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A Tipping Point for Public Cash Managers.
They must soon decide whether tariffs will push money market rates above or below
market expectations — and place their bets. But shrinking tax receipts and federal cost
shifting are likely to have a bigger budgetary impact.

Money market interest rates have held quite steady this year while the stock market, long-term
bonds and financial futures have bobbed and weaved in response to turbulent tariff news and
shifting views of recession risks. Public treasurers and cash managers have lost nothing so far by
staying ultra-short in their portfolio maturities, but external, outsourced managers running public
money against popular indexes in the one- to three-year range have outperformed most others.
That’s because notes maturing in 2026 and 2027 have produced capital gains on top of coupon
income, resulting in total returns this past year of 6 percent versus 4-ish percent for those who
stayed short.

But that’s now just history. The challenge for public cash managers is what to do next.

Normally, interest rates on bonds and money market instruments give investors a higher yield for
longer maturities to reflect liquidity preference, market segmentation and market risk on longer-
term paper. The current yield curve for U.S. treasuries is showing a relatively rare configuration: a
“swayback” formation in which yields for investments maturing between four and 30 months are
successively lower but thereafter increase as maturities lengthen, as would normally be expected.
Therein lies the challenge for today’s governmental money managers.

Continue reading.
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