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As of 12/31/18 
 
FU ND COM M ENTARY  
 
Global markets were very volatile during the quarter with risk assets and bond yields 
sharply lower to end 2018. Despite this volatility the Federal Open Market Committee 
(FOMC) pressed ahead with its well telegraphed quarterly cadence for rate hikes, 
increasing the federal funds target range for the fourth time this year to 2.25% — 2.50% 
while making a further adjustment to the rate paid on excess reserves (IOER), only 
increasing it by 0.20% to 2.40%. The yield curve continued to flatten meaningfully and 
the risk-off tone in markets prompted a significant repricing of expectations for future 
hikes. The market priced out more than two full hikes during the quarter and now 
expects zero hikes in 2019, in contrast to the FOMC’s projections for two hikes. We’ll 
continue to monitor market pricing closely and selectively add high quality credits and 
duration to remain long to our peer group, while maintaining a strong liquidity profile to 
accommodate any unexpected outflows. 
 
The short duration municipal market was likewise buffeted by the volatility experienced 
by the broader fixed income markets during the quarter. As we moved through the 
quarter, the municipal short duration curve flattened along with the Treasury curve.  In 
the municipal market, demand for short fixed rate municipal notes strengthened, while 
daily and weekly variable rate demand notes (VRDNs) were sold  by investors to meet 
cash needs. Growing inventories of VRDNs ultimately prompted dealers to reset daily 
and weekly rates higher into year end. The result was that by the end of the quarter, the 
two ends of the one-year municipal yield curve had effectively converged. The 
relatively flatter yield curve prompted managers to invest new cash balances in daily 
and weekly VRDNs. These par securities work to anchor to the portfolio’s net asset value  
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and provided a strong liquidly dynamic, as the municipal VRDN offers investors the 
option to tender at “par” within five business days.   
 
View investment terms definitions 

https://www.northerntrust.com/wealth-management/united-states/services/investing/mutual-funds/education/glossary

