
 

 

 
The Honorable Randal K. Quarles 
Chair of the Financial Stability Board 
Governor and Vice Chair for Supervision 
U.S. Federal Reserve 
20th St. and Constitution Ave., NW  
Washington, DC 20551 
 
 
August 13, 2021 
 
Re: Money Market Fund Policy Proposals 
 
Dear Chairman Quarles, 
 
We welcome the opportunity to comment on the Financial Stability Board (FSB) request for 
comment on its consultative document “Policy Proposals to Enhance Money Market Fund 
Resilience” (“the FSB Report”) which outlines policy proposals to enhance money market fund 
(MMF) resilience. Fermat Capital Management, LLC manages multiple investment strategies, 
including in trade finance where the underlying risk is often referred to as “working capital”.  We 
manage money on behalf of regulated investors including U.S. insurance companies, pension plans 
and banks, as well as sovereign wealth funds, family offices and private wealth. As an investment 
manager, we are not involved in the origination of the transactions we invest in, rather we purchase 
investments from entities such as banks and financial technology broker-dealers. 
 
We recently commented on the President’s Working Group’s December 2020 report on MMF 
resilience (“the PWG Report”) and attach those comments—which were filed with and published by 
the Securities and Exchange Commission1 for the record—to this letter. While we covered a number 
of topics in that response, here we address a subset that are also relevant to the FSB Report.  
 
In our view, the FSB Report, like the PWG Report, passively explores numerous financial market 
issues in terms of their interconnectedness and actor motivations but doesn’t sufficiently consider 
the drivers of these critical inter-relationships and cross-market investor behavior correlations. 
These drivers stem from fundamental structural vulnerabilities within MMFs themselves: that is the 
unrestricted involvement of certain actor groups within these products. We believe that a 
comprehensive analysis of the 2020 market dislocation, an analysis missing from the FSB Report, 
would elucidate these structural vulnerabilities and is a pre-requisite for making robust and 
effective policy recommendations on MMF reform, as outlined below. We recommend this 

 
1 https://www.sec.gov/comments/s7-01-21/s70121-8437078-229662.pdf 



 
 

 

additional analysis should be commissioned and performed by public agencies as input into FSB 
work in advance of proposing more comprehensive MMF reforms for public comment.   
 
MMFs, both Federal government MMFs and non-government MMFs, serve two important but 
conflicting objectives. First, they provide maturity transformation of asset financing for longer term 
assets through daily liquidity investing on behalf of savers. The principal vulnerability of this 
function is an asset liability duration mismatch for the required liquidity, whereby an investor’s 
(saver’s) withdrawal of cash (liabilities) impacts both available cash (assets) and marketable 
securities (assets), as well the market pricing of hold-to-maturity asset securities (assets).    
 
Second, while MMFs predominately source and acquire assets from banks to achieve the first 
objective, MMFs—both Federal government and non-government—are also important providers of 
short-term financing for banks. In Federal government funds, this financing is in the form of repo 
financing, known as bank asset financing (“BAF”), while in non-government funds, in addition to 
BAF, it also includes liability financing of banks, largely through commercial paper, asset-backed 
commercial paper, deposits, and certificates of deposit, known as bank liability financing (“BLF”). A 
significant percentage of banks are also dealers of Federal government and of non-government 
MMFs to savers (“MMF2S”). Further, some bank holding companies (“BHC”) also have asset 
management subsidiaries that are large investment managers of MMFs (“IMMMF”). Finally, a 
significant share of BAF and BLF involves cross border banks in Federal government and non-
government MMFs, adding further complexity (“XBBF”). 
 
As noted above, asset liability mismatches are a common challenge for all debtors including 
consumers, businesses, funds of all types as well as banks. Banks are also the principal service 
providers to these clients, i.e., consumers, businesses, funds, and banks, to address this mismatch 
by providing either secured or unsecured financing to those entities, adding to the inter-dependent 
landscape. To be able to perform these services banks are able to draw on demand resources from 
central banks like the Federal Reserve and, in part, are specifically regulated for being able to draw 
on central bank resources in an attempt to ensure their safety and soundness in providing this 
critical on demand provision of asset liability mismatch financing.  
 
