Observation Deck
Early Spring Cleaning!
Ninh Chung, Head of Portfolio Management
Major League Baseball players officially reported to training camp
last month and many mark this sporting event as the unofficial
beginning of spring; however, I’m sure our Midwest and East Coast
clients and colleagues would beg to differ having just endured some
of the longest and coldest winter storms in history. In my household,
spring is marked by purging of accumulated items from previous
years consumptions. Every March my wife and I take the opportunity
to donate our unused clothes, read books, and underappreciated
electronic gadgets to some of our favorite charities. Every year we are
surprised by the sheer amount of neglected items accumulated from
past years. I am sure next week will not be different.
Finance executives face a similar opportunity. Most of our technology
and life science clients just wrapped up their annual financial
planning and budgeting process and March is typically a good month
to perform an itemized review of their investment portfolios. At SVB
Asset Management we encourage our clients to, at minimum, take the
following three steps.
First, we encourage you to perform a thorough portfolio review with
your portfolio manager, to discuss strategy and ensure the current
strategy remains consistent with your short-, intermediate-, and
long-term investment objectives. There’s no doubt that the portfolio
review will be focused on how well the portfolio has performed
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relative to its benchmark, but the review should also be focused
on the future direction of the portfolio in areas of overall duration
exposure, credit spread trends, performance of various security types,
and potential regulatory changes and market developments. If you’re
a government-focused investor, this still applies, as potential changes
may impact your agency holdings, for example as a result of the white
paper recently submitted by the Obama Administration on housing
financial reform. To get up to speed on Fannie Mae and Freddie Mac,
please see our advisory piece by SVB Asset Management’s Head
of Credit, Melina Hadiwono.1
Second, your investment policy should be periodically reviewed, as
most corporate governance mandates include an annual review of
the policy. The policy is the foundation for investment strategies,
and a comprehensive review is vital for the appropriate level of issuer
concentration risk, eligible security types, duration targets, credit
tolerance, and performance measurement requirements. A review
may help you discover outdated language in the performance and
surveillance section of your policy. Your guidance to your portfolio
manager in a given market environment may be more conservative than
your policy; your policy may represent the outer bounds of risk that you
and your firm are comfortable with even in the most bullish markets.
Lastly, we must not forget about your own corporate compliance
requirements, and more importantly, ensuring your investments are
in compliance with your policy. A discussion with your portfolio
manager to better understand your advisor’s pre- and post-trade
compliance monitoring process can assist you with future internal
and external audits. Again, any compliance monitoring process
begins with the investment policy. Establishing understandable pretrade procedures in parallel with the implementation of your policy
is essential to maintaining compliance, and it helps ensure that both
you and your portfolio manager are in alignment on the level of risk
you and your firm are willing to take in any given environment.
Admittedly, spring cleaning is not an annual event I look forward
to. But as surprised as I am with the amount of donation bags we
manage to compile, I am more surprised by the gratification my
wife and I get from this cleansing process. Perhaps knowing we have
more shelf space and can begin filling it again for next year is the
unspoken reward. I hope you will be pleasantly surprised as well,
should you find one missing line in the marketability section of your
investment policy.
http://www.svb.com/2147483668/agency_advisory/
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Economic Vista

Minh Trang, CFA, Portfolio Manager
Two months have passed in the new year and most economic data
continues to convey that growth remains modest. The second
revision to fourth-quarter GDP was little changed at 2.8 percent, a
decent increase from 2.6 percent the previous quarter. In addition,
inflation has stayed relatively in line with expectations as the core
Producer Price Index rose 1.6 percent in January and the core
Consumer Price Index increased 1.0 percent. Factory orders and
retail sales continue to grow and confidence numbers are near an
annual high, boosted by a strong equity market.
The one pocket that has remained weak and inconsistent is labor. In
January, non-farm payrolls rose only 36,000 after a revised increase
of 121,000 the previous month. Though the unemployment rate
dropped to 9 percent, the economy has yet to show that it can
consistently produce more than 100,000 jobs month after month.
The recent Fed minutes outline a steady expansion, but the Federal
Open Market Committee (FOMC) reiterated its concern that
job growth is below target and will take several more years before
recovering fully. The FOMC also stated that it intends to complete
its Treasury purchase plan by the end of second quarter 2011. It
has bought over $300 billion in securities since the announcement
last November.

Credit Vista

Melina Hadiwono, CFA, Head of Credit Research
The rating agencies’ analysis of external support for banks has
long been captured in bank rating assignments. Throughout the
financial crisis, various governments have stepped in and extended
extraordinary amounts of support to systemically important banks.
However, to achieve the objective of market discipline, recent policy
initiatives by various governments are clearly designed to share
the cost of bank bailouts with bank creditors. Hence, the rating
agencies are reviewing their assumption of the government support
which has benefitted certain classes of bank debt securities.
In particular, Moody’s is assessing governmental policy reforms
for some 177 banking entities globally, particularly in relation to
how bank resolution frameworks in various jurisdictions may affect

debt ratings. For the immediate priority, Moody’s is revisiting the
implications of these reforms for subordinated debt which Moody’s
estimates may no longer benefit from government support. In the
most recent action, Moody’s has downgraded German banks’
subordinated debt and downgraded major Danish banks’ senior
ratings following reduction of systemic support assumption.
At this point, there appears to be no consensus across various
jurisdictions on the desirability and feasibility of imposing losses for
senior debt of systemically important financial institutions (SIFIs).
Nonetheless, the Basel Committee on Banking Supervision and
national regulators and other government bodies are considering
several models for banking resolution that include bridge bank
and bail-in powers, whose purpose is to allow burden-sharing
across all creditor classes. As these new resolution tools are being
contemplated and eventually implemented, investors will closely
assess the implication to various banking systems and the potential
rating changes to various creditor classes.

Trading Vista

Hiroshi Ikemoto, Money Market Trader
The Treasury market in February saw its most volatile month
in quite some time. The two-year note started at 0.60 percent,
fluctuated to a high of 0.85 percent mid-month, and ended at 0.70
percent. Three main factors drove this tug of war. First, the protests
in Egypt sent yields lower at the start of the month. Then relatively
strong economic data sent yields back up to levels near the high of
last May. And finally, the Libya turmoil sent oil prices up and as
investors fled back into Treasuries, yields again dropped.
Yields in the Treasury bill market tightened by 3 basis points
as the U.S. Treasury Department began allowing its 56-day
Supplementary Financing Program bills to roll off the program
as they mature. Also, the Treasury Department plans to cut the
amount outstanding in the program from $200 billion to $5 billion
by the end of March. Commercial Paper in the 90-day maturity
range remained flat with yields at 24 to 27 basis points. One-year
agency bonds tightened to plus 3 basis points to Treasuries with
the release of the government’s long-awaited white paper, which
provided different options for phasing out Fannie Mae and
Freddie Mac.
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