
Sector views
Prime sector
Our focus on the Federal Reserve (Fed) over the past year has come at the expense of 
discussing another determinant of yield levels (and source of risk) in prime markets—
namely credit conditions. As we enter 2023 and near the end of the Fed’s tightening 
cycle, we felt the timing is appropriate to explore some of the asset types that comprise 
our holdings in the prime funds.

By and large, credit conditions in 2022 were solid, with areas of strength but also signs 
of deterioration starting to show. Persistently high inflation, tightening monetary policy, 
geopolitical conflict, energy supply shocks, supply chain disruptions, and measures to 
contain COVID-19 were some of the headwinds that drove an overall worsening macro 
picture as the year progressed. Some companies and industries benefited from these 
factors, but many were pressured. The weakening of the macro environment was likewise 
reflected in rating agency activity, which started 2022 strong but worsened throughout 
the year. At Moody’s and S&P, upgrades outpaced downgrades in both high grade and 
high yield companies in both the first and second quarters. However, this trend reversed 
in the back half of the year, with downgrades outpacing upgrades for high yield in the 
third quarter and for high yield and high grade in the fourth quarter. It is likely that 
many of the headwinds experienced in 2022 will persist into 2023, thus necessitating 
monitoring for further credit deterioration—particularly for cyclical companies and lower-
rated credits. Fortunately, the credit landscape that affects our funds remains favorable.

BANKING ASSETS

In 2022, banks enjoyed record net interest income growth spurred by higher commercial 
and consumer loan balances as well as expanding net interest margins due to the 
Fed’s rate hikes. Asset quality remained pristine with historically low delinquencies, 
nonperforming loans, and criticized assets. Credit provisions remained fairly low but did 
steadily increase, reflecting higher loan balances and building of loan loss reserves amid 
more conservative economic assumptions. After a strong 2021, fee income was soft. Not 
surprisingly, mortgage banking activity has sharply fallen off as prospective homebuyers 
and refinancers faced much higher rates. For large money center banks, investment 
banking income was also down relative to a strong 2021, although market volatility 
boosted securities trading revenues. While remaining strong, capital ratios fell for many 
banks in the first half of 2022 due to a combination of other comprehensive income 
losses for the largest banks; loan growth; and continued, albeit lower, shareholder 
payouts. After sharply increasing in 2020 and 2021, total bank deposits began to decline 
in mid-2022 as the yield differential between other short-term investments and deposits 
became more compelling. In a reversal of a trend that started during the COVID-19 
pandemic, loan growth outpaced deposit growth in 2022.
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Looking forward to 2023, profitability is expected to remain 
sound, but investors are increasingly worried about a 
looming recession, higher credit provisioning, and possible 
peak margins. High inflation, a large upturn in yield curves, 
and financial market volatility are hurting households and 
businesses. We believe that net interest income should continue 
to rise given higher rates and margins, though the pace should 
moderate from 2022 as the Fed slows monetary tightening, 
rates on deposits start rising faster, and loan growth slows. 
Fee income is likely to remain subdued given the slowdown in 
mortgage banking and investment banking, as well as reduced 
asset valuations. 

As with 2022, expenses likely will be pressured by wage 
inflation, compliance, and technology investments. Although 
credit-quality indicators remain in good shape, a weaker 
economic outlook and potential recession, driven by the 
astonishing pace of monetary tightening by the Fed that began 
earlier in 2022, may lead to rising delinquencies, nonperforming 
loans, and bad debt provisioning. The expected rise in credit 
losses would be coming off historically low levels in 2022 and 
should be manageable, but the risks are to the downside.  
After falling and generally returning to pre-pandemic levels, 
capital ratios are unlikely to move meaningfully lower as 
banks manage capital returns in the face of a weakening 
outlook. Also, for some large banks, higher required minimum 
ratios will take effect. Finally, liquidity and funding likely will 
continue to weaken from historically strong levels as higher 
interest rates result in tepid deposit growth. Importantly, risk-
based capitalization levels and liquidity buffers for U.S. banks 
should remain quite strong, particularly when compared with 
the period preceding the global financial crisis. As always, 
performance across individual banks will vary depending on 
interest rate sensitivity, asset and deposit mix, deposit betas, 
and exposure to capital market businesses.

