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Welcome fellow investors in City Different 
Investments' (CDI's) municipal bond separately 
managed accounts.  We are pleased to present our 
Q4 2021 investment letter and excited to share with 
you the performance of your investments, our views 
on the fixed income markets, and the current and 
anticipated positioning of CDI’s separately managed 
accounts. This last quarter, along with the events of 
the first week of the new year, have proven to be 
interesting.   
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Two main themes have impacted recent performance of our SMAs. 
 

1. Interest rates in the municipal bond market did not react to changes in inflation and a more 
aggressive Federal Reserve.  Being short duration (versus our benchmark) in the Limited-
Term and Intermediate-Term strategies was a headwind to relative performance. 
 

2. A related consequence is that our allocations to taxable municipal bonds underperformed 
their tax-exempt equivalents (although they did out yield their tax-exempt equivalents 
after accounting for taxes).   
 

The good news is that these themes appear to have reversed in the beginning days of the new 
year.  
 
O UR  VI E WS  O N  THE  FI X ED  IN CO M E  MA RKE TS  
 
At the risk of sounding like a broken record, we have long felt that the fixed income markets are 
overvalued.  That is especially true of the municipal bond market.  The municipal bond market saw 
inflows into mutual funds of $84B in 2021, as investors tried to limit the impact of highly 
anticipated rising federal tax rates (to date, federal tax rates have not increased).  These flows were 
additive to a supply/demand mismatch in the municipal market (demand far outstripped supply). 
These tax increases were part of the Biden administration’s “Build Back Better” legislation, which 
now looks like a bust.  With tax rates not increasing (at this time), investors confront an interesting 
conundrum.  Why own such an overvalued asset?  We have said in the past that fixed-income 
allocations are an essential part of a well-balanced investment portfolio; they act as a stabilizer for 
stock market volatility.  Investors can manage the risk of overvaluation in the municipal market by 
being short-duration and avoiding lower-quality credits.  We believe that a laddered low-duration 
portfolio is an excellent hedge in this environment.  
 
Inflation is a problem, but we do not think that 7.0% CPI inflation is sustainable, nor is the Fed's 
2.0% inflation target.  Recent pronouncements by the Fed indicate that their past characterization 
of inflation readings as transitory is no longer the case.  In addition, the Fed's minutes from their 
last meeting and testimony before Congress show a more aggressive inflation-fighting policy.  The 
taper has been accelerated, there are at least three implied federal funds increases for 2022 (some 
believe more will be necessary), and there is talk of shrinking the Fed's balance sheet by either 
run-off or active management.  All of which point to higher interest rates in 2022, and given the 
negative levels of real interest rates, this will make for an interesting year.  The changes in rates 
between the municipal market and the Treasury market are fairly dramatic; see tables below: 
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TREASURY MARKET 

Maturity  12/31/2021 9/30/2021 Difference 

1 Year 0.39% 0.09% +0.30% 

5 Year 1.26% 0.98% +0.28% 

10 Year 1.52% 1.52% 0.00% 

30 Year 1.90% 2.08% -0.18% 

 
 
MUNICIPAL MARKET AAA GENERAL OBLIGATION 

Maturity  12/31/2021 9/30/2021 Difference 

1 Year 0.17% 0.16% +0.01% 

5 Year 0.57% 0.52% +0.05% 

10 Year 1.04% 1.12% -0.08% 

30 Year 1.48% 1.67% -0.19% 

 
The tables above show that the municipal market outperformed the Treasury market and, 
consequentially, the taxable market over the last quarter.  This has implications for quarter-end 
and since inception performance given the fact that we are short-duration and have invested a 
portion of our accounts in taxable municipal bonds. 
 
 
THE MUNICIPAL MARKET CURRENT AND ANTICIPATED POSITIONING  
 
We will continue to maintain our short-duration positions until we are appropriately compensated 
for duration risk.  The same can be said for our credit quality decision, and we will maintain our 
approach to lower credit until we believe we are being appropriately compensated for credit risk.  
We will also continue to maintain our positions in taxable municipal bonds even though they have 
underperformed quarterly and since inception, because they yield significantly more than 
equivalent tax-exempt bonds after accounting for federal taxes and are still tax-exempt at the 
state level, where allowed.   
 
PE R FO RM AN CE  
 
The following table outlines the separately managed account strategies and their net performance 
against their respective benchmarks for quarter-end and since inception (beginning August 1, 
2021).   
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Source: Bloomberg and City Different Investments Calculations 

 
What investment decisions contributed to these performance differentials?  The following table 
answers these questions for the quarter ending 12/31/2021. 
 

