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Executive Summary

2021 the worst year for Core bonds in the last 10, and 2022 has begun similarly
Interest rates remained historically low as the Federal Reserve maintained easy or
dovish monetary policy, although rates oscillated during the year

Low interest rates reflected the oft repeated belief that inflationary impulses were
merely “transitory”. Exiting the year, inflation was hitting 40-year highs

Credit exposure delivered good returns due to improving economic conditions
Entering 2022, markets now believe the Fed will raise rates 5 times

If rates are biased higher, bonds will do worse than cash, but other credit may be OK
Future fixed income returns are likely to be muted, starting with such low yields

(Special thanks to JP Morgan for the selective use of slides from their 1Q/2022 Guide to the Market)



Yields and Inflation over Time

FCERA < real yield = nominal rate - inflation
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Source: BLS, FactSet, Federal Reserve, ) F. Morgan Asset Managemsant.
Real 10-year Treasury yields are calculated as the daily Treasury yield less year-over-year core CPI inflation for that month. For the current month, we use the prior month's

core CPlfigures until thelatest data is available.
Guide tothe Markets — ULS. Dataare as of December 31, 2021,
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High Yield Bonds
FCERA Fixed Income Benchmarks and Bank Loans

outperformed

|
Normalized As Of 12/31/2020 \ | .
Last Price !

B LEGATRUU Index -4.7069 Global Aggregate Bonds
LBUSTRUU Index -1.5418 US Aggregate Bonds
LF98TRUU Index  5.277 High Yield Bonds

B LD19TRUU Index -1.0416 Mortgage Index

B SPBDAL Index  5.2025 - Bank Loans

B sBWGU Index  -6.9718 Global Sovereign Bonds

B JGENVUUG Index -8.7473 EMLocal Debt

Jan Mar Apr May Jun Jul Aug Sep Oct Nov
2021
LEGATRUU Index (Bloomberg Global-Aggregate Total Return Index Value Unhedged USD) Daily 31DEC2020-31DEC2021 Copyright? 2022 Bloomberg Finance L.P. (4-Feb-2022 17:03:39
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: US Fixed Income Returns
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Yield Fetingn Impact of a 1% rise in interest rates
: : Aszsumes a parallel shift in the yield cunse
. 2021 Porg. Correlation Correlation
US. Treasuries 12312021 12.".!“2074 YTD Maturity to 10-year to SEP 500
v UST
2-Year 0.73% 0.13 057% \2years 0.67 -0.41
EY UST
5-Year 1.26% 038 -2.80% 5 0.22 -0.35
TIFS
TIPS -1.04% -1.06% 5.968% 10 0.57 0.20
US 10-Year 1.52% 0.9F% -3.80% 10 1.00 -0.33 oy LusT
~18.10%
G overnment 30-Year 1.00% 1.65% -4.62% 3o 0.93 031 300 UST | 45 gog
Bond returns Setor , e Coms
U5, Aggregats
were IG Corps 2.33% 1.74% -1.04% EE] 042 0.38
Convertibles 2.1%
IOW/negative U.S. Aggregate 1.75% 0.85 0.02
0.4%
Convertibles 3.868% 028 0.87 U-S. HY
LS. HY 4219 D25 o7z Muricipals
Municipals 1.11% 0.37 0.09 MES
Il Total return
MES 1.08% 0.81 0.18 ABS 2_';;
M Frice return
ABS 1.08% _0.04 010 Floating Rate 0.4%
Floating Rate 0.48% -0.22 044 -240, -10% —149 -0% 436 19 5%

Source Bloombsrg, FactSet, Standard & Poor'a, US. Tressury, P Morgan &sset Mansgement. Sectors shown above are provided by Bloomberg unless othermise noted

and ars represented by — LS. Aggregats; MBS US. Aggregats Securitized - MBS; ABS: AP, Morgan ABS Index; Corporates: U S, Corporates; Municipals: Muni Bond; High

“isld: Corparate High Yisld: TIPS: Tressury Inflation-Protected Securities (TIPS); US. Floating rate indesxs Conweartiblea: LSS Corvertiblea Composits. Convertibleayield is a3 of

RNovermber 2021 due to data swvailability. Yield and return information bassd on bellwethers for Tressury ascuritisa. Sector yields reflectyield-toworst. Convertiblea yisld =

based anUS. portion of [Bloomiberg Global Corvertiblea. Correlationa are bassd on 15-years of manthly returna forall asctore. Past performancs is not indicative of future l]-_E Mnrgan
result= i

