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US Money Fund Reform Proposals,  
A Quick Look

The US Securities and Exchange Commission (SEC), on December 15, 2021, proposed 
amendments to certain rules that govern US money market funds (MMFs) under the 
Investment Company Act of 1940 (1940 Act). These proposed changes to SEC Rule 2a-7, 
if adopted, are designed to improve the resiliency and transparency of US money market 
funds and will impact the manner in which US money market funds operate. 

These proposed reforms are a consequence of market events in March 2020 when 
growing concerns about the impact of the COVID-19 pandemic led investors to reallocate 
their assets into cash and short-term government securities. Specifically, heavy outflows 
from US institutional prime and tax-exempt MMFs placed stress in the short-term funding 
markets, which became “frozen,” making it difficult for these funds to sell investments.

Proposed amendments:

• Remove the liquidity fee and redemption gate provisions from SEC Rule 2a-7.

• Increase the daily liquid asset and weekly liquid asset requirements for all MMFs 
to 25% and 50%, respectively.

• Implement swing pricing policies and procedures for US institutional prime and 
institutional tax-exempt MMFs.

• Address how money market funds should handle a negative interest rate 
environment.

• Specify how funds calculate weighted average maturity (WAM) and weighted 
average life (WAL).

• Amend certain reporting requirements on Forms N-MFP and N-CR.

There will be a 60-day comment period following publication of the proposed 
amendments in the US Federal Register. The proposed amendments have not yet been 
posted in the Federal Register.

When the amendments are finalized/adopted and published in the US Federal Register, 
the SEC has proposed implementation in stages to include (a) immediate changes, 
(b) 6-month changes, and (c) 12-month changes. Immediate changes will focus on the 
removal of liquidity fee and redemption gate provisions including related disclosures. 
At 6 months, funds must be in compliance with the increased daily liquid asset and weekly 
liquid asset requirements and all other aspects of proposal. In the final stage at 12 months, 
funds must be in compliance with swing pricing requirements and the requirements that 
address how money market funds should handle a negative interest rate environment.
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Discussion of proposed amendments

Remove the liquidity fee and redemption gate provisions in their entirety from 
existing rules

The SEC recognized that the current fee and gate provisions did not have their intended 
effect in March 2020 and appeared to have contributed to some of the stress that some 
money market funds and the short-term funding markets faced. As a result, they have 
proposed to remove the tie between liquidity thresholds and fee and gate provisions and, 
moreover, to remove fee and gate provisions from SEC Rule 2a-7 entirely.

Money market funds would continue to be able to suspend redemptions to facilitate an 
orderly liquidation of a fund under SEC Rule 22e-3 of the 1940 Act. The SEC believes 
that SEC Rule 22e-3 will continue to provide a money market fund the ability to suspend 
redemptions in certain circumstances and help address a significant run risk and potential 
harm to shareholders.

Increase the daily liquid asset and weekly liquid asset requirements to 25% and 50%, 
respectively (from 10% and 30%, respectively)

The SEC believes that increasing the minimum liquidity thresholds, paired with removing 
fees and gates from SEC Rule 2a-7, would be a more efficient manner of enhancing MMFs’ 
access to liquidity and thus their ability to withstand market stress. The SEC believes the 
proposed increased thresholds will provide a more substantial buffer that would better 
equip money market funds to manage significant and rapid investor redemptions, while 
maintaining a MMF’s flexibility to invest in diverse assets during normal market conditions.

The proposal would require a MMF to notify its board if daily liquid assets fell below 12.5% 
or weekly liquid assets fell below 25%, defined as a “liquidity threshold event,” basically 
a decline in liquidity thresholds of 50%. MMFs would also be required to file Form N-CR 
upon a liquidity threshold event.

Additionally, a MMF would now be required to (i) determine its own minimum level of 
liquidity it seeks to maintain during times of stress, (ii) identify that level in its written 
procedures, (iii) periodically stress test such liquidity, and (iv) provide the fund’s board 
with a report on the results.

Implement swing pricing policies and procedures

The SEC is proposing swing pricing as an effective tool to address shareholder dilution 
and potential institutional investor incentives to redeem quickly in times of liquidity stress 
to avoid further losses. Swing pricing is designed to ensure that the costs stemming from 
net redemptions are allocated fairly and do not give rise to a first mover advantage or 
dilution, under either normal or stressed market conditions.

