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Investment Guidelines Compliance (12-31-16):

.


Diversification:
U. S. Treasury/Agency
Repurchase Agreements
Negotiable CDs & BAs
Commercial Paper
Corporate
AAA Sovereign Govt

.

Maturity Limitations:

Actual
26%
8%
37%
27%
0%
2%
44 days

Max.
100%
50%
40%
35%
25%
10%
60 days

Monthly Statistics:

..
..
Quarterly Performance:
.
Avg NAV: 3,850,000,000
Simple Yield: 0.67% 

Active Accounts: 782
Effective Yield: 0.67%

Average Yield:
LGIP
Institutional Money Funds¹
Treasury 3-Mo. Constant Maturity²

2nd Qtr
FY 17

0.63%
0.20%
0.43%

FY 17

0.59%
0.18%
0.36%

¹Consists of 494 institutional money market funds totaling $1,738.7 billion as reported
by iMoneyNet as of 12-31-16

²Federal Reserve Bank H.15 Release.

Market and Economic News
The October through December quarter experienced a dramatic move higher in market yields as the
Federal Reserve increased monetary policy rates for the second time in 12 months after remaining at
all-time low levels for a decade. The surprising outcome of the US presidential election contributed to
higher rates as President-elect Trump’s stimulative fiscal policy platform, albeit still murky in its
details, is expected to raise the budget deficit and spur growth, investment and inflation. During the
quarter, Treasury rates from 5- year to 30- years to maturity increased approximately 80 basis points
while yields of shorter-dated Treasuries increased 20 to 60 basis points. As was the case following the
December 2015 FOMC tightening, the LGIP fund yield benefited from the increase in short term
market rates. The LGIP yielded 0.77 percent on the last day of 2016, almost 40 basis points higher
than it was at year-end 2015 (0.38 percent). At the time of this writing, futures markets are pricing two
to three 25 basis point policy rate hikes into the 2017 calendar year. Market strategist forecasts have
also coalesced around two to three rate hikes over the coming year. While adhering to our consistently
conservative investment philosophy of safety of principal as a first priority and satisfying GASB 79
liquidity requirements, we expect that the nimble return strategies we employ will continue to
successfully match or exceed equivalent market alternatives in the current rising rate environment.
At the December meeting, the FOMC increased policy rates 25 basis points to a range of 50 to 75 basis
points. The effective Fed funds rate has settled in the mid-60 basis points area. After a fairly
ubiquitous signaling campaign by policy-makers leading up to the meeting, the hike was expected and
had been largely priced into the markets. Market participants focused on the Committee’s Summary of
Economic Projections and specifically on the ‘dots’, which indicate (anonymously) each policy
maker’s projection of future policy rates. The ‘dots’ shifted unexpectedly higher to show three
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projected rate hikes in 2017 versus the prior forecast of just two at the September meeting. The
trajectory of forecasted rate hikes beyond 2017 remained unchanged although the long-run expectation
for the Fed funds rate increased to 3.0 percent (from 2.75 percent.) The FOMC’s economic growth and
inflation forecasts were strengthened slightly and the expected unemployment rate outlook was
lowered slightly. The recently published minutes of the December meeting showed that the outcome of
the Presidential election caused the majority of FOMC participants to tilt the perceived risks to US
economic growth to the upside, reflecting increased fiscal spending expectations, causing many
participants to lift their assessment of the appropriate number of rate hikes in 2017.
Recent economic data prints have generally been on the strong side and supportive of an uptick in the
Federal Reserve’s policy rate hike schedule. This seeming validation of the improvement in the
outlook for the US economy has been broad-based in recent weeks, with housing, manufacturing, and
consumer confidence indicators largely posting at better-than-expected levels. US employment trends
have maintained a steady, positive trend, with the December 2016 unemployment rate printing 4.7
percent. Also a focal point for policy-makers, the pace of improvement in worker hourly earnings
accelerated in December, growing by 2.9 percent on a year-on-year basis, exceeding economists’
survey expectations of 2.8 percent. This is the fastest pace in earnings growth since 2009 and matches
the FOMC’s guideline level of earnings growth. Despite continuing positive economic signs, the
current probability (calculated from futures contract pricing) of a rate hike at the next FOMC meeting
February 1 is low at approximately 10 percent. The odds of a rate hike by the next meeting in midMarch increases to 35 percent.

