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North Carolina Short Term Portfolio (STIF)

September 30, 2022
STIF Allocation
. . . Repurchase
Historical Annualized Net Cash Return Agreements
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Portfolio Characteristics Month ending 9/30/22

Current Annualized Net Cash Return 1.58%
Effective Duration 0.79
Average Maturity (Yrs) 0.9
Average Credit Rating (Moody’s) AAA
Average Price 99.96
Average Coupon 0.74%
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Short Term Portfolio (STIF) Rate History

$52.9 Billion AUM as of 9/30/22
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Investment Grade Fixed Income Profile

Allocation

As of September 30, 2022
Govt
Corp
m |G Core Fixed Mitge
m |G Cash (STIF)
Cash

Return Summary

-14.5
-17.3%

Qtr 1Yr 3Yr

B |G Fixed Income

0.2% 1.3% 1.0%
I e

-0.5%
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B IG Benchmark
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Relative Weighting in Core Fixed

—
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+/- Weighting vs. Benchmark

 Worst year for Fixed Income since the
inception of mark to market on our Fixed
Income portfolios (1997).

* Investment Grade Fixed Income has
outperformed in all measured time
periods..

* The portfolio’s outperformance over the
last year was driven by our short relative
duration to the benchmark.
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Core Fixed Income Long Term Portfolio (LTIP)
September 30, 2022

LTIP Allocation Corporate Allocation by Quality
us High Yield AAA
Treasury 1,29

Cash
1.1%

& Us

Agency
26.5%

Mortgage
36.0%

Corporate

36.4%
(ex cash)
Yield to Maturity 4. 8%
Duration 7.5
Average Maturity (Yrs) 10.8
Average Credit Rating AL
Average Coupon 3.5%

* BOAML Custom Fixed Income Benchmark 5
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Spread History Credit Markets
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SOURCE: BofA Merrill Lynch, used with permission. See disclaimer on last page.
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Corporate Relative Value and LTIP Allocation by Sector

As of 9/30/22
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Source: BofAML, used with permission. See disclaimer on last page.
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Yield vs Realized Returns
S — YTM versus Future 10-Year Returns
Return the Next 10 12.00
Year End YTM Years +/-
1985 9.29% 9.63% 0.33% 10.00
1986 7.76% 8.46% 0.71% £
1987 9.01% 9.21% 0.19% > 500
1988 9.66% 9.29% -0.37% ; /
1989 8.65% 7.75% -0.90% g o0 &
1990 8.48% 8.01% -0.48% g /
1991 6.85% 7.28% 0.44% £ 200 -
1992 6.56% 7.56% 1.00% g
1993 5.86% 6.97% 1.11% o 2.00
1994 8.23% 7.73% -0.50% .
1995 6.09% 6.19% 0.09% 0.00
1996 6.68% 6.26% -0.41% 0.00 2.00 4.00 6.00 8.00 10.00
1997 6.30% 6.02% -0.28% YTM
1998 5.69% 5.76% 0.06%
1999 7.14% 6.40% -0.74% o ]
2000 6.36% 5.89% -0.48% When building out our asset allocation model,
2001 5.52% 3.84% 0.33% current vyield to maturity is the basis for
2002 3.91% 5.25% 1.34% .
2003 4.06% 4.58% 0.52% expected returns in the asset class
2004 4.35% 4.79% 0.44% . . . .
2005 Y e e Despite the historically negative returns over the
2006 5.37% 4.41% -0.96% last year, the realized returns in bonds over a 10
2007 4.86% 4.06% -0.80% .
e = e 5 year period were close to the expected level
2009 3.43% 3.80% 0.37% based on historical yields.
2010 2.90% 3.91% 1.01% ) . ]
2011 2.03% 2.96% 0.93% With a current yield to maturity over 5%,
2012 1.56% 0.99% -0.57% . . .
2501 9/30/22 expected returns in fixed income over the next
10/19/22  5.02% decade are at the highest level in 15 years.

