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Economic and Market Update
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CURRENT MARKET THEMES

• Brexit vote creates a high degree of  uncertainty

• U.S. yield curve is flattening

• More sovereign yields are in negative territory

• U.S. equities surprisingly are near all-time highs

• Economy is growing at “a new normal”

• Labor market rebounds in June

• Inflation is stagnating
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U.S. ECONOMIC SNAPSHOT

Source: Bloomberg, as of 06/30/16.
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INFLATION RISING SLOWLY

• The core personal consumption expenditures (“PCE”) price index, the Federal Reserve’s (the “Fed’s”) preferred 
gauge of  core inflation, grew 1.6% year-over-year through May 2016, but continues to undershoot the 2% target.

• Wage growth continues to show modest improvement, while higher prices from housing and health care remain 
strong drivers of  inflation.
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U.S. TREASURY CURVE FLATTENING

• Longer maturity Treasury yields have fallen substantially this year over concerns about global growth and global 
demand given negative yields abroad.

• On the shorter end of  the curve, rates were little changed from last quarter due to lower expectations for a Fed 
interest rate hike in the coming months.

Yield Curve History

Source: Bloomberg.
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1-Yr. 0.44% 0.58% 0.27%
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YIELD ENVIRONMENT

As of  June 30, 2016

Maturity Treasury
Federal
Agency

AA Corporate A Corporate
AAA Taxable 

Municipal

3-Month 0.26% 0.33% 0.55% 0.66% -

6-Month 0.35% 0.36% 0.73% 0.86% -

1-Year 0.44% 0.54% 0.76% 0.91% 0.65%

2-Year 0.58% 0.67% 0.98% 1.17% 0.88%

3-Year 0.69% 0.79% 1.20% 1.41% 1.05%

5-Year 1.00% 1.12% 1.62% 1.80% 1.36%

10-Year 1.47% 1.76% 2.45% 2.61% 2.09%

Source: Bloomberg BVAL yield curves for Treasury, Corporate and Municipal yields, TradeWeb for Federal Agency yields. 3 and 6 month corporate yields from commercial paper; A-1+  for AA and A-1 for A.
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June

15

• The pace of  improvement in the labor market has slowed while
growth in economic activity appears to have picked up. Although the
unemployment rate has declined, job gains have diminished.
Growth in household spending has strengthened… the housing sector
has continued to improve and the drag from net exports appears to have
lessened, but business fixed income has been soft.

• Inflation has continued to run below the Committee’s 2% longer-run
objective, partly reflecting earlier declines in energy prices and in prices of
non-energy imports.  Market-based measures of  inflation compensation
declined… inflation is expected to remain low in the near term.

• The Committee continues to closely monitor inflation indicators and global economic and financial
developments.

• Against this backdrop, the Committee decided to maintain the target range for the federal funds 
rate at 0.25 – 0.50%. The stance of monetary policy remains accommodative…

• In light of  the current shortfall of  inflation from 2%, the Committee will carefully monitor actual and
expected progress toward its inflation goal. The Committee expects that economic conditions will
evolve in a manner that will warrant only gradual increases in the federal funds rate.

FOMC STATEMENT HIGHLIGHTS

Source: Federal Reserve.
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FED SPEECHES OFFER CURRENT INSIGHTS

FOMC 
Voting Member

April 
Vote

Date of 
Recent 
Speech

Highlights

Janet Yellen
(Chair) For 27-May

“The economy is continuing to improve. We saw weak growth in Q1 and relatively weak growth at the end of last year. 
Growth looks to be picking up from the various data that we monitor. If that continues and the labor market continues to 
improve (and I expect that to happen)...it's appropriate for the Fed to gradually and cautiously increase our overnight 
interest rate over time, and probably in the coming months such a move would be appropriate.”

William Dudley
(Vice-Chairman) For 19-May "If I'm convinced that my own forecast is on track, then I think a tightening in the summer, the June-July time frame, is a 

reasonable expectation", but U.K. referendum is a risk factor.

Lael Brainard
(Board of Governors) For - N/A

James Bullard
(St. Louis Fed)

Source:  stlouisfed.org
For 30-May

"My sense is that markets are well-prepared for a possible rate increase globally, and that this is not too surprising given 
our liftoff from December and the policy of the committee which has been to try to normalize rates slowly and gradually 
over time... As far as a rate hike in June or July, I would prefer to reserve judgment."

