
 

 
  

WEEK IN REVIEW 
9/24/2021 
It certainly was an exciting week.  The Evergrande news 
sent the S&P 500 index tumbling 1.7% on Monday, and 
then the index spent much of the week recovering to 
finish 0.50% higher than the prior Friday’s close.  Bonds 
also showed some additional volatility. 
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Q2 MUNICIPAL BOND 
INVESTOR LETTER 

Our fellow investors in City Different Investments' 
municipal bond separately managed accounts: the 
second quarter of 2022 has been a little less 
violent but still filled with volatility. The three 
themes that seem to be on investors’ minds are: 

1. Has the market seen peak inflation or not? 
2. At what pace will the Fed continue hiking 

short-term rates? 
3. Is the economy on the brink of a recession 

or not? 
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Core Personnel Consumption and Expenditure Index (PCE) registered a year-over-year increase 
of 4.7% in May, well above the Federal Reserve's 2.0% target. The year-over-year readings have 
been declining from a high of 5.3% in February. The Fed has given up the ghost of transitory 
inflation and is now in full inflation-fighting mode. Year-to-date, they’ve hiked short-term 
interest rates by 1.5%, with the last increase in June of 0.75% (the most significant in 28 years). 
A second 0.75% increase is expected for July. Fixed income markets are hoping that peak 
inflation is behind us. At the end of June, a 10-Year AAA tax-exempt general obligation bond 
yielded 2.44%. This translates to a negative real yield of -2.26%. The long-term average for this 
measure is +1.05%. In our estimation, rates still have a considerable way to go to be considered 
fair, but other market participants may not share our point of view. 
 
What causes inflation? The simple explanation is, too much money chasing too few goods. Let's 
take a look at the money side of this thesis. M2 is a broad measure of money in circulation in the 
economy. The table below shows that the growth of M2 has slowed but is still positive (Y/Y as of 
5/1/22 was 6.55%). 

 
 
Many of you might ask “What about velocity? You need both for inflation.” Well velocity of M2 
has been between 1.127 and 1.122 for the last year; or down 0.18% for the year through 1/1/22 
(when the latest data was available as of this writing). Meanwhile, M2 has grown 11.8% over the 
year ending 5/1/22.  
 
The third estimate of 2022’s first-quarter GDP came in at a -1.6% annual rate. That is on top of 
2021’s fourth-quarter real GDP increase of 6.9%. This has put the markets on edge. If this year’s 
second-quarter GDP posts a negative reading, that is a shorthand recession estimate. This fear 
helps explain why equity markets have declined. We at CDI, however, are not so sure the 
recession fears are valid. Unemployment stands at 3.6% and there are more than 11 million jobs 
available for the 6 million folks looking for employment. 
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OUR VI EWS ON THE FI XED I NCOME MARKETS 
 
The fixed income markets have registered another quarter of negative performance. The tables 
below show the changes in interest rates for various maturities in both the Treasury and 
municipal bond markets. 
 
TREASURY MARKET 

Maturity 6/30/2022 3/31/2021 Difference 

1 Year 2.80% 1.63% +1.17% 

5 Year 3.01% 2.42% +0.59% 

10 Year 2.98% 2.32% +0.66% 

30 Year 3.14% 2.44% +0.70% 
 
MUNICIPAL MARKET AAA GENERAL OBLIGATION 

Maturity 6/30/2022 3/31/2021 Difference 

1 Year 1.62% 1.52% +0.10% 

5 Year 2.23% 2.00% +0.23% 

10 Year 2.73% 2.22% +0.51% 

30 Year 3.19% 2.54% +0.65% 
 
As you can see, the municipal market performed in line with the Treasury market. Although the 
quarter-to-quarter changes are similar, they hid the significant rally in municipal bond prices at 
the end of May. Investors undoubtedly were anticipating the June and July interest and maturity 
payments. 
 
Through the end of June, municipal bond mutual funds lost approximately $87 billion of cash 
flows as investors sought shelter from negative returns (yes, cash is no longer trash). On the 
other hand, municipal bond ETFs saw $19 billion of positive cash flows over the same period. 
 
 
THE MUNICIPAL MARKET CURRENT AND ANTICIPATED POSITIONING 
 
We will continue maintaining our short-duration positions until we are appropriately 
compensated for duration risk. We are much closer to that point today than we were last 
quarter. We will maintain our approach to lower credit until we believe we are being 
appropriately compensated for credit risk, which seems much further off.  
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PERFORMANCE 
 
The following table outlines the separately managed account strategies and net performance 
against their respective benchmarks for quarter-end and since inception (beginning August 
2021).  
 
What investment decisions contributed to these performance differentials? The following table 
answers this question for the quarter ending 6/30/22. 

Source: Bloomberg, City Different Investments 

 

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

Cash Allocation +0.00% -0.12% +0.00% 

Duration +0.09% +0.60% +0.55% 

Yield Curve Allocation +0.11% +0.17% +0.13% 

Security Selection -0.74% -0.26% -0.48% 

Expenses -0.05% -0.05% -0.05% 

Total Gross Performance 
Differential 

-0.59% +0.34% +0.15% 

 
Source: City Different Investments Calculations 

 
 

Net  
Performance 

(QTR. Ending 6/30/2022) 

 
Net Performance 

(YTD. Ending 6/30/2022) 

Net Performance 
Since Inception 
(Since Inception – 

8/1/2021 – 6/30/2022) 

Short-Term SMA -0.61% -3.67% -4.64% 

Bloomberg 1-5 Year Blend 
Municipal Index  

-0.02% -3.67% -4.00% 

Difference  -0.59% +0.00% -0.64% 

Limited-Term SMA -0.50% -4.06% -4.84% 

Bloomberg 1-10 Year Blend 
Municipal Index 

-0.84% -5.55% -5.98% 

Difference 
+0.34% +1.49% +1.14% 

Intermediate Term SMA -1.60% -6.44% -6.92% 

Bloomberg 3-15 Year Blend 
Municipal Index 

-1.75% -7.36% -7.80% 

Difference 
+0.15% +0.92% +0.88% 
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Our investment decisions over the last quarter have been generally good, apart from maintaining 
our positions in taxable municipal bonds (see negative “security selection” contribution in the 
table above). Since the end of the first quarter, these securities have underperformed their tax-
exempt siblings — but not to the point of their relative value at purchase. Therefore, we see no 
reason to sell these securities, but we will reexamine that decision when their relative value 
improves. The Short-Term SMA has the highest percentage of taxable municipal bonds, hence 
the most negative security selection contribution.  
 
CONCLUSION 
 
Reporting negative returns to our clients is never comfortable. We would like to say what a great 
job we are doing (at least in the Limited-term and Intermediate-term SMAs) by losing money at a 
slower rate than our benchmarks, but that rings hollow. Sweta and I are happy with our SMA risk 
positioning and anticipate taking advantage of the next opportunity the municipal market 
presents, probably in the autumn. 
 
We at City Different Investments would like to thank all our clients for your business; 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 contact Sweta or Chris. 
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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 strategy composites and indices mentioned herein are available upon request.  
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