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Body within the Federal Reserve that sets monetary policy

Consists of twelve members – seven members of the Board of Governors of the Federal 

Reserve System; the president of the Federal Reserve Bank of New York; and four of the 

remaining eleven Reserve Bank presidents who serve one-year terms on a rotating basis

The Federal Open Market Committee (FOMC)
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The Fed Chairman 
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The Federal Reserve (The Fed)

• Five key functions:

o Conducts the nation’s monetary policy

o Helps maintain the stability of the financial system

o Supervises and regulates financial institutions

o Fosters payment and settlement system safety and efficiency

o Promotes consumer protection and community development 

Three key entities in the Federal Reserve System

• The Board of Governors

• The Federal Reserve Banks

• The FOMC

What is it You Do?

4Source: Federalreserve.gov
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Using the three tools, the Federal Reserve influences the demand for and the supply of

balances that depository institutions hold at Federal Reserve Banks and alters the Federal

Funds Rate (the interest rate at which depository institutions lend balances at the Federal

Reserve to other depository institutions overnight)

• Open Market Operations (FOMC)

o Purchase and sale of securities in the open market by a central bank

• Discount Rate (Board of Governors)

o The interest rate charged to commercial banks and other depository institutions on loans they

receive from their regional Federal Reserve Bank’s lending facility – the discount window

• Reserve Requirements (Board of Governors)

o The percentage of deposits that commercial banks and other depository institutions must hold as

reserves

Fed and the Three Tools of Monetary Policy

5



Public Trust Advisors 2022 ©

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

7.00%

Jan 00 Jan 03 Jan 06 Jan 09 Jan 12 Jan 15 Jan 18 Jan 21

Y
ie

ld

Federal Funds Rate

30 months

11 months

24 months

14 months

17 months

83 months

36 months

7 months

5 months

1 month

17 months

FOMC Rate Cycle: January 2000 – July 2021

6Source: Bloomberg



Public Trust Advisors 2022 ©

Unconventional monetary policy

An open market operation strategy

Fed buys treasuries (or other securities) from the market in order to lower 

interest rates and increase the money supply

Increases money supply by flooding financial institutions with capital to promote 

increased lending and liquidity

Considered when short-term interest rates are at or approaching zero

Does not involve the printing of new banknotes

Generally causes a depreciation in the value of the dollar

QE – Quantitative Easing
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The Fed’s Balance Sheet - $9 Trillion Dollars

8Source: fred.stlouisfed.org
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The gradual slowing of the pace of the Federal Reserve’s large-scale 

asset purchases

Does not refer to an outright reduction of the Fed’s balance sheet, 

only to a reduction in the pace of its expansion

Motivation is to slowly remove the monetary stimulus 

Fed Chair Powell confirmed in January 2022 that the plan is to end 

asset purchases in early March 2022

And Now a Fed Tapering….

9Source: Brookings.Edu
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Balances held at the Fed in excess of the reserve requirement that

earn interest at a specified rate (currently 15 basis points)

By adjusting the IORB rate, the Federal Reserve attempts to move

the Federal Funds Rate into the target range (currently 0 to 25 basis

points) set by the FOMC

If overnight repo rates are less than the IORB rate, banks are

incentivized to hold excess deposits at the Fed, reducing the pressure

on the overnight repo rate

Interest on Reserve Balances (IORB)
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Incorporating the FED & Economic Data in the Investment Process

11Source: Bloomberg
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The FED and the DOT Plot

12Source: Bloomberg
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The Impact of the FED and Market Expectations

13Source: Bloomberg
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Breakeven Analysis – Evaluating Bond Offerings vs Expected Fed Action

14Source: Internal City & County of San Francisco
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Mission is to maintain a strong economy and create economic and job

opportunities by promoting the conditions that enable economic growth and

stability at home and abroad; strengthen national security by combating threats

and protecting the integrity of the financial system; manage the U.S. government’s

finances and resources effectively

Operates and maintains systems that are critical to the nation’s financial

infrastructure such as the production of coin and currency, the disbursement of

payments to the American public, revenue collection, and the borrowing of funds

necessary to run the Federal government

The U.S. Department of the Treasury

15Source: Treasury.gov
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Secretary of the Treasury
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Debt limit is the total amount of money that the U.S.