Jerome Powell
(Board of Governors) For 26-May "If incoming data continue to support those expectations [strengthening of GDP growth in 2nd quarter, further 

strengthening of labor market and increases in wage inflation] …, another rate increase may be appropriate fairly soon."

Daniel Tarullo
(Board of Governors) For 20-May Steered clear from commenting on monetary policy or the economy. (Talked only on insurance regulations)

Stanley Fischer
(Board of Governors) For 19-May "What we need most, now that we are near full employment and approaching our target inflation rate, is faster potential 

growth." (No comment on June hike)

Loretta Mester
(Cleveland Fed) For 12-May No reference to possible rate hikes. Only suggested FOMC providing error band around inflation projections, and talked 

about inflation expectations and related models

Eric Rosengren
(Boston Fed) For 12-May

"In my view, the market remains too pessimistic about the fundamental strength of the U.S. economy… If the incoming 
economic data continue to be consistent with gradual improvement in labor markets and inflation getting closer to target, 
the Fed should be ready to gradually normalize interest rates..."

Esther George
(Kansas City Fed) Against 12-May

"I support a gradual adjustment of short-term interest rates toward a more normal level, but I view the current level as too 
low for today’s economic conditions. The economy is at or near full employment and inflation is close to the FOMC’s 
target of 2 %, yet short-term interest rates remain near historic lows."

Source: Bloomberg News
www.federalreserve.gov
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FOMC “DOT PLOT”
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WHAT IS THE EUROPEAN UNION?

• The European Union (“EU”) is an 
economic and political union of  28 
member countries, including the U.K.

• Members:

– Represent over 500 million people

– Are part of  the European single market, 
which provides for the four freedoms: 
free movement of  goods, services, 
people, and capital within the union.

– Are also part of  a customs union, which 
applies a common external tariff  on all 
goods entering the market.

– Must adhere to regulations set by the 
group and contribute to an annual 
budget.

Source: Graphics from BBC News.

Countries in the EU
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THE BREXIT EFFECT

10-Year Government Bond Yields

Country
U.K. U.S. Germany France Switzerland Japan

U.K. U.S. Germany France Switz. Japan

Yield
(06/30/16)

0.87% 1.47% -0.13% 0.18% -0.58% -0.22%

Change -0.51% -0.28% -0.22% -0.27% -0.20% -0.08%

Credit Indicators
June 23 June 27 June 30

Before Brexit After Brexit Quarter End

CDX Investment Grade 76 bps 92 bps 77 bps

CDX High Yield 422 bps 479 bps 425 bps

Euro Investment Grade 75 bps 99 bps 85 bps

Euro High Yield 320 bps 417 bps 369 bps

U.S. CDS 25 bps 29 bps 25 bps

German CDS 20 bps 26 bps 26 bps

U.K. CDS 38 bps 50 bps 46 bps
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Source: Bloomberg, as of 06/30/16. Change is from 06/23/16.
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IMPLICATIONS OF BREXIT

Source: Bloomberg WIRP, as of 06/30/16.

• The United Kingdom (“UK”) and broader
European economies are expected to slow as
uncertainty will delay business spending and
investment.

• Spillover effects in the US may be noticeable
but modest.

• The Federal Reserve will likely be more
cautious about lifting rates in the second half
of  the year as officials assess the spillover
effects.

• The European Central Bank (“ECB”) and the
Bank of  England (“BoE”) will continue to
support the markets through further
accommodative monetary policy.

• Depending on the exit deal negotiated, other
nationalist parties in Europe could be
emboldened to call for similar referendums.

Meeting 06/30/16 06/23/16 05/31/16

07/27/16 0% 10% 53%

09/21/16 0% 32% 59%

11/02/16 0% 35% 62%

12/14/16 9% 50% 74%

02/01/17 9% 52% 77%

Probability of  Fed Rate Hike
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Portfolio Characteristics and 
Investment Strategy 
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• Treasury yields ended the quarter significantly lower after the Federal
Open Market Committee (the “Fed”) kept rates unchanged during the
quarter, issuing a dovish tone. And the United Kingdom elected,
surprisingly, to leave the European Union. The “Brexit” vote induced
volatility and uncertainty, instigating flight-to-safety trading into
quarter-end.

