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Role in the Portfolio

Fixed Income

Canterbury Consulting recommends and communicates asset-class strategy with the objective of
constructing a diversified portfolio of fixed income strategies designed to (in aggregate):
(i) Preserve after-tax wealth and mitigate volatility
(ii) Maintain comparable exposure to the broad municipal market
(iii) Exhibit returns uncorrelated to equity markets

Role

Asset Categories

Risks

Growth

Public and Private Equity

Market Decline

Capital Preservation

Inflation Protection

Fixed Income, Hedge Funds

Real Assets: Real Estate,
Commodities

Rising Interest Rates, Highly
Correlated Markets

Deflation

 Canterbury global fixed income portfolios are expected to deliver consistent after-tax and net of fees excess returns
and moderate tracking error versus the Barclays Municipal Bond Index
 Canterbury’s fixed income portfolios will exhibit benchmark-like after-tax yields and credit quality. However, they will
do so with more portfolio diversification and lower duration
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Index Returns

Fixed Income
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Market Environment

Fixed Income

U.S. Treasury Rates

• U.S. core fixed income generated
positive returns as risk assets sold
off during the fourth quarter. In
December alone, the 10 year
treasury yield moved from 3.0% to
2.7% as investors worried about a
slowing economy and an uncertain
political climate
• The high yield sector experienced its
worst quarter of the year as lower
quality credits experienced decent
spread widening. In particular, CCCrated credits experienced the biggest
drawdown
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• Emerging market debt had mixed
performance in the fourth quarter.
Some EM currencies appreciated
relative to the dollar
• Municipal bond issuance over the
course of 2018 was subdued relative
to 2017. Muni bond returns were
positive on the year as demand from
taxable investors remained strong
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Asset Class Report Updates
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• U.S. treasury issuance significantly
increased after the financial crisis.
Since the Fed began tapering,
treasury issuance plateaued while
corporate and MBS issuance
continued to grow
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• The EM debt market has grown
significantly since 1996. While
investors have worried about EM
liabilities denominated in U.S.
dollars, debt denominated in local
currency has exponentially grown
since 2004
• Corporate leverage significantly
decreased after 2008. Leverage in
the U.S. and EM has since grown
while leverage in Europe and Japan
has moderated
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Portfolio Characteristics

Fixed Income
• Depending on a client’s equity
exposure, duration and credit
allocations can fluctuate within the
fixed income segment
• Fixed income portfolios should target
a duration less than that of the
benchmark (Barclays Municipal
Index) in order to reduce interest rate
risk
• Investors can lower portfolio duration
(while maintaining yield) by allocating
to credit and diversifying globally
• Inefficiencies in the municipal market
allow us to target similar credit quality
as the benchmark with much less
duration risk
• Canterbury attempts to optimize the
risk return relationship of fixed
income portfolios by spreading risk
across several factors (interest rate,
credit, prepayment, liquidity, currency,
political, counterparty, etc.)

The Baseline Portfolio has allocations to the following investment manager types: 50% Municipals, 30%
Global, 10% Credit, and 10% Mortgage-Backed
Source of Benchmark Information: Barclays
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