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I. Current Yield Curve & Economic Landscape
II. Investment Strategies & Sector Update
III. Alternative Investment Options & Potential New Sectors

Investment Strategies for Today’s 
Environment

Presenter
Presentation Notes
Thank you Deanna for your introduction.  This morning we would like to begin by outlining the 3 topics we will address:The current landscape of the market.  Where are rates and where do we believe they are going?Once we establish the trajectory, what investment strategies and/or sectors should you be considering as you deploy funds?While we all have our comfort zone for investing, are you leaving yield on the table by not exploring investment options that are approved by the Texas Public Funds but also in likely already in your own investment policy?  So let’s begin with a polling questions…  _____________________  on your screen, you should see the poll icon….
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I believe rates will _________.    
a.   Increase by Christmas
b.   Increase once we have a vaccine
c.   Remain low or possibly decline

Polling Question:

Presenter
Presentation Notes
Thank you Deanna for your introduction.  This morning we would like to begin by outlining the 3 topics we will address:The current landscape of the market.  Where are rates and where do we believe they are going?Once we establish the trajectory, what investment strategies and/or sectors should you be considering as you deploy funds?While we all have our comfort zone for investing, are you leaving yield on the table by not exploring investment options that are approved by the Texas Public Funds but also in likely already in your own investment policy?  So let’s begin with a polling questions…  _____________________  on your screen, you should see the poll icon….
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Yield Curve Snapshot & Shape
Much lower & still flat since January 2020. Down approx. 135bps 
across the curve
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Presenter
Presentation Notes
So clearly, the poll showed that most people believe that rates are ________________.  Well what does the Yield Curve tell us?In this chart, you can see the light blue line represents Jan. 2020 and the gray line represents November ______.Rates are down ______ across the curve.  In September, the Fed announced they will hold rates low for 3 years and many believe this trend will last even longer.  Rates on the short-end of the curve locked into place but the intermediate to long rates will be dependent on the recovery timing and also the new Fed policy approach.
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2yr & 5yr UST Yields Since January
Rates fell significantly between March & April and have traded 
mostly flat since.
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Presenter
Presentation Notes
In this chart, you can see the light blue line represents 2yr Treasury and the gray line represents the 5yr Treasury At the beginning of 2020, you can see there is no “REWARD” for going out the curve as the 2yr and 5yr were yielding virtually the same yield.  But, as the pandemic hit, spreads have widened.  What does that mean?  There is more reward for moving out the curve toward the 5yr maturity than staying short in the 2yr maturity.
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Current Landscape

• Sharp recession driven by lock-downs & unprecedented 
monetary & fiscal stimulus.

• Fed cut rates to zero and suggested they will hold rates 
near zero until 2023. Rates & curve shape are largely 
dependent on the timing of recovery as well as the Federal 
Reserve’s new policy approach.

• US Politics & the continued spread of COVID-19 are likely 
to cause near-term volatility in the fixed-income markets 
and beyond. 

• Presidential election outcome

Presenter
Presentation Notes
The Landscape is definitely volatile and ever changing due to:PandemicSubsequent RecessionElectionWhen will we be able to travel again? Return to work?  Return to full time school?
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Lower for Longer…
Fed Fund futures indicate funds at zero for the foreseeable future

Presenter
Presentation Notes
It appears we are in for a longer period of time with lower rates.  The Fed’s commitment to low rates is very important to you as an investor.  If the Fed is holding short term rates low for 3 years, should you be evaluating locking in yield?  I would say YES!
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Lower for Longer…
The last time we saw a zero rate environment it lasted for quite a 
while. And that was before the Fed pledged to let inflation run above 
2% “for some time.”
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Govt pools averaged
less than 10 bps for 
three straight years 

from 2013-2015!

