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In the United States, the money-market mutual fund industry 

has around $4 trillion in assets under management (AuM) 

as of March 18, 2020 according to the Investment Company 

Institute)1. These assets are split predominantly between 

retail (around $1.5 trillion) and institutional (around $2.5 

trillion) money-market mutual funds. Due to unprecedented 

actions taken by governments around the world to stop the 

spread of the Coronavirus, many U.S. companies have ex-

perienced large, unexpected, short-term funding needs as 

numerous businesses have seen their normal day-to-day 

operations come to a standstill. In response, companies 

have been accessing bank funding lines, attempting to issue 

commercial paper (CP) and longer-maturity debt, and with-

drawing money from money-market mutual funds. The sud-

den increase in demand for cash has put significant strain 

on short-term markets, and the U.S. Federal Reserve (the 

Fed) has recently stepped in to alleviate some of the pres-

sure. 

In March, to boost liquidity and ease stress in financial mar-

kets, the Fed lowered the federal funds rate to a range of 

0.0%-0.25%, introduced a new round of Quantitative Easing 

committing to buy $700 billion of Treasuries and mortgage-

backed securities (MBS) and announced that it would lend 

directly to highly-rated  U.S. companies. In addition, the Fed 

also announced that it would provide $1.5 trillion in short-

term loans to banks to alleviate strains on the U.S. repur-

chase-agreement (repo) market, a fundamental part of U.S. 

financial-market infrastructure. 

Most recently, the Fed created a Money Market Mutual 

Fund Liquidity Facility (MMLF) to specifically support U.S. 

prime money-market mutual funds. Prime money-market 

funds invest in diversified portfolios of commercial paper, 

certificates of deposit, and other high-quality, short-term, 

liquid debt issued by governments, banks and corporations. 

Prime funds serve both retail and institutional investors and 

in the United States have around $700 billion in AuM, or 

about 18% of all U.S. money-market-mutual-fund assets. 

The MMLF will allow U.S. banks and broker-dealers to bor-

row money from the Fed at low interest rates, collateralized 

by predominantly commercial paper and certificates of de-

posit (amongst a few other securities included in MMLF) 

issued by U.S. companies. The MMLF also gives U.S. 

banks and broker-dealers regulatory relief from capital, li-

quidity and leverage requirements related to these purchas-

es. 

Typically, prime money-market mutual funds invest around 

60%-80% of their assets in commercial paper and certifi-

cates of deposit, with the remainder in repurchase agree-

ments, government and agency discount notes, corporate 

bonds and similar instruments. In normal market conditions, 

fund managers buy and sell commercial paper and certifi-

cates of deposit from broker-dealers who make markets in 

these instruments. When broker-dealers cannot find buyers 

for funds that need to sell their commercial paper or certifi-

cates of deposit, they have a limited ability (due to post-

financial-crisis bank regulation) to use their balance sheet to 

purchase the securities. 

In the current environment, market participants have indicat-

ed that liquidity for commercial paper and certificates of 

deposit has been the most pressing area of weakness. This 

 Elevated cash demand by U.S. companies has increased pressure on U.S. money-

market mutual funds to meet rapid, large redemptions. 

 The Fed created a Money Market Mutual Fund Liquidity Facility (MMLF) to alleviate 

liquidity issues faced by U.S. prime money-market mutual funds. 

 The facility better enables prime funds to liquidate high-quality securities, predominant-

ly commercial paper and certificates of deposit issued by U.S. companies, to meet 

shareholder redemptions.  
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THE FED AND MONEY-MARKET FUNDS 

Relief from the Fed boosts liquidity in short-term markets. 

Marketing Material 

1 https://www.ici.org/research/stats/mmf/mm_03_19_20  
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is because investment managers facing redemptions from 

their clients have shifted from investing in long-dated com-

mercial paper to investing in overnight maturities and repo 

that may be more quickly liquidated to meet those redemp-

tions. The combination of reduced demand from investment 

managers for long-dated commercial paper and certificates 

of deposit, along with broker-dealers’ limited ability (due to 

regulatory hurdles) to directly buy and hold securities, se-

verely diminishes money-market mutual funds’ ability to sell 

long-dated securities. This in turn directly impedes prime 

money-market mutual funds from meeting the demands of 

large, rapid redemptions. 

As a result, fund managers have been forced to sell high-

quality assets at distressed prices to generate liquidity, 

which has put downward pressure on money-market mutu-

al funds’ net asset values. To alleviate this bottleneck, the 

Fed’s MMLF has committed to lend against commercial 

paper and certificates of deposit issued by U.S. companies 

and banks (among a few other accepted securities, such as 

U.S. Treasury bills and U.S. agency discount notes ) from 

U.S.-based prime money-market mutual funds at amortized 

cost. For a discount security within a money-market fund, 

such as commercial paper, amortized cost refers to a price 

for the security that includes the portion of the security’s 

original discount to par that has already accrued to the se-

curity’s owner, similar to accrued interest. 

