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Money Market Funds, shifting sands.
6 minute read.

The shifting sands of the money market industry as a source of liquidity for bank and financial issuers over recent 
years has been driven by regulation that impacts both issuer and investors.

Most recently the U.S. Money Fund rules prompted a dramatic shift from Prime to Government assets as the 
reform agenda influenced risk and liquidity profiles. Coupled with this issuers have taken a more conservative 
stance in accessing this source of funding as Basel III liquidity rules prompt an ever more granular and diverse 
approach to funding plans.

In this edition of Treasury Notes we explore the changing Money Fund landscape, looking at fund types, asset 
mix, geographic changes and issuer activity to see if we can identify trends that may provide risk or opportunity 
for Treasury.

Exhibit 1: Bank issuer outstandings as % of Money Fund holdings have shrunk. (Data courtesy of Crane Data’s Money Fund Intelligence.)

U.S. Prime and Liquidity funds have historically been a ready source of wholesale liquidity for Bank Issuers in 
Commercial Paper, Certificates of Deposit or Short Bonds. The financial crisis of 2008-2009 brought into stark 
focus the potential pit falls of over reliance on this source of funding, saw some issuers retrench and an increased 
move toward high quality issuer names.

Pete Crane, President of Crane Data LLC, summarises the changing shape of the U.S. MMF industry as “While U.S. 
money fund balances had been surprisingly stable for a number years following the financial crisis, we saw an 
unprecedented $US1.1 trillion shift from Prime into Government money funds in 2016 due to money fund reforms.” 

In a remarkable throwback to the early 1990s the bank issuer market to MMFs is now dominated by Japanese, 
Scandinavian, Aussie, Canadian and a select few European names. While there have been cyclical changes to 
this mix, and some have always been there, the concept of 20 or so “on the run” issuers who both support money 
managers and are in turn supported by them seems to have taken hold again.

The changing shape of the Money Fund complex where assets have shifted towards government products in the 
U.S. has re-focused managers on relationships with issuers who can provide consistent service and will be liquid 
in times of need. 
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Exhibit 2: Money Funds by asset type, some recovery in Prime Funds. (Reproduced with kind permission of Crane Data LLC.)

 
In addition to this shift in investor appetite the issuers themselves are adapting to Basel III requirements which 
encourage diversification of source and tenor of funding. Undoubtedly the importance for treasury to keep abreast 
of their sources and types of liquidity has never been higher.

Pete Crane adds “Though we’ve seen a very small return to Prime trend year-to-date in 2017, it remains to be 
seen whether higher spreads and eventual comfort with the new “floating” NAV and emergency gates and fees 
will bring investors back in bigger numbers. We expect a slow recovery, but issuers will continue to seek alternate 
cash pools and investors to help fill the void demand void left by Prime.”

Exhibits 1 and 2 highlight the trends in both money manager activity by asset class, for example Prime Funds have 
begun to grow again but only mildly at the expense of Government only funds, and bank issuer total volume has 
begun to recover both in terms of volume and share of the market. 

New products that meet the requirements of both issuers and money fund investors have, to be fair, been more 
slowly adopted than we may have thought a few years ago. Collateralised Commercial Paper, evergreen and 
extendible issuance have been held back in some cases by risk appetite and in others by technology capabilities.

For the Treasury Funding Manager balancing their funding plan between Deposit Products, Secured Funding, 
Commercial Paper and Certificate of Deposits presents a challenge which entails trade-offs between cost, stability, 
regulatory treatment and relationship management.

Not an easy balance, but this is an area where we have seen Treasury and Money Managers increasingly work 
together on ways to meet the liquidity and quality needs of both. In some instances this has meant adjusting 
product or tenor mixes, in others it has produced increased access to Separately Managed Account buyers 
balanced with greater support for short dated repo or CP requirements.
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Exhibit 3: Changing shape of Money Funds By Region. (Data courtesy of Crane Data’s Money Fund Intelligence.) 

Money Funds in the U.S. account for at least 1/3rd of all money market activity, this is a very large share and is a 
trend that is beginning to be seen in other places where money funds have grown rapidly. In China fund balances 
have grown from close to zero to over $US600bn in just a few years making this the second largest single country 
money market globally. 

While local market rules differ there has, over the last year, been a move in some of these larger and fast growing 
markets to adopt liquidity and concentration limit structures similar to those that have been common in the U.S. 
and European markets for many years.

Product launches in the interbank and money markets, such as CD and MTN growth in China, are helping establish 
large local markets that enable participants to apply funding and investment approaches where previously 
deposits where dominant.

“Money fund managers are of course watching the growth in China jealously and with nostalgia. It reminds
them of the 1970’s here in the U.S.” says Pete Crane.

Exhibit 4: Portfolio Composition of MMFs has changed significantly over last few years. (Reproduced with kind permission of Crane Data LLC.)
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While money fund AUM has, broadly, flat lined over the last 6 years the “cash market” has expanded dramatically. 
Money Market Deposits in the U.S. have grown 45% since the financial crisis driven by Basel III regulation, Deposits 
are maybe the “newest, old, product” in our industry.

Managing such a large pool of excess deposits is a challenge for banks around the globe with the key challenge 
being a trade-off between regulatory cost and franchise management. New approaches to managing these 
aspects are required which solve for the “new normal”.

Money still needs to be managed. A combination of Deposit Products, New Money Fund Offerings, Repo 
Exchanges and a strategic solutions approach to helping depositor clients manage risk across locations will be a 
prerequisite for a successful Treasury.

Money Funds, globally, will remain a key source of liquidity for both bank issuers and for corporations, new 
products and routes to market will emerge that meet the needs of each market participant – it just may take a 
little time.