Swing pricing would apply specifically to institutional prime and institutional tax-exempt 
MMFs when a fund experiences net redemptions for a pricing period.

Under the proposal, a fund would be required to adjust its NAV per share by a swing factor 
reflecting (i) spread and (ii) transaction costs, as applicable. Furthermore, if a fund has 
net redemptions that exceed a “market impact threshold,” defined as 4% or more of the 
fund’s net asset value, the swing factor would also include a (iii) market impact factor, or 
a good faith estimate of the market impact of selling a vertical slice of a fund’s portfolio 
to satisfy the amount of net redemptions. This market impact factor is defined as the 
percentage decline in the value of each security in the portfolio if sold under current 
market conditions. The rule would permit a MMF to estimate costs and the market impact 
factor for each type of security with the same or substantially similar characteristics to 
all securities of that type in the fund’s portfolio.

Additionally, the proposal would require that swing pricing policies and procedures 
be implemented by a board-designated swing price administrator and the administration 
of the swing pricing program be reasonably segregated from portfolio management of 
the fund.
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Swing Pricing Process

Step Result

1 Did the fund have net redemptions?
No: Do not apply a swing factor
Yes: Proceed to next step

2  Did the net redemptions exceed the 
market impact threshold?

No:  Apply swing factor that includes spread costs 
and other transactions costs of selling a vertical 
slice of the fund’s portfolio.

Yes:  Apply swing factor that includes spread costs, 
other transactions costs, and a market impact 
factor of selling a vertical slice of the fund’s 
portfolio.

Address how money market funds should handle a negative interest rate environment

The SEC noted that twice in the past 15 years, the US Federal Reserve established the 
lower bound for the federal funds rate at 0% and if interest rates turn negative and the 
gross yield of a fund’s portfolio turns negative, it would be challenging or impossible for 
the fund to maintain a non-negative stable share price.

Under the proposed rule, the SEC believes that, if interest rates turn negative, the board 
of a stable NAV MMF could reasonably require the fund to convert to a floating share price 
to prevent material dilution or other unfair results to investors or current shareholders.

SEC Rule 2a-7, in its current form, does not explicitly address how money market funds 
must operate when interest rates are negative. SEC Rule 2a-7 only states that government 
and retail MMFs may seek to maintain a stable net asset value by using prescribed 
amortized cost and/or penny rounding methods. According to the SEC, if negative 
interest rates turn a stable NAV fund’s gross yield negative, the fund would be unable to 
generate sufficient income to support a stable share price. Under these circumstances, 
a MMF would not be permitted to use amortized cost and/or penny rounding accounting 
methods to seek to maintain a stable NAV and would need to convert to a floating 
share price.

Notably, the proposed amendments would prohibit money market funds from operating 
a reverse distribution mechanism, routine reverse stock splits, or other device that would 
periodically reduce the number of the fund’s outstanding shares in order to maintain a 
stable share price. In their rationale, the SEC stated that reverse distribution mechanisms 
would not be intuitive for retail investors in government and retail money market funds 
and that investors may be misled by such a mechanism.

The proposal expands government and retail money market funds’ obligations to confirm 
that they can fulfill shareholder transactions if they convert to a floating share price. 
Specifically, a government or retail money market fund must determine that financial 
intermediaries that submit orders to purchase or redeem the fund’s shares have the 
capacity to redeem and sell the fund’s shares at prices that do not correspond to a 
stable price per share or, if this determination cannot be made, to prohibit the relevant 
intermediaries from purchasing the fund’s share in nominee name. The SEC believes it 
is necessary that all parties involved are capable of processing transactions in a fund’s 
shares in the event that the fund converts to a floating net asset value (FNAV).

Specify how funds calculate weighted average maturity (WAM) and weighted average 
life (WAL)

The SEC is proposing to require all funds to use market value to calculate WAM and WAL, 
as they believe these amendments will enhance the consistency of calculations for funds, 
while allowing the SEC to better monitor and respond to indicators of potential risk and 
stress in the market.
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Amend certain reporting requirements on Forms N-MFP and N-CR

The SEC is proposing to (i) add new requirements to Form N-CR, (ii) file Form N-CR 
reports in a structured data language (XML — eXtensible Markup Language), and include 
other amendments to (iii) improve the utility of information and (iv) remove reporting 
requirements related to fees and gates.

