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OVERVIEW
 

• ECONOMIC INDICATORS 

• TREASURY YIELDS - Changing rates 

• RELATIVE VALUE 

• STRATEGIES 
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Economic Indicators
 

• Gross Domestic Product (GDP) 

• Unemployment Rate 

• Consumer Price Index (CPI) 

• Consumer Confidence 

• Leading Economic Indicators 
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Economic Indicators
 

Gross Domestic Product (GDP) chained quarter-over-quarter
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Economic Indicators
 

Unemployment – total labor in force, seasonally adjusted
 

= Lagging Market Indicator 
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Economic Indicators
 

Consumer Price Index (CPI) less food and energy
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Economic Indicators
 

Consumer Confidence
 

= Contrary Indicator
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Economic Indicators 

Leading Economic Indicators (LEI) YOY
 

= Leading Indicator 
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Treasury Yields
 

• Ten year Treasury yields 

• Five year Treasury yields 

• Normal and Flat Yield curves 

• Fed Funds versus 30 Year Treasury 

• Fed Funds versus 30 Year Treasury Spreads 
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Treasury Yields
 

10 year Treasury yields
 

= Average 
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Treasury Yields
 

5 year Treasury yields
 

= Average 
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Treasury Yields
 

Normal ands Flat Yield Curves
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Treasury Yields
 

Fed Funds and 30 year Treasury – yields on top and spreads below.
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Treasury Yields
 

Fed Funds and 30 year Treasury – spreads
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Relative Value
 

• Multi-sector yields – 5 yr maturity Yield Comparison 

• Agency spread -5yr maturity 

• Corporate spread – 5 yr maturity 

• Taxable Municipal spread – 5 yr maturity 

• Mortgage spread – 15 yr current coupon versus 5 yr maturity 

• Opportunity Matrix 

• Opportunity Matrix table 
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Relative Value
 

Yield comparison – 5yr maturity – tough to digest
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Relative Value
 

5 year Agency bullet spreads – 43 percentile
 

= Mean = Current value 
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Relative Value
 

5 year Corporate Composite spreads – 30 percentile
 

= Mean = Current value 
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Relative Value
 

15 year current coupon FNMA Mortgages vs 5 year Treasury spreads – 33 percentile
 

= Mean = Current value 
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Relative Value
 

5 year Taxable A-rated Municipal bond spreads
 

= Mean = Current value 
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Relative Value
 

Opportunity Matrix – 5 year maturity
 

Opportunity Matrix
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Relative Value
 

Opportunity Matrix - 5 year table
 

Median High Low

Health Care AA 2.11 50          231      6        62           42.9       1.4                5 0.28       61% 1 1

FNMA 15Y Curr Cpn 2.43 114        312      19      93           42.7       2.2                1 (0.48)     31% 24 2

FHLMC 15Y Curr Cpn 2.43 115        328      14      94           43.9       2.1                2 (0.49)     31% 25 3

Materials BBB 2.96 170        512      95      147         86.5       1.7                3 (0.27)     39% 12 4

GNMA 15Y Curr cpn 2.20 84          298      35      71           46.8       1.5                4 (0.29)     39% 15 5

Energy BBB 2.64 138        480      63      115         83.4       1.4                6 (0.27)     39% 14 6

Utilities BBB 2.51 119        491      53      102         82.5       1.2                8 (0.21)     42% 8 7

Industrials BBB 2.50 119        447      30      101         82.2       1.2                9 (0.22)     41% 9 8

Materials A 2.06 59          348      15      57           60.8       0.9                12 (0.04)     48% 2 9

Technology BBB 2.65 153        495      78      116         86.6       1.3                7 (0.42)     34% 22 10

Energy A 2.11 69          356      23      61           61.1       1.0                11 (0.13)     45% 3 11

Consumer Disc BBB 2.56 149        565      96      106         102.3     1.0                10 (0.41)     34% 21 12

Consumer Staples BBB 2.36 114        523      62      87           100.7     0.9                14 (0.27)     39% 13 13

