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Short-term investing is a critical function of most
treasury departments. Investors work to preserve
principal and maintain liquidity as their primary goals
while also attempting to maximize returns generated on
their excess cash as a secondary goal. Historically,
treasury and other short-term investors have viewed
money market mutual funds as safe havens to invest
their excess liquidity. The 2008 liquidity crisis has tested
historical norms around short-term investing. Investors
are witnessing the sub-prime mortgage debacle and
resulting ripple effects throughout the short-term fixed
income markets. One well known money fund ‘broke the
buck’ in September 2008 and several others experienced
liquidity difficulties. Are money market investments really
safe and exactly what does the future hold?
Let’s begin with a look at a historical perspective on money market funds. Money funds are
governed by SEC rule 2a-7 which provides guidelines for the type of instruments money
funds can invest in, concentration of any one issuer, average maturity and other restrictions
all aimed at safely maintaining the fund’s liquidity and preserving principal at a Net Asset
Value (NAV) of $1. As another layer of perceived protection, S&P and Moody’s rate some
of the money funds as a service to the fund applying even more stringent guidelines than
SEC Rule 2a-7. Funds that choose to pay for this rating and meet all applicable guidelines
are designated ‘AAA’ by one or both agencies historically providing some investors more
comfort around the safety of a respective fund. This formula has worked well over the past
decade for money funds. Until late 2007 investors would routinely look to the ‘AAA’ rating
as a sign of safety and sometimes merely pick the fund with the highest yield. Seldom did
investors perform due diligence on the specific holdings of money funds.
Beginning in August 2007, the first signs of trouble emerged in the capital markets. Several
well known extendible note programs exercised their extension features implying they may
not be able to fund their obligations upon maturity. Before long, widespread illiquidity
emerged with asset backed commercial paper issuers and problems with structured
investment vehicles (SIVs) surfaced. Around the same time, there were several instances
of auction failure within the auction rate securities (ARS) market. In response to mounting
liquidity concerns in the capital markets, the Fed moved to lower the target rate,
commencing an easing of monetary policy.
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corporate discount notes and
government securities. As a result,
many investors choose to shift their
portfolios from individual security
issuers into heavier concentrations of
money funds during an easing
campaign. An investment portal allows
the investor to efficiently purchase a
market of money funds, taking
advantage of out-performance
opportunities. Should the Fed pause
easing for an extended period or reverse
course into a tightening posture, portal
users can easily redeem their money
fund positions and reenter securities
markets on the portal, purchasing
instruments such as commercial paper
and other discount notes. The portal
arms the client with a tool that is useful
in an array of prevailing market
conditions.
The current market turmoil has caused a
great deal of apprehension and
uncertainty among short-term investors.
Such difficulties in the short-term
markets aren’t historically
unprecedented—in 1994, mostly
because of exposure to Orange County
debt, twenty fund families bailed out
their money funds by purchasing
troubled securities from their portfolios.
It’s difficult to predict when all of the
liquidity issues will work themselves
through the short-term capital markets
during this current predicament. Now
more than ever, investors are relying on
the timely information available on their
investment portals, access to a wide
selection of investment possibilities, and
their consultative relationship with
investment professionals assigned to
their accounts by portal providers to
guide them through the turbulent
market.
3

The Bank of New York Mellon
One Wall Street
New York, NY 10286
1 800 424-3004
www.bnymellon.com/treasury

The materials presented herein are intended to provide a general overview, and are not an offer, recommendation or commitment to provide any services from The Bank of New York Mellon Corporation or any of
its affiliates. Information provided herein has been prepared for informational purposes only without regard to any person’s investment objectives, financial situation, or needs, and The Bank of York Mellon
Corporation is not soliciting any action based upon it. This material is not to be construed as a recommendation; an offer to buy or sell; or the solicitation of an offer to buy or sell any security, financial product, or
instrument; or to participate in any particular trading strategy in any jurisdiction in which such an offer or solicitation, or trading strategy would be illegal. Certain transactions, give rise to substantial risk and are
not suitable for all investors.
Money market fund shares, commercial paper and discount notes are not deposits or obligations of, or guaranteed by any bank, are not federally insured by the Federal Deposit Insurance Corporation, the Federal
Reserve Board or any other agency. Investments involve certain investment risks, including the possible loss of principal. Secondary markets may not exist for these products in any one particular jurisdiction. You
should have sufficient knowledge and experience in financial matters to evaluate these instruments, the merits and risks in investing therein and the information contained in any offering documents for the
instruments, and your own legal restrictions on investing.
Money Markets Funds: Money market fund 7-day yield performance represents past performance, which is no guarantee of future results. Yields may fluctuate. Although a money market fund seeks to preserve the
value of your investment at $1.00 per share, it is possible to lose money by investing in a money market fund, so shares may be worth more or less than original cost upon redemption. Investors should consider the
investment objectives, risks, charges, and expenses of the fund carefully before investing. Investors should receive a prospectus that contains this and other information about the fund, and are advised to read it
carefully before investing. The following factors, among many, could reduce any one fund's income level and/or share price: interest rates could rise sharply, causing the value of the fund's investments and its share
price to drop; interest rates could drop, thereby reducing the fund's yield; any of the fund's holdings could have its credit rating downgraded or could default; there are risks generally associated with concentrating
investments in any one industry; and the risk that a counterparty in any agreement could fail to honor the terms of its agreement. A fund's yield will fluctuate as the short-term securities in its portfolio mature and
the proceeds are reinvested in securities with different interest rates.
Commercial paper: Commercial paper, an unsecured, short-term debt instrument, is not usually backed by any form of collateral, although there may be back up lines of credit or back up liquidity. Simply because
any particular commercial paper is rated, or has back up facilities, doesn’t mean that there may not be a default. General factors affecting the commercial paper market may also result in the disruption of backup
lines of credit or liquidity facilities. Credit ratings are only indicative of a rating agency’s evaluation of the likelihood of timely payment of the principal of or interest. The value of commercial paper may be subject to
credit market volatility, which may impact yields, and longer term notes may be subject to market factors over such longer terms.
T Bills and Discount Notes: Not all obligations of the U.S. government or its agencies and instrumentalities are backed by the full faith and credit of the U.S. Treasury. Some obligations, such as those issued by the
Student Loan Marketing Association and the Federal Home Loan Banks, are backed only by the credit of the issuing agency or instrumentality, and in some cases there may be some risk of default by the issuer. In
addition, because many types of U.S. government securities trade actively outside the US, their prices may rise and fall as changes in global economic conditions affect the demand for these securities.
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