For Form N-MFP, the form that money market funds use to report monthly portfolio 
holdings and other key information, the SEC is proposing amendments to improve the 
SEC’s ability to monitor money market funds. The amendments propose certain new 
information about a fund’s shareholders and disposition of non-maturing portfolio 
investments and enhance the accuracy and consistency of information as well as the 
frequency of certain data points.

About risk

The value of investments and any income will fluctuate (this may partly be the result of exchange rate 
fluctuations), and investors may not get back the full amount invested.

Important information

This document is for Professional Clients only in Dubai, Continental Europe (as defined in the important information) 
and the UK; for Institutional Investors only in the United States and for Sophisticated or Professional Investors in 
Australia; in New Zealand for wholesale investors (as defined in the Financial Markets Conduct Act); for Professional 
Investors in Hong Kong; for Qualified Institutional Investors in Japan; in Taiwan for Qualified Institutions/
Sophisticated Investors; in Singapore for Institutional/Accredited Investors; for Qualified Institutional Investors and/
or certain specific institutional investors in Thailand; in Canada, this document is restricted to Accredited Investors 
as defined under National Instrument 45-106. It is not intended for and should not be distributed to, or relied upon 
by, the public or retail investors. Please do not redistribute this document. By accepting this document, you consent 
to communicate with us in English, unless you inform us otherwise. 

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland, France, 
Germany, Greece, Italy, Luxembourg, Netherlands, Norway, Switzerland and Spain. 

This overview contains general information only and does not take into account individual objectives, taxation 
position or financial needs. Nor does this constitute a recommendation of the suitability of any investment strategy 
for a particular investor. Investors should consult a financial professional before making any investment decisions 
if they are uncertain whether an investment is suitable for them. It is not an offer to buy or sell or a solicitation of an 
offer to buy or sell any security or instrument or to participate in any trading strategy to any person in any jurisdiction 
in which such an offer or solicitation is not authorized or to any person to whom it would be unlawful to market such 
an offer or solicitation. It does not form part of any prospectus. 

The opinions expressed are that of Invesco Fixed Income and may differ from the opinions of other investment 
professionals. Opinions are based upon current market conditions and are subject to change without notice. Past 
performance is no guarantee of future results. 

This material may contain statements that are not purely historical in nature but are “forward-looking statements.” 
These include, among other things, projections, forecasts, estimates of income, yield or return or future 
performance targets. These forward-looking statements are based upon certain assumptions, some of which are 
described herein. Actual events are difficult to predict and may substantially differ from those assumed. All forward-
looking statements included herein are based on information available on the date hereof and Invesco assumes no 
duty to update any forward-looking statement. Accordingly, there can be no assurance that estimated returns or 
projections can be realized, that forward-looking statements will materialize or that actual returns or results will not 
be materially lower than those presented. 

All information is sourced from Invesco, unless otherwise stated. All data as of December 31, 2021, unless otherwise 
stated. All data is USD, unless otherwise stated.
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Restrictions on distribution

Australia

This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied 
upon by anyone else. Information contained in this document may not have been prepared or tailored for an 
Australian audience and does not constitute an offer of a financial product in Australia. You may only reproduce, 
circulate and use this document (or any part of it) with the consent of Invesco. 

The information in this document has been prepared without taking into account any investor’s investment 
objectives, financial situation or particular needs. Before acting on the information the investor should consider its 
appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information: 

• may contain references to dollar amounts which are not Australian dollars; 
• may contain financial information which is not prepared in accordance with Australian law or practices; 
• may not address risks associated with investment in foreign currency denominated investments; and does not 

address Australian tax issues.

• Issued in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, 
Victoria, 3000, Australia which holds an Australian Financial Services Licence number 239916.

Canada

This document is restricted to accredited investors as defined under National Instrument 45-106. All material 
presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. This 
is not to be construed as an offer to buy or sell any financial instruments and should not be relied upon as the sole 
factor in an investment making decision. As with all investments there are associated inherent risks. Please obtain 
and review all financial material carefully before investing. 

• Issued in Canada by Invesco Canada Ltd., 120 Bloor Street East, Suite 700, Toronto, Ontario M4W 1B7.