Investment Decision Short-Term SMA Limited-Term SMA Intermediate-Term 
SMA 

Cash Allocation 0.00% 0.02% -0.02% 

Duration 0.00% -0.02% -0.01% 

Yield Curve Allocation 0.00% -0.01% 0.00% 

Security Selection -0.58% -0.63% -0.58% 

Expenses -0.05% -0.01% -0.05% 

Total Gross Performance 
Differential 

-0.63% -0.65% -0.66% 
 

 
Source: City Different Investments Calculations 

 
 
  

 
 

Gross 
Performance 

(QTR. Ending 
12/31/2021) 

Net 
Performance 

(QTR. Ending 
12/31/2021) 

Gross 
Performance 
(Since Inception – 

8/1/2021 – 
12/31/2021) 

Net 
Performance 
(Since Inception – 

8/1/2021 – 
12/31/2021) 

Short- Term SMA -0.61% -0.66% -0.96% -1.01% 

Bloomberg 1-5 Year Blend 
Municipal Index  

-0.03% -0.03% -0.34% -0.34% 

Difference  
-0.58% -0.63% -0.62% +0.67% 

Limited-Term SMA -0.46% -0.47% -0.77% -0.79% 

Bloomberg 1-10 Year 
Blend Municipal Index 

0.18% 0.18% -0.46% -0.46% 

Difference 
-0.64% -0.65% -0.31% -0.33% 

Intermediate Term SMA -0.19% -0.24% -0.46% -0.51% 

Bloomberg 3-15 Year 
Blend Municipal Index 

0.42% 0.42% -0.47% -0.47% 

Difference 
-0.61% -0.66% 0.01% -0.04% 
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CO N CL USI ON  
 
Total return performance has been disappointing on a quarterly basis but better on a since 
inception basis. The major contributor being the allocations to taxable municipal bonds. These 
securities have underperformed on a price basis but still generate more income after accounting 
for federal taxes (they are still tax-exempt at the state level if the state allows; some states tax in-
state tax-exempt and taxable bonds).  The primary reason performance has lagged is that rates in 
the municipal bond market did not increase as much as in the taxable market.  This is largely due 
to the massive influx of cash experienced by the municipal bond market up to and including year-
end 2021.  Going forward, we still believe that participants in the municipal and fixed income 
markets, for that matter, are not being appropriately compensated for risk (duration and credit).  
So, we will be taking less of each until these relationships change.  As far as the allocations to 
taxable municipal bonds go, we believe performance of this strategy will turn around.  In the 
meantime, we are earning income well above the tax-exempt equivalent, i.e., we are being paid to 
wait. 
 
We at City Different Investments would like to thank you for your business and want you to know 
that we are investing right beside you.  We continue our commitment to complete transparency 
and access to our management team.  If you have any questions about the performance numbers, 
please feel free to contact either one of us.   
 
 
 

 
 
 
 
 
 
  

S W E T A  S I N G H  

 
Portfolio Manager 

C H R I S  R Y O N ,  C F A  

Portfolio Manager 
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IMPORTANT DISCLOSURES  

The information and statistics contained in this report have been obtained from sources we believe to be reliable but cannot be 

guaranteed.  Any projections, market outlooks or estimates presented herein are forward-looking statements and are based upon 

certain assumptions. Other events that were not taken into account may occur and may significantly affect the returns or performance 

of these investments.  Any projections, outlooks or assumptions should not be construed to be indicative of the actual events which 

will occur. These projections, market outlooks or estimates are subject to change without notice.    

  

Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees 

of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product or any 

non-investment related content, made reference to directly or indirectly herein will be profitable, equal any corresponding indicated 

historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.  Due to various factors, 

including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions.    

  

All indexes are unmanaged, and you cannot invest directly in an index. Index returns do not include fees or expenses. Actual portfolio 

returns may vary due to the timing of portfolio inception and/or investor-imposed restrictions or guidelines. Actual investor portfolio 

returns would be reduced by any applicable investment advisory fees and other expenses incurred in the management of an advisory 

account.   

  

You should not assume that any discussion or information contained herein serves as the receipt of, or as a substitute for, personalized 

investment advice from City Different Investments. To the extent that a reader has any questions regarding the applicability above to 

his/her individual situation or any specific issue discussed, he/she is encouraged to consult with the professional advisor of his/her 

choosing.  City Different Investments is neither a law firm nor a certified public accounting firm and no portion of this content should 

be construed as legal or accounting advice.   

  

A copy of City Different Investments' current written disclosure statement discussing our advisory services and fees is available for 

review upon request.  

  

Unless otherwise noted, City Different Investments is the source of information presented herein.  

  

A description of the indices mentioned herein are available upon request.  
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