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Fixed Income Activity Fiscal Year 2011 (continued)

There were plenty of objections from economists 
and Republican lawmakers, who had recently taken 
back control of the House of Representatives with 
a monumental pickup of legislative seats. The 
announcement provided a lift in treasury yields, 
which were sitting near record lows. The long end 
was hit especially hard as inflation expectations 
continued to rise as well as the fact that 75% of 
the Fed’s purchases would fall within the 4-10 
year bucket. The rise in interest rates resulted in 
negative returns for fixed income assets during the 
month of November, their first hiccup since March.

Treasury yields marched higher throughout the end 
of the calendar year as expectations of higher inflation 
and economic growth continued. Credit remained 
relatively stable during the first few months of the 
year despite several conflicts arising in the Middle 
East and the catastrophic earthquake in Japan. While 
these events provided brief flight-to-quality trades, 
corporate bond performance held tight due to strong 
balance sheets and low default probabilities.  

During April and May, treasury securities began to 
move lower in yield as some economic data came in 
weaker than expected. Sovereign credit problems in 
Europe also started to resurface, which added to the 
broad risk aversion already taking place. Uncertainty 
about the conclusion of QE2 at the end of June and 
measures taken by emerging market economies to 
combat inflation continued to feed the safety trade.  
By June end, markets stabilized somewhat after 
Greece was able to secure short-term funding by 
passing an austerity package. Manufacturing data 
in the U.S. also surprised to the upside, alleviating 
investors’ concern over an economic slowdown.

This sigh of relief was short-lived as European 
sovereign problems grabbed the headlines once again. 
Portugal was downgraded four notches to junk despite 
receiving financial aid a few months earlier.  This in 
turn drove yields on Spanish and Italian government 
bonds substantially higher. At home, the showdown 
in Washington commenced over the need to raise the 
government’s $14.2 trillion debt limit by early August. 
In the end, an agreement was made to cut approximately 
$1 trillion and lift the debt ceiling by roughly the same 
amount. A bipartisan commission was formed to 
discuss and recommend further spending cuts. Making 
good on a July warning, Standard & Poor’s lowered the 

long-term sovereign credit rating on the United States 
of America to AA+ from AAA. The ratings of Fannie 
Mae and Freddie Mac were also lowered due to their 
“direct reliance” on the U.S. government. This created 
more uncertainty in an already murky environment. 
With the economy growing less than 1% during the first 
half of the year and the unemployment rate hovering 
around 9%, a perfect storm ensued. The European 
Central Bank was also forced to reimplement its bond 
repurchase program in order to keep rising yields in 
Spain and Italy in check. Treasury securities performed 
extremely well during this time as investors typically 
seek shelter in times of market stress. Corporate 
bonds underperformed their risk-free counterparts 
with high-yield securities and financials leading this 
underperformance. 

The flight-to-quality trade continued through 
the end of the fiscal year. Investors shunned 
corporate debt in favor of government securities, 
which accumulated gains over 6% for the quarter. 
Within investment grade debt, low-risk utilities 
outperformed financials by approximately 500 
basis points during the months of August and 
September. Financials were unable to shake off 
the risks associated with the European debt crisis, 
as well as its own capital and regulatory concerns. 
At the end of September, the Federal Open Market 
Committee decided to extend the average maturity 
of its treasury holdings in a maneuver referred to 
as “Operation Twist.” It also opted to reinvest its 
principal payments back into agency mortgage-
backed securities. This action was enacted due to 
the Committee’s view that there were “significant 
downside risks to the economic outlook, including 
strains in global financial markets.” Going forward, 
the sovereign debt crisis in Europe is unlikely to be 
remedied in the immediate future. Any solution will 
involve sacrifice from investors and taxpayers alike, 
and is certain to be a drag on economic growth for an 
extended period.

For the fiscal year, the total annual returns for the 
public domestic fixed income portfolios were 5.05% 
for the TRS and 5.03% for the ERS and 5.17% for the 
JRF. The five-year annualized returns were 7.29% for 
the TRS and 7.30% for the ERS and 7.33% for the JRF.  
The ten-year annualized returns were 6.56% for the 
TRS and 6.49% for the ERS and 4.78% for the JRF.  
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“It may not always show up on 
a spreadsheet as a profit, but when  

the Shoals, the Wiregrass or any 
other area of the state improves,  

Alabama improves.”

~ Mike Goens, times daily

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  2011 2010 2009 2011 2010 2009

 aaa 29 32 25 27 31 25  

 aa 4 4 3 4 3 3

 a 8 13 13 8 12 13

 Baa 14 13 14 14 13 14

 Ba 2 3 - 2 3 -

 not rated 43 35 42 45 38 43

  

   1-year 3-years 5-years 10-years 

TOTAL EQUITY 
  TRS -1.89 0.99 -1.12 4.13
  ERS -1.78 1.04 -1.07 4.15
  JRF -1.73 1.38 -0.84 3.38

TOTAL FIxED INCOME  
AND ALTERNATIVES
  TRS 7.47 0.19 2.31 3.49
  ERS 7.71 -1.14 1.61 2.98
  JRF 5.26 8.26 6.23 4.81

TOTAL RSA RETURNS
  TRS 1.81 0.53 0.20 3.83
  ERS 2.21 -0.09 -0.06 3.46
  JRF 0.45 3.85 1.77 3.87

BENCHMARKS 
 S&P 500 1.14 1.23  -1.18 2.82
 DJIA 3.83 3.16 1.37 4.66 
 MIDCAP 400 -1.28 4.05 2.20 7.50
 SMALLCAP 600 0.21 0.76 0.26 7.40
 MSCI EAFE -9.36 -1.13 -3.46 5.03
 CITIGROUP BIG 5.25 7.97 6.72 5.78
 BARCLAYS 5.26 7.97 6.53 5.66

Investment Returns / 2011
For the period ended September 30, 2011 (Percent)

  MATURITY STRUCTURE  (in %)

 TRS  ERS 

 years to Maturity  2011 2010 2009 2011 2010 2009

 0 to <5 27.0 30.2 24.1 27.9 30.9 23.4  

 5 to <10 22.9 26.1 24.3 21.7 25.2 23.6

 10 to <30 48.6 42.7 50.9 49.0 42.9 52.3

 = or >30 1.5 1.0 0.7 1.4 1.0 0.7
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