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Will US Money Market Fund reforms trigger a Dollar funding 

crisis on full implementation October 14? 

Libor provides non-US entities a Usd funding reference and has 

jumped from late June’s 62bp to 85bp - highest since Q2 2009. 

US regulators expect Libor to stabilize – or even fall – following 
reforms; our technical analysis suggests otherwise. 

We see real risk of a Usd liquidity squeeze compounded by US 
monetary policy.  

Emerging markets and non-US banks could feel real pain. 
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Within the above categories …  

 

 

October 14: a new set of regulations will hit US money market 

funds.   

This with the Federal Reserve ostensibly in a tightening cycle.   

Latter compounds the former giving rise to Dollar funding 

squeeze concerns. 

Money market funds play a vital role in the world financial system moving savings 

from households and corporates into short-term loans to companies and banks. 

US Money Market Fund Types 

 

Prime: Invests in floating rate debt, commercial paper, government and agency securities. 

 

Government: Invests at least 99.5% of total assets in cash, government securities and/or fully 
collateralised repos.   

 

Treasury: A type of government fund which invests in T-Bills, bonds and notes. 

 

Tax-exempt: Primarily invests in state and ‘local jurisdictions’ (i.e. municipals) that are 
generally exempt from US Federal Income Tax. 

 

 

 

 

 

INSTITUTIONAL 

 

 Marketed to corporations and other 

institutional investors e.g. pension funds. 

 

 High minimum investment, low expense. 

 

 Often set up to sweep cash from a firm’s 

main operating account(s) overnight.   

RETAIL 

 

 Primarily offered to individuals.   

 Usually yield more than a savings account 

at a commercial bank… 

 But lower than institutional as typically 

have higher servicing needs 

 Contain more risk than a savings account 

as uninsured and not deposit accounts.  
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New US Money Market Regulation 

Amendment to Rule 2a-7 of the Investment Company Act of 1940.  

Major changes: Implementation of a floating Net Asset Value (NAV) for institutional 

prime and tax-exempt funds, plus liquidity fees and redemption gates for both retail and 

institutional prime & tax exempt funds. 

Additional: More in-depth disclosures, greater diversification and enhanced stress 

testing. 

Intent: To reduce the risk of runs on money market funds and provide new tools to help 

further protect investors and the financial system and aid in averting systemic risk. 

 

 

Floating NAVs 

 

 Institutional prime and tax-exempt funds 

will be required to transact at market-

based i.e. floating NAVs.  

 

 Securities within these funds will be priced 

at market-based values as opposed to 

current amortized cost method. 

 

 

 Share prices will be more precise and 

calculated to the fourth decimal place. 

Liquidity Fee and Redemption Gates 

 Applies to prime and tax-exempt for both 
retail and institutional. 
 

 If a fund’s weekly liquid assets fall under 
30% of total assets a ‘liquidity fee’ of 2% 
on all redemptions if funds’ Board deems 
it in best interest. 
 

 If fall under 10%, a 1% redemption 
liquidity fee is required unless Board 
deems otherwise which could include fees 
from 0-2%. 
 

 If decline to less than 30% Board could 
temporarily suspend redemptions (gate) 
for up to 10-business days. 

Definition of weekly liquid asset:  Cash, US Treasury securities, some other government securities 

with remaining maturities of 60-days or less, and securities that convert into cash within one week. 

 

New Definitions for Fund Types:  Non-governmental funds will distinguish between retail and 

institutional shareholders (currently co-mingled).  Institutions will no longer be allowed to invest in retail-

designated funds. 
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The main financial market evidence as to the impact of the new regulations has been in Usd Libor.  The 3-month 

rate started the year at 61bp. Aside from a mid-May to early June jump which was quickly reversed, it was steady 

until late June, since when it rose precipitously to top out at 86bp a few weeks ago.  At the time of writing, it stands 

at 85.7bp.  1-month Libor has shown a similar profile, ranging from 44bp to current 52bp.   
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That the peak Libor-OIS spread was 43.7bp, from 22bp early June, and 3-month TED spread (EuroDollar 

implied rate vs 3-month T-Bill) hit 68.7bp in early September from around 30bp at the start of February is 

seen as evidence of the impact of upcoming regulation rather than expectations of a Fed rate hike.   