Data from BOAML Domestic Master Index
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FOMC Projections

Table 1. Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents,
under their individual assumptions of projected appropriate monetary policy, September 2022

Percent
Median® Central Tendency* Range?
Variable 2022 | 2023 |2024 | 2025 |Longer | 2022 23 MM | 2025 | Longer | 2022 2023 2024 M25 | Longer
rin riun rum
Changeinreal GDP | 02 12 17 18 | 18 | 0103 0515 1420 16-20)1720| 0005 0319 1026 14241622
June projection 17 L7 198 18 | 1519 1320 1520 ‘1820 | 10-20 0825 1022 ' 16-22
Unemployment rate 38 44 44 43 | 40 | 3839 4145 4046 4045, 3843 | 3740 3TH0 3747 3746 | 3545
June projection 37 39 41 |40 | 3638 3841 394 3542 | 3240 3245 3243 ' 3543
PCE inflation 54 28 23 20 1 20 | 55T 2635 2126 20224 20 5062 2441 2030 20251 20
June projection 52 26 22 | 20 | 5053 2430 2025 20 1862 2340  2.0-30 oA
| I L
Core PCE inflation® 15 31 23 21 | 1446 3034 2225 20-22 1348 2835 2028 2025
June projection 13 27 23 | 12-45 2532 2.1-25 : 11-50 2535 2.0-28 :
| ji i
Memo: Projected : : !
appropriate policy path | i i
| i i
Federal funds rate 14 46 39 29 ! 25 | 4144 4449 3444 2434 '2325 | 3946 3949 2646 2446 ' 2330
June projection 34 38 ad V25 | 3136 3641 29-36 12325 | 31-38 0 2844 2141 P 20-30

Source: Federal Open Market Committee, The Federal Reserve
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Fed Dot Plot
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© FOMC Members' Dot Projections for meeting date 09/22/2021
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) O FOMC Comparison Dots Median

2.00

Implied Fed Funds Target Rate

100

0.00

2021 2022 2023 2024 2025 Longer Term
Projection Year End

13

Source: Bloomberg
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Modest Rate Decreases Expected in the Near Term

glL23 Q2 23

United States

US 30-Year 3.89 3.82

US 10-Year 3.84 3,72

US 5-Year 4.10 3.93

US 2-Year 4.35 4.15

US 3-Month Term SOFR 4.51 4.40

Fed Funds Rate - Upper Bound 4.65 4.60
Fed Funds Rate - Lower Bound 4.40 4.35
2 Year - 10 Year Spread

USGGBEO5 Index 96) Actions v 97) Edit ~ Line Chart
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Source: Bloomberg
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Fixed Income Return Expectations

1 Year Core Fixed Income Return Simulation (Parallel Shift) as of 9/30/22

12
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Return %
N

B Total Return M Income Return M Price Return
* Expectations are for rates to decline modestly in 2023

* The TIPS markets shows inflation declining from currently high levels, but still
remaining elevated

* Return expectations over the next five years have increased to 4-6% due to the

material increase in yields
Source: BondEdge ® 15
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DEPARTMENT OF STATE TREASURER

Disclaimer

BOFAML IS LICENSING THE BOFAML INDICES “AS IS,” MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE SUITABILITY, QUALITY,
ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE BOFAML INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM,
ASSUMES NO LIABILITY IN CONNECTION WITH THEIR USE, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND THE DEPARTMENT OF STATE

TREASURER, OR ANY OF ITS PRODUCTS OR SERVICES.

16



	Investment Grade �Fixed Income Review
	Slide Number 2
	Short Term Portfolio (STIF) Rate History�$52.9 Billion AUM as of 9/30/22
	Investment Grade Fixed Income Profile�As of September 30, 2022
	Slide Number 5
	10 year and 30 Year UST Yield History
	Slide Number 7
	Spread History Credit Markets�
	Corporate Relative Value and LTIP Allocation by Sector
As of 9/30/22
	Slide Number 10
	Slide Number 11
	FOMC Projections
	Fed Dot Plot
	Modest Rate Decreases Expected in the Near Term
	Fixed Income Return Expectations
	Disclaimer

