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Where is the market? 

As Public Finance/Investment Bankers, when meeting with municipal issuers, we are often asked, “Where is the market?”. 
Certainly, knowing one’s audience comes into play, because answers have different meanings to our clients, depending on where 
an opinion or market event effects their organization.  An answer may be too technical for some, and simply skim the surface for 
others.  Ultimately, it is not a question that is easily answered in 30 seconds or less; too much (or too little) data can do more harm 
than good.  We have found that an orderly and concise data set is our best approach.   
Let’s start with what we know: 

Supply:  Municipal long-term issuance as of August 31st, 2018 is approximately $227,579.6 billion versus $257,442.7 billion during 
the same period in 2017.  Municipal supply is down approximately 11.5% compared to 2017’s issuance during the same time 
frame.  The removal of the advance refunding option for state and local governments and school districts has had some impact 
for sure.  

Through August of 2018, approximately $40.5 billion of refunding bonds have been issued. For perspective on how impactful the 
advance refunding tool was, total refunding issuance was approximately $145 billion in 2017, $178 billion in 2016, $163 billion in 
2015 and $127 billion in 2014.  

The new money issuance component seems to be relatively on track with approximately $156 billion issued through August 31st 
versus $202 billion issued in 2017. 

Demand:  Demand for municipal product has been strong this year.  The combination of high state and federal income taxes 
(especially in high tax states such as CA, NY, and MA), have kept both retail and professional retail (SMA) demand strong 
throughout the year.  With caps on deductions of state and local taxes in many of the high-tax states, municipals are one of the 
last opportunities to shelter income from taxes.  On the other side of the coin is the fact that there has been a reduction in municipal 
holdings by banks, and by corporations as they have less need for the tax-exempt income.  Though reduced demand by these 
key buyers may have caused spotty performance in years past, the lack of new issuance coupled with massive principal 
redemptions this year has held the supply side of the equation in check. In general, municipals have enjoyed a strong performance.  

Bloomberg’s Joe Mysak wrote in a September 6th Bloomberg Brief that the municipal market should see increased new issuance 
volume for the fall of 2018. Mysak estimated about a 20% increase ahead of the 2017 fall issuance pace. 

He also pointed out that in June, July and August, calls and maturities took $158 billion of bonds out of the municipal market, with 
only $91 billion of new issuance sold. September is showing an additional $88 billion in municipal bonds maturing, with 
approximately $40 billion of municipal bonds being called. 

Even with a projected increase in 2018, fall volume issuance will struggle to keep pace with redemptions and coupon payments. 
With that in mind, rates could be somewhat volatile for the final three months of 2018.  

Municipal and taxable rates have risen since the start of 2018, due in no small part to the engagement of the FOMC. The treasury 
yield curve has experienced some compression, leaving it with flattening bias. 

Rising rates in the municipal market have seen 2-year maturities versus 10-year maturity spreads widen, along with the same 
phenomenon occurring in the 10-year maturities versus the 30-year maturities.  

This communication is provided for informational purposes only. UMB Bank, n.a. and UMB Financial Corporation are not liable for any errors, 
omissions or misstatements. This is not an offer or solicitation for the purchase or sale of any financial instrument, nor a solicitation to 
participate in any trading strategy, nor an official confirmation of any transaction. The information and opinions expressed in this message are 
solely those of the author and do not necessarily state or reflect the opinion of UMB or UMB Financial Corporation.  Products offered 
through UMB Bank, n.a. Investment Banking Division are: NOT FDIC INSURED | MAY LOSE VALUE | NOT BANK GUARANTEED



This communication is provided for informational purposes only. UMB Bank, n.a. and UMB Financial Corporation are not liable for any errors, 
omissions or misstatements. This is not an offer or solicitation for the purchase or sale of any financial instrument, nor a solicitation to 
participate in any trading strategy, nor an official confirmation of any transaction. The information and opinions expressed in this message are 
solely those of the author and do not necessarily state or reflect the opinion of UMB or UMB Financial Corporation.  Products offered 
through UMB Bank, n.a. Investment Banking Division are: NOT FDIC INSURED | MAY LOSE VALUE | NOT BANK GUARANTEED

UMB Bank n.a., 928 Grand Boulevard, Kansas City, MO 64106         866.651.9262 

Portfolio Points 
September 21, 2018 

INVESTMENT BANKING DIVISION | SINCE 1928 

For example, let’s look at spot yields for municipals from January 2, 2018 through August 31, 2018; 

Municipal Yield Curve Spread Widening 
2-Jan-18 31-Aug-18 2-Jan-18 21-Aug-18

Yield Yield 
Yield 

Difference 

Spread
Difference 2y 
vs 10y & 10y 

vs 30y 

Spread
Difference 2y vs 
10y & 10y vs 30y 

2-year yield 1.56  1.70 0.14  0.12  2-yr to 10-yr 0.32  
10-year yield 1.68  2.02  0.34  
30-year yield 2.55  3.02  0.47  0.87  10-yr to 30-yr 1.00 

Source: Thomson Reuters 

Source: Thomson Reuters 

The Federal Reserve Open Market Committee started 2018 off with a tightening bias after the December 13, 2017 meeting where 
the Fed Funds rate was tightened from a 1.25% to 1.50%.  

The FOMC did not move further at its January 31st, 2018 meeting but got back in the saddle at the March 21st meeting and 
tightened an additional .25 basis points moving the Fed Funds rate to 1.75%. They took a break at the May 2nd meeting and 
pushed ahead at June 13th meeting, tightening an additional .25 basis points to 2.00%. 

We now have a Futures Implied Probability estimate of 98.7% that the Fed will tighten further at its September 26th meeting an 
additional .25 basis points, possibly pushing the Fed Funds rate to the 2.25% level. 

Of course, this head wind really got started in 2017 when the Fed was on its path of normalizing its benchmark rate. Now, the 
FOMC is projecting steady growth. 
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Let’s take look at how our taxable counterparts have fared through August 31st of 2018; 

US Treasury Yield Curve Spread Narrowing 
2-Jan-18 31-Aug-18 2-Jan-18 21-Aug-18

Yield Yield 
Yield 

Difference 

Spread 
Difference 2y 

vs 10y & 10y vs 
30y 

Spread
Difference 

2y vs 10y & 
10y vs 30y 

2-year 1.92  2.682  0.762  0.544  2-yr to 10-yr 0.178  
10-year 2.464  2.86  0.396  
30-year 2.814  3.02  0.206  0.35  10-yr to 30-yr 0.16 

Source: Bloomberg 

Source: Bloomberg 

So, municipally speaking, the market is expecting more volume the last three months of the year, Fed Funds probability 
formulas are predicting at least one more Fed Funds rate hike for 2018, treasury issuance is likely to remain robust as the US 
Treasury funds 2018 tax cuts, and fund flows continue to signal that investors are in the market for municipals.  

Investors added about $186 billion to municipal bond funds in the week ended August 29th. That was the seventeenth straight 
week of inflows according to the Investment Company Institute. That compares to a $417 million in inflows the previous week. 

So, you ask, “where is the market?” In the near term, it is in pretty good shape! 

Public Finance: Mark McGruder 

Sources: The Balance, Bloomberg. Thomson Reuters, The Bond Buyer, The Investment Company Institute, UMB Internal Data 
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