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Investment Grade Fixed Income Profile 
As of December 31, 2014 
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Relative Weighting in Core Fixed 

• Near term strategy in core remains 
focused on an mild overweight to 
corporate debt and a short relative 
duration position 

• Our defensive fixed income strategy led 
to underperformance relative to the 
benchmark as rates experienced a 
material decline of 85bps on the 10yr 
and over 120bps on the long end of the 
curve 
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Short Term Portfolio (STIF) Rate History 
$14.9 Billion AUM as of 12/31/14 
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SOURCE: Bloomberg and BNY Mellon, used with 
permission 
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Intermediate and Long Treasury Yields Decline in 2014 

SOURCE: Bloomberg 
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Fixed Income Credit Markets 
10 Year Spread History 
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Corporate Relative Value and LTIP Allocation by Sector 
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SOURCE: BofA Merrill Lynch Bond Indices, 
used with permission 

Added on April 17, 2015: 
See disclaimer on last 
page.
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Investment Grade Fixed Income Discussion Items 

• Comfort level with short relative duration
position?

• Costs of maintaining position (relative returns)

• Limited conviction on timing/pacing of rate
increases

• Hidden Illiquidity in Investment Grade Credit
• Liquidity is relative (defined by the cost)

• Potential opportunity from future illiquidity
• Name/sector specific M&A risks
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FOMC Projections 

SOURCE: FEDERAL RESERVE 
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Modest Rate Increases Expected in the Near Term (Again) 

SOURCE: Bloomberg 
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Market Growth vs. Liquidity 
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Avg. Daily Corporate Trading Volume 

• Increased regulation has resulted in smaller dealer 
inventories and a shallow market 

• Even in a benign market, trade inquiry responses are 
very limited due to smaller balance sheets 

• Liquidity to be defined by the cost (bid/offer spreads) 
• Market stress could present opportunities for long term 

investors to be a liquidity provider 
 

SOURCE: SIFMA 
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Fixed Income Expectations 
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1 Year Parallel Simulation for Core Fixed 
(As of 1/31/15) • Expectations are for rates to

rise modestly during 2015
• Near term inflationary 

pressures  remain modest
• Return expectations over the

next five years remain in the
2% to 4% range

5 Yr Inflation Break Even 

SOURCE: Bloomberg 



Note: The following disclaimer was added on April 17, 2015.

BOFAML IS LICENSING THE BOFAML INDICES “AS IS,” MAKES NO WARRANTIES REGARDING SAME, DOES 
NOT GUARANTEE THE SUITABILITY, QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE 
BOFAML INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM, ASSUMES NO 
LIABILITY IN CONNECTION WITH THEIR USE, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND THE 
DEPARTMENT OF STATE TREASURER, OR ANY OF ITS PRODUCTS OR SERVICES.
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