• Given the high degree of  uncertainty, PFMAM maintained portfolio
duration positions near-neutral to benchmarks throughout the quarter.
The Fed appeared to be on hold throughout the summer amid
moderate economic growth, continued subdued inflation, and
uncertainty heading into the Brexit vote.

• The yield relationship between U.S. Treasury and federal agency
securities remained mostly range-bound during the quarter, but
agencies could not quite keep pace with the significant Treasury rally
that resulted from Brexit. New issue supply helped keep shorter-
maturity yield spreads elevated at attractive levels. For the quarter, the
agency sector slightly underperformed comparable maturity Treasuries.

• Corporate yield spreads continued to march tighter throughout the 2nd

quarter as credit conditions improved from the 1st quarter slowdown
in economic growth. Following the Brexit vote, corporate yield spreads
experienced a brief  spike in yield spreads, but quickly retraced all of
the widening by quarter-end. Late in the quarter, we revised our
assessment of  the corporate sector from overweight to market weight
due to:

− Generally narrow yield spreads, An apparent leveling off  in 
oil prices after a sustained period of  increase, which 
previously had a positive impact on the energy sector in late 
Q1 and early Q2,

− Modest deterioration in the credit fundamentals of  the 
industrial sector due to lower profits, increased leverage and 
greater capital devoted to dividends and share buybacks, and

− Increased economic risks to the banking sector, especially for 
European banks, from the potential impact of  Brexit.

• Falling long-term interest rates adversely impacted mortgage-
backed security (“MBS”) prices, as prepayments are expected to
accelerate and negatively impact returns.  This caused the MBS
sector to underperform Treasuries for the quarter and through
the first half  of  the year. We held only modest allocations to
MBS, where permitted, with most holdings in issues that carry
limited interest rate sensitivity.

• Given the strong curve flattening trend, we sought to reduce
yield curve mismatch to benchmarks.  However, we saw
continued value in utilizing 6-12 month commercial paper and
negotiable Certificates of  Deposit (“CDs”), where permitted, in
lieu of  1-2 year Treasuries and agencies.  This allowed us to
capture high yields without additional interest rate risk exposure.

• We participated in a number of  new issue asset-backed securities,
where permitted, as AAA-rated tranches of  high quality
structures offered good value and helped to further diversify our
allocation to “spread products.”

PORTFOLIO RECAP
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City of Colorado Springs 
             Reserve Portfolio  
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CITY OF COLORADO SPRINGS RESERVE PORTFOLIO

Portfolio Statistics
As of June 30, 2016

 89,866,758

 91,714,793

 75,106,554

 282,452

 212,035

 90,290,125

 0.91%

 1.38%

AAAverage Credit: **

Yield at Cost:

   Accrued Interest:

   Cash:

Par Value:

Amortized Cost:

Total Market Value:

Yield at Market:

   Security Market Value:

Effective Duration: 2.62 Years

Duration to Worst: 2.63 Years

Average Maturity: 2.71 Years

CSIP  16,113,752

Credit Quality (S&P Ratings)

6.4%
A-1

1.6%
A-1+

5.2%
AA

14.0%
AA-

51.4%
AA+

3.9%
AAA

17.7%
AAAm

0%

4%

8%

12%

16%

20%

24%

0 - 1 Year 1 - 2 Years 2 - 3 Years 3 - 4 Years 4 - 5 Years > 5 Years

22.4% 21.7% 22.2%

19.4%

14.3%

0.0%

Maturity Distribution

Sector Allocation

14.3%

Certificate of
Deposit

13.0%
Corporate

1.9%

Federal
Agency/CMO

9.9%

Federal
Agency/GSE

17.7%

Mny Mkt
Fund / Pool

5.7%
Municipal

1.1%

Supra-Sov /
Supra-Natl

Agency

36.5%
U.S. Treasury

** An average of each security’s credit rating assigned a numeric value and adjusted for its relative weighting in the portfolio. Bank money market fund balances are included in performance calculations.  However, CSIP balances
are excluded from performance computations and duration calculations throughout this report, but are included in credit quality calculations, sector allocations, and maturity distributions.  
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CITY OF COLORADO SPRINGS RESERVE PORTFOLIO

Portfolio Performance (Total Return)