Utilities A 2.00 66          378      30      51           59.4       0.9                16 (0.26)     40% 11 14

Industrials A 1.97 58          348      16      48           61.3       0.8                17 (0.16)     44% 5 15

Health Care A 1.96 60          349      17      47           61.0       0.8                18 (0.21)     42% 7 16

Financials BBB 2.73 173        754      89      124         143.3     0.9                15 (0.34)     37% 18 17

Consumer Staples A 1.99 60          385      29      50           70.4       0.7                20 (0.15)     44% 4 18

Health Care BBB 2.23 110        455      38      74           83.7       0.9                13 (0.44)     33% 23 19

Technology A 1.92 56          353      16      43           62.4       0.7                22 (0.21)     42% 6 20

Communication A 1.99 72          444      34      50           67.6       0.7                19 (0.32)     38% 17 21

Consumer Staples AA 1.74 34          249      4        25           38.7       0.6                24 (0.23)     41% 10 22

Financials A 2.27 118        597      55      77           110.0     0.7                21 (0.37)     36% 19 23

Consumer Disc A 1.98 77          407      41      48           72.1       0.7                23 (0.39)     35% 20 24

Financials AA 2.03 82          550      14      54           96.7       0.6                25 (0.30)     38% 16 25

Agency 5Y Bullet 1.62 29          164      0        13           23.3       0.6                26 (0.69)     25% 26 26

Ten Year History
Combined 

Rank
Rank- RAS Z-Score

 Percentile 

Rank 
Rank - Z

5 Year Maturity
 Current 

Yield 

Spread  Current 

Spread 
Std Dev

 Risk Adjusted 

Spread (RAS) 
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Strategies
 

• Core Focus 

• Duration Management 

• Structure 

• Asset / Liability Management – cash flow 

• Yield Curve Strategies 

• Business Cycle Strategies 

• Money Market Fund Yields 
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Strategies
 

Core Focus 

Objectives 
Safety 
Liquidity 
Yield 

Constraints 
Fish Bowl 
Maintaining Public trust 
Local Laws 
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Strategies
 

Duration Management 

Bond Market Rally (bond prices rise – interests rates fall) 
Longer durations will outperform short duration bonds 
Bullets will outperform callables 
Given the same maturity, lower coupon bonds will outperform higher coupons 

Bond Market Sell-off (bond prices fall – interest rates rise) 
Shorter duration bonds will outperform longer duration bonds 
Callables will tend to outperform bullets 
Given the same maturity, higher coupon bonds will outperform lower coupons 
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Strategies
 

Duration Management 

Duration – a concept to measure the volatility of a bond by measuring the weighted 
average term to maturity of the bond’s cash flow. 

Duration is the approximate percentage change in the price for a 100 basis point 
change in yields. 
 Given small changes in yields 
Assuming interest rates move in a parallel manner. 
However, the yield curve typically does not move parallel. 

Yields
 

3-month 5yr 10yr 30yr 
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Strategies
 

Duration Management
 

Price/Yield Relationship 
 For small changes in yield, the 

straight line (estimated price 
using duration) and the curved 
line (actual prices) are fairly 
similar. 

Price Error in estimating price using duration • As yields change by larger 
amounts, the gap increases 
between the straight line and the 
curved line - hence making 
duration less useful as a 

Duration predictor of price. 

Yield
 

27
 



 

 
 

 
 
 

    
   

   
      

 
 

      
  

   
   


 

 

 


 

Strategies
 

Duration Management 

Bond Market Rally (bond prices rise – interests rates fall) 
Longer durations will outperform short duration bonds 
Bullets will outperform callables 
Given the same maturity, lower coupon bonds will outperform higher coupons 

Bond Market Sell-off (bond prices fall – interest rates rise) 
Shorter duration bonds will outperform longer duration bonds 
Callables will tend to outperform bullets 
Given the same maturity, higher coupon bonds will outperform lower coupons 
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Strategies
 

Duration Management 

Positive Convexity – is good when rates rise or fall 


Price 

 Even when rates increase positive 
convexity is a “Good Thing.” 