Presenter
Presentation Notes
Coming out of the Great Recession, yields stayed very low for a LONG time. TexPool and TexSTAR stayed below 0.20% for six long years, spent three straight years below 10 bps and in 2014 averaged less than 5 bps. It could easily happen again!
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Bonds within our comfort zone
• T-Bills/Cash Management Bills (CMB)

• +/- 0.10% yields…
• 3 month = 0.08%
• 6 month = 0.09%
• 9 month = 0.10%
• 12 month = 0.12%

• Treasury Notes
• 1-year = 0.12%
• 2-year = 0.15%
• 3-year = 0.19%
• 5-year = 0.37%

Presenter
Presentation Notes
Your investment policy speaks of safety, liquidity preservation of capital… but it also provides a road map to securities you can utilize.  Most investors focus on what I refer to as bonds in their “COMFORT ZONE” LGIPDiscount NotesT-billsTreasuriesBut have you noticed that yields of these securities have dropped tremendously in just a few months.  Many have yields that offer less than 10bps.
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Can Yields go negative?

Presenter
Presentation Notes
Many of you have been asking, “Can yields go negative?”Yes, they can. And in fact, some Treasury notes are already trading at negative yields. 
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Bonds within our comfort zone…
• Agency Discount Note Yields:

• Agency Bullet Yields:

Agency Discount Note Yields (10/29/2020)
Current Week Ago Month Ago

1 Mo 0.070% 0.075% 0.060%
2 Mo 0.080% 0.085% 0.080%
3 Mo 0.090% 0.090% 0.090%
6 Mo 0.060% 0.100% 0.070%
9 Mo 0.070% 0.080% 0.080%

12 Mo 0.070% 0.080% 0.080%

Agency Bullet Yields (10/29/2020)

Current Week Ago Month Ago

1 Yr 0.128% 0.132% 0.127%

1.5 Yr 0.153% 0.157% 0.147%

2 Yr 0.173% 0.177% 0.152%

2.5 Yr 0.173% 0.202% 0.187%

3 Yr 0.228% 0.253% 0.231%

Presenter
Presentation Notes
Your investment policy speaks of safety, liquidity preservation of capital… but it also provides a road map to securities you can utilize.  Most investors focus on what I refer to as bonds in their “COMFORT ZONE” LGIPDiscount NotesT-billsTreasuriesBut have you noticed that yields of these securities have dropped tremendously in just a few months.  Many have yields that offer less than 10bps and some Treasuries have NEGATIVE yields as you can see in the red circles on this slide.
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 Commercial Paper
 Not all A-1/P-1 are the same.  Know the underlying credit.
 Does it still need to be 3a3 rated A-1/P-1?  

 Most likely yes.
 Effective December 8, 2020, the SEC will implement a change in their definition of 

a Qualified Investment Buyer (QIB) to include some public entities. 4(2)a offerings 
may be permissible investments for these accounts who qualify as QIBs.   
https://www.sec.gov/rules/final/2020/33-10824.pdf

 6-month allowable CP yields +/- 0.18%

 CDs Rates:

 Pooled Investments
 Short durations of the underlying assets will likely cause yields to continue to 

fall. Diversification can help buffer against further yield deterioration. 

Still in the Comfort Zone?

Negotiated CDs (A sampling of quotes from October)

Term
Brokered 

CDs Bank 1 Bank 2 Bank 3 Bank 4

6 Mo 0.05% 0.12% 0.28% 0.15% 0.20%

1 Yr 0.10% 0.12% 0.28% 0.15% 0.25%

2 Yr 0.15% 0.23%

3 Yr 0.20%

4 Yr 0.25%

5 Yr 0.35%

Source: SEC, HilltopSecurities

Presenter
Presentation Notes
CP issuance is way down as domestic firms have taken advantage of low rates to raise liquidity and term out debt. Most of the CP space is dominated by non-domestic financial issuers. With yields mostly less than 20bps, the absolute level of yield offers very little compensation for the risk you’re taking on. Beware of downgrades which can force you to sell.

https://www.sec.gov/rules/final/2020/33-10824.pdf
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LGIP Pools:
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Why extend out the curve?
- Remember the Great Recession?

- Fed holding short term rates low for 3yrs
- Could rates drop more?  

