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The month of September proved to be quieter than 
anticipated — a “normal” return from vacation often 
brings a sell-off due to risk mispricing, accompanied 
by general market disarray. This year, however, despite 
added expected volatility ahead of the US presidential 
election, the end of summer saw very little change in 
money market rates or credit conditions. 

Three-month commercial paper (CP) yields were higher by 1 basis point (bps) to 0.15% and 
3-month Treasury bills (T-bills) were lower by 1bps to 0.10% We also saw a continuation in 
the spread compression between prime and government money market funds. According to 
the average of the ten largest funds, the prime versus government money market fund yield 
difference compressed to 10bps. Of the funds in the group there remains a reasonable yield 
differential distribution with a low of 4bps and a high of 17bps. Forward rate agreements are also 
pointing to lower yields in the coming months. Historically the money markets have seen bank 
balance sheet pressure at year-end causing the yield spread between credit (CP) and rates 
(T-Bills) to widen. This year though, it appears not to be the case, or at least not to the extent we 
have seen in the past. It is wider by 2bps. It’s possible banks are comfortable with the regulatory 
hurdles they face and thus not scrambling to reduce leverage or the size of their balance sheet. 
Historically, prime money market funds have enjoyed this period as it has led to higher yields. 
However, as is the case for other sources of higher yields, we will not be seeing that this year.

Longer term Treasury yields were lower over the month of September with 10-year yields down 
6bps to 0.66%. Credit spreads (the yield on a corporate bond versus yield on US Treasury of an 
equivalent duration) were weaker across the board: AA-rated at +3bps, A-rated at +7bps, BBB-
rated at +7bps and BB-rated at +66bps.

Industry cash balances continue to drift lower, maintaining the trend, which began in May, when 
the industry reached peak cash at $4.78 trillion. The balance for money market funds is now 
down to $4.41 trillion according to ICI data. Even with the uncertain geopolitical landscape and 
continued virus concerns, companies are no longer stockpiling their cash. Interestingly, prime 
money market funds have seen some outflows, however the majority of those flows has been 
concentrated in retail funds. Retail investors must have found banks that pay more on deposit 
accounts rather than receiving between 0.00% and 0.20% on their money market funds. Or 
they are out buying a new house (more on that trend to come). Institutional prime money market 
funds are down $15 billion, while retail money market funds are down $33 billion since their post-
March high. (Note: the most recent retail money market data shows a drop of $122 billion due to 
Vanguard’s strategy change). We also saw an uptick in ultra-short fixed income mutual fund AUM 
with ICI reporting the category at $108 billion as of the end of August, up from a low of $88 billion 
at the end of March. The previous high was $105 billion at the end of February.
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The Federal Reserve’s balance sheet continues its steady rise, increasing another $100 billion 
over the month to $7.09 trillion. US Treasury debt is also at new highs, now standing at over  
$20 trillion, up from $16.6 trillion at the beginning of the year. 

Money market fund metrics did not change over the course of the month. Weighted average life 
(WAL) remains above 100 days for government money market funds while weighted average 
maturity (WAM) is right around 40 days. Prime money market funds’ WAM is the same at 40 
days, but WAL is shorter at 60 days on average.

Macro-economic releases are almost worth watching again. The distortion of the total economic 
shut down in the first half of 2020 is starting to dilute and we may be able to glean some trends 
going forward. Certainly the housing boom is obvious: July pending home sales reached their 
highest levels since 2005. In August, sales of new homes unexpectedly advanced for a fourth 
month in a row to the highest level in almost 14 years. Purchases of new single-family houses 
increased 4.8% to one million annualized pace after an upwardly revised 14.7% surge in July. 
Overall, healthy bank balance sheets (very different from 2008), low interest rates and living 
at home 24/7 have fueled the desire to buy or upgrade housing. It is still unclear if the urban to 
suburban trend is widespread or sustainable. We know there has been a flight from cities (New 
York City, Los Angeles, San Francisco and Boston, for example) but it is unclear how long the 
trend will last and if pricing will reflect a shift in demand or just a temporary shock.

Figure 1 
Retail Prime Money 
Market AUM 

Source: ICI as of September 30, 2020.
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About State Street 
Global Advisors

Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

Start with rigor We take a highly disciplined and risk-aware approach built on exhaustive 
research, careful analysis and market-tested experience to meet client needs. Rigor is behind 
every decision we make.

Build from breadth Today’s investment problems demand a breadth of capabilities. We build 
from a universe of active and index strategies to create cost-effective solutions.

Invest as stewards We help our portfolio companies see that what is fair for people and 
sustain-able for the planet can deliver long-term performance. As fiduciaries, we believe good 
stewardship is good investing.

Invent the future We created the first ETF in the US and are pioneers in index, active, and ESG 
investing. Using data, insights and investment skill, we are always inventing new ways to invest.

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 28 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s third-largest asset manager with US $3.05 trillion* under our care..

*  This figure is presented as of June 30, 2020 and includes approximately $69.52 billion of assets with respect to SPDR 
products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent. 
SSGA FD and State Street Global Advisors are affiliated.
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