government is authorized to borrow to meet its

existing legal obligations including social security and

Medicare benefits, military salaries, interest on the

national debt, tax refunds, and other payments

Does not authorize new spending commitments

Simply allows the government to finance existing legal

obligations

Failing to increase the debt limit would cause the

government to default on its legal obligations

The Debt Ceiling

17Source: U.S. Department of Treasury
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Appreciation: increase in the value of one currency regarding another currency

• Reasons include government policy, interest rates, trade balances, and business cycles

Takes place when exchange rates change, allowing for the purchase of more 

units of a currency

A standard currency quote lists two currencies as a rate or fraction

When a currency appreciates, exports cost rise; goods being exported will likely 

drop

When a currency appreciates, imports will become cheaper; a dollar will go 

further

Appreciation/Depreciation of the Dollar
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Number and Direction Effect in Terms of Price

Gross Domestic Product (GDP)

Initial Unemployment Claims

Unemployment Rate

Consumer Price Index (CPI)

Producer Price Index (PPI)

Consumer Sentiment

Housing Starts

Retail Sales

Industrial Production and Capacity Utilization

Durable Goods 

New Home Sales 

Economic Indicators and the Bond Market Effect

19Source: By the Numbers – Stephen D. Slifer

Good news is bad news for bonds 
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Sources for Monitoring Economic Data – Bloomberg ECO

20Source: Bloomberg
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Sources of Economic Data – Federal Reserve Bank Websites

WWW.NEWYORKFED.ORG/RESEARCH/DA

TA_INDICATORS

WWW.STLOIUSFED.ORG

Source: Internal City & County of San Francisco

http://www.newyorkfed.org/RESEARCH/DATA_INDICATORS
http://www.stloiusfed.org/
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Source for Economic Data – Econoday Economic Journal

22Source: Internal City & County of San Francisco
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The Fed, the Economy, and Investments
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Fixed-Income Investment Risks
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Duration Risk: measures the sensitivity of a bond’s price to a percentage change in interest rates

o The higher the duration, the greater the sensitivity to changes in rates

Interest Rate Risk: the impact of changes in interest increase/decrease the market value of a bond

o Related to duration; market value change is inversely related to interest rate movement

Call Risk: the risk of the bond being “called” by the issuer; call risk increases when interest rates decrease resulting in higher 

reinvestment rate risk due to the lower interest rate environment

o Callable bonds may provide a higher yield at the time of purchase though the actual yield is determined at the time of call or 

maturity

Reinvestment Risk: the risk of investing proceeds from a call, maturity, or coupon in a lower yielding interest rate environment

o The shorter the time to maturity, the higher the reinvestment rate risk

Default Risk: the risk that the issuer is unable to make the timely payment of interest and/or principal

• Typically associated with credit issues (corporate debt)
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CA Government Code 53600.5 – The Importance of Cashflow Management in the 

Investment Process

Objectives 

When investing, reinvesting, purchasing, acquiring, exchanging, selling, or managing public funds,

the primary objective of a trustee shall be to safeguard the principal of the funds under its

control. The secondary objective shall be to meet the liquidity needs of the depositor. The

third objective shall be to achieve a return on the funds under its control.

Higher degree of portfolio cashflow certainty can translate into longer portfolio average maturity and portfolio 

durations.

25Source: CA Government Code 25Public Trust Advisors 2022 ©
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Primary Objectives:

• Liquidity Management – having sufficient cash available to meet cash outflows. Matching an

investment maturity to a known future cash disbursement immunizes the cash flow and

reduces the liquidity risk in the portfolio. Theoretically, if all cash disbursements are matched

to a portfolio security maturity, liquidity risk is mitigated.

• Managing Costs – cash forecasting can help minimize excess bank balances and increase

portfolio returns. Idle cash creates cash drag on an investment portfolio. The impact of cash

drag is not readily visible and can be difficult to quantify.

The Importance of a Cash Forecast in the Investment Process

2626Public Trust Advisors 2022 ©Source: Internal City & County of San Francisco
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Examine historical data to identify seasonality/trends

Gather information on future cash disbursements and cash receipts from the pool 
participants 

Use statistical extrapolation to predict a pattern of future cash flows (i.e. Moving 
Average, Exponential Smoothing)

Create a model incorporating all cash disbursement, cash receipt, and portfolio 
information

Update model as new information becomes available

Developing a Cash Forecast – A Dynamic Process

2727Public Trust Advisors 2022 ©Source: Internal City & County of San Francisco
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CCSF Pooled Fund – Month-to-Month Portfolio Changes and Net Inflows/Outflows
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Net 

