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Ms. Elizabeth M. Murphy

Secretary

Securities and Exchange Commission
100 F Street, NE

Washington, D.C. 20549-1090

Re: Report of the President’'s Working Group On Financial Markets — Money Market
Fund Reform Options (File No. 4-619)

Dear Ms. Murphy:

HSBC Global Asset Management welcomes the opportunity to provide comments to the
Securities and Exchange Commission (“SEC”) on the Report of the President's Working
Group on Financial Markets (“PWG”) on Money Market Reform Options.

HSBC Global Asset Management is a leading global asset manager with $438.9B
assets under management (as of November 2010); of which $98.5B are liquidity assets
managed for our clients, including $19.9B in the U.S. HSBC Investor Money Market
Funds. HSBC Global Asset Management brings the experience and perspective of not
only managing Investment Company Act Rule 2a-7 compliant money market funds
(*MMFs"), but also managing MMFs in 14 countries worldwide.

We welcome the changes imposed by the recent amendments to Rule 2a-7 and we are
supportive of the PWG’s goal of enhancing the stability of the money market fund
industry. We have participated in the US industry debate through the Investment
Company Institute in their review of possible reforms, and have worked with other
international organizations, such as the Institutional Money Market Fund Association
("IMMFA”).

After the recent market events, we continue to affirm our commitment to the money
market fund business. We believe MMFs are an important investment product to
continue to offer our clients and have an important role to play in the financial system.
However, it must be clear that the risks of investing in MMFs reside with the investors.
Over the years, due to a number of fund sponsors stepping in to support their MMFs,
and the most recent U.S. governmental action in support of MMFs, we believe there
continues to be ambiguity about who owns the risk of investing in MMFs. As long as
ambiguity about risks continues to exist, we believe there will be an unacceptable
mispricing of these risks, and a misallocation of resources. As disclosed to investors in
prospectuses, money market funds are an investment product and, as such, investors’
capital in MMFs is at risk. We believe that by not addressing this issue at this time that
the investment industry will, so to speak, be kicking the can down the road until the next
financial crisis.
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While we believe that the recent regulatory changes‘to Rule"2a-7 of the Investment
Company Act have increased the safely and liquidity of MMiFs, wle agree that the next
phase of the regulatory process needs to address the risks associated with material
shocks to the industry. We agree with the PWG+in their statement: “MMFs are
vulnerable to runs: because shareholders have an incentive to redeem-fthelr"shares
before others do when there is a perception ‘that the fund might suffer & loss.” (Page 2)
. Any potenaal reforms need to fOCUa on: cr«eallnga dlsnoenuve for thls vulnerablllty
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- We do not beheve that there is. a.angle lelcrrn that addresses the issue of MMFs
susceptibility to runs by investots.iAsvwe canh'hevelv presage future market events,
experience shows that MMF investmentradvisors and Boards nead appropriate tools at
their disposal to act in the best interest ~“ their shareholders. HSBC Global Asset
Management is responding now o tha fishecat &) in addition to the eight possible
reforms -put forth in the Report,-we' beliave there is ariother réform worthy :of further
consideration. We believe the ‘most. effetive way: of mitigating systemic -risk is to
discourage shareholder runs; and the most effective way of discouraging shareholder
runs is to apply a charge on redemptior. that aciurately reflects the ‘cost of: raising
liquidity to meet redemptions and- hends! the reallsable value -of the shares being
redeemed. et

During a . period of -market stress, “or'iaiosynciatic 'stress of an individual fund,
redemptions .would .be estimated to -investois n.ot 'at the Constant Net Asset Value
(“CNAV") price, but at the variable net:asset valu: price ("WNAY) (including an estimate
of the sale price of any distressed asset).. if arti..vestor ther decided to redeem, the
proceeds would be met by selling a ‘representétive poriion of assets, including any
distressed securities. The difference between the stable value and the actual value can
be called a redemptlon \.harge or some other acceptable term ‘(e.g. liquidity protection
payment). - : S

A redemption charge of this type would have a number of beneﬁts, including ensuring
that: (i) shareholders carefully consider their iiquidity needs before taking action to
redeem, (i) those shareholders that do redeem at the time of difficulty redeem at the
appropriate price for the Fund, and (iii) it is fair to all shareholders by protecting those
shareholders that remain in the fund. Thought of another way, redemption charges
allow MMFs to operate as CNAV funds during pericds when amortized cost treatment is
appropriate (and provide all the benefits that CNAV funds entail), but move to VNAV
only during pre-defined periods of stress. Having the ability to apply redemption charges
also avoids the moral hazard implicit in some other proposed reforms. Sponsors of
MMFs would want to avoid having to apply a redempﬁlon charge and thus would
encourage the investment advisor to manage their funds in a prudent risk-averse
manner.

We are aware that implementing redemption cha:ges would not be without challenges.
Determining when to apply a redemption charge is key to its success as a reform
mechanism. The trigger could be fund specific, such as a pre-defined shadow NAV
level, or be determined by a regulator and be applied to all funds during a period of
broader market stress. Another challenge is to avoid a redemption charge being
incorrectly perceived as a tax but instead being cerrectly viewed as the cost of
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.protecting the shareholders that remain invested in the fund by reflecting the true value
of shares redeemec: during timss of market disruption. v L

We have observed that a number of MMF md'lstry participants have noted that further
review of “redemptions in kind” may be warranted. While we.agree that there should be
further consideration of this reform proposal, there. are some obvious challenges to
making: this .an. effective. tool during =z c:isis, such. as:the ability of investors to. both
manage the delivery of assets and their potent'al sale if desired. A redemption charge
provides: the benefits: of a redemg.on .7 %ind, -that is providing redeemers a
representative holding of the MMF, wtile prov,dmg the additional benefit of having the
hand!mg and sale of dlstressed assets managed by expenent:ed mvestment advisors. ..

- . R ‘ ’ : N}
The redemotlon charge mecha - S 6.9 °d;to'manage a systemlc or |d|osyncrat|c
run by investors comvined with a iquidity evant.inthe money markets. !t is-not designed
to manage for example ajump to defau:t ef an asset held ina MMF. -
Any reform enacted should nclu fe. the.rr@rmoval of the momker Constant Net Asset
Value Money Market Fund. An aiternative ia%zl:should be apglied that does.not suggest
the Net Asset Value cannot change.

In summary, we are supportive.:f .the :PAWC’s efforts to .enhance the stability of the
money market fund industry..and ‘we believe: haw is-an opportune time.to make: the
changes necessary to achieve that goal. Any-reform enacted must lock to remove the
ambiguity that exists as to who owns the risk in.a money market fund. We bel:eve the
use of redemption charges, would he.o achleve both these objectlves :
t ' 1 ( T, ' t

.We again thank the. Comml swn for havmg the opportum‘y to prov:de our: vuews on
reform proposals. We would be happy to answer any questions that you have, and
would welcome the opportunity to discuss our thoughts with you in greater detail.
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