If the latter were the case, the spreads should remain steady and reflect intrinsic risk of Libor and EuroDollar versus 

the so-called ‘risk free’ OIS and 3-month T-Bill.  The recent hawkish chatter from several FOMCers has seen the 

spreads narrow as the OIS and T-Bill legs have risen.   

Reasons for spread widening were therefore due to external risks, and most point the finger at Money Market 

regulation.  We caution most as recent concerns over banks could also play a role in TED spread widening especially, 

which has traditionally been a measure of stress in the financial sector. 
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The link between the new regulations and financial markets comes from 

the flows out of US money market funds.  Prime funds have witnessed 

massive outflow this year (over $550bn) with an almost identical inflow 

into government peers (the number of prime funds has also fallen in 

tandem with government funds increasing). 

 

Prime money market 

funds are a major investor 

in Dollar denominated 

commercial paper and 

certificates of deposits 

issued by non-US banks. 
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Prime funds are a major investor in commercial paper (CP) and certificates 

of deposit (CD) so it stands to reason that as cash flows out there is less 

available for CP/CD investing.  In the face of less Dollar availability, borrowers 

either have to reduce CP/CD issuance and/or pay a higher rate i.e. tighter 

financial conditions.   

Since July, financial CP rates are higher with a larger than normal range (54-

90bp).  Non-financial commercial paper has been much steadier, topping at 

56bp.  Commercial paper outstanding (Fed seasonally adjusted series) has 

fallen some $180bn since May.  This series is volatile, but even so, this year’s 

fall is large by post-financial crises standards. 

 

Major users of the US CP market are institutional credit issuers and of these a significant proportion are non-US 

based financials, with domestic banks relying more heavily on deposits.  There hasn’t been much sign of rising 

financial stress within the US and the early September rise in the Goldman Sachs Financial Conditions Index has 

reversed a touch after the Fed, pointing to the initial upswing being FOMC September hike angst.   

The ongoing travails of European banks seem to be contributing to the small rise at the time of writing, but the index 

is significantly lower than in the aftermath of the ‘Lehman Moment’.  For this reason, we look for stress in the 

international arena.  Libor is an offshore rate, providing a Dollar funding cost guide for non-US agents.  

“In the face of less 

Dollar availability, 

borrowers either have 

to reduce CP/CD 

issuance and/or pay a 

higher rate i.e. tighter 

financial conditions.” 
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Within the non-US sphere, it is Japanese banks that are significantly impacted.  

3-month Yen forward points have become more negative over the last 18-

months, recently sinking past -40 pips (worst since late 2008).   

This implies not only a Dollar shortage for Japanese Dollar debt issuers, but 

also a much costlier environment for swapping Yen into Usd.  Alongside NIRP, 

this is another profitability hit to Japan’s financial sector, unless higher rates 

are passed on.   

In general, any economic agent, foreign or US based, that has Libor-based 

floating Usd debt faces the prospect of higher servicing costs.  Cross currency 

basis swaps show that the cost to swap into Dollars via Euros and Gbp (latter 

Brexit impacted) has become more expensive.  Dollar borrowing could be 

brought down by the Fed cutting the rate on its FX swap lines to other Central 

Banks, but the stigma for commercial banks borrowing from the monetary 

authority is too much to take (still).  Non-US banks could also issue short-term 

Dollar debt, but this is untried on the scale that many would need to undertake. 

 

Thus what is left of prime US money market funds remains the most viable alternative.  For those with Libor-

based floating Usd debt, it is as though the Fed has already hiked for a second time in this tightening cycle. 