CORPORATE ASSETS

Corporate issuers faced no shortage of risks and headwinds 
in 2022, including surging inflation, continued supply chain 
disruptions, geopolitical conflict, and heightened recession fears 
amid a cooling global economy. Tighter financial conditions 
and higher borrowing costs traditionally also pressure debt 
servicing capacity—most notably for lower-credit-quality issuers. 
Most corporate issuers have had to contend with rising input 
and production costs—including labor—and, as a result, have 
sought to offset rising costs via pricing or efficiency initiatives. 
Component or labor shortages have constrained production 
in some cases. Notably, consumer spending has remained 
resilient but it showed signs of a slowdown in the back half of 
2022. Supply chain difficulties and elevated lead times created 
a difficult inventory planning environment, as evidenced by 
multiple retailers struggling to deal with bloated inventories and 
changing consumer spending patterns throughout the year. 

While these pressures have affected most sectors, the integrated 
oil and gas companies have been the clear outperformers as 
elevated commodity prices have driven a stunning improvement 
in earnings, cash flows, and credit metrics.

Given the increase in term rates and volatility in the yield curve 
throughout the year, corporate issuers have increasingly used 
commercial paper (CP) programs for funding after several years 
of cheap term financing with rates pinned at the zero-bound. As 
of late December, total nonfinancial CP outstanding was $280 
billion—a 46% increase year to date. Financial CP outstanding 
was $673 billion—a 25% increase year to date.

ASSET-BACKED COMMERCIAL PAPER

Asset-backed commercial paper (ABCP) programs overall 
performed very well in 2022. Generally speaking, collateral 
performance weakened somewhat in 2022, though performance 
still remains very strong relative to historical trends. Additionally, 
fully supported programs continue to dominate the ABCP 
market, and thus the credit quality of these programs is driven 
by the strength of the supporting financial institutions rather 
than the underlying assets. In terms of issuance, total ABCP 
outstanding started the year at $275 billion before dropping 
to $245 billion in April, peaking at $305 billion in October, and 
finally finishing the year at $293 billion.

U.S. government sector
The debt ceiling—the second-most-famous ceiling in the world 
after the Sistine Chapel’s, as hideous as Michelangelo’s is 
beautiful—has begun to affect the government money markets. 
As the nation’s total borrowing began approaching the 
statutory limit in December, the Treasury pared back Treasury 
bill (T-bill) supply, cutting it by $117 billion that month. On 
January 19, the outstanding debt reached the limit, and after 
announcing that it would implement extraordinary measures, 
the Treasury built T-bill supply back up, increasing it by $191 
billion in January. For all things debt ceiling related, please 
see our Debt Ceiling FAQ on the Allspring Institutional Cash 
Investor website.

The otherwise unnecessary supply gyrations that left investors 
searching for investments in December—a month that is 
typically a struggle influenced by year-end reporting—and 
briefly sighing with relief in January are just a taste of what 
awaits over the next few quarters. The Treasury’s cash flow map 
looks something like this: First, use extraordinary measures to 
allow robust issuance and build up the cash balance, as we have 
seen in January. Second, use the extra cash for tax refunds in 
February and March, so the country’s good citizens can take 
spring vacations. Third, receive large cash inflows in April as 
other citizens pay their tax bills, rebuilding Treasury’s cash 
balance. Fourth, over the following months, gradually exhaust 
the extraordinary measures and watch the cash balance melt 
away as the nation spends more than it takes in. Over these 
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months, T-bill supply will shrink and investors may strive to 
invest in any T-bills they can find, pushing yields lower, while 
also simultaneously attempting to avoid T-bills they view as 
potentially facing repayment challenges due to the debt ceiling, 
shunning them like limburger.

We just don’t know how long that fourth phase—the gradual cash 
drawdown—will last because the spring tax season cash flows 
are uncertain as of now. Last year, they surprised on the upside, 
but then again, last year had a booming stock market and people 
had gains to pay taxes on. This year, not so many gains. Treasury 
Secretary Yellen noted that cash and other measures should be 
sufficient to fund operations until at least early June, and Treasury 
watchers on Wall Street have widely ranging views, suggesting 
that cash runs out anywhere from July to November. Timing 
clarity should arrive as tax season ends.

On the Treasury’s map, the end of the fourth phase, when cash 
and extraordinary measures are exhausted but the debt ceiling 
has not been raised or suspended, represents the edge of the 
known world. Beyond that, as the medieval maps said of the 
unknown, “Here there be monsters.”

Municipal sector

The municipal money market yield curve gapped wider during 
January as strong inflows into the tax-exempt money market 
funds carried over into the first half of the month. Rates in 
the overnight and weekly sectors dropped precipitously as 
demand surged due to the combination of early-month fund 
inflows and seasonal principal and interest reinvestment needs. 
Assets in municipal money market funds rose to $128 billion 
at mid-month, up from $118 billion at year-end, according to 
Crane Data. Additionally, municipal bond funds, which had 
experienced record outflows in 2022, began to see modest 
inflows leading to additional demand for tax-exempt securities 
in the short end of the curve.

