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Liquidity Trends in a Period of Sustained Uncertainty 

Money Market Fund Industry in 2020

 Despite recent outflows from prime money market funds, global money market fund assets sat at $5.3 trillion at year end, roughly 
$1 trillion higher than they were at the start of 2020 and almost $2 trillion higher than they were before the most recent central 
bank hiking cycle1

 The global MMF industry saw $990bn of net inflows into government funds and $94bn of outflows in prime funds in 2020

– The spread between prime and government funds maintained a range of 3-4bps for onshore and offshore funds, after 
widening out to ~60bps during the COVID-19 crisis in March

Some Signs of a Return to Normal, but Change Remains on the Horizon for 2021

Cash Matters More Than Ever in 2021

1Source: GSAM and iMoneynet as of December 31, 2020. Past performance does not guarantee future results, which may vary.
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A Democrat-led 
government, Fed 
program wind-

downs, and 
Treasury issuance 
changes all have 

the potential to 
provide uncertainty 
for money market 

fund investors

Further volatility 
throughout 2021 has 

remained a key 
concern and corporates 
have continued to hold 

cash despite returning to 
pre-pandemic capital 

allocation trends

All-time low rates 
have prompted 
investors to re-
examine their 
approach to 

investing in a 
low rate 

environment

Public 
regulators have 
made several 
statements on 
the future of 
institutional 

prime funds in 
2020

Volatility Treasury Prime Funds Low Interest Rates

Investors may consider revisiting their investment policy statement to determine the new investing policy going forward
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Revisiting the Trilemma in the Current Low Interest Environment  
With a Flattened Yield Curve and Floating Prime NAVs, Investors Must Assess Tradeoffs

Source: GSAM as of December 2020. For illustrative purposes only.

Stability

Liquidity Yield

Primary and 
Secondary Focus

Potential Products to Consider

Stability 

Stability & Yield
• Limited options in low interest 

rate environment 

Stability & Liquidity • Government MMFs

Yield

Yield & Stability
• Limited options in low interest 

rate environment 

Yield & Liquidity

• Potentially consider extending 
to traditional ultrashort or short 
duration mutual funds and 
SMAs

Liquidity 

Liquidity & Yield

• Own your own liquidity risk 
and needs by opening short-
term credit separately 
managed accounts

Liquidity & Stability
• Government MMFs
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Looking Forward: Potential Considerations by Primary Focus
Assessing Product Options within the Trilemma

Same Day: Consider 
Government Money Market 

Funds

Longer Term: Consider 
owning personal liquidity in 

a Separately Managed 
Account

Consider extending to 
Traditional Ultrashort and 

Short Duration Funds

Consider staying in 
Government Money Market 

Funds

• For primary cash needs 
where stability and
preservation of capital 
is the primary focus, 
consider staying in U.S. 
Government MMFs

• Stable NAV

• Limited potential for 
yield

Separately Managed Account

• Potential to determine time 
horizon for cash

• No dilution from forced 
selling from other investors

• Ability to customize 
investments and return 
expectations

• Own portfolio liquidity 

• Given longer time horizon 
and focus on yield, 
consider extending to 
ultrashort or short duration 

• Investors may want to 
consider extending
duration and widening 
permissible credit ratings 
when seeking incremental 
return

Liquidity YieldStability
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Source: GSAM as of December 2020. For illustrative purposes only. There is no guarantee that objectives will be met.
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ONEOK
Navigating through Market Volatility

FOR INSTITUTIONAL AND FINANCIAL INTERMEDIARY USE ONLY – NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC

Optimizing Your Investment Strategy

Investing Pre-Pandemic vs. Pandemic

Increased Review of Investment Strategy

• Diversification of Assets

• Liquidity

• Yield

• Asset Size / Stability of Fund

• Investment Fund Restrictions

Planning Ahead: Increased Investment Options for Future Use
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Corporate Activity in 2020 in Response to Market Volatility

Record Investment Grade Issuance 

• YTD IG issuance reached a record $1.5tn, exceeding the past three years’ full year total issuance by $200bn1

Revolving Credit Facility Usage Declined from March

• Corporates drew down revolvers at historic rates, with over $259bn Revolving Credit Facilities (RCF) accessed in March

• The rest of the year saw a rotation away from RCFs in favor of IG issuance for the remainder of the year

Pause on Corporate Buybacks

• Since the start of March, 51 S&P 500 companies (accounting for 27% of 2019 aggregate buybacks) suspended their repurchase 
programs.

