


cannot meet redemption requests and, as such, is an additional strong incentive for
advisers to maintain sufficient liquidity to meet redemptions.

We believe that the Commission’s proposal for different liquidity standards for
“institutional funds” and “retail funds” is unnecessary given the other comprehensive
reforms proposed by the Commission.®

(b)  Different Minimum Liquidity Standards May Have Unintended
Consequences

The proposed difference in liquidity standards presents a built-in competitive yield
disadvantage for “institutional funds” compared to “retail funds” by requiring that
“institutional funds” maintain a greater percentage of their portfolios in lower yielding
holdings to meet the requirements of the proposed daily and weekly liquidity buckets.
We estimate that the proposed increase in minimum liquidity standards for “institutional
funds” to 10% daily/30% weekly from the 5% daily/20% weekly proposed by the ICI
would result in a significant impact to yield, which in our experience, would affect the
investment decisions of institutional clients.

We are concerned that traditional “institutional funds” investors, in order to gain a higher
yielding return, may opt to invest elsewhere, either in interest bearing bank deposits or
offshore and unregulated investment vehicles. The more restrictive the liquidity
requirements, the less flexibility an investment manager will have to manage during
changing interest rate environments. As a result, we fear that an environment of falling
interest rates, coupled with competitively lower rates (due to different minimum liquidity
requirements), could trigger substantial outflows from “institutional funds.” We note that
the President’'s Working Group, in its White Paper issued on June 17, 2009, expressed
concern over investor flight into unregulated or less regulated vehicles.

“Institutional fund” investors are also likely to seek the higher yields “retail funds” are
able to offer. This will result in greater volatility and could transform “retail funds” into
“institutional funds” with all shareholders being subject to lower yields as a result of the
greater liquidity requirements. Even though some “retail funds” may try to limit the levels
of institutional money, a certain amount of such money inevitably will be invested in
“retail funds.”

Additionally, the proposed difference in minimum liquidity standards would disadvantage
the vast number of individuals who invest in “institutional funds” through financial
intermediaries, 401(k) plans or omnibus accounts. The only individuals not
disadvantaged by this proposal would be those who invest directly in funds offered
through a select number of retail fund families.

Requiring a distinction between “retail funds” and “institutional funds” will put fund
advisers and fund boards in the unfair position of having to choose the “right”
classification, a determination the Commission correctly points out is difficult to make.™

9 We also note that the President's Working Group, in its White Paper issued on June 17, 2008, noted that consideration should be given to
establishment of a private liquidity facility for money market funds. We urge the Commission to consider the further liquidity benefits of such
a facility (if implemented).

10 As the Commission notes in its proposal *[a]ithough the ICI and others who compile data about money market funds have traditionally
distinguished between retail and institutional money market funds, in practice the distinctions are not always clear... An institutional fund

may have investors who invest on behalf of retail investors. For example, institutional meney market funds commonly have investors that
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J.P. Morgan appreciates the opportunity to comment on the Commission’s proposed
rule. We would be pleased to provide any further information or respond to any
questions that the Commission or the staff may have.
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The Honorable Mary L. Schapiro, Chairman

The Honorable Kathleen L. Casey, Commissioner
The Honorable Elisse B. Walter, Commissioner
The Honorable Luis A. Aguilar, Commissioner
The Honorable Troy A. Paredes, Commissioner

Andrew J. Donohue, Director, Division of Investment Management
Robert E. Plaze, Associate Director, Division of Investment Management
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