
 
 

1 

 

Insights 

1st October 2021 

Fixed term deposit or money market fund? 

 

 What is a money market fund? 

 How risky is a money market fund? 

 Comparing to platform cash and fixed-term deposits 

 

Money market funds, and their exchange-traded equivalents “ultra-short duration bond funds”, 

are an important, if unglamorous, tool in portfolio manager’s toolkit. 

They can be used in place of a cash holding for additional yield, without compromising on risk, 

liquidity or cost. 

Money market funds are intended to preserve capital and provide returns similar to those 

available on the wholesale money markets (e.g. the SONIA rate that replace LIBOR). 

How risky is a money market fund? 

Money market-type funds hold near-to maturity investment grade paper.  Their weighted average 

term to maturity is <1 year.  They therefore have very low effective duration (the sensitivity to 

changes in interest rates). 

Compare gilts which are seen as a low-risk asset relative to equities.  The 10-11 year duration on 

UK gilts (all maturities) means they carry a higher level volatility compared to cash (which has nil 

volatility).  On the flip side, their longer term also means they have higher risk-return potential 

relative to cash and ultra-short bonds. 

By contrast, money market type funds have some investment risk as they hold non-cash assets, 

but given their holdings’ investment grade status, short term to maturity and ultra-short effective 

duration, they exhibit near-nil volatility. 

Platform cash, fixed term deposit or money market fund 

From a flexibility perspective and a value for money perspective, there's a clear rationale to hold 

money market funds, rather than platform cash or a fixed term deposit. 

Our Money Markets fund research paper that looks at 4 low cost money market funds sets 

out why. 

Henry Cobbe  

Elston Consulting 
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Find out more 

For more insights and information on research, portfolios and indices, visit: 

www.elstonsolutions.co.uk or NH ETF<Go> 

www.elstonsolutions.co.uk  

ABOUT ELSTON 

We research, design and build investment solutions with and for asset owners, managers 

and advisers. 

Our Research & CPD focuses on multi-asset strategies, index funds and ETFs. 

 

NOTICES 

With reference to the European Union Directive 2014/65/EU on markets in financial instruments (“MiFID II”): this Report 

does not provide a recommendation for an action, provides information freely available for public consumption and does 

not therefore constitute “Research” as defined by MiFID II.  This is because this report contains purely factual information 

on one or several financial instruments or issuers and does not explicitly or implicitly recommend or suggest an investment 

strategy.  It does not therefore constitute an investment recommendation as defined within the meaning of Article 3(1)(35) 

of EU Markets Abuse Regulation (“MAR”), in conjunction with Article 3(1)(34) of MAR.  For further information, please refer 

to ESMA guidance ESMA70-145-111 Version 12. 

With reference to the European Union's Market Abuse Regulation (Regulation (EU) 596/2014): we warrant that the 

information in this report is presented objectively, and the following commercial interests are hereby disclosed: Elston 

Consulting Limited creates research portfolios and administers indices that may or may not be referenced in this report.  

If referenced, this is clearly designated and is to raise awareness and provide purely factual information as regards these 

portfolios and/or indices. 

An “Index” is a Regulated Benchmark.  An “Index Portfolio” is not a regulated benchmark but a research portfolio of index-

tracking investments with a periodic rebalancing scheme. 

All company, product and service names and trademarks used in this article are for identification purposes only and are 

the property of their respective owners, and their usage does not imply endorsement. 

This document is not an advertisement or financial promotion. It is provided for informational purposes only and is not 

intended to be an offer or solicitation, or the basis for any contract to purchase or sell any security or other instrument, 

or for Elston Consulting Limited to enter into or arrange any type of transaction as a consequence of any information 

contained herein. 

This document is issued by Elston Consulting Limited registered in England & Wales, registration number 07125478, 

registered office: 1 King William Street, London EC4N 7AF. 

© Elston Consulting Limited.  All rights reserved   No unauthorised reproduction.  
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