
Money Market 
Funds (MMFs)

Money Market Funds 
(MMFs) – An Introduction
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Invest in short term dependable debt instruments

Aim: To sustain a stable net asset value

Money Market Funds (MMFs) are all about short-term dependable 
debt instruments embodying the true essence of the money market 

Core remains stable with interest on top %

Investors, seasoned or novices, are on the 
lookout for stability, especially when the 

broader markets are unpredictable 

Money Market Fund Set aside for future ventures

Short term safe haven

Stable and adds value
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Europe USEuropean Bank

Due to cross-border activities, often needs access to short-term US Dollar (USD) liquidity

US Money Market Fund

US Treasuries Certificates of deposit 
from banks globally 

Commercial paper 
issued by multinational corporations

CD

MMF – Risk and Return
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Credit Risk ProfilePrimary InvestmentsMMF Type

Slightly lower yields 
compared to Prime FundsLow risk

Government securities
(e.g. T-Bills, short-term 
sovereign bonds)

Government 
lower yield

Offer the allure of potentially 
higher yieldsModerate riskCommercial paper from

corporationsPrime higher yield

The interest earned is often 
exempt from certain taxesVaries (generally moderate)Municipal securitiesTax exempt

MMF Returns

%

Levels of 
Interest Rates

Range of Fund 
Investments

Market Demand 
and Supply

Central banks 
modify interest rates

Influence the return 
prospects of MMFs

Corporate commercial 
papers, government 

securities or repos

Distinct risk-return 
paradigm for 

each asset type

During periods of tight 
liquidity demand 

for short-term 
funds intensifies

MMFs' returns can see 
marked adjustments

Short term interest 
rates in the market
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Fund Valuation – The NAV

The amount a shareholder would receive for each share owned

The Net Asset Value (NAV)

Per-share value 
of a mutual fund What one share is worth
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How is the NAV calculated? 

NAV = 
Total fund assets – Total fund liabilities 

Total number of outstanding shares

How is the NAV calculated? 

NAV = 
100m – 10m

10m
= 9
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Price for buying and/or selling a mutual fund:

1

2

3

Invest: Purchase price = NAV

Sell: Selling price = NAV

Why is NAV so important?

Used as a performance indicator

1

2

3

Why is NAV so important?

Positive fund 
performance

NAV
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Used for daily valuations of positions in the mutual fund 

1

2

3

Calculated at the end of the trading day factoring 
in closing prices of all the securities in the fund’s portfolio 

NAV provides a snapshot of the fund's true value on that specific day

Why is NAV so important?

Constant NAV Funds
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Constant (or fixed) NAV Variable NAV

Strives to maintain share price stability – typically at $1 per share

Constant (or fixed) NAV

Fund returns Increase in the number of shares in an investor's account= >
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Investor owns 10,000 shares in money market fund with a 
constant NAV of $1 per share and monthly distributions 

Daily dividend equates to $0.0001 per share Each day the investor's dividends would be
$1 (10,000 shares x $0.0001)

On a daily basis, dividends are virtually added to the investors account , 
but not actually distributed as cash

MMF distributes 
the accumulated dividends

1 2

Given as cash Reinvested to buy more shares

Fund will distribute $30 to the linked bank account 

MMF will be reduced by the equivalent of $30

If the investor had 10,030 at the end of the month,
there will be 10,000 after the cash distribution

Increased by the number of shares 

Hold 10,030 shares
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How can money market funds keep their NAVs at a stable $1?
(If they invest in securities that have a market price that fluctuates daily) 

Amortized cost 
accounting

When you buy a bond for either more or less than its 
face value, the difference isn’t immediately recognized 

“Amortized cost" method spreads out
this difference over the life of the bond 

By using amortized cost accounting to value their portfolio 
securities instead of marking them to market

Money market funds can sidestep short-term market 
price fluctuations and keep their NAV steady

Fixed NAV money market fund should not be 
considered as completely risk free

Aim for stability, but external events can disrupt this

2008 In 2008 for example, significant exposure to Lehman 
Brothers defunct commercial paper forced the 

NAV of a fixed NAV money market fund below $1

Breaking the buck
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Variable NAV Funds

Constant (or fixed) NAV Variable NAV MMF
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NAV can fluctuate based 
on the underlying assets' 

market values

Share price may rise above or 
fall below the typical $1 mark 

Returns are realized 
through both the changes 

in share price and 
the yield earned 

This provides a more transparent view of the fund's actual performance and risks

Does not maintain a stable share price

Variable NAV MMF
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Price of a VNAV MMF

Dividend mechanism works 
like constant NAV funds: 

Fund declares a daily dividend 
based on the interest income 

on the short-term assets

The distribution of the dividends 
to shareholder happens 

on a monthly basis 

%

Shareholders can select if they want to receive distribution 
payments in cash or in the form of additional fund shares
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Key Regulatory 
Requirements

Credit quality Diversification Maturity Liquidity

11 12 13 14

Money market funds (MMFs) 
are held to stringent standards
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Credit quality

Required to focus on 
high-quality securities 

Primary objective: 
Preservation 

of capital

1 2 3
Only investing in securities that 
have received one of the two 

highest short-term credit ratings

Securities that have received 
comparable long-term ratings

Limiting the percentage of the 
portfolio that can be invested in 

second-tier securities

Regularly reviewing credit ratings 
to ensure the fund’s holdings meet 

these high-quality standards

Diversification

No more than 5% of the fund’s total assets can be invested in securities from a single issuer 

Up to 10% can be invested in demand features and guarantees from a single institution

Key diversification rules include:
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Maximum time to maturity for each security
capped at 397 days 397

Regulators have placed restrictions on the maximum allowable WAM and WAL

Maturity

WAM calculates the average time until the securities in a MMF's portfolio mature
weighted by the dollar amount that is invested in each security

Weighted Average Maturity (WAM)

Gives more weight to securities that make 
up a larger portion of the portfolio

In case of floating rate notes the
maturity considered in WAM calculation 
is the time until the interest rate is reset%

Maturity
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Maturity

WAM calculates the average time until the securities in a MMF's portfolio mature
weighted by the dollar amount that is invested in each security

Weighted Average Maturity (WAM)

Fund owns 
1Y FRN

Linked with 
SOFR

Maturity to be used for the WAM calculation would be 1 day – although the FRN actually matures in 1Y

WAMs of MMFs 
cannot exceed 

60 days

Weighted Average Life (WAL)

Maturity

WAL is an average of the final maturities of all securities held in the portfolio

WAMs of a
MMFs cannot 

exceed 120 days Fund owns 
1Y FRN

Linked with 
SOFR

In the context of WAL we use the 1Y time to maturity

Similar calculation as WAM but using the time to 
the final payment of each security's principal 
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Liquidity

Regulatory requirements stipulate:

Ensuring sufficient liquidity is paramount to meet redemption requests

10% 30% 5% 
At least 10% in 

daily liquid assets 
At least 30% in 

weekly liquid assets 
No more than 5% 
can be invested in
illiquid securities 

Please do not redistribute these materials without the 
express permission of Financial Edge Training.

www.FE.training
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