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What Do Jackson Hole and Investor Portfolios Have in Common? 

Following recent actions by central banks, investors turn their attention to a monetary policy meeting in Jackson Hole, Wy. 

 
Recent actions by the central banks in the U.S. and Europe, combined with 
proposed regulatory changes in the U.S., have heightened investor concern with 
respect to money funds and cash-management strategies. Specifically, the 
European Central Bank’s decision to lower interest rates and the deposit rate 
facility is raising concerns around the potential for a negative return environment 
in the United States. As such, investors are turning their attention to two 
upcoming appearances by Federal Reserve Chairman Ben Bernanke – the first of 
which is scheduled to occur in Jackson Hole, Wyoming, at the end of August.  
 
In light of these events, we believe it is crucial that investors monitor key 
developments – and their potential implications. This brief commentary, coupled 
with our upcoming analytical updates (see “Bernanke Speaks, Northern Trust 
Comments”), is intended to provide you with the information you need in order to 
make informed decisions about your investments in constant net asset value 
(CNAV) funds.  
 
Current Situation - Overview 
Since the 2008 financial crisis, regulators in the United States and Europe have 
been concerned with the systemic risk they believe money market funds could 
pose to the financial markets. As such, various regulatory bodies have been 
examining the rules that govern how CNAV funds are managed. The increased 
regulatory environment has created a challenging environment for CNAV funds.  
 
Further complicating matters is the persistent low interest rate environment and 
recent actions by central banks in the United States and Europe. The U.S. Federal 
Reserve Board, acknowledging slower economic activity, confirmed at its August 
1, 2012, meeting that it intends to keep short-term interest rates near zero at least 
until late 2014. Earlier in July, the European Central Bank (ECB) announced that 
it would lower eurozone interest rates from 100 basis points to 75 basis points. 
The ECB also lowered interest paid on the deposit rate facility from 25 basis 
points to 0 basis points. As a result, returns on short-term investments in the 
European market are likely to be near zero, if not negative, in the immediate 
future.  
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Europe   
Investors have parked their money in the perceived safety of high-quality, short-
term investments as a result of the ongoing sovereign debt and banking crisis in 
Europe. Against this backdrop, and along with concern for broader economic 
growth, the ECB’s decision to lower its benchmark interest rate and its deposit 
rate facility caused a commensurate drop in yields for high-quality short-term 
investments. Many such instruments are now priced on a negative yield basis, 
particularly for very short-dated maturities.  
 
Negative interest rates are causing challenges for fund providers and investors. 
Many fund providers have implemented restrictions across their euro-
denominated CNAV funds in an attempt to protect current investors from 
potential negative yields.  
 
United States  
The Chairwoman of the Securities and Exchange Commission (SEC), Mary 
Schapiro, had proposed additional reforms on money market funds in an attempt 
to address potential risks that could destabilize the financial system. However, on 
August 22, 2012, Chairwoman Schapiro announced the proposed reforms did not 
have sufficient support among the other SEC commissioners and therefore the 
matter would not be called to a vote at a public Commission meeting. This 
announcement raised the possibility that the Federal Reserve’s Financial Stability 
Oversight Committee (FSOC) may step in and lead the reform efforts. One option 
for the FSOC may be to designate money market funds as “systemically 
important” non-bank financial institutions and thus subject to stricter oversight by 
the Fed. Given these recent developments, we believe uncertainty and conjecture 
about future reforms will likely persist. Most industry analysts believe the 
proposed rule changes will include recommendations that money funds maintain a 
capital buffer and impose redemption restrictions (i.e., in the form of redemption 
hold backs), or that money funds move from a CNAV format to a variable net 
asset value (VNAV) format. 
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Bernanke Speaks, Northern Trust Comments 
While the Federal Open Market Committee (FOMC) has held firm on interest 
rates thus far, keeping the target fed funds rate at 0 to 25 basis points, we expect 
further updates may arise from two upcoming meetings where Fed Chairman Ben 
Bernanke is expected to share indications of future actions. To help keep these 
important developments in perspective, members of Northern Trust’s investment 
team will analyze potential market implications associated with Chairman 
Bernanke’s comments and any resulting actions taken by the Fed. 
Key Dates Northern Trust Communications  

You Can Expect 
August 30-September 1: U.S. Federal 
Reserve Chairman Ben Bernanke is 
scheduled to present at the Federal Reserve 
Bank of Kansas City’s annual policy 
conference in Jackson Hole, Wyoming. In 
the past, the Fed chairman has used this 
meeting as a platform to discuss policy 
actions currently under consideration by 
the Fed. 

Analysis. Shortly after this meeting, 
Northern Trust will provide you with a 
brief recap of Bernanke’s speech, as well 
as our analysis of the potential implications 
of the policies discussed. 

September 12-13: Bernanke is expected to 
hold a press conference following the 
FOMC meeting. 

Analysis. Shortly after this meeting, 
Northern Trust will provide you with a 
brief recap and analysis of the FOMC’s 
actions and Bernanke’s statement. 

September 18: Northern Trust Financial 
Market Update 

Quarterly Conference Call, 9 a.m. CT, 
Tuesday, September 18. Be sure to join us 
for our quarterly Financial Market Update 
Call, where our experts will provide 
additional insight and address your 
questions and concerns.  

We will provide additional updates, as necessary, around further communications that 
may be needed after September. If you have any questions concerning this or other 
communications, contact your Northern Trust asset management representative.  
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author(s) as of the date noted and not necessarily of the Corporation and are subject to change based on market or other 
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