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ASSET MANAGEMENT AND INVESTORS COUNCIL

Money Market Funds in Europe1

Introduction

The International Capital Market Association (ICMA) is one of the few trade associations with a
European focus having both buy-side and sell-side representation. Buy-side and sell-side members
within ICMA are both entitled to have their views represented separately (e.g. to the European
Commission and CESR), where they wish to do so. ICMA is also keen to encourage dialogue between
the buy-side and sell-side, where both sides consider this appropriate.

The purpose of the ICMA Asset Management and Investors Council is to represent the views of the
buy-side members of ICMA and to add value for them by discussing asset management issues of
common interest, reaching a consensus and recommending any action that ICMA should take. This
may include proposing market-led initiatives and market practice guidelines, where these are
appropriate, and responding to consultation papers from regulators. The focus will be on asset
management in Europe, while recognising that asset management is a global business.

The aim of this second report on Money Market Funds is to present data on this type of financial
instruments in Europe as a continuation of and supplement to the Money Market Funds – Draft
Report from December 12, 2008 (herewith ‘the first report’). This report offers data as indicators
on recent developments of Money Market Funds (MMFs) as a basis for interpretation and further
discussion in the Asset Management and Investors Council.

The first report gave an overview of Money Market Funds in Europe. Moreover, the paper
discussed regulatory developments, notably steps forward to an integrated market. Possible
introduction of standardisation and, more importantly, clarification the definition of MMFs were
considered. Recent events have highlighted that investors should be made aware of the quality of
their investments and should not worry about differences between rating agencies. The first
report called for a pan-European regulatory framework, specific to money market funds, which
would have paralleled the United States approach, to ensure a high degree of transparency and
consistency. This second report provides data to assess these issues.

After presenting in brief the data sources and methodology, the paper illustrates the development
of the volume of liquidity funds over time followed by the movement of the net assets of
enhanced cash funds over time and then compares them. The paper also considers the trend in
liquidity fund portfolio composition over the past 19 months and portfolio composition data on
enhanced cash funds.

1 This report has been prepared by Research Intelligence (Christiane Haberl) and ICMA.
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Data Sources and Methodology

The presentation of data in this report is constrained by the availability of meaningful data. The
first report identified three categories of MMFs: liquidity funds, cash plus funds and enhanced
money market funds. This report is based on two categories: liquidity funds and enhanced cash
funds. Whilst the data on liquidity funds is quite comprehensive and representative, the data on
enhanced cash funds is less detailed2.

The two data sources concerning liquidity funds are Standard & Poor’s and IMMFA (iMoneyNet)3

provided in January and February 2009. Specifically, IMMFA provided data for funds under
management by them. This represents more than 90% of the liquidity funds under management in
Europe. At the same time, the IMMFA funds are the sum of AAAm4 rated funds by S&P, AAA/V1+
rated funds by Fitch and AAA/MR1 rated funds by Moody’s. S&P provided data on all of its AAAm
rated MMFs, which account for over 130 of approximately 150 MMFs in total. The funds by S&P
are part of the iMoneyNet data and S&P data should represent around 85-90% of the iMoneyNet
data. This can be illustrated with Figure 1:

Figure 1: Comparison of Data on Liquidity Funds by IMMFA and S&P – Net Asset Value in EUR bn
Source: iMoneyNet and S&P, Time frame: Monthly from June 2007 to December 2008

Since the liquidity fund data provided by S&P is more detailed and represents almost the entire
IMMFA data, S&P data are used for all graphs below. In order to compare S&P data with IMMFA
data, the original data were adjusted in two ways. Firstly, S&P net assets in GBP and USD were
converted into EUR and, secondly, instead of using IMMFA’s weekly data, only the last week of
each month was used. In some instances S&P funds are as high as or higher than IMMFA data, this
might be due to the fact that the day chosen from IMMFA’s weekly data is compared to S&P’s
monthly data. The fact that S&P AAAm rated money market funds experienced significant inflows

2 All graphs and calculations in for this report were completed in Excel and based on the data sets provided
by iMoneyNet and S&P. All currency conversion is based on historic interbank exchange rate data by the
Federal Reserve Bank of St. Louis (https://research.stlouisfed.org).

