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investments

Maturity Structure

Quality Evaluation

“My dad convinced me in eighth grade
that ‘ideas without money remain ideas.’

So if you don’t have money, you better 
figure out a way to do it. What we

did was try to find an investment that
we knew had excess time and advertise

something called your state.”
~ Dr. David G. Bronner

The management of maturities for the bond 
portfolio is an integral part of the RSA’s objective 
of providing a stable cashflow to meet retirement 
benefit needs.  The RSA has historically structured 
its purchases in longer-term securities with 
intermediate call protection or average lives in 
order to meet its retirement obligations.       

The RSA continued its long-standing policy of 
investing in high quality fixed income products.  
Bond ratings, however, provide only a starting point 
in the evaluation of the relative investment qualities 
of a bond.  Times have changed dramatically over 
the past decade and few companies today have a 
rating of AAA to A.  Many companies are now rated 
BAA or lower.   

  QUALITY EVALUATION  (iN %)

 TRS  ERS 

 RATiNg  2010 2009 2008 2010 2009 2008

 AAA 32 25 25 31 25 24  

 AA 4 3 4 3 3 4

 A 13 13 9 12 13 9

 BAA 13 14 11 13 14 11

 BA 3 - - 3 - -

 NOT RATEd 35 42 50 38 43 51

  

   1-yEAR 3-yEARS 5-yEARS 10-yEARS 

TOTAL EQUITY 
  TRS 9.67 -6.76 1.61 2.14
  ERS 9.77 -6.71 1.61 2.14
  JRF 11.72 -6.11 1.50 0.48

TOTAL FIxED INCOME  
AND ALTERNATIVES
  TRS 6.50 -3.25 1.58 3.82
  ERS 6.66 -4.78 0.79 3.27
  JRF 9.18 6.25 6.60 5.34

TOTAL RSA RETURNS
  TRS 8.42 -5.47 1.55 3.00
  ERS 8.47 -6.12 1.12 2.56
  JRF 10.73 -1.67 3.46 2.77

BENCHMARKS 
 S&P 500 10.16 -7.16  0.64 -0.43
 DJIA 14.12 -5.37 3.13 2.52 
 MIDCAP 400 17.78 -1.67 3.77 5.40
 SMALLCAP 600 14.22 -4.18 1.62 6.18
 MSCI EAFE 3.27 -9.51 1.97 2.56
 CITIGROUP BIG 7.77 7.71 6.40 6.54
 BARCLAYS 8.16 7.42 6.20 6.41

Investment Returns / 2010
For the period ended September 30, 2010 (Percent)

  MATURITY STRUCTURE  (iN %)

 TRS  ERS 

 yEARS TO mATuRiTy  2010 2009 2008 2010 2009 2008

 0 TO <5 30.2 24.1 26.4 30.9 23.4 25.6  

 5 TO <10 26.1 24.3 61.2 25.2 23.6 62.5

 10 TO <30 42.7 50.9 11.7 42.9 52.3 11.2

 = OR >30 1.0 0.7 0.7 1.0 0.7 0.7
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Fixed Income Activity
Fiscal Year 2010 (continued)

In what typically is an inactive month due to 
holiday and year-end preparation, December 
provided fixed income participants with its 
first substantial sell-off in over a year.  Treasury 
securities lost over 2.5% with the benchmark 10 
year gapping out 30 basis points in the last two 
weeks.  Fortunately, the new calendar year provided 
a welcome relief and investors were able to recoup a 
good portion of their December losses.  While China 
attempted to curb excess lending due to concerns 
about property speculation and inflation, the 
struggles of a former Mediterranean empire came 
to the forefront.  Concerns began to surface over the 
ability of the Greek government to honor its debt 
obligations after years of fiscal mishaps.   Questions 
about the government’s ability to roll $30 billion in 
debt coming due in the spring caused Greek yields 
to soar versus its German counterparts.

The finances of other struggling European 
countries were being questioned as the state of 
affairs were very similar low-growth prospects, high 
unemployment, and ballooning public debt.  The 
European crisis led to a global sell-off in equities and 
capital flight to safety.  After months of speculation, 
the European Central Bank and the International 
Monetary Fund provided a bailout for Greece as it 
agreed to further budget cuts and deficit reduction 
measures.  European policymakers also announced 
a $1 trillion loan package for other countries in need 
to help solve the region’s sovereign debt crisis.  

Coupled with weak macroeconomic signals and 
European sovereign credit risks, treasury yields 
experienced strong declines by the end of spring.  
Corporate outperformance also slowed as the SEC 
investigation into Goldman Sachs and the BP oil 
spill weighed on the market.  Investor sentiment 
came back pretty quickly however, as fears of a 
European financial crisis dissipated and the BP oil 
leak was halted by late July.  Agency and mortgage 
spreads also compressed during this time as the lack 
of supply and reach for yield took hold.  Treasury 
returns were able to hold in considerably well as 

economic data exhibited further weakness.  The 
intermediate and long end of the curve flattened 
during this period in the wake of low inflation and 
weak equity returns.

Issuance of high-yield debt was robust in late 
summer with investor appetite for incremental yield 
being the driving force.  By the end of August, junk-
rated issuance had already surpassed the previous 
record of $164 billion sold in 2009.  In late August, 
Chairman Ben Bernanke gave a speech in Jackson 
Hole stating that the Fed would reinvest the principal 
received from its agency securities into longer-term 
treasuries and the “Committee is prepared to provide 
additional monetary accommodation through 
unconventional measures if it proves necessary.”  
This statement created a huge surge in risk assets 
as it opened up the possibility and probability of 
another round of quantitative easing.  It also sparked 
an increase in inflation expectations as well as a sell-
off in the dollar.

Since this time, the yield curve has started to 
steepen dramatically with the long end leading the 
way.  The hope for the Fed is that easier financial 
conditions will promote economic growth as lower 
rates encourage investment and elevate stock 
prices.  This in turn will hopefully bolster consumer 
wealth, increase confidence and spending, and 
ultimately lead to higher incomes, profits, and job 
growth.  At this point, it is up for debate on the size 
or assets that would be involved in such a program.  
It is also highly uncertain if another program would 
be successful as some of the problems within the 
economy are structural in nature rather than 
cyclical.  It seems that uncertainty will reign in 
fiscal 2011.  

For the fiscal year, the total annual returns for the 
public domestic fixed income portfolios were 10.44% 
for the TRS, 10.41% for the ERS, and 11.39% for the 
JRF.  The five-year annualized returns were 7.13% 
for the TRS, 7.17% for the ERS, and 7.32% for the JRF.  
The ten-year annualized returns were 7.23% for the 
TRS, 7.18% for the ERS, and 5.32% for the JRF.  