US Corporate Actions in Response to COVID-19 Volatility
Record IG Issuance in 2020 and Corporates Shoring Up Cash
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IG Issuance Reaches Record Highs in 2020

Source: GIR, GSAM as of December 2020. 1As of September 2020.
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US Corporate Actions in Response to COVID-19 Volatility

Looking Forward to 2021: A Return to Normal

• Return to Pre-Pandemic Allocation Appetite: There are early signs of pre-pandemic capital allocation returning to normal, 
with a projected 19% of IG issuance being spent towards dividends

• Dividends and Share Buybacks: Firms across a wide range of sectors have increased their quarterly dividends and/or 
authorized new share buyback programs

• M&A Activity Reaches Highs: Mergers and acquisitions have reached the highest second half of a year period since 2015, 
led by Technology and Financials 

• Corporates Still Holding Record Cash: During 2Q2020 earnings calls, management teams across several industries 
(Telecom, Food & Beverage, Retail, Tobacco) referenced holding more cash on hand than would otherwise be typical, to 
preserve financial flexibility

Investor calls signal a shift back towards investing for growth

FOR INSTITUTIONAL AND FINANCIAL INTERMEDIARY USE ONLY – NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC

Source: GSAM, GIR Research. As of December 2020.

2021 Sees Slight Reversal of Trend Towards Investing for Growth
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Looking Towards 2021: Treasury Issuance and Demand
Fed Balance Sheet Purchases and Election Could Drive Treasury Yields Lower

2021 Market Event
Impact on Treasury Issuance or 

Demand
Details

Fed Openness to 
Tapering Off Balance 

Sheet Purchases
Potential decrease of Fed demand 

of short dated Treasuries

• Since the June 2020 meeting, the Fed has been buying $80bn 
Treasuries per month, with the weighted average maturity of 
those purchases much shorter than in QE2 or QE3

• However, GS economists predict a Fed QE taper closer to 2022

Impact of a Unified 
Democratic Control of 

Government

Potential support of Treasury bill 
issuance

• Stable net coupon issuance and less severe bill supply cuts in 
1H 2021 and higher bill supply in 2H 2021

• More bill supply needed to fund remaining stimulus packages
and initial infrastructure

2020 Fed Purchases Have Been on Shorter End of 
Treasury Curve

US Government Funding Needs Could Lead to 
Smaller Bill Drawdowns in 2021

FOR INSTITUTIONAL AND FINANCIAL INTERMEDIARY USE ONLY – NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC

Source: GSAM, GIR Research. Haver Analytics. As of December 2020. The economic and market forecasts presented herein are for informational purposes as of the date of this presentation. There 
can be no assurance that the forecasts will be achieved. Please see additional disclosures at the end of this presentation.
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Prime Fund Investing: It’s All About the Math
2020 Ushers in New Considerations around Total Return Investing in a Low Interest Rate 
Environment with U.S. Institutional FNAV Prime Funds

Source: Bloomberg, CDS Senior Financials as of December 2020. For illustrative purposes only. These examples are for illustrative purposes only and are not actual results. If any assumptions used do not prove to 
be true, results may vary substantially. Past performance does not guarantee future results, which may vary.

• In March of 2020, the Federal Reserve cut rates by 150bps within 12 days. This was also the first time that U.S. institutional prime funds 
witnessed a zero lower bound range since money market fund regulatory reform – now with a Floating Net Asset Value (FNAV)

• In comparing the spread between Stable NAV government funds and Floating NAV prime funds, yields alone may not be sufficient

• In a low rate environment, even small moves down in NAV can wipe out income, leaving investors with longer time horizons to 
get returns that are potentially comparable or higher than the income of a stable NAV government fund

• In this rate environment, investors may consider the amount of time they need to stay in a prime fund in seeking to recoup each 
potential basis point of NAV loss

• We believe prime fund investors should be asking themselves – does the premise of a higher potential return in a daily liquid institutional 
prime fund still make sense versus a stable government fund when absolute rate levels are low, the Fed on hold and an increased possibility 
of NAVs falling?