Source: Bloomberg

Beyond the Comfort Zone:

Presenter
Presentation Notes
We have covered the bonds that I consider in most Public Investors Comfort Zone.  But why should you step out of the pocket and investigate other securities?  During the Great Recession, how many of you were victims of 	1.  Having a portfolio that was too short.  You did not lock in just a little bit further because you just knew rates were going up.  	2.  Remember QE1, QE2, QE to the exponential power?  STIMULUS Money.  Sound familiar?
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Callable Agencies
Option Features:

• Discrete, Bermuda, Quarterly Call
• Callable on periodic dates such as monthly, quarterly, annually or interest 

payment dates only by a predetermined call schedule

• Continuous or American Call
• Callable anytime with a specified period of notice (usually 5-10 biz days)

• One Time or European Call
• Callable only once after a specified lockout period.  For example 5yr/2yr 

FHLMC 10/18/2025/10/18/2022  1x is callable one time on 10/18/2022, 2yrs 
from the original issuance

• Canary Call
• A hybrid between a Bermuda call and a European Call

• Verde Call
• A structure with frequent calls (quarterly), then spaced out calls, typically 

occurring on periodic step dates or sporadic calls.

Presenter
Presentation Notes
A callable bond is a security with an embedded option that gives the issuer (agency) the right to repay the investment early and return the full principal amount to the investor prior to final maturity. 
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Value in Callable Agencies? 
Is it worth it? Better to lock in the yield and buy the bullet? 

• Yields of callables are enticing, but WARNING 
• Called at the least desirable moment
• GSE are efficient with their calls 

• Remember 2008:  Bullets were King 
• Additional call protection is relatively cheap. 

• Bullet vs. 3yr Callable
• 2yr Bullet = 0.14%
• 3yr/1yr = 0.29%
• 3yr/2yr = 0.27%

• Bullet vs. 5yr Callable
• 5yr Bullet = 0.47%
• 5yr/1yr = 0.58%
• 5yr/2yr = 0.55%

• FHLB & FFCB Auction Bonds

Structure Size Issue Maturity Call Type Price YTM

3Yr-1Yr 50000 FFCB .29 11/2/2023 11/21/20 CONT $100.00 0.29
3Yr-2Yr 25000 FFCB .27 11/3/2023 11/22/20 CONT $100.00 0.27
5Yr-1Yr 10000 FNMA .58 10/28/2025 10/21/20 QTR $100.00 0.58
5Yr-2Yr 2250 FNMA .55  11/4/2025 11/22/20 Annual $100.00 0.55

Price and availability subject to change.
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Rolling Down the Yield Curve

Presenter
Presentation Notes
Even if rates don’t change, bonds may still get called away as they roll down the curve. As time goes by, the remaining life gets shorter and is yield curve slopes upward, the bond may get called.That 5yrNC2yr you bought 2 years ago is now a 3 year bond.
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The Cost of Waiting for Higher Rates
Green Line – invest $20mm today
Red Line – wait until rates move 100bps, then invest $20mm 
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The Cost of Waiting for Higher Rates

Green Line – $1mm income over 5yrs 
Red Line – $780k income over 5yrs

Hypothetical $20mm Investment
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Alternative Sectors to Explore

I. Taxable Municipals

II. Mortgage-Backed Securities
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Taxable Municipals

A.  The Municipal Credit Landscape

B.   Evaluating Municipal Bonds &  
Available Resources 
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Municipal Bonds:
Fundamental Credit Strength

• Taxable and Tax-Exempt municipals offer 
- Relative value
- Diversity
- High credit quality

• State and Municipalities are not going anywhere

• Large and diverse tax bases

• Monopolistic nature of municipal utilities

• Intercept and receiver protection programs

• Covenants and other legal protections
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Municipal Bonds:
Remain Relatively Safe Asset Class

In 2018, there were no Moody’s rated municipal bond defaults in 2018.

Presenter
Presentation Notes
There were no Moody’s rated municipal bond defaults in 2018



24For Professional Use Only Source: Raymond James

Municipal Bond Risk: 
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• Positively, most state and local governments entered the pandemic from 
positions of strength as rainy-day funds are better funded now than at the 
start of the Great Recession. 