Continental Europe, Dubai, Switzerland and the UK

The document is intended only for Professional Clients in Continental Europe, Dubai and the UK and is not for 
consumer use. Marketing materials may only be distributed without public solicitation and in compliance with any 
private placement rules or equivalent set forth in the laws, rules and regulations of the jurisdiction concerned. This 
document is not intended to provide specific investment advice including, without limitation, investment, financial, 
legal, accounting or tax advice, or to make any recommendations about the suitability of any product for the 
circumstances of any particular investor. 

You should take appropriate advice as to any securities, taxation or other legislation affecting you personally prior 
to investment. No part of this material may be copied, photocopied or duplicated in any form by any means or 
redistributed without Invesco’s prior written consent. 

Further information is available using the contact details shown: 

• Issued in Austria, Belgium, Denmark, Dubai, Finland, France, Germany, Greece, Luxembourg, Norway, Italy, 
Netherlands, Spain Switzerland and the UK by Invesco Management S.A., President Building, 37A Avenue JF 
Kennedy, L-1855 Luxembourg, regulated by the Commission de Surveillance du Secteur Financier, Luxembourg; 
Invesco Asset Management Deutschland GmbH, An der Welle 5, 60322 Frankfurt am Main, Germany; Invesco 
Asset Management Limited, Perpetual Park, Perpetual Park Drive, Henley-on-Thames, Oxfordshire RG9 1HH, UK. 
Authorised and regulated by the Financial Conduct Authority. Invesco Asset Management (Schweiz) AG, Talacker 34, 
8001 Zurich, Switzerland. Invesco Asset Management Limited, PO Box 506599, DIFC Precinct Building No 4, 
Level 3, Office 305, Dubai, United Arab Emirates. Regulated by the Dubai Financial Services Authority.

Hong Kong

This document is provided to professional investors (as defined in the Securities and Futures Ordinance and the 
Securities and Futures (Professional Investor) Rules) only in Hong Kong. It is not intended for and should not be 
distributed to, or relied upon, by the members of public or the retail investors. 

• Issued in Hong Kong by Invesco Hong Kong Limited 景順投資管理有限公司, 41/F, Champion Tower, Three Garden 
Road, Central, Hong Kong.

Japan 

This document is only intended for use with Qualified Institutional Investors in Japan. It is not intended for and should 
not be distributed to, or relied upon, by members of the public or retail investors. 

• Issued in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 Roppongi, 
Minato-ku, Tokyo 106-6114; Registration Number: The Director-General of Kanto Local Finance Bureau (Kin-sho) 
306; Member of the Investment Trusts Association, Japan and the Japan Investment Advisers Association. 



New Zealand

This document is issued in New Zealand only to wholesale investors (as defined in the Financial Markets Conduct 
Act). This document has been prepared only for those persons to whom it has been provided by Invesco. Information 
contained in this document may not have been prepared or tailored for a New Zealand audience. 

This document does not constitute and should not be construed as an offer of, invitation or proposal to make an 
offer for, recommendation to apply for, an opinion or guidance on Interests to members of the public in New Zealand. 
Any requests for information from persons who are members of the public in New Zealand will not be accepted. 

• Issued in New Zealand by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, 
Victoria, 3000, Australia, which holds an Australian Financial Services Licence number 239916.

Singapore

This document may not be circulated or distributed, whether directly or indirectly, to persons in Singapore other 
than (i) to an institutional investor under Section 304 of the Securities and Futures Act (the “SFA”), (ii) to a relevant 
person pursuant to Section 305(1), or any person pursuant to Section 305(2), and in accordance with the conditions 
specified in Section 305 of the SFA, or (iii) otherwise pursuant to, and in accordance with the conditions of, any other 
applicable provision of the SFA. This document is for the sole use of the recipient on an institutional offer basis and/ 
or accredited investors and cannot be distributed within Singapore by way of a public offer, public advertisement or 
in any other means of public marketing. 

• Issued in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, 
Singapore 048619.

Taiwan

This material is distributed to you in your capacity as Qualified Institutions/Sophisticated Investors. It is not intended 
for and should not be distributed to, or relied upon, by members of the public or retail investors.

• Issued in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). 
Invesco Taiwan Limited is operated and managed independently.

United States

• Issued in the US by Invesco Distributors, Inc., 11 Greenway Plaza, Suite 1000, Houston, Texas, 77046, USA.
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