 Bond B has greater Convexity 
than Bond A. 

$1,000 

 Why? Because if yield decrease 
Bond B - $900 

by the same amount, the price of Bond A - $800 
Bond B increases more than the 
Price of Bond A. 

Bond A 

Bond B 

Yield Increases 
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Strategies
 

Duration Management 
Negative convexity 

Prices 

 Investors receive more yield to purchase callable 
bonds (munis, agencies, corps, or mortgages). 

Noncallable Bond 
 Callable bonds have negative convexity. 

 Negative convexity can hurt price 
appreciation when yields fall. 

Callable Bond  Negative convexity can introduce 
extension risk when interest rates rise 

Yield 
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Strategies
 

Structure 
Coupon 

Weighted Average Coupon & Coupon Type Matters……… 

31
 



 
     

  

 

 


 


 

Strategies
 

Structure 
Diversification 

Agency 

Treasury 

Agency 

Muni 

Mortgage 

Corporate 

MM 
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Strategies
 

Structure 

General tendencies in a rising rate environment 

Total Extension Effective 
Yield Return Risk Duration 

Bullet Med Low Low High 

Floater Low High Low Low 

Callable High Med High Med 
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Strategies
 

Asset / Liability management – Cash Flow 


$ 


Time 
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Strategies
 

Yield curve strategies: 
Steep Yield Curve 
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Strategies
 

Yield curve strategies:
 
2 year to 5 year Treasury spread – 80 percentile
 

36
 



 

                                                   

 

                   

             

 

                                                     

 

 
 

 


 


 


 

Strategies
 

Yield curve strategies: 

$5 M 

10 yr 

Bullet 

$1M $1M $1M $1M $1M $2.5 M $2.5M
 

6yr 8yr 10yr 12yr 14yr 
3 month    20yr 

Barbell Ladder 
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Strategies
 

Yield curve strategies: 

Steepening Curve 
Laddered & Bullet strategies 

Bull Market 
Lengthen Duration 
Decrease (Low) coupon 
Positive convexity 

Flattening Curve 
Barbell strategies 

Bear Market 
Shorten Duration 
Increase (High) coupon 
Negative convexity (if paid) 
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Strategies
 

Yield curve strategies:
 
Forward Curve
 

    1 2 3 4 5 7 10 20 30
SPOT 0.11 0.32 0.70 1.12 1.53 2.17 2.73 3.21 3.69

1 0.53 1.00 1.46 1.89 2.20 2.68 3.05 3.42
2 1.48 1.92 2.35 2.63 2.92 3.19 3.33 3.61
3 2.37 2.78 3.01 3.28 3.36 3.61 3.53 3.76
5 3.46 3.78 3.75 3.82 3.94 3.76 3.70 3.94F

o
rw

ar
d

Years to Maturity
Treasury Implied Forward Rates

5 year yield 1.53% 

2 year yield 0.32% 3 year yield, 2 years forward 2.35% 
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Strategies
 

Business cycles strategies
 

1 

2 

3 

4 

Trough 

PEAK 

Contraction 
Expansion 

PEAK 
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Strategies
 

Business cycle strategies: 

o Contraction 
o Flight to Quality 
o Transition to: 

o Consumer Staples/Food/Beverage/Tobacco 
o Drugs/Utilities/Supermarkets/Drug Stores 
o Treasuries 

o Trough 
o Consumer Staples/Food/Beverage/Tobacco 
o Drugs/Utilities/Supermarkets/Drug Stores 

o Expansion 
o Increase risk exposure 
o Transition to: 

o Interest rate sensitive sectors 
o Consumer discretionary 
o Lower quality credits 
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Strategies
 

Money Market Fund Yields
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Strategies
 

Money Market Fund Yields – tend to underperform in rising rate environments 
Spread to 3 month T-Bill 
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Portfolio and Balance Sheet Strategies
 

Contact information: 

Tim Johnson, CFA
 

Managing Director
 

Senior Fixed Income Strategist
 

(612) 303-6731
 

Timothy.m.johnson@pjc.com
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Piper Jaffray Company Snapshot
 
