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MARKET PERSPECTIVE

By Mark Polistina

Overnight Rates Dip to near Zero,
Again!!

As many of you have noticed the rate
on the lllinois Funds has dropped

to .02% or 2 basis points (bp). This
is the result of repo levels falling from
at or above 10 bp to 1 bp.

On 4/1 the FDIC began an assess-
ment of all bank liabilities rather than
the previous assessment only on
insured deposits. (This increase is
intended to fill the FDIC Insurance
fund.) In essence this includes the
excess reserves that banks hold at
the Federal Reserve. The assess-
ment is based on the bank’s risk rat-
ing. Estimates are that this charge
is between 15 and 25 bp. Given the
disproportionate level of total liabili-
ties to insured deposits in large insti-
tutions the fees will disproportion-
ately come from them.

Currently, excess reserves are earn-
ing 25 bp at the Federal Reserve.
Since the institution of the program
to pay interest on excess deposits,
banks would borrow cash in the mar-
ket on an overnight basis and de-
posit the funds in excess reserves at
the Fed, basically earning a risk free
spread on the cash. Banks would
borrow cash for example in the form
of fed funds and repurchase agree-
ments. Now with these excess re-
serves coming under the assess-
ment of the FDIC, banks are in es-
sence being taxed on them. The end
result is an increase in the cost of
borrowing. In order to compensate
the other cost of borrowing must go
down. In the markets this is shown

in the yield given for the cash in
fed funds at 5 bp, repo at 0 — 2 bp
and lent collateral at 0 bp and in
some cases negative.

During the depths of the recent
financial crisis (Fall 2008) almost
every major investment house
opted to become insured banks/
bank holding companies. There
are many reasons why this was
needed; but; the primary reason in
my opinion was to alleviate public
fears associated with non-bank
financial institutions and their pre-
sumed coercion in the crisis. The
major investment banks now being
traditional banks gain the benefits
associated with them but they also
take the bad.

These new very large banks are
now subject to FDIC assessments.
Because most every primary gov-
ernment securities dealer is now
an insured bank the lending yield
we receive on our cash has been
reduced because of the new as-
sessment.

Most everything being published at
this time estimates that this will last
at least 90 days. My fear is that
this is wishful thinking. In order for
this change one of the two foresee-
able things must happen. 1) The
Fed must start a tightening cycle
(raise rates). 2) Increased issu-
ance of short securities, primarily
Treasury Bills, will need to in-
crease. Both of these options do
seem probable; but; not in the emi-
nent future for many reasons.

1) (This will do nothing to change
the spread; but; the baseline will

increase above 0.) The Fed is still in
the middle of QE2 which is in essence
the direct opposite of tightening. The
end is in sight for this program and to
date no QE3 is in the works, however,
the FED moves very slowly unless
there is a crisis. In there eyes this is
not a crisis.

2) (This could reduce the spread be-
cause of increased options for

cash.) Treasury Bills are the short
dated security that all others are meas-
ured against in the term of yields. At
this point we have bumped up against
the debt ceiling at the federal level and
like the FED; congress is notoriously
slow at moving unless there is a cri-
sis. In the eyes of some, the level of
federal debt is a crisis not lack there
of.

The end result is we will see things
change but I’'m not expecting anything
before fall.

Market Outlook

We anticipate the short term interest
rate environment to remain bogged
down in the current malaise with over-
night levels below 5 basis points for
some time. So our overall message
will remain the same, take caution
when extending maturities and look for
those interim periods of higher interest
rates.

Mark Polistina is the Portfolio Manager
for the lllinois Funds.

Yesterday’s Rate 4/7/11

Money Market Fund
0.043%

Information in the Market Perspective was obtained from sources considered reliable. Their accuracy or completeness is not guaranteed. Opinions expressed are subject to change without notice.
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Safety, Liquidity and Yield

Illinois Funds yields for the period ending 3/31/11
Money Market Fund (Daily Liquidity)

Net Portfolio Assets (in millions) $5,643
Monthly Investment Earnings (in 1000’s) $394
7 Day Yield* 0.07%
One Month Yield* 0.09%
Net Asset Value (per share) $1.00
Weighted Average Maturity 16
Weighted Average Life 16
*Yield Net of Fees

Monthly Public Sector Rate Comparison

The lllinois Funds, Money Market Fund 0.09%
S&P Govt Inv Pool-Govt Fund Index ~ 0.09% | S&P Govt Inv Pool-Taxable Funds Index 0.13%
IL School Dist Liquid Asset 0.02% |IL School Dist Liquid Asset Max 0.08%
3 Month Treasury Bill 0.09% |6 Month Treasury Bill 0.15%
Monthly Private Sector Rate Comparison
The lllinois Funds, Money Market Fund 0.09%
IMoneynet™ - Gowt. Institutional 0.01% |Federated Govt Obligations 0.01%
Fidelity - 695 Treas Fund 0.01% |Fidelity - 57 Govt Fund 0.02%
Goldman Fin Sq Treas Fund - 468 0.01% |Goldman Fin Sq Govt Fund - 465 0.04%
30 Day Time Deposit 0.11% |90 Day Time Deposit 0.36%

MONEY MARKET FUND COMPOSITION E-Pay Account Rate
0.043% 4/7/11

50.5 % - Repurchase Agreements 1-866-831-5240
6.8% - Money Market Funds Www_i"inoisepay.com
0.4 % - Certificates of Deposit
30.9 % - Commercial Paper Rapid Revenue Acct. Rate
11.4 % - US Government Agencies 0.043% 4/711

1-800-346-7414

“ Visit our website at www.illinoisfunds.com for further information.

Past lllinois Funds performance does not guarantee future performance. Standard & Poor’s Fund Ratings represent an opinion only, not a recommendation to buy or sell.




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