Effective

DurationPortfolio/Benchmark

Annualized Return

03/31/16 09/30/1506/30/16 12/31/15

Quarter Ended

5 Year1 Year 3 Year

CITY OF COLORADO SPRINGS  2.62  0.80% 2.56% 1.75% 1.48%1.55% -0.48% 0.68%

Colorado Springs Custom Index  2.61  0.80% 2.39% 1.65% 1.42%1.55% -0.65% 0.69%

Difference 0.17% 0.00% 0.10% 0.06%0.00% 0.17% -0.01%

-1.0%

-0.5%

0.0%

0.5%

1.0%

1.5%

2.0%

2.5%

3.0%

 06/30/16  03/31/16  12/31/15  09/30/15  1 Year  3 Year  5 Year

0.80%

1.55%

-0.48%

0.68%

2.56%

1.75%

1.48%

0.80%

1.55%

-0.65%

0.69%

2.39%

1.65%
1.42%

T
o

ta
l 

R
et

u
rn

CITY OF COLORADO SPRINGS Colorado Springs Custom Index

Portfolio performance is gross of fees unless otherwise indicated.

Bank money market fund balances are included in performance calculations. However, CSIP balances are excluded from performance computations and duration calculations throughout this report, but are included in credit quality 
calculations, sector allocations, and maturity distributions.
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CITY OF COLORADO SPRINGS RESERVE PORTFOLIO

Sector Allocation

June 30, 2016 March 30, 2016 December 30, 2015 September 30, 2015

% of TotalMV ($MM)Sector % of Total% of Total% of Total MV ($MM)MV ($MM)MV ($MM)

U.S. Treasury  33.3  36.5%  31.1  33.1%  33.2  42.2%  26.8  28.4%
Mny Mkt Fund / Pool  16.1  17.7%  19.4  20.6%  5.1  6.5%  20.6  21.8%
Certificate of Deposit  13.1  14.3%  13.0  13.9%  11.6  14.7%  8.7  9.2%
Corporate  11.9  13.0%  11.1  11.8%  13.1  16.6%  13.3  14.0%
Federal Agency/GSE  9.0  9.9%  12.3  13.1%  10.2  13.0%  20.3  21.5%
Municipal  5.2  5.7%  5.3  5.7%  3.8  4.9%  4.0  4.3%
Federal Agency/CMO  1.7  1.9%  1.7  1.8%  1.7  2.2%  0.7  0.8%
Supra-Sov / Supra-Natl Agency  1.0  1.1%  0.0  0.0%  0.0  0.0%  0.0  0.0%

$91.2  100.0% $94.0  100.0% $78.7  100.0% $94.4  100.0%Total

0%

10%
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40%
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60%

70%

80%

90%

100%

June 2016 March 2016 December 2015 September 2015

Supra-Sov / Supra-Natl
Agency

Federal Agency/CMO

Municipal

Federal Agency/GSE

Corporate

Certificate of Deposit

Mny Mkt Fund / Pool

U.S. Treasury

Detail may not add to total due to rounding. Bank money market fund balances are included in performance calculations. However, CSIP balances are excluded from performance computations and duration calculations throughout
this report, but are included in credit quality calculations, sector allocations, and maturity distributions. 
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City of  Colorado Springs  
Airport Reserve 



CITY OF COLORADO SPRINGS AIRPORT RESERVE

Portfolio Statistics
As of June 30, 2016

 2,382,000

 2,403,343

 2,393,992

 9,352

 -

 2,385,976

 1.40%

 1.36%

AAAverage Credit: **

Yield at Cost:

   Accrued Interest:

   Cash:

Par Value:

Amortized Cost:

Total Market Value:

Yield at Market:

   Security Market Value:

Effective Duration: 0.88 Years

Duration to Worst: 0.88 Years

Average Maturity: 1.80 Years

PFM  -

Credit Quality (S&P Ratings)

5.2%
AA

94.8%
AA+

0%

10%

20%

30%

40%

50%

60%

0 - 1 Year 1 - 2 Years 2 - 3 Years 3 - 4 Years 4 - 5 Years > 5 Years

51.4%

30.4%

0.0% 0.0% 0.0%

18.2%

Maturity Distribution

Sector Allocation

63.9%

Federal
Agency/GSE

5.2%
Municipal

30.9%
U.S. Treasury

** An average of each security’s credit rating assigned a numeric value and adjusted for its relative weighting in the portfolio. 
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CITY OF COLORADO SPRINGS AIRPORT RESERVE