A leading investment bank and asset management firm
 

Reputation for client first approach and straightforward advice 

Deep expertise and market leadership in focus industry sectors 

Strategic advisory relationships and expert execution 

117+ year track record of delivering results 

Public Finance and Fixed Income Investment Banking and Equities Asset Management 

Taxable Institutional Sales & Trading 
Portfolio and Balance Sheet Strategies 
Public Finance 
Municipal Underwriting, Sales & Trading 

Investment Banking 
M&A Advisory 
Capital Markets 
Institutional Sales & Trading 
Equity Research 

Equity and Fixed Income 
Master Limited Partnerships 
Balanced Investments 
Private Equity Investments 

Brokerage and investment banking services are offered in the United States through Piper Jaffray & Co., member SIPC and FINRA; and in Europe through Piper Jaffray Ltd, authorized and regulated by the Financial Services Authority;. Asset management products and services are offered through three
separate investment advisory affiliates registered with the U.S. Securities and Exchange Commission: Advisory Research, Inc.; Fiduciary Asset Management Inc.; and Piper Jaffray Investment Management LLC. 
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Portfolio and Balance Sheet Strategies
 

Our portfolio and balance sheet strategies (PBSS) group uses a multi-pronged strategy that helps 
clients navigate the changing market and gain a competitive advantage. 

Understanding client needs 
and objectives to develop recommendations 
that best position portfolios for the current 

environment 
and beyond. 

O U R C O M P R E H E N S I V E
 

P O R T F O L I O S T R A T E G Y
 

Optimizing your risk 
return profile. 

Identifying risks in 
your portfolio. 

Recognizing 
opportunities to improve 

your portfolio performance . 

Leveraging our team’s 
extensive backgrounds in 
portfolio management. 

Incorporating relative 
value ideas along with 

portfolio strategy. 
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 Portfolio and Balance Sheet Strategies
 

Our team assesses client portfolios to identify risks and define strategies focused 
on client unique needs and objectives that improve the risk return profile. 
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 Disclosures
 

Piper Jaffray is a leading investment bank and asset management firm. Founded in 1895, Piper Jaffray Companies is an investment bank and asset management firm headquartered in Minneapolis with offices across the U.S. and in London and Zurich. Securities brokerage and 
investment banking services are offered in the United States through Piper Jaffray & Co., member FINRA, NYSE and SIPC, and in Europe through Piper Jaffray Ltd., authorised and regulated by the Financial Services Authority. Asset management products and services are offered 
through three separate investment advisory affiliates registered with the U.S. Securities and Exchange Commission: Advisory Research Inc.; FAMCO, Inc.; and Piper Jaffray Investment Management LLC. 

© 2012 Piper Jaffray Companies. 800 Nicollet Mall, Minneapolis, Minnesota 55402-7020. 

Prices, yields, and availability are for illustrative purposes only and subject to change with market conditions. The information contained in this communication has been compiled by Piper Jaffray & Co. from sources believed to be reliable, but no repre sentation or warranty, express or 
implied, is made by Piper Jaffray & Co., its affiliates or any other person as to its accuracy, completeness or correctness. All opinions and estimates contained in this communication constitute Piper Jaffray & Co.’s judgment as of the date of this communication, are subject to change 
without notice and are provided in good faith but without legal responsibility. Piper Jaffray & Co. may buy from or sell to customers on a principal basis in the securities or related derivatives that are the subject of this communication. Piper Jaffray & Co. has or may have proprietary 
positions in the securities or in related derivatives that are the subject of this communication. 

Material based on data from sources deemed reliable; accuracy/completeness not guaranteed. Not for use as a primary basis of investment decisions; not to be construed to meet needs of any investor, subject to change. Not a representation or solicitation of an offer to sell or buy any 
security. Securities may not be eligible for solicitation in all states. Piper Jaffray, its officers or family members may ow n, buy, or sell these securities. Piper Jaffray may make a market in the company's common stock. Past performance does not guarantee future results. 



 

 


 


 

Questions & Answers
 

Thank You
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