Guidetothe Markets — ULE Data aressof December 31, 2021, ASSET MANAGEMENT
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Global Fixed Income Returns
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Yield 2021 Reparg Global bond market
] Correlation USD trillions
Aggregates 1203172021 123172020  Local /USD Duration to 10-year =140
LS. 1.75% 112%  -1.54% -154% \ 6.5years 0.89 £130
. 2120 12/311989  6/30/2021
Ghi. ex-ULS. 1.07% 0.68% - -5.41% .00 0.37 .S, 5ET.6% 35.4%,
=110 Dev. ex-11.S. 41.3% 39.8%
Japan 0.18% 0.11% 0.14% -10.22% 960 053
100
Germany 0.05% 028%  -164% 859% 730 017
590
LK 1.18% 060%  -454% S41% 11.00 0.26
280
Italy 0.76% 032%  -25§% -242% 730 0.01
570
Spain 0.32% 000% — -239% -927% TS50 0.0z
SE0
Developed
Sector 550 ex-U.S.: $54tn
Euro Corp. 0.52% 0.24% L T95% |52 years 017 $40
Euro HY 3.55% 3.40% So 3.90 022 330
GIObaI Bond EMD (5] 527T% 491% -1.80% 760 007 320
510
R t I EMD {LCL) 5 T2% 5279 5o 520 008
eturns Iow, s0
4 EM Corp. 4.11% 4.51% 580 007 ‘8% '91 '93 '95 '97 ‘9% 01 02 DS 07 09 11 M3 15 1T 19

esp unhedged

Source P Morgan Asset Mansgement; [Left) Eloomberg. FactSet; (Right) BIS.

Fimed income asctors ahown above are provided by Bloomberg and are represented by the global sggregsate for sach country sxcept where noted. EMD s=ctors are

represented by the P Morgan EMBIG Diversified Index (USD), the P, Morgan GBI EM Global Diversified Index (LCL) and the P, Morgan CEMEI Broad Diversified Index

[Corp). European Corporates are represented by the Bloomberg Euro &ggregate Corporate Index and the [Bloomberg Pan-“EuropeanHigh Yield Indesc Sector vields reflect ]' P M

wieldto-worst. Correlationa are based on 10-years of monthly returna for all aectora. Past performancs is not indicative of future resuls. Global bond markst regional wtad & Organ
breakdown may notaum 1o 100% due torounding.

SGuidetotheMarkerz- LS Data areasof December 31, 2021, ASSET MANAGEMENT
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Fed purchases of

The Federal Reserve balance sheet securities were done to
create or add to
The Federal Reserve balance sheet “I iq uid ity”
USD trillions
510
50 Balance sheet expansion under rounds of quantitative easing (QE), USD billions
Announced Terminated Length (m) Treasuries MES Balance sheet
58 QE1 11/25/2008  3/31/2010 16 $300 $1,074 $1,403
QE2 11732010 8/29/2012 18 $829 5196 $568
QE3 91132012 10/29/2014 25 5822 5874 §1,674
GE4* 3232020 Ongoing 21 £3,178 $1,244 $4,599

Treasuries

‘03 04 05 06 o7 ‘08 09 "10 "1 12 13 14 "15 "6 "7 18 "19

Sounce FactSet, Federal Reserse, LP. Margan Inveatment Bank, P, Morgan Asset Mansgement.

iCurrently, the balance sheet contains $57n in Treasuries and $24tn in MBS *The and balance sheet forecast asaumes the Federal Reserve reduces the pace of
purchases of Treasuriea and MBS by $30bn per month, beginning January through mid-Warch, =2 auggested iin the December 20M FOMC meeting. **Loans include
liguidity and credit extended through corporate credit facilities eatablizhed in March 2020, COther includes primary, secondary and seasonal bane, repurchass
agreements, foreign currency reseniea and maiden laneaecuritisa. *** 064 iz ongoing and the <spansion figures are a3 of the moat recent Wed neaday closeas reported by
the Federal Reserve. Forecasts are not a reliable indicator of future performance. Forecasts, projectiona and other forward-ooking atatements are based upon current
beliefz and expectations. They are for illustrative purposes only and senve &z anindication of swhat may oocur. Given the inherent unceraintisgand rieks associated with
forecasts, projectiona orotherforward-lookingatatements, actualsvents, resutzor performance may differmaterially from those reflected or conternplated.
GuidetotheMarketz— LS Data areasof December 31, 2021,

us. | 32 )
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Inflation, still think it is transitory?