• Nonetheless, low revenue growth will lead to fiscal austerity and potentially 
significant downstream implications. 

• Lower-for-longer interest rates create benefits and challenges for public 
finance issuers

• Liquidity is a key metric and gauge of credit quality across sectors

• The municipal bond market has a long history of functioning through 
economic downturns.

• Be cautious with revenue bonds in impacted sectors (public transportation, 
college housing, convention centers)

Impact of COVID-19:  
Credit Trends & Observations
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Impact of COVID-19:
Munis are Resilient

• Insurance and state enhanced programs provide additional 
security

• Ways to address budget shortfalls:
• Budget cuts and payments deferrals

• Can be targeted cuts across the board, personnel, etc. 
• State and local governments already have laid off or furloughed bout 

$1.5mm workers
• Increase Taxes:  typically not the 1st option
• Defer Capital Spending:  can pose longer-term credit strain however
• Access the capital markets
• Federal Aid

• Active Management 
• Issuers can take steps to improve  the credit standing of their own 

special tax bonds
• Parent government can intervene of another issuer’s bonds
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Municipal Resources
• Conduct Due Diligence
• MSRB’s EMMA web-site https://emma.msrb.org/

• Municipal Analysis from your brokers 
• A comprehensive municipal bond evaluation packet may include information 

such as:
• CUSIP
• Issue Summary
• Issuer Financial Information
• Demographic Report
• Local Economic data 
• Ratings
• Pension liabilities or % of Pension funded where applicable
• Price and Yield Shock Analysis 

https://emma.msrb.org/
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Mortgage Backed Securities (MBS)
• Often referred to as “pass-through” securities

• The owner of an MBS holds an undivided ownership interest in 
the principal & interest cashflows generated by a pool of 
mortgage loans (pro-rata distribution).

• Principal & Interest payments are collected by the mortgage 
servicers. They are then aggregated and passed through to the 
bond holders.

• Commonly issued by FNMA, FHLMC & GNMA. 

Presenter
Presentation Notes
Mortgage backed securities are not one of the bond types that we identified in the beginning of this presentation as being in your “comfort zone” but we do feel it is important for you to have a basic understanding of them.  The reason this is so important is because that often times this is the collateral that banks are using as pledged collateral for your deposits if it is something other than a letter of credit, from the Federal Home Loan Bank for example.  Mortgage Backed Securities, commonly referred to as MBS and may also be noted that way on your pledged collateral list, are securities created by pooling a group of home mortgages.  These mortgages are just like ones that many of you have probably taken out at some point in your life.  The mortgage servicer then sells your loan to the Government Agencies but continues to collect your payments and passes that along to the GSE which keeps a little bit of the interest for themselves and remits the remaining interest and principal to the bond holder, which in the case would be your depository bank.
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MBS Pass-Through Process

Presenter
Presentation Notes
Here is simple visual way to show that process.  Since a single MBS security can be very large multiple investors can own a piece of that single security just like you the agency bonds that you purchase.
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MBS Characteristics & Risks
• Built in cash flow ladder (amortization forces principal return)

• Primary risks are that a bond prepays differently than anticipated. Can 
impact yields negatively depending on the purchase price. Higher 
purchase price coupled with elevated prepays will decrease yields. 

• Given variance in prepays, an assumption regarding a range of 
prepayment rates must be made in order to evaluate MBS 
opportunities (Bloomberg’s BAM model & Yield Book are both 
helpful).

• For what it’s worth, both prices and prepays are somewhat elevated 
right now – collateral analysis becomes critical. 