Inflows

Net Outflows

29Public Trust Advisors 2022 ©Source: Internal City & County of San Francisco
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Developing a Forecast – Assuming Normal Cash Inflows Forecast

30Source: MaxQ Analytics

Includes Property and Business Tax 

Forecast 

Public Trust Advisors 2022 ©
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Developing a Forecast – Assuming Zero Cash Inflows
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Determining an Optimal Portfolio Duration – ALM Flow Selection 

Source: MaxQ Analytics
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Choose cashflow projection

Assign immunization weights Calculated duration

Determining an Optimal Portfolio Duration - The Duration Optimization 

Methodology Model 

Source: MaxQ Analytics
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The yield between Treasury securities and non-Treasury securities that are

identical in all respects except for credit rating is referred to as a credit spread

Identical in all respects; maturities are the same with no embedded options

(here we go again… so what is an embedded option you ask? Hold please!)

Embedded option: a provision in the indenture that gives the issuer and/or the

bondholder an option to take some action against the other party (i.e., right to

call the issue, right to prepay, cap on a floater)

Credit Spreads

34Source:  Fixed Income Analysis (Fabozzi)
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Widen or narrow relative to Treasuries

• Widen (become larger) in a declining or contracting economy 

• Narrow (become smaller) during economic expansion

• Widen over credit concerns

• Narrow when demand outweighs supply

• Widen when investors are selling credit

• Narrow when investors are buying credit 

If Treasuries sell off (and thus Treasury yields increase) but spreads remain stable, 

the spread will narrow relative to Treasuries

If Treasuries rally (and thus Treasury yields decrease) but spreads remain stable, 

the spread will widen relative to Treasuries 

Credit Spreads Widening or Narrowing

35
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Credit Spreads Widen During Peak of Pandemic

36Source: Bloomberg 

Rates for ‘AA’ and ‘A’ corporate notes widened to levels not seen since the credit crisis and rebounded quickly as the Federal 

Reserve began implementing programs to purchase certain asset classes to ensure market liquidity.
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Liquidity Portfolio: invested short-term to provide liquidity for known and anticipated expenditures

• Strategy comprised of balances maintained in LAIF and other eligible short-term securities

• Security maturities targeted to know expenditures and laddered to provide predictable cash flow

• Strategy entails minimal market price risk and fund easily converted to cash to cover expenditures

• Sizing is critical to ensure sufficient liquidity while minimizing “cash drag” associated with excess liquidity

• May include an enhanced cash component to benefit from money market curve steepness

Core Portfolio: invested longer-term to enhance income and growth opportunities

• Comprised of those funds not needed for near-term operating or CIP expenditures

• Longer maturity/duration strategies historically generate greater returns and growth over time

• Longer duration strategies exhibit greater interest rate risk and volatility

• Establishment strategic maturity & duration profile consistent with objectives and risk tolerance

• Portfolio comprised of eligible securities with active and liquid secondary markets

• Periodic rebalancing of duration and asset allocation ensures consistency of strategy throughout market cycles

• May include multiple duration strategies to enhance yield curve diversification and optimize return potential (e.g., 1-5 &

3-5 year)

Formal Strategies Customized to Fund Characteristics & Risk Tolerance

37
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Summary of Total Return Performance of Select ICE BAML Fixed Income Indices:  20 Years Ended December 31, 2021

ICE Bank of America Merrill Lynch Index 

Description

Effective 

Duration 2
Yield to 

Worst1

Standard 

Deviation 

(2001-2021)

3-Month Treasury Bill Index 0.21 0.08% 1.29% 1.29% 0.00% 0.45% -                              -                                   NA

Local Agency Investment Fund NA 0.22% 1.64% 0.00% 1.64% 0.41% -                              -                                   0.84

1-3 Year Gov/Corp AA-AAA Index 1.85 0.87% 2.27% -0.41% 2.69% 1.26% 1                              13                                0.78

1-5 Year Gov/Corp AA-AAA Index 2.61 1.07% 2.73% -0.12% 2.86% 1.85% 2                              16                                0.78

3-5 Year Gov/Corp AA-AAA Index 3.83 1.40% 3.51% 0.37% 3.14% 2.96% 2                              26                                0.75

Avg. Ann. 

Total Return                    

(2001-2021)

Avg. Ann. 

Price Return             

(2001-2021)

Avg. Ann. 

