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Volatility continued to roil fixed income markets 
this past quarter. Rate volatility in the Treasury 
market caused record outflows. Given a still-
heated economy in terms of money supply, 
inflation prints, and a tight labor market, we at City 
Different Investments believe that the Federal 
Reserve will continue its rate tightening cycle this 
year. With that in mind, we are pleased with our 
Q3 performance. We believe that maintaining a 
conservative curve position, staying short in 
duration, and staying high quality has helped us 
outperform our benchmarks in all three of our 
strategies. 
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We often refer to the money supply (or M2) as a key driver of inflation. An important caveat is 
that there is a 12-to-18-month lag for inflation levels to respond to changes in the money supply. 
In April, we noted a slowing in M2. Currently, M2 numbers for August 31 stand at the same 
levels as earlier this year. This confirms our belief that slowing the money supply will take 
additional work on the Federal Reserve’s end.  
 

 
 
At the time of this writing, U.S. Producer Price numbers for September show an increase over 
the last three months. PPI (Producer Price Index) growth has been sticky at 8.5% YoY. PPI 
correlates strongly to CPI (Consumer Price Index). 
 
The September CPI showed a headline increase of 0.4% for the month, doubling expectations of 
0.2% and four times greater than August’s 0.1% increase. The year-over-year readings were a 
little less striking; September’s reading of 8.2% was slightly above expectations of 8.1% and 
below August’s 8.2%. Stripping out the food and energy components (known as core measures), 
the picture is similar. Month-over-month core CPI of 0.6% exceeded expectations of 0.4% and 
matched August’s 0.6% reading. The year-over-year reading of 6.6% exceeded both expectations 
of 6.5% and August’s 6.3%. Inflation, as measured by both CPI measures, is still a concern. 
 
The labor market remains robust. Unemployment dropped from 3.7% to 3.5% in September. 
Average hourly earnings rose by 0.3%. This is not a sign of a cooling labor market, as the Fed had 
hoped. We expect the Federal Reserve to push forward with another rate increase of 75 basis 
points in November.  
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O UR  VI E WS  O N  THE  FI X ED  IN CO M E  MA RKE TS  

 
The tables below show the changes in interest rates for various maturities in both the Treasury 
and municipal bond markets. Here are two points to note: 
1) More significant changes in the front end of the Treasury market. 
2) Significantly smaller changes in the municipal curve in the longer tenor. 
 
The Muni/Treasury Relationship is reflected in ratio changes. Municipal market front-end rates 
rallied hard in Q3.  
 
 
TREASURY MARKET 

Maturity  9/30/2022 6/30/2022 Difference YTD 9/30/2022 

1 Year 3.99% 2.78% +1.21% +3.61% 

5 Year 4.09% 3.04% +1.05% +2.83% 

10 Year 3.83% 3.02% +0.81% +2.32% 

30 Year 3.78% 3.19% +0.59% +1.88% 

Source: Bloomberg 
 
MUNICIPAL MARKET AAA GENERAL OBLIGATION 

Maturity  9/30/2022 6/30/2022 Difference YTD 9/30/2020 

1 Year 3.04% 1.64% +1.40% +2.85% 

5 Year 3.13% 2.27% +0.86% +2.53% 

10 Year 3.26% 2.75% +0.51% +2.21% 

30 Year 3.95% 3.25% +0.70% +2.41% 
Source: Bloomberg 

 
As you can see, the municipal market performed in line with the Treasury market. Outflows from 
mutual funds and ETFs continued for municipals and overall fixed income markets. Year-to-date 
municipal funds have seen $96.4 billion in outflows.  
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MUNI-TREASURY RATIO 

 
State and local governments are coming into the economic slowdown with solid finances. For 
example, the real estate boom has aided substantial property tax collections. Note that there is a 
lag effect on the downside of this activity when property owners may become delinquent. In 
addition, most issuers have financed projects during a lower interest rate environment and are 
now sitting on strong balance sheets. 
 
 
N E T  PER FORM AN CE  
A S  O F  9 / 3 0 / 2 0 2 2  

 
The following table outlines the separately managed account strategies and net performance 
against their respective benchmarks.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Maturity  9/30/2022 6/30/2022 Difference YTD 9/30/2022 

1 Year 76.21% 59.06% +17.15% +26.60% 

5 Year 76.49% 74.67% +1.82% +29.02% 

10 Year 85.07% 91.18% -6.11% +15.63% 

30 Year 104.53% 102.04% +2.48% +23.64% 
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 Strategy Inception is August 1, 2021. As of the date shown, key attributes and ratings are presented to illustrate an example of the securities in which an 
individual portfolio may be invested and may not be representative of the strategy’s current or future investments. The strategy’s holdings may change at 
any time. It should not be assumed that any investment was or will be profitable. 

 
 
The following table outlines the investment decisions that contributed to these performance 
differentials for the 3rd quarter of this year.  
 

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

Cash Allocation 0.05% 0.05% 0.00% 

Duration 0.84% 0.39% -0.04% 

Yield Curve Allocation -0.38% 0.10% 0.33% 

Security Selection 0.23% -0.37% -0.12% 

Expenses -0.06% -0.06% -0.06% 

Total Gross Performance 
Differential 

+0.68% +0.11% +0.11% 

 
Source: City Different Investments 

 
 

 
 

3Q 2022 YTD Inception 

Short-Term SMA1 -1.36% -5.00% -5.97% 

Benchmark - Bloomberg 
Custom 1-5 Year Blend 

Index  

-2.04% -5.64% -5.96% 

Difference  
+0.68% +0.64% -0.01% 

Limited-Term SMA1
 -2.19% -6.19% -6.97% 

Benchmark - Bloomberg 
Custom 1-10 Year Blend 

Index 

-2.30% -7.73% -8.16% 

Difference 
+0.11% +1.54% +1.19% 

Intermediate-Term SMA1
 -2.62% -8.91% -9.39% 

Benchmark - Bloomberg 
Custom 3-15 Year Blend 

Index 

-2.73% -9.89% -10.32% 

Difference 
+0.11% +0.98% +0.93% 
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CO N CL USI ON  
 
Interest rates have continued to increase over the 3rd quarter. The economy looks strong and has 
given the Federal Reserve no good reason to “pivot” from its inflation-fighting stance. Given all 
that, this is the first time in a long time that we have been excited about the return potential of 
the municipal market. That said, the municipal market is not without risks. The yield curve is flat, 
and municipal bond mutual funds and ETFs continue to lose cash. However, we believe the 
upside potential offsets these risks. We have chosen to extend the duration of our SMA’s, albeit 
still below our midpoint neutral point. This should give us some protection from any upside 
surprises.   
 
We want to thank all our clients for the faith and trust you have shown us and be confident that 
we are investing alongside all of you. The worst bear market in municipal bonds we can 
remember was 1994 when the Bloomberg Municipal Bond Index was down 3.80% through 
9/30/1994. Today, that same index is down 12.13% through 9/30/2022. This is a hard pill to 
swallow, but in times of great volatility, great opportunity often presents itself.   
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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.  
 
 
 
 
 
 

 
 
 
 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

P H O N E :  + 1  5 0 5  4 1 6  4 5 5 0  

E M A I L :  I N F O @ C I T Y D I F F E R E N T I N V E S T M E N T S . C O M  

W E B S I T E :  C I T Y D I F F E R E N T I N V E S T M E N T S . C O M  

 

tel:15054164550
mailto:INFO@CITYDIFFERENTINVESTMENTS.COM
https://citydifferentinvestments.com/

