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Fixed Income Activity
FISCAL YEAR 2012 (continued)

year funding at a nominal rate by pledging the 
appropriate collateral. This announcement 
allowed monetary conditions to dramatically 
loosen and a risk rally in most asset classes ensued.  
With the value of European sovereign debt rising 
substantially, the credit sector in the U.S. was 
able to post stellar returns heading into the new 
calendar year.

Risk assets continued to perform relatively well 
through February as the second tranche of the 
LTRO was launched.  Mortgage and agency spreads 
tightened as investors sought out incremental yield 
within the fixed income market.  By the middle 
of March, ten-year treasury yields had surged to 
approximately 2.40% with U.S. equity markets 
reaching pre-crisis highs. However, a disappointing 
jobs report and European rebuke of further 
austerity measures sent investors looking for safety 
once again.  April was a month in which risk assets 
faded, with the high grade market underperforming 
treasuries for the first time since November.  Several 
political headlines in Europe, such as France 
electing the socialist-leaning Francois Hollande 
and the inability of the Greek government to secure 
a majority in parliament, sent investors scurrying 
out of Spanish and Italian debt and into German 
Bunds and U.S. Treasuries.

Many of the uncertainties weighing on capital 
markets in previous months began to notably 
subside during June.  Policy responses from central 
banks were enacted to offset weakness in the 
global economy.  In addition to the lengthening 
of Operation Twist until the end of the calendar 
year by the Federal Reserve, emerging markets, 
including China, began to lower benchmark rates as 
insurance against a hard landing.  In the Eurozone, 
the tone was fairly positive following the results of 
the European Summit and the additional rate cut 
administered by the European Central Bank.  While 
global growth concerns kept investors interested in 
the market for government guaranteed debt during 
July, risk assets were still able to match or beat 

treasury performance as European contagion risk 
continued to diminish.  Investor appetite remained 
strong during this time as new issuance in the high 
grade sector hit record highs.

After a steady increase in asset prices during 
the month of August, September was marked 
by the FOMC announcement of a third round 
of quantitative easing (QE3).  The Fed stated 
its intention to purchase $40 billion of agency 
mortgage-backed securities per month until 
macroeconomic conditions warrant otherwise.  
It is indeed an open-ended commitment.  Policy-
makers also renewed their commitment to keep 
the target fed funds rate at zero to 25 basis points 
through mid-2015.  Corporate spreads continued 
to tighten throughout the end of the fiscal year, 
coupled with price increases from agency and 
mortgage-backed securities.  The fiscal year can 
be best described as one of brief risk-off treasury 
rallies and long risk-on credit outperformance.  
The high grade universe, which was topped by high 
yield returns, still managed to pick up an additional 
775 basis points of excess performance versus 
treasury securities.  Financials got the best of the 
industrial and utility sectors by approximately 
450 basis points.  Going forward, the picture is as 
murky as ever.  The Eurozone situation is far from 
resolved, the election is right around the corner, 
and the dreaded fiscal cliff is closing in.  This low 
rate environment leaves very few alternatives for 
fixed income investors.  Their options include 
unattractive yields within the treasury market 
and only marginally better dynamics in the credit 
sector.  With global growth currently moving in 
the wrong direction and the ramifications from 
excessive monetary stimulus far from certain, the 
most viable option at this juncture is to play it as 
close to the vest as possible.

For the fiscal year, the total annual returns for 
the public domestic fixed income portfolios were 
7.02% for the TRS and 7.04% for the ERS and 6.25% 
for the JRF.  The five-year annualized returns 
were 7.52% for the TRS and 7.53% for the ERS 
and 7.39% for the JRF.  The ten-year annualized 
returns were 7.06% for the TRS and 7.14% for the 
ERS and 5.67% for the JRF.  
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“...the policy of investing roughly
10% of the RSA’s portfolio in Alabama projects 
has returned an estimated $1.5 billion in state 
and local tax revenues over a 22-year period.”

~ 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 	 2012	 2011	 2010	 2012	 2011	 2010

	 AAA	 28	 29	 32	 27	 27	 31		

	 AA	 2	 4	 4	 2	 4	 3

	 A	 8	 8	 13	 8	 8	 12

	 BAA	 15	 14	 13	 14	 14	 13

	 BA	 2	 2	 3	 2	 2	 3

	 NOT RATED	 45	 43	 35	 47	 45	 38

		

	 		  1-YEAR	 3-YEARS	 5-YEARS	 10-YEARS 

TOTAL domestic EQUITY 

		  TRS	 28.27	 12.95	 1.26	 8.45

		  ERS	 28.08	 12.88	 1.23	 8.46

		  JRF	 30.36	 13.57	 1.55	 8.47

TOTAL international equity 

		  TRS	 14.99	 2.76	 -4.22	 8.97

		  ERS	 15.05	 2.78	 -4.17	 8.98

		  JRF	 14.88	 3.07	 -3.39	 n/a

total FIXED INCOME  

and alternatives

		  TRS	 10.11	 8.02	 1.40	 4.51

		  ERS	 10.16	 8.17	 0.48	 4.12

		  JRF	 5.53	 6.64	 5.91	 5.62

TOTAL RSA RETURNS

		  TRS	 18.30	 9.30	 0.35	 6.46

		  ERS	 18.01	 9.37	 -0.04	 6.22

		  JRF	 19.01	 9.80	 2.60	 6.84

BENCHMARKS 

	 S&P 500	 30.20	 13.20	 1.05	 8.01

	 DJIA	 26.52	 14.45	 2.17	 8.59

	 Midcap 400	 28.54	 14.33	 3.83	 10.77

	 Smallcap 600	 33.35	 15.14	 3.29	 10.74

	 MSCI EAFE	 13.75	 2.12	 -5.24	 8.20

	 Citigroup Big	 5.12	 6.04	 6.69	 5.46

	 BARCLAYS	 5.16	 6.19	 6.53	 5.33

Investment Returns / 2012
For the period ended September 30, 2012 (Percent)      

  Maturity STRUCTURE  (In %)

	 TRS	  ERS 

	 Years to Maturity 	 2012	 2011	 2010	 2012	 2011	 2010

	 0 to <5	 29.0	 27.0	 30.2	 30.0	 27.9	 30.9	

	 5 to <10	 20.0	 22.9	 26.1	 19.0	 21.7	 25.2

	 10 to <30	 50.0	 48.6	 42.7	 50.0	 49.0	 42.9

	 = or >30	 1.0	 1.5	 1.0	 1.0	 1.4	 1.0
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