The market began the month with typically strong demand for 
variable-rate demand notes (VRDNs)1 and tender option bonds 
(TOBs).2 As a result, the Securities Industry and Financial Markets 
Association (SIFMA) Municipal Swap Index3 began to quickly 
drive lower throughout the month. SIFMA, which closed out 
2022 at 3.66% (or 85% of Fed effective), fell for four consecutive 
weeks before closing out at 1.66% (or 38% of Fed effective) at 
the end of January. This staggering 200-basis-point4 drop had 
the effect of flipping tax-exempts from extremely attractive to 
extremely rich relative to taxable securities. Further out on the 
curve, yields on high-grade paper in the one-year space fell from 
2.97% at year-end to 2.27% at the end of January as demand 
continued to outpace supply and market participants began to 
price in a more dovish monetary policy from the Federal Open 
Market Committee. As a result of the significant drop in rates 
throughout the month, municipal money market funds began to 
experience consistent outflows closer to month-end.

During the month, we continued to focus our purchases 
primarily in VRDNs and TOBs with daily and weekly put options 
in order to emphasize principal preservation and fund liquidity. 
We also continued to adopt a conservative posture with 
respect to weighted average maturities given the relatively 
flat municipal yield curve and expensive ratios to taxable 
securities. Accordingly, we remained highly selective in our 
fixed-rate purchases further out on the curve as we expect 
ratios to gradually normalize as supply and demand become 
more balanced.

FNAV MONEY MARKET FUNDS WEEKLY LIQUID ASSETS
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Sector 1 day 1 week 1 month
2 
month

3 
month

6 
month

12 
month

U.S. Treasury repos 4.30 4.30 –‒ –‒ –‒ –‒ –‒

Fed reverse repo rate 4.30 –‒ –‒ –‒ –‒ –‒ –‒

U.S. Treasury bills ‒– –‒ 4.40 4.47 4.52 4.60 4.45

Agency discount notes 4.14 4.22 4.46 4.57 4.66 4.80 5.46

LIBOR 4.30 –‒ 4.58 –‒ 4.80 5.08 5.32

Asset-backed commercial paper 4.42 4.46 4.60 4.70 4.78 5.04 –‒

Dealer commercial paper 4.26 4.30 4.42 4.53 4.63 4.83 –‒

Municipals 1.28 1.66 2.14 2.18 2.20 2.27 2.49

RATES FOR SAMPLE INVESTMENT INSTRUMENTS — CURRENT MONTH-END % (JANUARY 2023)

Figures quoted represent past performance, which is no guarantee of future results, and do not reflect taxes that a shareholder may pay on an  
investment in a fund. Yields will fluctuate. Current performance may be lower or higher than the performance data quoted and assumes the reinvestment
of dividends and capital gains. Current month-end performance is available at the funds’ website, allspringglobal.com.
Money market funds are sold without a front-end sales charge or contingent deferred sales charge. Other fees and expenses apply to an investment in 
the fund and are described in the fund’s current prospectus.
The manager has contractually committed to certain fee waivers and/or expense reimbursement through May 31, 2023, to cap the funds’ total annual 
fund operating expenses after fee waivers. Brokerage commissions, stamp duty fees, interest, taxes, acquired fund fees and expenses (if any), and  
extraordinary expenses are excluded from the expense cap. The manager and/or its affiliates may also voluntarily waive all or a portion of any fees to 
which they are entitled and/or reimburse certain expenses as they may determine from time to time. Without these reductions, the seven-day current 
yield for the Select Class of the Heritage Money Market Fund, Government Money Market Fund, and Treasury Plus Money Market Fund and for the  
Institutional Class of the Municipal Cash Management Money Market Fund and 100% Treasury Money Market Fund would have been 4.43%, 4.14%, 
4.19%, 1.66%, and 4.11%, respectively. Prior to or after the commitment expiration date, the cap may be increased or the commitment to maintain the 
cap may be terminated only with the approval of the Board of Trustees. The expense ratio paid by an investor is the net expense ratio (the total annual 
fund operating expenses after fee waivers) as stated in the prospectus.

Fund
7-day current 
yield

Heritage MMF*–Select 4.48

Municipal Cash Management 
MMF*–Inst’l 1.77

Government MMF**–Select 4.12

Treasury Plus MMF**–Select 4.21

100% Treasury MMF**–Inst’l 4.13

Sources: Bloomberg L.P. and Allspring Global Investments
Past performance is no guarantee of future results.