Prime 
Fund Total 

Return

Daily 
Distribution

Number of 
Days 

Invested
x =

Ending 
NAV 

Beginning 
NAV 

37 days

73 days

110 days

146 days

183 days

1 bps 2 bps 4 bps 3 bps 5 bps 

Days to Recover 1 - 5bps Loss in Prime Fund in 2020 

+ -

Total Return Calculation in Prime Funds

FNAV Prime Fund investors should consider focusing on total return investing in a low interest rate 
environment in the U.S. and determine if the risk/return dynamic match their investment objectives

FOR INSTITUTIONAL AND FINANCIAL INTERMEDIARY USE ONLY – NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC
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• Stress Test: During March of 2020, prime money market funds 
experienced a “stress test” of heightened redemptions

• Investor Runs: The aim of 2016 Money Market Fund Reforms to 
Rule 2a-7, which was to decrease investor runs, did not achieve 
its maximum goal in institutional prime money market funds

• Effectiveness of Reform: As a result, regulators plan on 
reassessing which regulations imposed after 2008 financial 
market volatility fell short, with a deeper dive into the variety of 
factors at play.

In review of the current public statements around institutional prime 
funds by regulatory bodies and members of several Federal Reserve 
Regional Presidents, several themes emerge:

Looking Towards 2021: Regulators Hint at Future of Prime 
Funds 

1. Proposed Rule 
Approval

On a given date, all five SEC 
Commissioners* approved a proposed rule 
and released it publicly for comment. 

2.  Comment 
Period

The SEC established a Comment Period, 
where the public can provide feedback on the 
proposed rule. The Comment Period will be 
90 days. 

3.  Comment 
Review and Final 
Proposal Drafting

Following the Comment Period, the SEC 
considers public comments, and, if it 
determines to pursue a final rule, drafts the 
final proposal. 

4.  Final Rule 
Release

The SEC would need three of five 
Commissioners to approve a final rule 
release. If approved, the final rule would be 
released publicly. 

5.  Rule 
Implementation 

In a final rule release, the SEC would specify 
an implementation timeline for any new 
requirements. As a point of reference, the 
2010 money market rules approved by the 
SEC had an implementation timeline of 
almost two years. 

Timeline of a SEC 2a-7 Rule Change
“The runs on prime money funds and 

commercial paper were particularly 
disappointing. It is worth asking 

whether there may be other steps 
needed to secure these very important 
sources of liquidity.” – Randal Quarles 

“Prime funds were the problem” 
and that the situation 

surrounding money funds is 
“quite disturbing.” – Eric 

Rosengren

At GSAM, we are encouraged by the industry’s thoughtful presentation of their ideas, and share their stated goal of preserving, as 
much as possible, the benefits of money market funds for investors and the short-term financing markets.  

Source: GSAM as of December 2020. 

FOR INSTITUTIONAL AND FINANCIAL INTERMEDIARY USE ONLY – NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC
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Looking Towards 2021: Investors Extend Duration
Investors Focus on Segmenting Cash Pools as Search for Yield Intensifies

Source: iMoneynet and Morningstar as of December 31, 2020. For illustrative purposes only.

Investors have invested over $109bn of new flows into the Ultrashort and Short Duration Bond category 
since March 2020.

• In the months following March 2020, Ultrashort bond 
funds saw $52bn in flows

• In the same period, Short Duration bond funds saw 
$67bn in inflows

Short Duration Flows Rebound in 2020

FOR INSTITUTIONAL AND FINANCIAL INTERMEDIARY USE ONLY – NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC

• From 2018 through Jan 2020, the difference between the 10y 
treasury yield and 2 year treasury reduced

• 2020 saw a return to a steepening of the treasury yield curve, as 
well as a return to the zero lower bound, impacting the yields of 
USD money market funds 

• Short duration investors look to extend duration from 3 months out 
towards 6 months

Treasury Yield Curve Regains Steepness
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Risk Considerations and Disclosures

FOR INSTITUTIONAL AND FINANCIAL INTERMEDIARY USE ONLY – NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC

You could lose money by investing in a money market fund. An investment in a money market fund is not insured or guaranteed by the Federal 
Deposit Insurance Corporation or any other government agency. Money market funds are not subject to credit risk, but will have interest rate risk. 
Institutional money market funds may have floating net asset values, and will fluctuate depending on market conditions. The Fund’s sponsor has 
no legal obligation to provide financial support to a money market fund, and you should not expect that the sponsor will provide financial support 
to the money market fund at any time. 
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General Disclosures

This material is provided for educational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. 