Source: City of Colorado Springs monthly statements. 
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CITY OF COLORADO SPRINGS AIRPORT RESERVE

Sector Allocation

June 30, 2016 March 30, 2016 December 30, 2015 September 30, 2015

% of TotalMV ($MM)Sector % of Total% of Total% of Total MV ($MM)MV ($MM)MV ($MM)

Federal Agency/GSE  1.5  63.9%  1.5  63.9%  1.5  63.9%  1.3  52.6%
U.S. Treasury  0.7  30.9%  0.7  30.9%  0.7  30.9%  1.0  42.2%
Municipal  0.1  5.2%  0.1  5.2%  0.1  5.2%  0.1  5.2%

$2.4  100.0% $2.4  100.0% $2.4  100.0% $2.4  100.0%Total
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Municipal
U.S. Treasury
Federal Agency/GSE

Detail may not add to total due to rounding
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 We expect the U.S. economy to expand at a moderate pace in the
second half  of  2016, but potential spillover from Brexit may be a
marginal drag.  Outside the U.S., economic prospects are less
certain as Europe grapples with the economic and political
repercussions of  Brexit, emerging markets continue to slow, and
global central banks remain a strong influence.  We will be closely
monitoring incoming economic data for any changes that affect
our view.

 The Brexit vote changed the prospects for expected Fed action.
We now expect no rate hikes until December at the earliest, or
even into 2017.  This “lower for longer” landscape has
implications for both expected returns and risks. Given the
likelihood that rates will not move significantly higher in the near-
term, we plan to keep durations neutral to benchmarks, avoiding
any significant mismatches.

 Given the higher degree of  uncertainty about both the global
economy and the direction of  interest rates, we plan to keep the
maturity distribution of  portfolios generally in line with the
distribution of  their benchmarks, except where shifting to short-
term credit securities offers better value.

 Agency yield spreads widened modestly post-Brexit. New issues
will likely continue to offer opportunities to capture incremental
yield versus outstanding agency issues and comparable maturity
Treasuries.

 Our strategy continues to favor credit sectors, including corporates
notes, commercial paper, and negotiable CDs. We believe the best
opportunities are currently with issuers in the U.S. financial
industry, where capital is strong and spreads are wide.  But, we are
taking our time to closely review issuers’ exposure to the UK and
Europe, and are being more cautious about adding credit exposure
at this time.

 Yields on commercial paper and negotiable CDs continued to
offer significant yield pickup relative to short-term government
securities as looming money market reform drives market
dynamics. Government securities, driven by Fed policy, have been
depressed as the expectation for rate hikes this year has stagnated.

 We will continue to evaluate MBS and ABS on an issue-by-issue
basis, purchasing only those issues we believe are well structured,
offer adequate yield spreads, and which have limited duration
variability.

INVESTMENT STRATEGY OUTLOOK



© 2016 PFM Asset Management LLC 25

This material is based on information obtained from sources generally believed to be reliable and available to the public, however PFM 
Asset Management LLC cannot guarantee its accuracy, completeness or suitability. This material is for general information purposes only 
and is not intended to provide specific advice or a specific recommendation. All statements as to what will or may happen under certain 
circumstances are based on assumptions, some but not all of  which are noted in the presentation. Assumptions may or may not be proven 
correct as actual events occur, and results may depend on events outside of  your or our control. Changes in assumptions may have a 
material effect on results. Past performance does not necessarily reflect and is not a guaranty of  future results. The information contained 
in this presentation is not an offer to purchase or sell any securities.

 Market values which include accrued interest, are derived from closing bid prices as of  the last business day of  the month as supplied
by a third party vendor.

 Where prices are not available from generally recognized sources the securities are priced using a yield based matrix system to arrive at
an estimated market value.

 In accordance with generally accepted accounting principles, information is presented on a trade date basis; forward settling purchases
are included in the monthly balances and forward settling sales are excluded.

 Performance is presented in accordance with the CFA Institute’s Global Investment Performance Standards (GIPS). Unless otherwise
noted, performance is shown gross of  fees. Quarterly returns are presented on an unannualized basis. Returns for periods greater
than one year are presented on an annualized basis.  Past performance is not indicative of  future returns.

