
 

 

 

December Liquidity Market 
Update 
 

Economic statistics released during the month were mostly 
stronger than expected with nonfarm payrolls, retail sales, 
industrial production and housing permits leading the way.  
This was reiterated in the Federal Reserve statement released 
mid-month which stated, “Information received since the 
Federal Open Market Committee (FOMC) met in November 
suggests that economic activity has continued to pick up and 
that the deterioration in the labor market is abating. The 
housing sector has shown some signs of improvement over 
recent months.” Despite this positive tone, the FOMC not only 
kept its target rate between 0 to 25 basis points, but 
maintained the phrase, “likely to warrant exceptionally low 
level of the federal funds rate for an extended period.” Fed 
observers will be paying careful attention to the FOMC’s 
wording in future releases as they consider the possibility of 
future rate hikes.   

Year end dictated much of the movement in the cash 
marketplace. The typical quarter-end pressure increased 
slightly at year end with 1- and 3-month LIBOR rates 
dropping slightly and 6-month LIBOR pushing down 5 basis 
points. The bigger change took place in the Treasury 
marketplace with 2-year note yields rising from 0.67% to 
1.14% during the month due to the lack of supply at year end. 

 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
Despite the positive indicators mentioned, we believe that 
current economic conditions will prevent the Fed from hiking 
its federal funds target at least through the second quarter of 
2010. Meanwhile, it appears that the Fed is beginning to take 
other steps that may affect rates. Earlier this month, the Fed 
formally announced a proposal for the creation of a term 
deposit facility to help drain reserves from the banking 
system. This mechanism would offer interest-bearing deposits 
to eligible institutions through an auction. The Fed also began 
testing its reverse repurchase agreement process. Both of these 
actions could cause rates to increase slightly, ahead of any 
formal rate hikes. 
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LIBOR — The interest rate banks can borrow funds, in marketable size, from other banks in the London interbank market. 
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The information and data provided in this analysis are derived from sources that we deem to be reliable and accurate. These views are not guarantees of future performance and involve 
certain risks, uncertainties and assumptions that are difficult to predict, so actual outcomes and results may differ significantly from the views expressed. The views/opinions expressed 
are those of the author(s)/portfolio manager(s) and analyst(s) of the affiliated advisors of Columbia Management, are subject to change at any time based upon economic, market or other 
conditions, may differ from views expressed by other Columbia Management associates or other divisions of Bank of America, and the respective parties disclaim any responsibility to 
update such views. These views may not be relied on as investment advice and, because investment decisions for a Columbia portfolio are based on numerous factors, may not be relied 
on as an indication of trading intent on behalf of any particular Columbia portfolio. 
Since economic and market conditions change frequently, there can be no assurance that the trends described here will continue or that the forecasts will come to pass. The views and 
opinions expressed are those of the portfolio managers and analysts of the affiliated advisors of Columbia Management Group, are subject to change without notice at any time, may not 
come to pass and may differ from views expressed by other Columbia Management associates or other divisions of Bank of America. These materials are provided for informational 
purposes only and should not be used or construed as a recommendation of any security or sector. 
Columbia Management Group, LLC (“Columbia Management”) is the investment management division of Bank of America Corporation. Columbia Management entities furnish investment 
management services and products for institutional and individual investors.  
Columbia Management Advisors, LLC (“CMA”) is an SEC-registered investment advisor and indirect, wholly owned subsidiary of Bank of America Corporation and is part of Columbia 
Management.  
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