The role of banks as agents, as dealers, as borrowers, as lenders and as investment management 
distributors creates unique challenges in addressing asset liability mismatch risk for most funds but 
in particular for MMFs, not least in light of banks having asymmetric information over other market 
participants, i.e., the banks’ debtors, the banks’ creditors, the banks’ debtor counterparties (other 
banks and dealers including cross boarder institutions), the banks’ investment management 
clients, the banks’ saver clients as well as both Federal government supervisors and securities 
regulators.  
 



 
 

 

In “non-market shock” conditions, banks individually adjust their asset financing (BAF), their 
borrowing (BLF), their cross-border asset and borrowing financing (XBBF), their distribution with 
investment managers (IMMMF), and their saver clients (MMF2S) to optimize the individual profit and 
loss of each activity. In a “market shock” situation, however, the individual component optimization 
changes in favor of capital preservation, with BAF, BLF and XBBF prioritized by the banks over 
IMMMF and MMF2S to the disadvantage of investors. In addition, market shocks impact other parts 
of bank portfolios that exacerbate BAF, BLF and XBBF needs and lead to prioritization of other 
activities by other actors, such as an increase in revolving credit drawings by corporates for example, 
which in 2020 was a significant and sustained source of MMF stress and consumed significant 
capital funding resources for banks. 
 
Further, banks and MMFs hold a high proportion of non-market traded assets that rely on model-
based valuations. In market shocks, when demand for financing and need for cash are high, model-
based valuations create significant constraints, as valuation differences among banks and funds 
inhibit ease of financing and capital flows precisely when they may be most needed.2 
 
These multi-faceted and often conflicted roles of banks within MMFs were not adequately 
addressed in the FSB Report. The FSB Report provides analytical data and commentary in several 
figures, tables, and discussion points with regards to events in 2020, but these do not reflect the 
complexity and inter-connectedness outlined above. For example, there is no analysis of key MMF 
financing sources nor on the timing of transactions as MMF assets are acquired or disposed, 
whereas there is research on this topic by other government sources.3 There is no analysis on 
intraday trading timing impacts nor of other credit market stress exacerbating MMFs, such as 
revolving credit drawings.4 There is no analysis of cross-border funding stress contagion impacting 
MMFs.5 Nor is the nature of related accounting stress considered in the Report.6 Such a richer 
analysis would provide insights into the actions and timings of banks by type, as well the actions of 
different classes of investors and other actors within the system, and would certainly highlight 
additional proposals to mitigate future episodes of MMF stress.  
 
Finally, while we have predominantly focused on the role of banks above, additional research on 
and analysis of the behavior of savers is also necessary. Asymmetric information exists among 
savers as well as banks—both in and among institutional investors as well as among retail investors. 
MMF products lack a penalty for exiting quickly, an action that exacerbates the market shock 
dynamics noted above as those who swiftly liquidate investments in turn exploit less 
knowledgeable and slower MMF2S, both institutional and retail, potentially leaving them with 

 
2 https://www.bis.org/bcbs/publ/wp28.pdf 
3 https://libertystreeteconomics.newyorkfed.org/2021/07/intraday-timing-of-general-collateral-repo-markets/ 
4 https://www.sec.gov/files/US-Credit-Markets_COVID-19_Report.pdf 
5 https://www.bis.org/publ/bisbull34.htm 
6 https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2499~fa7709a9ec.en.pdf 



 
 

 

higher costs, losses, and illiquidity. Given this is to be expected, it raises the question as to why more 
sophisticated investors and retail investors, for example, are allowed to simultaneously invest in 
many MMF products without segmentation or restriction and with no consideration for their likely 
behaviors. 
     
Without first understanding the details of the actions of banks and investors across a finer 
segmentation of these groups, and how these behaviors manifested themselves in 2020, providing 
a summary of potential options (i.e., Table 3: “Representative policy options and their 
variants/extensions by mechanism to enhance resilience”) is premature. In particular, proposals 
that do not include substantive changes to the role of banks in, and the financing of banks by, MMF 
products will not, in our view, enhance MMF resilience nor prevent future MMF dislocation events. 
The recommended analysis would provide insights that could assist the FSB in proposing targeted 
and efficient restrictions on both banks and investors in these products, to strengthen MMF 
resilience for the long-term. 
 
We are available for any required clarifications or any questions that you may have on the 
recommendations outlined above. 
 
Yours sincerely, 

 
 
Adam L. Dener 
Managing Director  
Fermat Capital Management, LLC 
adam.dener@fcm.com 
(203) 454 6815 
 
 
 
 
Attachment:  President’s Working Group on Money Market Funds Letter - March 2021 
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