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Selecting a Money Market Fund 

INSIGHTS 

If you are considering investing in a money 
market fund it is important to identify the 
right one for your needs. 

 

Before you look at the funds, look at your 
own requirements. How quickly might you 
need to withdraw cash? How regularly will 
you make subscriptions or redemptions? 
What is your comfort level of risk? What 
limitations are placed on you by your 
institution? – And do you need to update this 
policy? 

 
 
 
 
Money market funds are not risk free. The key 
elements they are exposed to are interest 
rate risk, credit risk and liquidity risk.  
 
As money market funds hold fixed income 
securities, they are susceptible to movements 
in interest rates. A money market fund will 
calculate its weighted average maturity, or 
WAM, and must make sure that it stays below 
a maximum threshold. The higher the WAM, 
the greater the impact which a change in 
interest rates will have on the fund.  
 
Consider the types of securities held by the 
fund. “Prime” money market funds can invest 
in all types of money market securities, from 
deposits to short-dated corporate debt, 
whereas “Government” money market funds 
only invest in government debt. If you are 
looking for a lower risk investment, you might 
want to consider Government funds, although 
this clearly has implications for the achievable 
yield. 
 
Prime Money market funds buy securities 
issued by banks and other corporations. 
Credit risk measures the risk associated with a 
security and this is often viewed as a measure 
relative to government debt. The return 
payable on the security is higher where the 
credit risk is greater.  
 

Most money market funds provide a 
breakdown of the credit rating of the 
underlying securities in the fund, allowing you 
to see the credit quality of the portfolio, 
weighted average life, or WAL, of the assets in 
their fund. This must not exceed a maximum 
threshold. The higher the WAL, the greater 
the credit risk taken by the fund.  
 
A money market fund seeks to provide daily 
liquidity. This means you should get access to 
your cash when you request it. In normal 
markets, the fund can liquidate, or sell, 
securities. In a stressed market, the fund may 
need to rely on “natural liquidity” – which is 
liquidity provided by the regular maturing of 
the securities in the portfolio. You can review 
the natural liquidity of a fund by looking at 
the amount of overnight and one week 
securities held by a fund. The greater the 
proportion in these short dated securities, the 
more liquid the fund.  
 
All funds publish a factsheet, at least monthly 
and sometimes more frequently, which will 
contain these risk measures and other useful 
information. Make sure you compare and 
contrast between funds to identify one that 
meets your needs.  
 
 
 
 
As well as these quantitative risk measures, 
there are some other, more qualitative 
aspects to consider.  
 
One of the benefits of money market funds is 
that they allow investors to diversify their 
investments. The investor base should ideally 
also be diversified. If a fund is reliant upon a 
small number of investors or a similar type of 
investor, this could introduce additional 
liquidity risk.  
 
The relationship with the fund manager is 
key. They are, after all, managing your 
money, so make sure you identify one that 

Look at the risk measures 

Consider some other aspects 
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you can work with on an ongoing basis, and 
who has robust systems and controls.  
 
Ask the fund manager about the credit 
process which they operate. How do they 
identify suitable securities to purchase, what 
resources do they have in place to perform 
credit analysis and how do they evaluate their 
existing holdings?  
 
Last, but not least, don’t forget to ask the 
fund manager about IMMFA membership. All 
IMMFA members should operate to higher 
standards than those required by regulation, 
by virtue of their adherence to the IMMFA 
Code of Practice.  
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