3 ICMA is grateful for the help of Andrew Paranthoiene at Standard & Poor’s and Nathan Douglas at
iMoneyNet.

4 S&P definition: AAAm = extremely strong capacity to maintain principal stability and to limit exposure to
principal losses due to credit, market and/or liquidity risks. “AAAm” is the highest Principal Stability Fund
Rating assigned by Standard & Poor’s.
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in September and December 2008 can be the reason for that.

Regarding enhanced cash funds, the only data source used in this report comes from S&P data
sets. In comparison to the definition of the first report, these do not differentiate between cash
plus and enhanced money market funds. In S&P terms, they include all funds rated AAAf through
to AAf5 rated funds with a volatility rating of S1+. Just as the data on liquidity funds, they were
analysed in January/February 2009. The S&P data set includes 55 funds, which represents at least
half of all rated European managed enhanced cash funds. USD funds domiciled in United States
have been removed from the original data set since they are also managed in the U.S.

Trends in Liquidity Funds during the Crisis

In order to illustrate the trends of liquidity funds during the crisis, total S&P-rated net assets and
yields are presented. The data regarding net assets shows (see Figure 2) an overall upward trend
in all AAA-rated liquidity funds over the 19-month period, with USD-denoted liquidity funds
recording strongest growth. However, net yields experienced a significant downward trend over
the 19-month period with the strongest decrease after August 2008 (see Figure 4).

The following two Figures (Figures 2 and 3) display the amount of monthly net assets over the 19-
month period between June 2007 and December 2008 in billions of EUR divided into the currency
of the fund. The original S&P data showed the funds denoted in EUR, GBP and USD in the
corresponding currency. Figure 2 and Figure 3 display the same three categories of funds
recalculated into EUR in two different graph types. After correcting for exchange rates, the highest
net amount was invested in USD denoted liquidity funds over the entire period of time. The net
assets invested in EUR and GBP liquidity funds were more or less the same.

Figure 2: Line Chart of AAAm-rated Liquidity Funds Net Assets in EUR bn
Source: S&P, Time frame: Monthly from June 2007 to December 2008

5 S&P definition: AAAf = The fund’s portfolio holdings and counterparties provide extremely strong
protection against losses from credit defaults; AAf = The fund’s portfolio holdings and counter parties
provide very strong protection against losses from credit defaults.
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Figure 3: Bar Chart of AAAm-rated Liquidity Funds Net Assets in EUR bn
Source: S&P, Time frame: Monthly from June 2007 to December 2008
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The subsequent Figure 4 illustrates the development of the monthly percentage net yields on EUR,
GBP, USD 7-day and 30-day liquidity funds over a 19-month period starting with June 2007 and
ending with December 2008. There are several interesting patterns. First, 7-day and 30-day yields
on the funds in the same currency largely follow the same trend. Second, for each currency, the 7-
day yields (dark colour line) and 30-day yields (light colour line) take turns in being highest until
around September 2008, when 30-day yields start being higher than 7-day-yields. Third, all yields
plummet towards the end of 2008. Fourth, there is an order in the sense that USD funds decline
first, then GBP followed by EUR funds. Fifth, GBP liquidity funds have the highest yield.

Figure 4: Net Yields for 7-day and 30-day AAAm-rated Liquidity Funds in %
Source: S&P, Time frame: Monthly from June 2007 to December 2008

Trends in Enhanced Cash Funds during the Crisis

As aforementioned, enhanced cash funds include funds rated AAAf through AAf by S&P with an
S1+ volatility rating. This includes both cash plus and enhanced money market funds in terms of
the first report and represent around 50% of the rated European cash plus and enhanced money
market funds market.

Figure 5 depicts the net assets of EUR, GBP and USD denoted ECF rated by S&P that are managed
in Europe all mentioned in EUR bn. Net assets data is available over a two-year period starting in
January 2007. There is substantial additional amount of USD funds rated by S&P managed from
the U.S. This data is not included in this graph. The highest amount of net assets is invested in EUR
funds that peaked in July 2007 and declined since then. Also, USD ECFs decline starting with the
end of 2007. GBP ECFs increase with the exception of February 2008 and after October 2008.
Comparing the trend lines, it seems that EUR-denoted ECFs experienced the strongest negative
trend in the two-year period followed by USD ECFs. Yet, GBP-denoted ECF net assets display
stability over the 2-year period.
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Figure 5: Line Chart of AAAf and AAf- / S1+ rated Funds Net Assets in EUR bn
Source: S&P, Time frame: Monthly from January 2007 to December 2008