Presenter
Presentation Notes
Mortgage backed securities are useful investment options because they provide cash flow ladder which is typically a monthly principal and interest payments.  This cash flow is allows for use or reinvestment at more frequent intervals versus a bullet or callable where you might get semi-annual interest payments and then all of your P&I back at once.Again, we don’t want to make this over complicated on Mortgage-Backed securities but do fell it is important for you to understand what is being pledged to you.  Also, while most MBS are allowable investments in the Texas PFIA, most of your maximum maturity parameters prohibit you from investing in them directly.  That said, we are seeing some public funds across the country that are changing their policies to make it where they can invest in them which leads us into our next topic. 
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• Putting unnecessary limitations within the policy
• Example: Requiring that 10% of the investment portfolio 

be invested in US Treasury bonds
• Forces you to buy a treasury at a lower yield than an 

agency

• Maturity limitations
• Asset Allocations 

Evaluating Your Investment Policy
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 Interest Rate Environment
 Economic Outlook 
 Time Horizon & Cash Flow Needs
 Risk Tolerance
 Investment Policy

Investment Strategy
More than ever, municipalities and governmental entities must evaluate the 
factors that mold and shape their investment strategies such as:

Presenter
Presentation Notes
 So we mentioned the Fed is committed to holding short term interest rates low for 3yrs… what other factors should you consider as you implement an investment strategy?Economic Outlook – will the recession linger?   Will a vaccine return our economy around?What are your cash flow needs?  When will you need the funds?Risk Tolerance Investment Policy
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Disclaimer
This material was produced by an FHN Financial Strategist and is not considered research and is not a product of any research department. Strategists may provide
information to investors as well as to FHN Financial's trading desk. The trading desk may trade as principal in the products discussed in this material. Strategists may have
consulted with the trading desk while preparing this material, and the trading desk may have accumulated positions in the securities or related derivatives products that
are the subject of this material. Strategists receive compensation which may be based in part on the quality of their analysis, FHN Financial revenues, trading revenues,
and competitive factors.

Although this information has been obtained from sources which we believe to be reliable, we do not guarantee its accuracy, and it may be incomplete or condensed. This
is for informational purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security. All herein listed securities are subject
to availability and change in price. Past performance is not indicative of future results, and changes in any assumptions may have a material effect on projected results.
Ratings on all securities are subject to change.

FHN Financial Capital Markets, FHN Financial Portfolio Advisors, and FHN Financial Municipal Advisors are divisions of First Horizon Bank. FHN Financial Securities
Corp., FHN Financial Main Street Advisors, LLC, and FHN Financial Capital Assets Corp. are wholly owned subsidiaries of First Horizon Bank. FHN Financial Securities
Corp. is a member of FINRA and SIPC — http://www.sipc.org.

FHN Financial Municipal Advisors is a registered municipal advisor. FHN Financial Portfolio Advisors is a portfolio manager operating under the trust powers of First
Horizon Bank. FHN Financial Main Street Advisors, LLC is a registered investment advisor. None of the other FHN entities, including FHN Financial Capital Markets, FHN
Financial Securities Corp., or FHN Financial Capital Assets Corp. are acting as your advisor, and none owe a fiduciary duty under the securities laws to you, any municipal
entity, or any obligated person with respect to, among other things, the information and material contained in this communication. Instead, these FHN entities are acting
for their own interests. You should discuss any information or material contained in this communication with any and all internal or external advisors and experts that you
deem appropriate before acting on this information or material.

FHN Financial, through First Horizon Bank or its affiliates, offers investment products and services. Investment products are not FDIC insured, have no bank guarantee,
and may lose value.

