
EU MMF Reform: will it be the alleged revolution? 

Behind this acronym “MMF” finance professionals mean “Money Market Funds”, 

a classic instruments used for years by Corporate Treasurers to invest their short 

term excess of cash. Eventually, after long discussions, the European lawmakers 

have announced an agreement on the proposed new regulation regarding these 

money market funds. The EU Commission welcomed EU Council’s backing for a 

new regulatory framework of MMF, on 15th of June 2016. The former 

Commissioner (couple of days before the Brexit), Jonathan Hill in charge of 

Financial Stability Services and Capital Markets Union said: “Today’s agreement is 

a step in the right direction. Strengthening the regulation and oversight of MMFs 

will ensure that the potential systemic risks are addressed, in line with the 

recommendations issued by the Financial Stability Board. It will also ensure MMFs 

can continue to provide their key role in supporting financing in the wider 

economy“. When you read articles in treasury magazines and listen to comments 

made, we have some doubt about the sharing of such an enthusiasm by all 

stakeholders. It was a controversial topic. It explains why it was such a long 

process to get the agreement under Slovak Presidency of the Council. It took 

about three years to get a final proposal…  

 



It was a long and complex process as highly criticized. In the US, the SEC’s MMF 

reforms came into effect on 14th of October. It is still there an issue to assess and 

to think about the impact of this reform on their portfolios. Investors will have to 

shift from classic stable Net Asset Value (NAV) to floating NAV. They will have to 

set liquidity fees and redemption gates. The rules for investments have not really 

changed at corporate level. However, the whole landscape is different. Will it 

mean shift to Government style funds? They could potentially switch their 

investments. Will it mean more bank deposits? It may be a consequence although 

it would be a concentration of counterparty risks at a time when banks are under 

pressure. It looks like a cultural change, a sort of revolution for Anglo-Saxon and 

companies preferring the CNVA to the VNAV funds. In Europe, as a sort of 

compromise, they have created a third category named “Low Volatility NAV” (i.e. 

LVNAV). It seems that these LVNAV’s funds seek to provide many key attributes 

that compel treasurers to use these constant value funds, but with the additional 

safety sought from EU policy makers. It includes a stringent regime of gates and 

fees, as mentioned, in case of shortfalls in liquidity. They wanted to sort out the 

risk of run. They thought about a specific “sunset clause”, which would have 

phased them out after 5 years. Fortunately, it was abandoned. We will have a 

transition period of two years. With coming Basel III (and IV) rules, the short-term 

investment landscape has also changed considerably.  

 



No one could claim MMF’s aren’t a potential solution with such a challenging 

environment. The EU regulators are closer to a profound reform of MMF’s. It will 

not require a conversion of CNAV prime funds into floating/variable NAV’s. It was 

the equivalent reform to the one in US (i.e. 2a-7 MMF), although slightly different. 

For once, European rules seem to be slightly more flexible compared to American, 

without satisfying all players. All types of MMF will continue to be able to be 

rated, although the sponsor support will be prohibited. The implementation of 

these funds should be finalized within the next 12-24 months. Time will tell if this 

reform is useful, necessary and appropriate. It will definitely change the behavior 

of investors and the culture of managing short-term cash surpluses. “For better or 

for worse?” asked the treasurer. The complexity of the situation is undeniable. 

The difficulty to adapt its investment strategies will come from the impacts of 

other regulations, like Basel IV, from the changing banking landscape and a 

further stage of bank consolidation coming, a (too) long period of negative and 

low interest rates, the reluctance to changes and eventually the weight of habits 

and longstanding practices. Nevertheless, each European treasurer will have to 

adapt his asset management practices to this moving environment. It will be 

another challenge to face. 
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