Source: Allspring Funds
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To learn more

We want to help clients build for successful outcomes, defend 
portfolios against uncertainty, and create long-term financial well-
being. To learn more, investment professionals can contact us.

For more information, please contact:

• Institutional Sales Desk: 1-888-253-6584

• Website: allspringglobal.com
If you’re an institutional investor, when you visit the website, click on your location and select 
your role on the welcome screen as “Institutional Cash Investor.”

1. Variable-rate demand notes (VRDNs) are debt securities commonly held within the Allspring Money Market Funds. Like all bonds, VRDN values 
fluctuate in response to the financial condition of individual issuers, general market and economic conditions, and changes in interest rates. 
Changes in market conditions and government policies may lead to periods of heightened volatility in the bond market and reduced liquidity for 
certain bonds. In general, when interest rates rise, bond values fall and investors may lose principal value. Interest rate changes can be sudden and 
unpredictable. In addition to credit and interest rate risk, VRDNs are subject to municipal securities risk.

2. A tender option bond (TOB) is a type of VRDN where a long-term bond is placed into a trust. Floating-rate securities are created from the trust.

3. The Securities Industry and Financial Markets Association (SIFMA) Municipal Swap Index is a seven-day high-grade market index composed 
of tax-exempt variable-rate demand obligations with certain characteristics. The index is calculated and published by Bloomberg. The index is 
overseen by SIFMA’s Municipal Swap Index Committee. You cannot invest directly in an index.

4. 100 basis points equal 1.00%.

For retail money market funds: You could lose money by investing in the fund. Although the fund seeks to preserve the value of 
your investment at $1.00 per share, it cannot guarantee it will do so. The fund may impose a fee upon sale of your shares or may 
temporarily suspend your ability to sell shares if the fund’s liquidity falls below required minimums because of market conditions 
or other factors. An investment in the fund is not insured or guaranteed by the Federal Deposit Insurance Corporation or any other 
government agency. The fund’s sponsor has no legal obligation to provide financial support to the fund, and you should not expect 
that the sponsor will provide financial support to the fund at any time.

For the municipal money market funds, a portion of the fund’s income may be subject to federal, state, and/or local income taxes 
or the alternative minimum tax. Any capital gains distributions may be taxable. For the government money market funds, the U.S. 
government guarantee applies to certain underlying securities and not to shares of the fund.

The views expressed and any forward-looking statements are as of January 31, 2023, and are those of the fund managers and the Money Market team at Allspring Global Investments, LLC, subadvisor to the 
Allspring Money Market Funds, and Allspring Funds Management, LLC. Discussions of individual securities or the markets generally are not intended as individual recommendations. Future events or results 
may vary significantly from those expressed in any forward-looking statements. The views expressed are subject to change at any time in response to changing circumstances in the market. Allspring Global 
Investments disclaims any obligation to publicly update or revise any views expressed or forward-looking statements.

Carefully consider a fund’s investment objectives, risks, charges, and expenses before investing. For a current prospectus and, if available, a summary prospectus, containing this 
and other information, visit allspringglobal.com. Read it carefully before investing

Allspring Global InvestmentsTM is the trade name for the asset management firms of Allspring Global Investments Holdings, LLC, a holding company indirectly owned by certain private funds of GTCR 
LLC and Reverence Capital Partners, L.P. These firms include but are not limited to Allspring Global Investments, LLC, and Allspring Funds Management, LLC. Certain products managed by Allspring 
entities are distributed by Allspring Funds Distributor, LLC (a broker-dealer and Member FINRA /SIPC).
© 2023 Allspring Global Investments Holdings, LLC. All rights reserved. ALL-01312023-y8agmzk3 

*For floating NAV money market funds: You could lose money by investing in the fund. Because the share price of the fund will 
fluctuate, when you sell your shares they may be worth more or less than what you originally paid for them. The fund may impose 
a fee upon sale of your shares or may temporarily suspend your ability to sell shares if the fund’s liquidity falls below required 
minimums because of market conditions or other factors. An investment in the fund is not insured or guaranteed by the Federal 
Deposit Insurance Corporation or any other government agency. The fund’s sponsor has no legal obligation to provide financial 
support to the fund, and you should not expect that the sponsor will provide financial support to the fund at any time.

**For government money market funds: You could lose money by investing in the fund. Although the fund seeks to preserve the value 
of your investment at $1.00 per share, it cannot guarantee it will do so. An investment in the fund is not insured or guaranteed by 
the Federal Deposit Insurance Corporation or any other government agency. The fund’s sponsor has no legal obligation to provide 
financial support to the fund, and you should not expect that the sponsor will provide financial support to the fund at any time.
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