We undertake no obligation to update or revise publicly any statements, whether as a result of new information, future events or otherwise, except as required 
by law. 

THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO W HOM IT WOULD 
BE UNAUTHORIZED OR UNLAWFUL TO DO SO. 

Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their 
citizenship, residence or domicile which might be relevant. 

This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. 
This material is not intended to be used as a general guide to investing, or as a source of any specific investment recommendations, and makes no implied or 
express recommendations concerning the manner in which any client’s account should or would be handled, as appropriate investment strategies depend upon 
the client’s investment objectives.

Generic money market fund risk: You could lose money by investing in a money market fund. An investment in a money market fund is not insured or guaranteed by the Federal 
Deposit Insurance Corporation or any other government agency. Money market funds are not subject to credit risk, but will have interest rate risk. Institutional money market funds 
may have floating net asset values, and will fluctuate depending on market conditions. The Fund’s sponsor has no legal obligation to provide financial support to a money market fund, 
and you should not expect that the sponsor will provide financial support to the money market fund at any time.

Mutual funds are subject to various risks, as described fully in each Fund’s prospectus. There can be no assurance that the Funds will achieve their investment 
objectives. The Funds may be subject to style risk, which is the risk that the particular investing style of the Fund (i.e., growth or value) may be out of favor in 
the marketplace for various periods of time. Equity securities are more volatile than fixed income securities and subject to greater risks. Small and mid-sized 
company stocks involve greater risks than those customarily associated with larger companies. Investments in fixed income securities are subject to the risks 
associated with debt securities generally including credit, liquidity and interest rate risk. Investments in high yield fixed income securities are considered 
speculative, involve greater risk of default, and tend to be more volatile than investment grade fixed income securities. Investments in foreign securities entail 
special risks such as currency, political, economic, and market risks. These risks are heightened in emerging markets. An investment in real estate securities is 
subject to greater price volatility and the special risks associated with direct ownership of real estate. Investments in commodities may be affected by changes 
in overall market movements, commodity index volatility, changes in interest rates or factors affecting a particular industry or commodity. Investments in 
derivatives such as options, futures, or swaps may involve a high degree of financial risk, including the risk that a small movement in the price of the underlying 
security or benchmark may result in a disproportionately large movement in the price of the derivative. Asset allocation portfolios invest primarily in other 
Goldman Sachs Funds and are subject to the risk factors of those Funds.

FOR INSTITUTIONAL AND FINANCIAL INTERMEDIARY USE ONLY – NOT FOR USE AND/OR DISTRIBUTION TO THE GENERAL PUBLIC
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General Disclosures

Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness.  We have 
relied upon and assumed without independent verification, the accuracy and completeness of all information available from public sources. 

Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views 
and opinions are current as December 2020 and may be subject to change, they should not be construed as investment advice. Individual portfolio 
management teams for GSAM may have views and opinions and/or make investment decisions that, in certain instances, may not always be consistent with 
the views and opinions expressed herein. 

The website links provided are for your convenience only and are not an endorsement or recommendation by GSAM of any of these websites or the products or 
services offered. GSAM is not responsible for the accuracy and validity of the content of these websites. 

This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be 
construed as research or investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global 
Investment Research (GIR). It was not prepared in compliance with applicable provisions of law designed to promote the independence of financial analysis 
and is not subject to a prohibition on trading following the distribution of financial research. The views and opinions expressed may differ from those of Goldman 
Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. Investors are urged to consult with their financial 
advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates or changes.

Confidentiality
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any 
person that is not an employee, officer, director, or authorized agent of the recipient.

© 2021  Goldman Sachs.  All rights reserved. 

Date of first use: 2/8/2021
Compliance Code: 230114-OTU-1350198
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