 

 

“3-month Yen forward 

points recently sank 

past -40 pips, the 

worst since late 2008.  

This implies not only a 

Dollar shortage for 

Japanese Usd debt 

issuers, but a much 

costlier environment of 

swapping Yen for 

Dollars.” 
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Currently, it seems the Fed is of the belief that Libor’s rise is temporary and 

will abate or reverse after the Money Market reforms come in.  If higher 

Libor is sustained after October 14 (as most seem to think), the December 

FOMC (November has largely been discounted, despite attempts to 

convince that it is ‘live’, as too close to the Presidential Election) is seen as 

the likely meeting for the Committee to discuss financial conditions.   

There are several issues at play here.  The new regulations are structural 

rather than cyclical so the impact of higher Libor and CP rates are likely 

persist.  However, if domestic financial conditions remain relatively 

unaffected, how much weight will be afforded to international Libor-based borrowers via Dollar liquidity? Enough to 

prevent a hike other things being equal?  

If the latter is ignored and the Fed hikes, Usd Libor should be driven higher.  Dec16 Fed Funds do not price in 50bp 

but 1-month OIS forwards price 55bp and therefore a decent chance of another Fed Funds hike.  How much of the 

Fed/regulatory impact is priced into EuroDollar and the contribution of each is difficult to ascertain.  Dec16 EuroDollar 

currently implies Libor of 90.5bp versus some forecasts of 1% (see HERE for IGM Technical Analysis).   

As the regulation is a structural issue, it isn’t a given that OIS-Libor spreads will narrow.  It will take a 

(uncertain) period of time for rates to adjust to the new universe (Dec17 EuroDollar implies just 1.05%, however, and 

see HERE for Dec16-Dec17 spread technical analysis).  The ‘period’ of recalibration will to a large extent depend on 

the volume of flow back into prime funds (the greater the flow the more downside pressure on Libor).  This in turn is 

a function of a) how defensive money managers will remain in what are essentially uncharted regulatory waters with 

a high probability of an official rate hike too, and b) the incentive higher Libor is to new investors in the short-term 

CP market (the larger the fresh money inflow the lower the cap on Libor’s rise).  And… we can’t discount the impact 

of financial sector stress on Libor spreads which are tighter than during the Great Financial Crisis, but the TED 

spread is wider than during the Euro Crisis.   

A further issue relates to FX hedging costs for non-US domiciled investors in US assets. Forward points and cross 

currency basis swaps are instructive here and could impact the UST market, which has already seen decent domestic 

demand at the short-end from the move into government money market funds, means cross border linkages are 

important in the Libor dynamic.  These are magnified by global monetary policy.   

So, what ostensibly is a domestic US reform aimed at shoring up the financial system could via a Dollar 

funding squeeze have much wider implications for the financial system.  

 

WATCH LIST FOR AFTER 14 OCTOBER 

Prime Fund Flows 

Actual Libor rates 

Implied Libor from EuroDollar 

OIS/Libor and TED Spreads 

Commercial Paper Rates 

FX forwards/cross currency basis swaps 

November/December FOMC 

“How much weight will 
be afforded to 
international Libor-
based borrowers ala 
Dollar liquidity? Enough 
to prevent a hike other 
things being equal?” 
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TECHNICAL ANALYSIS  ed.blake@informagm.com 

EURO$ Z6 – Awaits a downtrend resumption to 98.955/98.840 

Strategy Summary 
Look to sell into any near term corrective gains for a resumption of the decline 

from 99.380 through 99.010/98.955 targeting 98.840. Stop and reverse on a 

break back over 99.180. 

