

sides of the Atlantic make sense or not. Surely reform threatens to destabilise the whole 

industry by, in the view of IMMFA fund promoters, gradually killing off their CNAV funds.  

According to these fund promoters, reform of this sort will in time remove the attraction of 

AAA rated funds and force investors in the English-speaking world to fall back on bank deposits. 

Here again, it is not up to us to judge. Nevertheless, reform will have an impact, and in this post 

trauma period of economic transition it may perhaps not be the smartest idea. Is there any 

need to interfere with something that has been tried and tested and shown itself to be resilient 

throughout the crisis that we have been through? This is the essence of what the current 

debate is about. You can have too much of a good thing, even when it comes to regulation.  

And on a similar line of thought, neither orthodoxy nor radicalism are better than one another. 



  

Any alternative would be ridiculous 

There is one other disruptive element in the debate that many people seem to ignore. In an 

environment of very low interest rates, zero or even negative interest rates, how can you 

uphold the "CNAV" concept? How can anyone claim that their fund has constant value when 

they sign an agreement with the fund manager/sponsor agreeing to the possible cancellation of 

some of their units? Allowing the fund manager potentially to cancel 1 EUR units if need be 

boils down to accepting a negative return. This shows that the presumption of the "constant" 

value of the amount invested as principal no longer exists. This therefore clearly proves that in 

such an economic climate we can no longer talk of "constant" value MMFs. Previously, people 

invested in MMFs for risk-free return, to preserve their principal, whereas today you have to 

pay to limit the loss of value of your capital. This is one of the paradoxes of the current 

economic climate and an absurdity in treasury management where the zero risk and zero 

return premium has a cost. You will hear some treasurers naïvely expressing the view that 

current accounts end up by being better still. Surely this is absurd. 

Maximum security has a high price if diversification and an AAA rating can lead to a fall in 

principal, therefore possibly giving a negative return. When all is said and done, is risk really 

higher with an unrated (non-IMMFA) VNAV fund? Perhaps we should ask ourselves whether a 

change of strategy might be beneficial. In the final analysis, is it potentially viable for a sponsor 

(and a dealing platform) to cope with an extreme squeeze in charges, or even nil charges? This 

is a risk that explains why even the biggest MMFs are not seeking fresh investment from their 

clients or are even temporarily "closing" their funds to any new investment. The combination of 

regulation and low interest rates will hit them hard for the foreseeable future. We may 

therefore reasonably expect to see a new phase of consolidation in this industry  

CNAV           versus: VNAV 

Use amortised cost Use mark-to-market accounting 

accounting method (IMMFA) valuation of assets method 

Distribution of dividends on No distribution of dividend -  

a regular basis (i.e. accumulated accumulation (compounded value) 

returns and interest) 

One share, one EUR One share = one EUR + (in principle) 

"Treasury-style "Investment-style" or "Treasury-style" 

Preferred by US/Anglo-Saxons Preferred by French 

Rating "AAA" Usually non-rated 



 

The proposed new regulations summarised 

The regulators want MMFs to invest only in money market instruments, bank deposits, and 

certain derivative products and reverse repo agreements. They will henceforth be prohibited 

from investing directly or indirectly in equities, equity derivatives, commodities and commodity 

derivatives, from "securities lending" and other equity borrowing or repo agreements.  

So we see the investment universe shrinking considerably but for understandable reasons. 

CNAV funds need to keep a "cash buffer" equivalent to 3% of total fund value, and this reserve 

must be held in a separate ring-fenced account. The mark to market CNAV calculation must be 

done daily. Finally, at least 10% of MMF assets must mature daily (on D+1) and 20% must 

mature weekly. These rules are seen as too restrictive and unworkable by the IMMFA funds. On 

top of that, the current economic environment does them no favours at all. In conjunction, the 

two will bring about the demise of AAA rated CNAV funds. This is why the IMMFA sponsors are 

resolutely engaged in a bitter struggle to safeguard their interests. The idea of "flex shares" has 

also been suggested. The value of these would be constant and stable, but the number of units 

could vary.  Isn't this just smoke and mirrors? 