Income Return 

(2001-2021)

# of Years w/ 

Negative Total 

Return

# of Quarters w/ 

Negative Total 

Return

Sharpe 

Ratio

1.29%

1.64%

2.27%

2.73%

3.51%
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Formal Strategies Customized to Fund Characteristics & Risk Tolerance

Source: ICE BAML Fixed Income Indices
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Adherence to proven, long-term strategies: disciplined and repeatable process

• Public Trust does not advocate attempts at market timing

• Investors should not deviate from long-term strategic portfolio strategies in attempt to capture short-term benefits

• Requires impossible ability to correctly predict the timing, pace, and magnitude of multiple interest rate changes

• Holding longer duration portfolios consistent with risk tolerance over market cycles is a proven strategy to maximize

return

• Marinating appropriate liquidity critical to ensure ability to tolerate volatility

Tactical portfolio adjustments to manage risk & return: constrained by long-term strategy

• Target liquidity portfolio maturities to anticipated rate hike dates

• Increase exposure to floating rate notes that adjust to rising interest rates

• Increase allocation to higher yielding sectors of the credit markets to bolster income (risk substitution)

• Tactically shorten core portfolio duration relative to benchmark (e.g., -15% vs. index)

• Adjust core portfolio duration distribution based upon anticipated changes in shape of the yield curve

• Bulleted, barbell, and laddered maturity distributions respond different ton non-parallel changes in yields

• Remain disciplined and don’t reach for yield

Considerations for a Rising Interest Rate Environment

39
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Disclosures

41

This presentation is for informational purposes only. The information contained herein has been obtained from sources that we believe to be reliable, but its accuracy

and completeness are not guaranteed. The materials in the attached are opinions of Public Trust Advisors, LLC and should not be construed as investment advice. Many

factors affect performance including changes in market conditions and interest rates and in response to other economic, political, or financial developments.

Performance comparisons will be affected by changes in interest rates. Investing involves risk including the possible loss of principal. The presentation is not a

recommendation to buy, sell, implement, or change any securities or investment strategy, function, or process. Any financial and/or investment decision should be made

only after considerable research, consideration, and involvement with an experienced professional engaged for the specific purpose. All comments and discussion

presented are purely based on opinion and assumptions, not fact. These assumptions may or may not be correct based on foreseen and unforeseen events. All

calculations and results presented and are for discussion purposes only and should not be used for making and calculations and/or decisions. Past performance is

not an indication of future performance.Any financial and/or investment decision may incur losses.

The investment advisor providing these services is Public Trust Advisors, LLC, an investment adviser registered with the U.S. Securities and Exchange Commission

(SEC) under the Investment Advisers Act of 1940, as amended. Registration with the SEC does not imply a certain level of skill or training. Public Trust is required to

maintain a written disclosure brochure of our background and business experience. If you would like to receive a copy of our current disclosure brochure, privacy

policy, or code of ethics please contact us.

There is no guarantee that investment strategies will achieve the desired results under all market conditions, and each investor should evaluate its ability to invest

long-term, especially during periods of a market downturn. This information may contain statements, estimates, or projections that constitute “forward-looking

statements” as defined under U.S. federal and other jurisdictions’ securities laws. Any such forward looking statements are inherently speculative and are based on

currently available information, operating plans, and projections about future events and trends.As such, they are subject to numerous risks and uncertainties.

Public Trust Advisors

717 17th Street, Suite 1850

Denver, Colorado 80202
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Appendix
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Cashflow analysis and planning: critical aspects of investment program

• Review anticipated revenues and expenditures to appropriately size and a separate liquidity portfolio

• Liquidity portfolio may be comprised on LAIF, MMF, bank deposits and dedicated liquidity securities portfolio

• Review anticipated CIP expenditures and identify those that will be paid from operating cash vs bond proceeds

• Create dedicated CIP securities portfolio as a separately managed account

• Match CIP Portfolio maturities to anticipated project expenditures

• Separately manage any project funds arising due to bond financings

Separately managed liquidity portfolio: complementary to balances held in LAIF

• Construct a separately managed liquidity portfolio laddered along the 1-year and under portion of the yield curve

• Comprised primarily of commercial paper and other eligible securities

• Target maturities to known expenditures and based upon seasonal cashflow patterns and constrained to a max WAM

• Consider anticipated timing of Fed rate increases in maturity structure

• Takes prudent advantage of yield curve slope between 1-12 months

• Close coordination to ensure liquidity remains sufficient

Ensuring Sufficient Liquidity

43
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Cash Forecast Model

Internal: City and County of San Francisco 