 

EURO$ Z6 – Daily Chart 

 

Resistance Levels 

R5 99.380 24 June 2016 contract high 
R4 99.295 76.4% retracement of 99.380/99.015 fall 
R3 99.240 13/14 July 2016 highs, also 61.8% retrace of 99.380/99.015 
R2 99.180 29 July/1 August 2016 lower high, near 99.165 - 16 August 2016 high 
R1 99.115 2 September 2016 high, near 15 September 2016 high at 99.105  

Support Levels 

S1 99.010 24/27/31 May 2016 lows, near 21 September 2016 low at 99.015  
S2 98.955 16 March 2016 higher low 
S3 98.840 8 January 2016 minor higher low 
S4 98.735 30 December 2015 higher low 
S5 98.665 14 August 2015 minor higher low 

Key Points 

 After an initially sharp fall from the 99.380 peak, the market has since stabilized over 99.015 

 Daily studies are subdued and while 99.115/180 caps corrective gains, watch for bears to resume  

 Negatively aligned longer term studies suggest a return through 99.010/99.015 risking 98.955 

 A sustained break there would then confirm a wider nine-month top with risk to 98.840/98.735 

 Only over 99.180 would avert the current downside threat and revive bulls for 99.240/99.295 

 

Back to place in document 

mailto:ed.blake@informagm.com


 

 

 

 

 

11 
 

SPECIAL REPORT: US MONEY MARKET REFORM 

EURO$ Z6/Z7 Spread – Awaits a break of 9.0 opening -2.5/-11.5 
 

Strategy Summary 

Look to sell into near term corrective widening for a resumption of broader 

narrowing through 9.0 targeting the 1.0/-2.5 zone. Sustained inversion would 

expose -11.5. Place a protective stop over 25.5 

 

EURO$ Z6/Z7 Spread – Weekly Chart 

 

Resistance Levels 

R5 42.0 22 January 2016 lower high, near tentative 33 month falling trendline at 41.0 

R4 35.5 16 March 2016 lower high 

R3 33.0 25/31 May 2016 minor lower high 

R2 25.5 24 June 2016 lower minor high 

R1 20.0 25 July 2016 high, near 29 August/1 September 2016 highs at 19.5 

Support Levels 

S1 11.5 30 September 2016 low 

S2 9.0 2016 low posted 6 July and 4 August 

S3 1.0 Equality projection of 113.0/42.0 from 72.0, near the psychological 0.0 level 

S4 -2.5 .618 projection of 72.0/10.5 from 35.5 

S5 -11.5 .764 projection of 72.0/10.5 from 35.5, near 61.8% retrace of -86.5/113.0 

Key Points 

 Consolidates the long term downtrend over the recent range support at 9.0 

 Improving daily/weekly studies suggest near term corrective potential towards 20.0/25.5 

 However, while 25.5 caps, a resumption of the broader downtrend is favoured targeting 9.0 

 A downside break would extend the wider downtrend for the 1.0/-2.5 Fibonacci projection cluster 

 Only over 25.5 allows a stronger than anticipated recovery towards 33.0/35.5, before lower 

 

Back to place in document 
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Informa Global Markets obtains information for its analysis from sources it considers reliable, but does not guarantee the  
accuracy or completeness of its analysis or any information contained therein.  Informa Global Markets and its affiliates make  
no representation or warranty, either express or implied, with respect to the information or analysis supplied herein, including without 
limitation the implied warranties of fitness for a particular purpose and merchantability, and each specifically disclaims  
any such warranty.  In no event shall Informa Global Markets or its affiliates be liable to clients for any decision made or action  
taken by the client in reliance upon the information or analyses contained herein, for delays or interruptions in delivery for any reason, 
or loss of business revenues, lost profits or any indirect, consequential, special or incidental damages, whether in contract, tort or 
otherwise, even if advised of the possibility of such damages.  This material is intended solely for the private use of Informa Global 
Markets clients, and any unauthorised use, duplication or disclosure is prohibited.  This material is not a comprehensive evaluation of 
the industry, the companies or the securities mentioned, and does not constitute an offer or a solicitation of an offer  
or a recommendation to buy or sell securities.  All expressions of opinion are subject to change without notice. 