By lending against commercial paper and certificates of 

deposit from prime money-market funds at amortized cost, 

the Fed effectively allows the funds to make investors 

whole, as opposed to if the funds were to sell the securities 

at steep discounts in an illiquid market when meeting re-

demptions. In other words, the Fed's action substantially 

increases the liquidity of U.S. prime money-market mutual 

funds. Note that securities issued by non-US corporations 

are not eligible under the facility. 

A key question that investors have today is: will this action 

by the Fed be enough to provide relief to money-market 

mutual funds? The Fed’s action predominantly targets com-

mercial paper and certificates of deposit issued by U.S. 

companies and banks, which represent a majority of assets 

in U.S. prime money-market mutual-fund portfolios. Improv-

ing liquidity for prime money-market funds should help 

these funds avoid severe declines in their share prices and 

in turn provide large corporate investors with substantially 

better access to their cash.  

Additional measures that the Fed has taken to boost liquidi-

ty in short-term funding markets are summarized in the 

table below. MMLF directly targets prime money-market 

mutual funds, while some of the other measures helps to 

ensure that liquidity in general doesn't dry up within short-

term markets. This, in turn, should also improve the general 

market environment for money-market mutual funds, since 

they operate in the short-term fixed-income markets.  

Contributor: Eric Legunn, CFA 

 

DETAILS ON FED PROGRAMS INTRODUCED TO ALLEVIATE LIQUIDITY PRESSURES IN U.S. 

FINANCIAL MARKETS 

Sources: DWS Investment Management Americas, Inc. as of 03/19/20 

Program Full Name Purpose Summary Details 

CPFF 
Commercial Paper                         

Funding Facility 

Allow U.S. companies to issue 

commercial paper (CP)  

Fed / U.S. Treasury-sponsored special-purpose vehicle 

directly purchases CP from A-1/P-1/F-12 rated compa-

nies. Pricing based on 3-month overnight indexed swap 

(OIS) +200 basis points (bps). Program runs through 

3/17/2021.  

PDCF 
Primary Dealer Credit Facil-

ity 

Enhance market liquidity by al-

lowing primary dealers to post 

collateral with Fed for loans  

Investment-grade corporate debt, international agencies, 

CP, municipal bonds, MBS, AAA ABS, equities 

(excluding ETPs, UITs, mutual funds, rights and war-

rants). Program runs for 6 months or longer. 

MMLF 
Money Market Mutual Fund    

Liquidity Facility  

Provide liquidity to lend against 

assets from prime money-market 

mutual funds at amortized cost 

value  

Banks post assets purchased from money-market mutual 

funds to Fed, with regulatory relief for balance-sheet 

treatment. Rate based on discount window +100bps. 

Program runs thru September 30, 2020.  

FX Swap Lines3 
Central bank U.S. dollar 

liquidity arrangements  

Reduce dollar funding pressure  

for foreign banks  

Central banks conduct U.S. dollar auctions and post 

currency at Fed and receive dollars for their depository 

institutions. Rate is OIS +25bps. 

2 A-1: A short-term issuer credit rating that indicates the highest category by Standard & Poors and signals that an obligor has a strong ability to meet its finan-

cial commitments; P-1: According to Moodys, Issuers rated P-1, which stands for Prime-1, have a superior ability to repay short-term debt obligations; F-1: 

Fitch’s highest short-term credit-quality rating. 

3 Central-bank liquidity swap (FX Swap Lines): a central bank uses this type of currency swap to provide liquidity of its currency to the central bank of another 

country 
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GLOSSARY  

Agency Bonds are bonds issued by a government agency. 

Asset-backed securities (ABS) are securities whose income pay-

ments, and thus value, is derived from and collateralized (or 

"backed") by a specified pool of underlying assets. 

One basis point equals 1/100 of a percentage point. 

A certificate of deposit (CD) is an instrument offered by banks that 

offers a pre-specified rate of interest in exchange for the purchaser 

agreeing to deposit, and not touch, a lump-sum for a pre-specified 

period of time. 

In some transactions, collateral is used to protect the lender against 

the borrower's default. In case the borrower defaults on the interest 

or principal payment, the collateral can be used to offset the loan. 

Commercial paper (CP) is issued by corporations and represents 

short-term unsecured promissory notes with a maturity of 270 days 

or less. 

A corporate bond is a bond issued by a corporation in order finance 

their business 

A discount note is a non-interest bearing short-term debt obligation 

that is issued at a discount to par and whose value becomes par at 

maturity.  

Part of monetary policy, the discount window allows eligible institu-

tions to borrow, on a short-term basis, money from the central bank 

to meet temporary liquidity shortages 

An exchange-traded product (ETP) is a derivatively priced security 

which trades during the day on a national stock exchange. 

The federal funds rate is the interest rate, set by the Fed, at which 

banks lend money to each other, usually on an overnight basis. 

The financial crisis refers to the period of market turmoil that started 

in 2007 and worsened sharply in 2008 with the collapse of Lehman 

Brothers. 

Investment grade (IG) refers to a credit rating from a rating agency 

that indicates that a bond has a relatively low risk of default. 