They are challenging the lack of any consultation period for this proposal that was published by 

the European Union in May. The EU seems to have completely and finally made up its mind to 

legislate on this point to avoid any future systemic risk, as has the SEC in the USA. The EU, 

however, plans to "phase it in" to enable everyone to adapt.  

The debate in the USA would seem to be more polarised. In Europe, there is a divergence of 

opinions even though the ESRB (European Systemic Risk Board) certainly seems firmly decided 

on its approach     



In Europe, the views of treasurers are more divided and perhaps less radically opposed to this 

proposal. Many VNAV funds qualify as "cash and cash equivalents" under IAS 7. We know that 

the FSB (Financial Stability Board) and IOSCO, amongst others, want to address the issue of 

"shadow banking".   It is hard to be sure of the rights and wrongs of the matter. Only the future 

will tell whether this radical measure is appropriate or not. There are such things as "AAAmmf" 

rated funds with partial VNAV. Perhaps this is the way forward, so long as the EU does not 

prohibit fund credit rating, because it is talking about "detoxifying" credit ratings. This will be 

equally harmful for the ratings agencies if they can no longer rate money market funds. 

 

 

 
TYPES OF CASH TO BE INVESTED AND TENORS 
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(*) trend to go for longer tenors to compensate low interest rates 

 

 
NB: Usually, Corps only invest at very ST and do not differentiate strategic 

 
reserve or operating cash. Everything at ST is considered as operating cash. 

  

Finally, what do we make of this reform? 

Whether we like it or not, this reform seems to be inevitable. Was it necessary, especially after the 

amendments made in the USA to Investment Company Act "rule 2a-7", and after the IMMFA had 

adopted a new code of practice?    Probably not. AAA rated MMFs had demonstrated, as had others, 

their resilience throughout these years of crisis. They had to undergo the most terrible stress tests, and 

came through the ordeal successfully.  The hurdle now faces us, and we have to leap it. It would be a 

pity if we baulked at the hurdle or failed to enter the race.  

Many people think that the IMMFA is scaremongering to frighten the regulators. The predicted disaster 

will never happen. Some sponsors are already offering two types of fund to satisfy customers, 

particularly French customers. There are still diehard partisans of each type of MMF. Perhaps there are 

also more moderate agnostics ready to fall back on VNAV funds since, in the final analysis, they are still 



safe and give a better return. Over the very short-term, they preserve principal and over the very short 

term – overnight – their volatility is quite low. With their ratings, with a longer or shorter investment 

horizon, whether quantifiable under IAS or not, VNAV funds are here to stay and in our view will 

gradually gain ground.  

The English-speaking world will have to come to terms with its cultural objections, because we cannot 

suppose that products of this type will fall out of favour because of restrictions imposed on CNAV funds.  

Furthermore, they are not being banned; instead the controls and restrictions on them are being 

strengthened. They will no longer be able to produce the same return for their sponsors as in the past, 

obviously. We can only appeal for the various legal systems to be aligned, to harmonise their 

approaches. Seeking more transparency and ensuring liquidity, in absolute terms, cannot be seen as 

reprehensible objectives. Quite the opposite, this is a praiseworthy objective. Rather than dispute the 

term "MMF", which some people claim has been hijacked, it would be better to define how it is to be 

understood and in what sort of thing you are investing.  

If CNAV funds disappear, "Separately Managed Accounts" (SMAs) could become the norm for large 

groups, duplicating MMFs with bespoke investments, more suited to investors’ risk profiles and 

strategies. Perhaps the predicted upheaval will turn out to be only a storm in a teacup. The market, as 

always, will adapt.  

François Masquelier, 

Chairman of ATEL 

 

(*) SMA "Separately Managed Accounts"   

These accounts could be an alternative to MMFs. They involve giving funds (which you legally still own) to a bank to 

invest in accordance with a strategy that has been clearly defined with the sponsor. These are special accounts 

which, because they are designed and shaped for purpose, can give a better return. Furthermore, it is possible to 

have a combination of several accounts with different profiles. 

 

 

 