Inflation  am
CPIl and core CPI
% change ws. prior year, seasonally adjusted
15%
50yr. awve. Oct. 2021 Now. 2021
Recession Headline CPI 3.9% 6. 2% 6.9%
‘,/‘I Core CPI 3.8% 4.6% 5.0%
12% Food CPI 4. 0% 5 3% 6.1%
Energy CPI 4 T% 30.0% 33.5%
Headline PCE deflator 3.4% 5. 1% 5. T%
9% Core PCE deflator 3.3% A 2%
5%
3%
0% T T T T T T T T T T T T T T T T T T \l T — T T 1
-3%

T f3O'fS%  VF V9 81 63 s '8&f 89 91 93 "Ss ST "9 D ‘03 o5 "OF Ooe "1 M3 "1s 1T 19 21

Sourcs BLE. FactSet, P, Morgan Asset Mansgement.
Pl used is CPHHY and walues shown arse 56 change ws. one year sga Corse SR s defined as CP| escluding food and snergy prices. The Personal Consumption Expenditure

[PCE) deflator employs an=swalvingo haincseighted bas ket of consumer sgpenditures instead of the fixedweight lbasketused in CRLcalkculstiona.
Suidedothaldarkere— LLS Data aresszof December 31, 2021
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&M %, Perhaps now the regime of monetary repression is ending
(Repression meaning artificially depressing rates)
FCERA

S
i The Fed and interest rates (em |us | &1 )
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Federal funds rate expectations
FOMC and market expectations for the federal funds rate

T%
== Federal funds rate FOMC December 2021 forecasts
4 FOMC year-end estimates Percent
6%
# Marketexpectations as of Dec. 31, 2021 2021 2022 2023 2024 Lon?
o run
® FOMC long-run projection Change in real GDP, 4Q to 4Q 5.5 a0 232 20 1.8
5% Unemployment rate, 40 43 as a5 as 40
Headline PCE inflation, 40 to 40 5.3 26 23 2.1 20
4%
3%
2.50%
2.1 mf.a'
2% 1.60% .-
>
.'.-" s 3
B0% " 3, 1.36%
1o 0.90 fn' 1.37%
& 0.98%
0.13%"
0% : : : . ; ; ; : : : = : )
"00 ‘02 "0 "06 ‘08 "0 12 14 "6 18 20 2 24 Lomg run

Source: Bloomberg. FactSet, Federal Reserve, LP. Morgan Asset Manasgement.
Market expectations are lbassd off of the USD Overnight Index Forward Swap ratea. “Long-run projections are the ratea of growth, unemploymentand inflation towhich a
pol l:gma«er expacis the sconomy to converge over he next fiveto six :r:lears in abaence of further ahocks and under appropriate monstary policy. Forecaateare not @
reliabde indicator of future performance. IForecasts, projectiona and other forward-looking statements are based upon current beliefs and expectations. They are for
illustrative purposesonty and serve s anindication of whatmay ccour, Given the inherentuncenaintiss and risks associated with forecasts, projections or mher“i‘ctn\'ard- ] P MOI‘ an
lookingatatemsants, actual events, resutzor performance may differ materially fromthosereflected orcontemplated. bl bt} -
GuidetotheMarketz— LS Data areassof December 31, 2021,
ASSET MANAGEMENT
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Short Rates have reacted strongly
to changing conditions
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30yr mortgage rates are reacting quickly as well

B Iid Price 3.93
High on 11/05/18 4.82

Average 3.74
Low on 02/09/21 2.82
SMAVG (50) 342 i
SMAVG (100) 3.28
WSMAVG (200) 317 Ay ’T
.th "u'll-
J
v

i

'. \\W H“u T I

2017 2018 2019 2020 2021 2022
ILM3NAVG Index (Bankrate.com US Home Mortgage 30 Year Fixed Mational Avg) Daily 09FEB2017-08FEB2022 CopyrightE 2022 Bloomberg Finance L.P. 08-Feb-2022 11:40:58




- M Fixed Income Risks
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“Bonds have more Fun”

\

 Rates/duration: sensitivity to interest rate changes

* arising rate environment is bad for rate risk
 Credit: risk of default or downgrade

 Deteriorating business conditions are bad for credit
* llliquidity: yield premium required for our inability to

sell

» Market stress magnifies our inability to sell
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Fixed Income Factors

“alpha” = Security selection,
sector rotation

Credit, llliquidity
(spreads, bid/ask)

Beta = Rates
(duration)

13
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FCERA
* The Yield Curve represents the Term Premium or Tenor

Premium; incremental yield for loaning money for longer,
almost always positive or upward sloping

 Duration represents interest RATES sensitivity, where longer
duration bonds have greater duration and rate sensitivity
» Generally, 1% chg in rates = Duration * % change in price
« Ex. With duration of 7, a 1% change in rates cuts prices 7%

 Credit Spreads: the higher yield or “spread” over US
Treasuries represents the degree of default risk in the bond



