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SPIP SPDR Portfolio TIPS ETF 
NYSEARCA: SPIP 

Executive Summary 

Based on the recent drop in breakeven yields due to 

recession fears brought on by COVID-19, this Treasury 

Inflation protected fund is an attractive opportunistic 

purchase. The CSUF SMIF team believes the recent Fed 

Funds rate cut of 1% and fiscal stimulus of about $1.5 

trillion – including with corporate paid-sick-leave and 

short-term loans for distressed businesses – will reduce 

the duration of the economic downturn caused by 

COVID-19 disruption. This excessive fear in the financial 

markets creates an opportunity to take advantage of 

strong pre-virus economic conditions and near to mid-

term rising inflation levels as businesses return to full 

operation. As the number of COVID-19 illnesses 

subsides, we should see inflationary expectations slowly 

rising to normal levels and demand for inflation-

protected securities resuming, pushing breakeven yields 

and TIPS prices higher. This TIPS fund has assets under 

management above $1.83 billion, with average trade 

volume at $10.2 million. Below is the fund maturity 

ladder as of March 12, 2020: 

 

BUY 

Nathan Seawater 
Fixed Income Lead 

Nathan_Seawater@csu.fullerton.edu 
March 13, 2020 

Fund Facts 

Fund Type Open-Ended Fund 
Asset Class Fixed Income 
Strategy Tsy. Inflation-Protected 
Geo Focus United States 
 
Key Statistics 

NAV $28.68 
Shares 90 
Number of Holdings  50 
Mod Duration 7.80 
WA Credit Rating AAA 
 
Key Ratios 

Sharpe (3Y) 0.68 
Beta (3Y) 0.97 
Standard Dev. (3Y) 3.45 
 
Fees & Expenses 0.12% 
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Fund Strategy Overview 

The top holdings of this fund are entirely United States AAA rated treasuries. As mentioned previously in the summary, 

60-day average volume tops $10.2 million with a spread of 0.04, which is good compared to its comps. What makes this 

fund safe are the treasuries which have at least 1 year remaining until maturity. TIPS Securities are issued by the U.S 

Treasury and are designed to protect investors from inflation.  

 

This fund seeks to hedge investors against erosion caused by fluctuating inflation rates. This TIPS fund in particular aims 

to overweight the long end of the yield curve relative to its benchmark which gives it more yield in exchange for higher 

interest rate risk. This index is weighted by market value and also selected through market value methodology, 

according to State Street. The top competitors for this fund are: TIP, SCHP, and TIPZ.  

Below is a brief display of key stats government SPIP’s closest relative competitors. 

 

This fund is a practical addition to our portfolio given the current volatile market conditions and based on average 

returns against inflation. Furthermore, with its low expense ratio and good volume, it makes this fund have great 

liquidity with generally low cost.  

 

The management of this fund, State Street Global Advisors, currently manages roughly $3.12 trillion in assets and 

operates out of 63 countries and has 2500+ globally located clientele. This fund’s inception was 05/25/2007.  
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Inflation Hedging 

Generally speaking, investors invest into TIPS funds when they believe inflation levels will increase in the near to mid-

term. Inflation rises at normal levels during expansionary cycles, given that our economy is believed to be in late 

expansionary, this sudden drop in inflation due to COVID-19 and pre-recessionary fears represents an opportunity and 

hedge for rising inflation as the feds put in expansionary stimulus into the economy to maintain normal pre-virus 

economic conditions. Before COVID-19, unemployment levels were low and consumer price indexes were strong, 

coupled with good GDP growth the economy appeared to be in good shape. The recent price action in major markets, 

especially the US, has presented opportunistic conditions to take advantage of emergency declarations by the US 

Government. There is also possibility of further rate cuts, which may fuel CPI indexes to continue higher.  

 

Since even January, the first reports of COVID-19 from Wuhan China, in the face of the virus spreading to February 2020, 

CPI indexes in the US remained strong – pointing to still a general uptrend in the CPI index which supports rising inflation 

rate projections. Below, inflation continues a increase following expansionary conditions and low rates with healthy CPI. 

 

When we subtract the current 10-year TIPS yield from the current 10 year treasury yield, we can compare the current 

breakeven level to inflation, providing us with a relatively positive forward-outlook. 

Given this breakeven rate, the market expectation gives us the possibility to outperform treasuries with increased 

inflation in the near to mid-term future. 
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Investment Thesis 

This TIPS fund makes a great addition to our portfolio because it aims to benefit from rising inflation in the near to mid-

term. TIPS is hedged against inflation with a AAA credit rating based 100% in US Treasuries. With its resistance to 

downward market swings in a particularly volatile and uncertain current economic scenario, this fund aims to help 

protect capital without sitting on cash, as cash alone is not congruent with active management or fund compliance. 

Economic and market conditions have created an opportunity for the fed and US government to increase economic 

stimuli further boosting expansionary trends pre-virus. Creating a 14% position within fixed-income for the CSUF SMIF 

portfolio, or roughly 3.25% of the total portfolio, will give us the weighting necessary to take advantage of the unique 

positioning the SPIP TIPS fund provides.  

 

Risks 

Major risks to this fund would include fast-moving short-term lower interest rates and potential negative interest rates, 

as this would adversely affect the bonds given their time left to maturity. Deflation, as apposed to inflation, is a potential 

risk to TIPS funds, however, we do not foresee deflationary signals or risks in the immediate future posing a threat to 

TIPS funds.  

