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across all sectors outperformed treasuries during the 
month of December. 

Interest rates continued to increase into the new 
calendar year, with the 10-year treasury hitting 2% 
for the first time since last April. This move came 
on the heels of better economic data and a favorable 
solution to the major parts of the fiscal cliff.  This 
environment produced solid returns in equities 
and sizable outperformance within the high-yield 
market. Corporate supply in January was fairly 
robust, reaching $115 billion in high-grade issuance. 
Financials, once again, outgained its industrial and 
utility counterparts within the corporate sector.

Rising political risks in Europe, magnified by 
the Italian election results, provided a brief pause 
in investor optimism in the following weeks.  
Investment grade debt marginally outperformed 
government securities during this period, but 
returns for the most part were rate-driven with 
little spread movement. Agency and mortgage-
backed securities underperformed due to their 
smaller interest rate sensitivities.

In mid-March, after being downgraded by Moody’s 
to junk status, the Cypriot Government agreed to deal 
with European policymakers and the International 
Monetary Fund. This agreement allowed the country 
to restructure its much-maligned banking sector and 
save it from a disorderly bankruptcy. 

On the domestic front, a weak payroll report for the 
month of March and lower-than-expected growth 
for the first quarter provided a perfect storm for a 
dramatic drop in treasury yields. The intermediate 
and long-end of the curve rallied approximately 
40bps in short order, resulting in April becoming the 
best performing month of the fiscal year.

During the month of May, the Chairman of the 
Federal Reserve, Ben Bernanke, caught investors 
by surprise stating, “the Fed could reduce bond 
purchases in the next few meetings if data supports 
it,” in his testimony to Congress. This idea of tapering 
was interpreted as the first signal of a possible change 
in monetary policy. This action led to an abrupt 
increase in interest rates and a roughly 30bp backup 
in mortgage spreads as the largest player in the MBS 
market appeared to be stepping away from the table. 
The bearish trend continued in June as the head of 
the Federal Reserve reinforced this notion that if the 

data is consistent with policymakers’ forecasts then 
it “would be appropriate to moderate the monthly 
pace of purchases later this year.” 

Corporate supply volumes came to a halt as higher 
yields and elevated volatility kept issuers at bay. 
Agency and mortgage-backed investors fared better 
than corporate debt holders during this sell-off 
due to their lower duration profiles. Consensus had 
become that the 33-year bull market in fixed income 
that produced high single-digit returns annually was 
finally coming to an end.

By early September, the 10-year treasury yield had 
eclipsed 3% from the 1.6% area reached just four 
months earlier.  It appears that the Federal Reserve 
took notice of the damage it had inflicted on the fixed 
income market over the last couple of months and 
opted to stay the course in its current easing program. 
The decision not to taper its purchases of treasury 
and mortgage-backed securities at the September 
meeting further confused economists and investors 
alike. The inaction by policymakers came in the 
midst of an uninspiring payroll report, coupled with 
uncertainties surrounding the debt ceiling and a 
potential government shutdown. 

At the end of the day, these concerns and a still 
fragile housing recovery carried more weight at 
the Fed than the market had anticipated. The bond 
market received the news favorably, resulting in 
positive returns across all asset classes. The mortgage 
market benefited the most unsurprisingly, posting an 
excess return of 70bps.  

In actuality, none of the things that have transpired 
over the course of this fiscal year should come as a 
total surprise. The unwinding of the Fed’s multi-year 
quantitative easing programs will come to fruition 
at some point in time despite the delay.  Regardless, 
short-term rates will remain low for an extended 
amount of time to ensure that economic growth 
stays on a positive trajectory. If there is any doubt, 
there shouldn’t be, as one of the more dovish board 
members of the Federal Reserve, current Vice Chair 
Janet Yellen, is set to take the reigns early next year.

For the fiscal year, the total annual returns for the 
public domestic fixed income portfolios were (.62%) 
for the TRS and (.65%) for the ERS and (.33%) for the 
JRF.  The five-year annualized returns were 7.09% for 
the TRS and 7.09% for the ERS and 7.19% for the JRF.  
The ten-year annualized returns were 5.89% for the 
TRS and 5.89% for the ERS and 5.77% for the JRF.  
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Maturity Structure

Quality Evaluation

“I have the perspective of over 40 years’ experience 
as CEO of the RSA. I have seen incredible swings
in market conditions, from the astronomical interest rates
of the late 1970s and early 1980s to the dot com bust
in the late 1990s to the more recent housing crisis. I understand 
that the RSA must be operated with an understanding
of the past and a view towards the horizon, not based on panic 
arising from short-term and temporary conditions.”

                                 ~ 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 	 2013	 2012	 2011	 2013	 2012	 2011

	 AAA	 26	 28	 29	 25	 27	 27		

	 AA	 1	 2	 4	 1	 2	 4

	 A	 9	 8	 8	 8	 8	 8

	 BAA	 13	 15	 14	 13	 14	 14

	 BA	 1	 2	 2	 1	 2	 2

	 NOT RATED	 50	 45	 43	 52	 47	 45

		

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

TOTAL domestic EQUITY 
		  TRS	 21.46	 16.24	 10.24	 8.09
		  ERS	 21.38	 16.16	 10.21	 8.08
		  JRF	 20.40	 16.54	 10.53	 8.10

TOTAL international equity 
	 	 TRS	 21.54	 8.04	 6.55	 8.52
		  ERS	 21.33	 7.98	 6.54	 8.51
		  JRF	 21.29	 7.88	 6.89	 n/a

total FIXED INCOME  
and alternatives
		  TRS	 5.63	 7.72	 3.19	 4.08
		  ERS	 5.82	 7.88	 2.41	 3.68
		  JRF	 0.52	 3.74	 6.12	 5.61

TOTAL RSA RETURNS
		  TRS	 14.93	 11.45	 6.68	 6.29
		  ERS	 14.60	 11.40	 6.17	 5.97
		  JRF	 14.05	 10.89	 8.74	 7.06

BENCHMARKS 
	 S&P 500	 19.34	 16.27	 10.02	 7.57
	 DJIA	 15.59	 14.94	 9.93	 7.74
	 Midcap 400	 27.68	 17.45	 13.08	 10.84
	 Smallcap 600	 31.51	 20.68	 12.40	 11.14
	 Morgan stanley EAFE	 23.77	 8.47	 6.35	 8.01
	 MSCI Emerging markets	 0.98	 -0.33	 7.22	 12.80
	 Citigroup Big	 -1.67	 2.85	 5.41	 4.72
	 BARCLAYS	 -1.68	 2.86	 5.41	 4.59

Investment Returns / 2013
For the period ended September 30, 2013 (Percent)      

  Maturity STRUCTURE  (In %)

	 TRS	  ERS 

	 Years to Maturity 	 2013	 2012	 2011	 2013	 2012	 2011

	 0 to <5	 26.0	 29.0	 27.0	 26.0	 30.0	 27.9	

	 5 to <10	 19.0	 20.0	 22.9	 18.0	 19.0	 21.7

	 10 to <30	 54.0	 50.0	 48.6	 55.0	 50.0	 49.0

	 = or >30	 1.0	 1.0	 1.5	 1.0	 1.0	 1.4
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