Leverage attempts to boost gains when investing through the use of 

borrowing to purchase assets. 

Liquidity refers to the degree to which an asset or security can be 

bought or sold in the market without affecting the asset's price and 

to the ability to convert an asset to cash quickly. 

The final payment date of a financial instrument is its maturity 

The money market is a financial market for assets involved in short-

term borrowing and lending like treasury bills, commercial papers, 

certificates of deposit and repurchase agreements 

A mortgage-backed security (MBS) is a special type of asset-

backed security where the holder receives interest and redemption 

payments from pooled mortgage debtors, secured by the underlying 

mortgages. 

Municipal bonds (Munis) are debt securities issued by a state, mu-

nicipality or country. 

Net asset value (NAV) is the value of an organisation's assets mi-

nus the value of its liabilities. 

An overnight indexed swap (OIS) is a hedging contract whereby a 

party exchanges a predetermined cash flow with a counterparty on 

a specified date. One side of the swap tracks a debt, equity or other 

price index, and in the case of an overnight index swap, an over-

night interest rate index is used. 

Quantitative easing (QE) is an unconventional monetary-policy tool, 

in which a central bank conducts broad-based asset purchases. 

A rating is a standardized assessment of the creditworthiness of the 

issuer and its debt instruments by specialized agencies. The main 

three rating agencies are the Moody's (Aaa over Baa1 to C, best to 

worst) , S&P (AAA  over BBB+ to D, best to worst) and Fitch (AAA 

over BBB+ to D, best to worst). 

In a repurchase (repo) agreement dealer sells a security (usually 

government bonds) and buys them back, by agreement between 

the two parties, shortly after 

Rights represent a privilege that company shareholders can receive 

that allow them to subscribe to new shares of a stock issue before 

those shares get offered to the public. Rights typically have a 2 to 4 

week life and they enable company shareholders to buy the new 

stock offering below the price of the public offering. 

Treasuries are fixed-interest U.S. government debt securities with 

different maturities: Treasury bills (1 year maximum), Treasury 

notes (2 to 10 years), Treasury bonds (20 to 30 years) and Treas-

ury Inflation Protected Securities (TIPS) (5, 10 and 30 years). 

A unit investment trust (UIT) is a type of investment company that 

offers a portfolio (generally of stocks and bonds) as unies that in-

vestors can redeem, for a specified window of time. UITs are de-

signed to provide investors with access to capital appreciation or 

investment income.  

The U.S. Federal Reserve, often referred to as "the Fed", is the 

central bank of the United States. 

Similar to an option (in that it provides the owner with a contractual 

right to buy securities), a warrant is a security that enables the own-

er to buy stock of the issuing company at a fixed price, the exercise 

price, until the contract expires. 
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IMPORTANT INFORMATION 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers invest-
ment products, or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services. 

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 
investments and strategies described or provided by DWS, are appropriate, in light of their particular investment needs, objectives and fi-
nancial circumstances. Furthermore, this document is for information/discussion purposes only and does not and is not intended to consti-
tute an offer, recommendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any security, or other 
instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein and should 
not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting advice. 
This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law, of the 
transaction or matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for the pur-
poses of avoiding any U.S. federal tax penalties. The recipient of this communication should seek advice from an independent tax advisor 
regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are not guaranteed, unless speci-
fied. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, com-
pleteness or fairness, and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our judg-
ment on the date of this report, are subject to change without notice and involve a number of assumptions which may not prove valid. 

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment 
and loss of income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally 
invested at any point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of 
time. Further, investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic rela-
tions, limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets. Addition-
ally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have an 
adverse effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other 
considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to 
the detailed provisions, including risk considerations, contained in the Offering Documents. When making an investment decision, you 
should rely on the final documentation relating to the investment and not the summary contained in this document. 

This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s 
judgment as of the date of this material. Forward looking statements involve significant elements of subjective judgments and analyses and 
changes thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actu-
al results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reason-
ableness or completeness of such forward looking statements or to any other financial information contained herein. We assume no respon-
sibility to advise the recipients of this document with regard to changes in our views. 

No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives 
will be achieved. Any securities or financial instruments presented herein are not insured by the Federal Deposit Insurance Corporation 
(“FDIC”) unless specifically noted, and are not guaranteed by or obligations of DWS or its affiliates. We or our affiliates or persons associat-
ed with us may act upon or use material in this report prior to publication. DB may engage in transactions in a manner inconsistent with the 
views discussed herein. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of 
DWS. This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this 
document may be restricted by law or regulation in certain countries. This document is not directed to, or intended for distribution to or use 
by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United 
States, where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any 
registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this 
document may come are required to inform themselves of, and to observe, such restrictions. 

Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future 
performance. Further information is available upon investor’s request. All third party data (such as MSCI, S&P & Bloomberg) are copyright-
ed by and proprietary to the provider.  

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold 
in Bermuda only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities 
in Bermuda. Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda 
unless such persons are permitted to do so under applicable Bermuda legislation  
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