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Samson Capital Advisors 1st Quarter 2011 Market Commentary 2 

Improving U.S. economic indicators and corporate earnings drove stocks sharply 
higher throughout most of the first quarter.  The disasters in Japan plus the 
continued civil unrest in North Africa and the Middle East caused stocks to lose 
momentum in March.  The Treasury and municipal markets experienced a brief 
rally due to a temporary flight-to-quality.  We expect this market volatility to 
persist throughout the remainder of the year as our economy continues to face a 
number of challenges.  A stagnant housing market, depressed labor conditions, 
higher energy prices, the federal deficit debate and the end of quantitative easing 
will all weigh on investors and consumers in the months ahead. 

We believe that the increase in bond yields that began last September has the 
potential to continue through the year despite, or perhaps because of, the Federal 
Reserve’s continuing easy monetary policy.  If the Fed were on the verge of 
aggressively tightening rates to curtail a rapid increase in economic growth and 
inflation, a more defensive rate posture would be warranted. However, we 
believe there is a low probability of the economy overheating over the next year 
and the Federal Reserve has been quite clear about its intention to maintain a 
stimulative posture.  The more likely scenario is for a gradual increase in rates 
that would support positive returns for intermediate maturity bond investors 
with a 12 month horizon.   

Investors preferring short maturities (one year or less) due to their concern about 
an increase in interest rates should be aware of the opportunity cost of remaining 
so short in a very steep yield curve environment.  For example, an investor has a 
choice of either locking in the return of the current 1 year AAA rated municipal 
at 0.32% during the next 12 months or investing in a 4 year AAA rated municipal 
at 1.44% (a yield pickup of 1.12%).  The longer maturity may experience 
principal fluctuation due to changes in interest rates.  The question is how high 
can rates increase over the next 12 months before the 1 year municipal would 
have been the better investment? 

The chart below of the 1 year AAA municipal forward curve represents the 
breakeven yield increase where an investor would be indifferent on a total return 
basis (principal plus income return) between an investment in the 1 year 
municipal and the other maturities along the current curve. 
 

1 Year Forward AAA General Market Municipal Yield Curve (as of 4/12/11) 
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• Global concerns at 
the end of the first 
quarter led to a 
temporarily flight-to-
quality and a rally in 
the Treasury and 
municipal markets 

 
 
 
 
• We believe there will 

be a gradual increase 
in rates over the next 
year 

 
 
 
 
 
 
 
 
• Investors who prefer 

short maturities due 
to a concern of rising 
rates should be 
aware of the 
opportunity cost of 
staying short given 
today’s steep yield 
curve 

 



 

Samson Capital Advisors 1st Quarter 2011 Market Commentary 3 

At the end of a one year period, a 1 year bond will generate only income, while a 
longer issue couldexperience price changes.  One of the components of price 
change occurs as a bond ages, for example from 4 years to 3 years.  When the 
yield curve is steep, the aging causes price appreciation as short yields are lower 
than longer yields. 

The 4 year municipal would have a higher one year total return than the 1 year 
municipal if the yield on the 3 year municipal one year from now is less than 
1.85% (an increase of 85 bps over today’s 3 year municipal yield).  The total 
return would be lower if the yield is greater than 1.85%.  Therefore, it would 
make sense for an investor to remain short if their expectation was for rates to 
rise in the 3 year part of the curve by more than 85 basis points over the next 12 
months. 

We believe that average portfolio maturities from 3 to 5 years represent the best 
reward versus risk in the current yield curve and interest rate environment.  We 
have maintained a duration posture with a defensive orientation toward the 
respective benchmark indices, as we expect rates to gradually increase 
throughout the year.  We also began the first quarter with a barbelled yield curve 
structure to take advantage of the extraordinarily steep municipal curve.  The 
curve flattened dramatically from late February to early March, faster than 
warranted by fundamentals and we took that opportunity to gradually moderate 
our barbell, with the expectation that the curve would steepen again to a level 
more consistent with Fed policy, rising inflation expectations, and fears of 
municipal supply.  This yield curve strategy helped us generate a comparable 
return with less interest rate risk than the benchmark while using high quality 
instruments at a time when many investors were concerned with both a rise in 
rates and deterioration of municipal credit quality.  Higher quality bonds 
outperformed lower quality ones and our higher quality strategy was a positive 
contributor to a healthy return for the period. 
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Data Sources: AMG Data Services, JP Morgan, Thomson, Bloomberg® 

The opinions expressed herein are solely attributable to Samson and should not be construed as an offer to buy or a solicitation to 
sell any securities.  Inherent in any investment is the risk of loss.  Past performance is not indicative of future results. 

The information shown is hypothetical and does not reflect actual trading.  Hypothetical performance results are shown for 
illustration purposes only and should not be relied upon.  All statistical measures and calculations shown are based on the 
hypothetical performance information.  Hypothetical performance results have many inherent limitations, some of which are generally 
described below.  They are generally prepared with the benefit of hindsight, do not involve financial risk or reflect actual trading and 
therefore do not reflect the impact that economic and market factors may have had on Samson’s investment decisions for the scenario.  
In fact, there are frequently sharp differences between hypothetical results and the actual record subsequently achieved.  No 
representation is made that performance would have been the same as such hypothetical results had the scenario been in existence 
during any time.  Another limitation is that investment decisions reflected in the hypothetical results were not made using the 
portfolio assets or under actual market conditions and therefore cannot completely account for the impact of financial risk on the 
manner in which the portfolio would have been managed.  For example, the ability to withstand losses or to adhere to a particular 
trading program in spite of trading losses are material points which can also adversely affect actual trading results.  There are 
numerous other factors related to the markets in general or to the implementation of any specific trading program which cannot be 
fully accounted for in the preparation of hypothetical performance results and all of which can adversely affect actual trading results. 

No representation is made that the scenario will or any investor will or is likely to achieve results comparable to the hypothetical 
results shown or will make any profit or will not sustain losses.  Past performance is not indicative of future results. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
• Samson’s higher quality 

approach has offered 
comparable returns to the 
benchmark with less risk 