A prime example of this material risk would be in this fund’s comparable ticker NYSEARCA: TIP (iShares Barclays TIPS 

Bond Fund). Between November-December 2010, bond yields spiked higher as prices fell driving the yield on 10-year 

treasury notes from 2.61% to 3.31%, forcing TIP down -3.2%. A few years later, another spike in treasury yields in May-

June created another loss of -7.8%. These losses pose risk as generally a TIPS fund is viewed as safe, volatile spikes in 

treasury yields can quickly eradicate protection against average inflation risks between 1-3%, adversely effecting the 

safety condition of a TIPS fund. Given the short bond maturities in this fund, we will be protected against this particular 

risk because of the duration and economic expectations regarding future interest rates.  

Further risk may include the possibility of deflationary conditions due to lower rates of travel, gas prices, and food; 

including a negative ripple effect across the economy due to lower-than-expected earnings especially in the travel, 

entertainment, and tourism sectors (due to COVID-19). These effects may decrease CPI indexes causing a downtrend in 

inflation. While this won’t particularly cause alarm while investing in a TIPS fund, it may translate into lower-than-ideal 

realized returns and hedging for higher future inflation.  

 

Recommendation 

The CSUF SMIF team recommends buying roughly 90 shares of SPIP as the current breakeven yield of 90 basis points 

provides a great opportunity to take advantage of temporary recession fears which we believe will calm over the near- 

to mid-term. The economy before COVID-19 was experiencing healthy levels of inflation from strong economic 

indicators such as rising consumer price index (CPI) levels and low unemployment. COVID-19 will definitely cause much 

lower GDP for the next quarter or two. But with fiscal stimulus, short-term financing for distressed businesses, and low 

interest rates, we expect inflation to slowly return to the Fed's 2% target. Once investors recognize that economic 

activity is recovering, prices of inflation-protected securities should benefit from increasing demand. If approved, this 

TIPS position would represent 14% of the bond portion of the CSUF SMIF portfolio and 3.25% of the total portfolio. 
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Appendix 

 

https://www.ssga.com/library-content/products/factsheets/etfs/us/factsheet-us-en-spip.pdf 

 

https://www.ssga.com/us/en/individual/etfs/funds/spdr-portfolio-tips-etf-spip 

 

https://www.ssga.com/us/en/individual/etfs/funds/spdr-portfolio-tips-etf-spip 

 

https://www.bloomberg.com/news/articles/2020-03-04/fed-spurs-rush-to-blackrock-s-22-billion-inflation-focused-etf 

 

https://tradingeconomics.com/united-states/inflation-cpi 

  

https://www.ssga.com/library-content/products/factsheets/etfs/us/factsheet-us-en-spip.pdf
https://www.ssga.com/us/en/individual/etfs/funds/spdr-portfolio-tips-etf-spip
https://www.ssga.com/us/en/individual/etfs/funds/spdr-portfolio-tips-etf-spip
https://www.bloomberg.com/news/articles/2020-03-04/fed-spurs-rush-to-blackrock-s-22-billion-inflation-focused-etf
https://tradingeconomics.com/united-states/inflation-cpi
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Disclosure 

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor 

an advice or a recommendation with respect to such securities. This report is prepared for general circulation. It does not have regard 

to the specific investment objectives, financial situation and the particular needs of any recipient hereof. You should independently 

evaluate particular investments and consult an independent financial adviser before dealing in any securities mentioned in this report.  

The information or views in the report (“Information”) has been obtained or derived from sources believed by SMIF to be reliable. 

However, SMIF makes no representation as to the accuracy or completeness of such sources or the Information and SMIF accepts no 

liability whatsoever for any loss or damage arising from the use of or reliance on the Information.  SMIF and its connected persons may 

have issued other reports expressing views different from the Information and all views expressed in all reports of SMIF and its 

connected persons are subject to change without notice. SMIF reserves the right to act upon or use the Information at any time, 

including before its publication herein.   

Except as otherwise indicated below, (1) SMIF, its connected persons and its officers and representatives may, to the extent permitted 

by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit business from, 

the subject corporation(s) referred to in this report; (2) SMIF, its connected persons and its officers and representatives may also, to the 

extent permitted by law, transact with, perform or provide broking or other services for or solicit business from, other persons in respect 

of dealings in the securities referred to in this report or other investments related thereto; and (3) the officers, employees and 

representatives of SMIF may also serve on the board of directors. (All of the foregoing is hereafter referred to as the “Subject 

Business”.)  

However, as of the date of this report, neither SMIF nor its representative(s) who produced this report (each a “research analyst”), has 

any proprietary position or material interest in, and SMIF does not make any market in, the securities which are recommended in this 

report.  

Each research analyst of SMIF who produced this report hereby certifies that (1) the views expressed in this report accurately reflect 

his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by 

him/her/them; (3) he/she/they does not carry out, whether for himself/herself/their self or on behalf of SMIF or any other person, any of 

the Subject Business involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she/they has not 

received and will not receive any compensation that is directly or indirectly related or linked to the recommendations or views expressed 

in this report or to any sales, trading, dealing or corporate finance advisory services or transaction in respect of the securities in this 

report. 