This communication is from Raymond James® Fixed Income Strategy Group; it is not research. This communication is directed exclusively to institutional investors, for 
informational purposes only. The information provided herein is not complete and may not be relied on as such. We are only providing this communication on the condition 
that it will not form the basis for any investment decision or strategy you may make. You must independently determine the appropriateness of an investment in any 
securities or strategy referred to herein based on the array of information available to you, applicable legal, tax, and accounting considerations, as well as your own 
investment strategy and risk tolerance. Raymond James disclaims responsibility for any such investment decision. You should assume that Raymond James has a 
position and will transact in any of the securities mentioned in this communication. Raymond James may provide investment-banking services to any of the issuers 
mentioned in this communication. The data and values described herein are calculated based on historical information and should not be relied upon to predict future 
values or prices. Raymond James has used sources it considers reliable. Any and all data, calculations or expressions reflect the judgment of the Portfolio Strategy Group 
employee at the time of writing and are subject to change without notice. Raymond James does not represent that this material is accurate, current or complete, and you 
should not rely upon it as such. Raymond James & Associates, Inc. is a wholly owned subsidiaries of Raymond James Financial, Inc.
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Disclaimer 
This presentation is prepared for general circulation and for general educational and informational purposes only. 
The information in this presentation is designed to give general and timely information on the subjects covered. It 
does not have regard to the specific investment objectives, financial situation or the particular needs of any 
specific person or entity that may receive it. It is not intended to be used as the basis for investment decisions by 
any individual or entity or as a recommendation for any particular securities, financial instruments or strategies. 
Any discussion of risks contained herein with respect to any product should not be considered to be a disclosure 
of all risks or a complete discussion of the risks that are mentioned.

All information contained herein is obtained by Hilltop Securities Asset management (HSAM), a Registered 
Investment Advisor, from sources believed by it to be accurate and reliable. Information is provided “as is” without 
warranty of any kind, and HSAM makes no representation or warranty, express or implied, as to the accuracy, 
timeliness, completeness, merchantability or fitness for any particular purpose of any such information or analysis. 
Neither the information contained herein nor any opinion expressed constitutes an offer, or an invitation to make 
an offer, to buy or sell any securities or other investment or any options, futures or derivatives related to securities 
or investments. Nothing herein constitutes or should be construed as a legal opinion or advice. Recipients should 
consult their own attorney, accountant, financial or tax advisor or other consultant with regard to their own situation 
or that of any entity which they represent or advise. Neither HSAM nor any of its affiliates shall have any liability for 
any use of the information set out or referred to herein.

Greg Warner, CTP
Director/Sr. Portfolio Manager
HilltopSecurities Asset Management
2700 Via Fortuna, Suite 410
Austin, Texas 78746
512.481.2009 
Greg.Warner@HilltopSecurities.com

Kathryn Perry 
Director 
Raymond James
Fixed Income Capital Markets
50 North Front Street, 12th Floor
Memphis, TN 38103
800.564.0595
Kathryn.Perry@RaymondJames.com

Zach Brewer
Senior Vice President 
FHN Financial Capital Markets
920 Memorial City Way, 11th Floor
Houston, Texas 77024
800.489.8455 
Zach.Brewer@fhnfinancial.com


	Texas Association of Counties�Investment Strategies for Today’s Environment
	Slide Number 2
	Slide Number 3
	Yield Curve Snapshot & Shape�Much lower & still flat since January 2020. Down approx. 135bps across the curve
	2yr & 5yr UST Yields Since January�Rates fell significantly between March & April and have traded mostly flat since.
	Current Landscape
	Lower for Longer…�Fed Fund futures indicate funds at zero for the foreseeable future
	Lower for Longer…�The last time we saw a zero rate environment it lasted for quite a while. And that was before the Fed pledged to let inflation run above 2% “for some time.”
	Bonds within our comfort zone
	Can Yields go negative?
	Bonds within our comfort zone…
	Still in the Comfort Zone?
	Slide Number 13
	Slide Number 14
	Callable Agencies�Option Features:� 
	Value in Callable Agencies? �Is it worth it? Better to lock in the yield and buy the bullet? 
	Rolling Down the Yield Curve 
	The Cost of Waiting for Higher Rates
	Slide Number 19
	Alternative Sectors to Explore
	Taxable Municipals
	Municipal Bonds:�Fundamental Credit Strength
	Municipal Bonds: �Remain Relatively Safe Asset Class
	Municipal Bond Risk: �
	Impact of COVID-19:  �Credit Trends & Observations
	Impact of COVID-19:  �Munis are Resilient
	Municipal Resources
	Mortgage Backed Securities (MBS)
	MBS Pass-Through Process
	MBS Characteristics & Risks
	Slide Number 31
	Slide Number 32
	Disclaimer
	Disclaimer 