 Bank of  America/Merrill Lynch Indices provided by Bloomberg Financial Markets.

 Money market fund/cash balances are included in performance and duration computations.

 Standard & Poor's is the source of  the credit ratings. Distribution of  credit rating is exclusive of  money market fund/LGIP holdings.

 Callable securities in portfolio are included in the maturity distribution analysis to their stated maturity date, although they may be
called prior to maturity.

 MBS maturities are represented by expected average life.

IMPORTANT DISCLOSURES
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 ACCRUED INTEREST: Interest that is due on a bond or other fixed income security since the last interest payment was made.

 AGENCIES: Federal agency securities and/or Government-sponsored enterprises.

 AMORTIZED COST: The original cost of  the principal of  the security is adjusted for the amount of  the periodic reduction of  any discount
or premium from the purchase date until the date of  the report. Discount or premium with respect to short term securities (those with less than
one year to maturity at time of  issuance) is amortized on a straight line basis. Such discount or premium with respect to longer term securities is
amortized using the constant yield basis.

 BANKERS’ ACCEPTANCE: A draft or bill or exchange accepted by a bank or trust company. The accepting institution guarantees payment
of  the bill, as well as the insurer.

 COMMERCIAL PAPER: An unsecured obligation issued by a corporation or bank to finance its short-term credit needs, such as accounts
receivable and inventory.

 CONTIBUTION TO DURATION: Represents each sector or maturity range’s relative contribution to the overall duration of  the portfolio
measured as a percentage weighting.  Since duration is a key measure of  interest rate sensitivity, the contribution to duration measures the relative
amount or contribution of  that sector or maturity range to the total rate sensitivity of  the portfolio.

 DURATION TO WORST: A measure of  the sensitivity of  a security’s price to a change in interest rates, stated in years, computed from cash
flows to the maturity date or to the put date, whichever results in the highest yield to the investor.

 EFFECTIVE DURATION: A measure of  the sensitivity of  a security’s price to a change in interest rates, stated in years.

 EFFECTIVE YIELD: The total yield an investor receives in relation to the nominal yield or coupon of  a bond. Effective yield takes into
account the power of  compounding on investment returns, while nominal yield does not.

 FDIC: Federal Deposit Insurance Corporation. A federal agency that insures bank deposits to a specified amount.

 INTEREST RATE: Interest per year divided by principal amount, expressed as a percentage.

 MARKET VALUE: The value that would be received or paid for an investment in an orderly transaction between market participants at the
measurement date.

 MATURITY: The date upon which the principal or stated value of  an investment becomes due and payable.

 NEGOTIABLE CERTIFICATES OF DEPOSIT: A CD with a very large denomination, usually $1 million or more that can be traded in
secondary markets.

 PAR VALUE: The nominal dollar face amount of  a security.

GLOSSARY
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 PASS THROUGH SECURITY: A security representing pooled debt obligations that passes income from debtors to its shareholders. The
most common type is the mortgage-backed security.

 REPURCHASE AGREEMENTS: A holder of  securities sells these securities to an investor with an agreement to repurchase them at a fixed
price on a fixed date.

 SETTLE DATE: The date on which the transaction is settled and monies/securities are exchanged. If  the settle date of  the transaction occurs
on a non-business day (i.e. coupon payments and maturity proceeds), the funds are exchanged on the next business day.

 TRADE DATE: The date on which the transaction occurred however the final consummation of  the security transaction and payment has not
yet taken place.

 UNSETTLED TRADE: A trade which has been executed however the final consummation of  the security transaction and payment has not
yet taken place.

 U.S. TREASURY: The department of  the U.S. government that issues Treasury securities.

 YIELD: The rate of  return based on the current market value, the annual interest receipts, maturity value and the time period remaining until
maturity, stated as a percentage, on an annualized basis.

 YTM AT COST: The yield to maturity at cost is the expected rate of  return, based on the original cost, the annual interest receipts, maturity
value and the time period from purchase date to maturity, stated as a percentage, on an annualized basis.

 YTM AT MARKET: The yield to maturity at market is the rate of  return, based on the current market value, the annual interest receipts,
maturity value and the time period remaining until maturity, stated as a percentage, on an annualized basis.

GLOSSARY
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