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Dear Commissioner, /
I write to you regarding the ongoing discussions on the Money Market Fund
Regulation.

BUSINESSEUROPE has been supportive of the European Commission’s strategic
priority to create growth and jobs in Europe and enhancing the region’s
competitiveness. European economies are growing, but the recovery is still fragile. The
key initiatives of the new Commission therefore rightfully aim to stimulate investment
and breaking down investment barriers across the EU. This includes the EUR 315
billion investment package, the Capital Markets Union initiative and the better
regulation agenda cutting red tape to make European companies more competitive.

Against this backdrop, it is important that regulatory proposals carried over from the
last Commission also support the growth agenda. We are however concerned that the
current discussions on Money Market Funds (MMFs) are not paying sufficient attention
to the impact that the proposed rules risk having on European companies.

Some elements of the Commission’s proposal may negatively impact the way
companies make use of Money Market Funds whether they are set up under the form
of a VNAV (Variable NAV) or CNAV (constant NAV) fund. There is a risk that
investment capital currently available to companies and the wider economy will be
used to foremost invest in sovereign debt or leave Europe for Asian or US markets.

European Money Market Funds manage around one trillion euro, which they invest in
short-term debt instruments of companies, banks and governments, with more than 40
billion going directly into European companies’ commercial papers. However, an
external impact assessment of the European Parliament ECON Rapporteur’s proposal
highlighted that there is a risk that this capital could leave Europe at a time when the
EU is trying to boost the availability of non-bank sources of finance, an aim that has
again recently been highlighted by the Commission Green Paper on Building a Capital
Markets Union.
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The Commission proposal on Money Market Funds raises significant impediments to
the investment in securitisations whilst Asset Backed Commercial Papers and Asset
Backed Securities are an important funding source allowing companies to better
diversify the financial basis of their business. These assets should be considered
eligible money market instruments. It is therefore welcome that the Economic and
Monetary Affairs Committee has voted to extend the scope of eligible securitisations.
However, Money Market Funds themselves should also be included in eligible assets,
so as not to wipe out a valuable tool for the smooth operation of these funds.

There is also a risk that an important cash management tool for companies is in effect
taken away. European businesses wish to have a diversified cash management
strategy that does not wholly rely on bank deposits. Money Market Funds are a
relatively safe and a convenient cash management tool for European companies, and
also pension funds, local governments and charities. Through Money Market Funds
companies invest in a diverse group of assets. This lowers the counterparty risk, in
particular compared to depositing cash with a single bank. Investment into Money
Market Funds, in particular into CNAVs, can often be redeemed immediately, giving
companies instant access to their cash. However, the combination of several proposals
puts at risk the operation of Money Market Funds, making them unavailable to
companies as a cash management tool.

For example, a capital buffer for CNAVs under Article 30 will drive such funds out of the
market as they will no longer be attractive from a risk-return perspective. Non-financial
companies investing cash in Money Market Funds regularly choose CNAVs as a cash
management alternative for accounting, tax reasons and because they offer, like
VNAVs, same-day access to the money invested. The mandatory capital buffer should
therefore be omitted and CNAVs should be available to non-financial companies
without limitations. BUSINESSEUROPE therefore welcomes the removal of the capital
buffer in the position adopted by the Economic and Monetary Affairs Committee.

Moreover, proper calibration of the liquidity or diversification requirements as well as
the rules on eligible assets is crucial, to not curb the financing of the European
economy. Otherwise, large proportions of capital under management by Money Market
Funds (approximately EUR 200 billion following the Commission liquidity ratio
proposal) would effectively be frozen and cannot be used to finance the economy.
Therefore, BUSINESSEUROPE urges that existing Money Market Funds should be
allowed to continue to operate and not be restrained by multiple penalising eligibility
rules or overly severely calibrated ratios.

European companies recognise that a number of measures may reasonably be
introduced to improve financial stability. We fully support the overall objectives of the
regulation, as well as a number of proposals on the table. These include Know-Your-
Customer and reporting requirements. Moreover, some amendments adopted by the
Economic and Monetary Affairs Committee improve the proposal. For example, it is
helpful that MMFs may solicit a credit rating, as this provides valuable information to
corporate treasurers about the safety of their investment. Particularly smaller and
medium-sized businesses cannot assess the counterparty credit risk wholly on their
own.
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However, a ‘Better Regulation’ agenda starts by fully understanding the implications of
different policy options. Decision-making based on untested ideas which severely
impact on both European VNAV and CNAV funds will lead to uncertainty for companies
and markets, and ultimately may jeopardise jobs and growth. We therefore very much
welcomed the move of the European Parliament to commission an external
independent impact assessment of the Rapporteur’s proposal, but the implications of
other proposals on the table remain unknown. This applies to the Low Volatility Net
Asset Value (LVNAV) fund that that the Economic and Monetary Affairs Committee of
the European Parliament has included in its position. In any case, BUSINESSEUROPE
questions the sunset clause for LVNAVs because it would take away the incentive for
fund managers to set up such a fund.

BUSINESSEUROPE therefore urges the legislator to subject all proposals on the table
to a thorough new impact assessment. Now is not the time to rush through important
Money Market Funds rules. More than 7 years after the crisis and with one trillion euro
of funding at stake, policy-makers should take time in order to make sure that
companies can continue to diversify their sources of finance and that the investment
capital in EU Money Market Funds can continue to invest in our corporate bond
markets and structured finance and the wider economy.

We hope that you share these views and remain at your disposal should you wish to
discuss this subject further.

Yours sincerely,

Beyrer
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