&\ C% Yield Curves: then and now
a low and flat yield curve represents interest rate risk
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= FCERA : if interest rates rise, bond prices fall
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Yield curve (am |us. | 35 )
U.S. Treasury yield curve
6.0%
Yield range over past 10 years
5.0%
3.96%
4.0% 3.72% —
Dec. 31, 2013
3.0% A flatter curve
means we are
. 1.90%
20% Dec. 31, 2021 —e . not being paid
1.19%
- L as much to
1.0% Aug. 4, 2020 el extend
maturities
D_D% 1 T T T T T T i
am 1y 2y 3y Sy Ty 10y 20y 30y
Source: FactSet, Federal Reserve, 1P, Morgan Asset Management. 12/31/2013 i= the date the yield curve reached one of it2 steepest levels in reaction to the Fed
nnnnnnn img it would begin paring down itz bond-buying program. 08042020 | 1h dateof a rEr_'ord low on the 10-=gear, driven by safe haven de manl:l and pessimiam
around the LS. pandesmicrecowsry.
SuidetotheMarkers— LS. Data areas of December 31, 2021, ‘J_P Morgan
ASSET MANAGEMENT
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Q‘a““ 001/4,/\
”_Fixed Income Performance 2021 (preliminary) by manager and by factor

. < Credit tilts were additive in 2021,
Er W
IRENE EM was not
Active
12/31/2020 Cash Flows 12/31/2021 Change YTDBenchmark Contribution Factor Contrib
Total Fixed 1,486,243,607 39,626,886 1,505,406,675 -1.6% -4.7% 3,613,333 38,013,706
Overlay (Futures) 172,971,140 (75,000,000) 98,557,971 0.3%
WAMCO IG - -1.1% - -
WAMCO UST - - -
WAMCO Core 383,359,125 385,000,000 764,508,792 -1.0% -1.5% 2,060,272 12,293,886
RBC 59,019,602 - 58,108,890 -1.5% -1.0% (295,087) 2,187,026
Loomis Sayles 186,414,572 - 195,066,756 4.6% 5.3% (1,185,160) 18,689,572
Eaton Vance 193,513,401 - 201,372,870 4.1% 5.2% (2,208,007) 19,256,805
Brandywine 283,705,847  (266,372,469) 1,376,051 -5.6% -7.0% 3,822,062 (6,307,112)
PIMCO EMD 202,729,536 - 186,415,345 -8.0% -8.7% 1,419,253 (8,106,471)
TCW TALF 4,000,645 (4,000,645) - 0.0%



m Credit Spreads

smaller numbers mean we being paid less to take the risk,
FBERA investors are willing to take more credit risk at lower returns
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Fixed income valuations C amm us. | 37
Spread-to-worst across fixed income sectors
Basis points, past 15 vears
1,200 ' 2, 400
Il 15vyear range @ Current
1,000 i 2,000
i
300 1,600
1
i
i
600 1,200
i
<400 i 200
200 ' 400
o i
< i
o6 > i
0] T T T T t . o
Municipals 1G5 comps MBS EMD ($) EMD (LCL) EM Corp s HY Leveraged

Loans

Source: Bloomberg, FactSet, J.P. Morgan Credit Research, J.F, Toan e rd market debt and leveraged
loans: EMD ($): JP. Morgan EMIGLOBAL Diversified Inds MO (LTl g 5 r‘? m F. hMarga MEI Broad Diversified,
Leveraged loans JPM Leveraged Loan Index, Spread-to- rat indicated Cinte CT=Ta T {aY y|eld (=2 Ta of = BOnd =nd vield to-worst o L12, Treasuny Security

with a similar duration, All sectors shown are spread-igf-worst except for Munlcnpals which is based on the tax-equivalant yiald Io —worst, and Leveraged loans, which ars
basedon spread to I takeout. EM (LOL) spread-to- tis calculated using theH yeeld less trb‘fTM anethe 5 year .S, Tiy sury el lwether indsx,

Guide to the Warkets — LS. Dataare as of December 3{1, 2021, Con IOnS egln O SO e
and bond prices fall

J.EMorgan
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; 2021 Initial Fixed Income
Performance Conclusions

The Federal Reserve continued extraordinary accommaodation
because it focused on jobs lost during the pandemic

Monetary and Fiscal stimulus were applied at unprecedented rates
Fixed Income markets struggled between that monetary
accommodation and increasing evidence of inflationary intervention
Credit conditions remained benign, and spreads narrowed
Corporations issued spectacular amounts of debt due to favorable
rates and high demand from investors

The Fixed Income markets are now anticipating varying degrees of
rate increases

Credit conditions still appear favorable entering 2022



Summary

Fixed Income remains an important source of Plan stability &
diversification, but return outcomes may be asymmetrical

Due to choppy rates throughout 2021, Core bonds had a bad year
Expected fixed income returns are very low, challenged by macro
policies, once again pointing to asymmetrical outcomes

The Monetary Policy regime is changing, to some unknown degree
At present, credit conditions remain favorable

If Rate moves are asymmetric, is Cash a better option?

Trustees are reminded of the migration from specific sleeves to
multi-sector, with the opportunity for value added there

Keep in mind that markets are constantly calculating forward
changes in inflation, rates, credit quality
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