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US markets found peace in the month of December as 
year-end funding pressure did not materialize and liquidity 
conditions remained robust.

This was the first year in several where massive gyrations in funding levels were not felt. While the 
market responded with a collective sigh of relief, there remained an abundance of concerns away 
from the US cash market (COVID, politics, etc.). And all the while, equity markets turned a blind 
eye and continued to reach new highs. We all want what they are having.

The US Federal Reserve (Fed) left policy rates unchanged at their December FOMC meeting. 
They made few changes to the language in their press release. They dropped the reference 
to maintaining the current pace of purchases “over the coming months” and replaced it with 
“substantial further progress has been made toward the Committee’s maximum employment and 
price stability goals”. This leaves the quantitative easing (QE) door wide open and confirms they 
have no near-term plans to reduce their purchases of $80 billion of US Treasury securities and 
$40 billion of US mortgage backed securities per month. There has been discussion of inflation 
pressure, particularly on the service sector, as we emerge from lockdown and resume normal life. 
Fed Chairman Powell commented that this scenario has the “markings of a transient price level 
adjustment rather than an acceleration of inflation” and we could not agree more.

We hate to say it, but it’s reality: rates will be lower for much longer. With the Fed reconfirming 
their commitment to QE and anticipating some short-term pricing pressure it’s not hard to expect 
policy rates low for the longer term even with strong economic growth.

Weaker November Non-farm Payroll gains were offset by a drop in continuing jobless claims but 
an uptick in initial claims and a drop in the unemployment rate. It seems for each glimmer of hope 
there is an offset. Retails sales were weaker than expected and down from the previous month. 
Inflation pressures were all below the Fed’s 2% target — nothing shocking there — at least the 
readings were positive.

Election results have been confirmed and Joe Biden will become the next president. Treasury 
Secretary Mnuchin also announced the wind down of five of the liquidity programs implemented 
during the 1H of 2020. Four programs will remain in place. This seemed alarming at first glance 
given the negligible cost to keep these programs in place but on closer inspection the programs 
being wound down were almost meaningless and would not result in the sale of any assets.
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The Federal Reserve Bank of New York released a Staff Report on Sophisticated and 
Unsophisticated Runs. It outlines the challenges that the retail and institutional shareholder 
cash flows present to a money market fund and how the weekly liquid asset metric can further 
complicate the stability of a fund’s cash flows. This is certainly something we will pay close 
attention to over the coming years as regulators determine if further reform is necessary.

Some market rates were mostly lower over the course of the month but overall, it was smooth 
sailing. One-month Treasury bills (T-bills) were lower by 4 basis points (bps), 3-month T-bills 
were unchanged. Three-month Libor was wider by 2bps and 1-month Libor was unchanged. 
One-month and 3-month commercial paper rates were lower by 2 bps as supply was scarce and 
demand consistent. Longer term credit spreads were also tighter across the rating spectrum.

Institutional Prime money market funds saw outflows over the month, down $16 billion to 
$261 billion. Institutional Government money market funds were also down but just $4 billion. 
Total money market fund assets were down by just $4 billion over the month.

Shareholder volatility was higher over the course of the month as year-end pressures increased 
the need to reallocate cash. Over the course of the month the funds were focused on year-end 
liquidity and managing cash flows. Money market funds’ WAMs and WALs were in line with peer 
comparisons. Government strategies have been running slightly longer that prime strategies 
given the term structure of yield curve. There also continues to be a cautious approach around 
credit given the geopolitical risks, pandemic risks and increased cash flow volatility.
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Investing involves risk including the risk of 
loss of principal.

Past performance is not a guarantee of 
future results.
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