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Municipal Market Update: Opportunities May Appear


By Gary Gildersleeve

Partner & Fixed Income Portfolio Manager

Evercore Wealth Management LLC

The landscape in the municipal market changed dramatically in early October.  Tax exempt bond yields spiked upward following a nearly 4 month period of slowly rising prices and declining yields.  The result should be more new issues that are priced to sell between now and year-end with greater opportunities to pick up attractively priced bonds in the secondary market.

Municipal bond yields dropped dramatically from June 11 through October 5, reaching historic lows. The declines were 71, 80, and 96 bps for 5, 10, and 20 year maturities, respectively (based on the MMD AAA curve). Credit spreads also tightened during this period.  The causes were strong summertime reinvestment demand (from calls, maturities, and interest payments) , investors transferring assets from low yielding cash vehicles into longer term bonds and bond funds, and reduced supply of tax exempt municipals due to the success of the taxable Build America Bond program. 

Municipal bond yields retraced much of their 4 month decline during the seven trading days starting October 6. Rates for high grade securities maturing between 6 to 10 years rose approximately 50 bps (based on the MMD AAA curve), while yields on lower investment grade issues rose even more. The primary causes were unwillingness on the part of dealers to add bonds to already bloated inventories and “rate shock” by individual investors reluctant to invest with rates at historic lows.  Also contributing was the fear of significant new supply between now and year end as issuers rush to market to take advantage of the historically low municipal yields. 

New issue municipal supply is anticipated to increase between now and year-end, although the recent rise in rates may postpone or eliminate many refunding deals.  Simultaneously, many municipal bond dealers are anxious to protect this year’s record trading profits and will be reluctant to stock additional inventory.  While the overall direction of the market will be influenced by any major moves in U S Treasury yields between now and year-end, we expect to see more attractively priced deals over the balance of the year, especially in the 5 to 15 year range.

We remain focused on high coupon securities priced to shorter calls and research driven, short duration securities to pick-up yield.  Further, we believe selective opportunities will appear among intermediate maturities, especially for those investors with cash or very liquid high grade securities that can be sold to pick up yield.  We will continue to pursue geographic diversification and avoid the general obligation and appropriation debt of most states and cities in favor of essential purpose revenue and dedicated tax bonds with stable, predictable finances and less potential exposure to rising pension obligations.   
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10/14/2009

0.37 0.70 1.07 1.48 1.90 2.30 2.56 2.77 2.93 3.05 3.46 3.75

10/5/2009

0.37 0.64 0.98 1.26 1.57 1.82 2.05 2.27 2.44 2.57 3.04 3.43

8/31/2009

0.40 0.71 1.13 1.46 1.81 2.05 2.31 2.56 2.76 2.95 3.53 3.94

6/11/2009

0.40 1.00 1.44 1.91 2.28 2.51 2.77 3.02 3.20 3.37 3.96 4.39
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Gary Gildersleeve joined Evercore Wealth Management as a founding partner in 2008 with over 33 years of experience in managing fixed income investment strategies for high-net-worth individuals.

Important Notice: Evercore Wealth Management, LLC (“EWM”) is registered with the Securities and Exchange Commission under the Investment Advisors Act of 1940.  EWM prepared this material for informational purposes only. This material should not be viewed as advice or recommendations with respect to asset allocation or any particular investment. EWM obtained this information from multiple sources believed to be reliable as of the date of publication; EWM, however, makes no representations as to the accuracy or completeness of such third party information. EWM has no obligation to update, modify or amend this information or to otherwise notify a reader thereof in the event that any such information becomes outdated, inaccurate, or incomplete. Specific needs of a client must be reviewed and assessed before determining the proper allocation for a client and must be adjusted to market circumstances. Any opinions herein reflect our judgment at this date and are subject to change. Upon request, we will furnish a list of all securities recommended to clients during the past year. This material does not purport to be a complete description of our investment services.  Upon request, EWM will furnish a list of all securities recommended to clients during the past year. This letter does not purport to be a complete description of our investment services. It is not our intention to state or imply in any manner that past results are an indication of future performance.
AAA Municipal Yield Curves – June to October 2009
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