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Recent Trends in the Municipal Bond Market 

1. Interest Rates 

2. Increased Focus on Credit 

3. Who Are The Players and How Have They Changed 

4. Changes in Regulation 
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1. Interest Rates Are Rising 

 Historical Rates 

 A Steepening Yield Curve 

 Supply and Demand Dynamics 
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Historical Interest Rate Movements 
Recent Fed comments have resulted in increased interest rate volatility 

Historical 30-Year MMD Rates 
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Source: Municipal Market Data.  As of October 8, 2013  
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A Steepening Yield Curve 

MMD Yield Curve Movements over Time 

The tax-exempt yield curve has steepened significantly since May; short term rates 
likely to remain low over the near term, while long terms rates have risen 
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Source: Municipal Market Data.  As of October 8, 2013  
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Supply Has Dropped From Highs But Remains Steady 
Supply has dropped from the highs seen during the ARRA legislation, but low interest 
rates have kept issuers in the market with refunding and new money financings 

Historical Municipal New Money and Refunding Issuance 
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Demand 

Tax-Exempt Bond Fund Flows Have Turned Negative  
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Anticipated increases in interest rates and concerns over credit caused by recent 
bankruptcies have caused municipal bond funds to pull out of munis and into other 
asset classes 

Source: Lipper US Fund Flows.  As of October 10, 2013 
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Municipals vs. Treasuries 
Prior to the credit crisis, the ratio of tax-exempt to taxable debt held steady below 100, 
ratios returned to these levels briefly at times since 2008 but have remained volatile 

Tax-Exempt/Taxable Ratios 
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Source: Thomson Reuters The Municipal Market Monitor.  As of October 3, 2013 
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Recent Trends from a Low Interest Rate Environment 

 Issue as much as is needed as soon as possible to lock in low rates 

 Avoidance of negative arbitrage in reserve funds 
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2. A Greater Focus on Underlying Credit 

 Decline in Bond Insurance 

 Credit Spreads 

 Investor Focus on Credit 

 

 

 

 

The Credit Crisis has had long lasting effects on the municipal bond market 
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Insured vs. Uninsured Issuance 

California Issuance by Credit Enhancement  
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Source: Thomson Reuters SDC Platinum.  As of October 1, 2013. 
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Monoline Bond Insurers 
A once-large and thriving industry has condensed into two players, for the time being  

Insurer Status 

Ambac Filed for Bankruptcy, 2010 

Assured Guaranty 
Municipal 

Rated A2(stable)/AA-(stable)/ 
Withdrawn 

Berkshire Hathaway 
Assurance Corp. 

Rated Aa1(stable)/AA+(neg)/ 
NR 

CIFG All ratings withdrawn, solvent 
but not writing new business 

FGIC Emerged from rehabilitation 
with the State of New York in 
August 2013 

FSA Acquired by Assured Guaranty, 
now called Assured Guaranty 
Municipal 

National Public 
Finance Guaranty 
(Formerly MBIA) 

Litigation pending regarding 
split off of municipal bond 
business from other mostly 
asset-backed insurance 
business 

Syncora Guaranty Solvent but not writing new 
business 

Insurer Ratings 

Assured Guaranty 
Mutual 

A2(stable)/A
A-(stable)/ 
Withdrawn 

Build America 
Mutual 

AA(stable) 

National Public 
Finance Guarantee 

Baa1 
(pos)/A 
(stable)/NR 

Source: Moody’s, S&P and company websites. 
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Credit Spreads 
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Credit spreads have tightened since Credit Crisis but have yet to return to pre-crisis 
levels 

Source: Barclays, as of October 2, 2013 
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3. The Players  

 Rating Agencies 

 Buyers 

 Issuers, Underwriters and Financial Advisors 

 

 

 

 

New requirements, a changed insurance landscape and increased volatility have 
impacted how investors, rating agencies, issuers, underwriters and financial advisors 
view and interact with each other 
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Rating Agencies 

 Ongoing surveillance causes issuers to be in more constant contact with rating agencies 

 Bond rating process become more of an update than a full education 

 Ratings Criteria give more clarity to issuers 

 Increased separation between business and credit side of ratings houses 

 Ratings not the final word in investor due diligence 
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An Evolving Buyer Base 

Individuals 

 Dislocation in relationship between taxable 
vs. tax-exempt rates draws taxable buyers 
into muni space 

 BABs increased these buyers’ understanding 
of tax-exempt market features 
 

 Individual investors who buy and sell 
securities for their personal account 

 Reached through banks with large 
brokerage networks 

 Generally prefer bonds maturing in first ten 
years 

 Individual investors now buy bonds through 
financial advisors and pooled accounts 

 Advisors perform credit work that most 
individual investors don’t have resources or 
background knowledge to do 

 Large source of demand for municipals 
with $532 billion of assets under 
management 

 Prefer bonds maturing in later years 

 

Separately Managed Accounts 

Bond Funds and Insurance Companies New Buyers: Crossover Buyers & 
Banks 
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4. The World Has Changed 

Issuers: 15c2-12 

Underwriters: Dodd Frank, MSRB Rule G-17 

Financial Advisors 

Disclosure requirements directed at issuers but enforced through underwriters  

Markets focus on: Pension programs and plans for reform; why are you not the next Detroit?  

Underwriters are not defined as Municipal Advisors under Dodd Frank 

Defined as Municipal Advisors and deemed to have a fiduciary duty 

New requirements to register with the SEC 

New rules governing the municipal market impact perceived roles and relationships as 
well as defined new responsibilities  

Technically no fiduciary responsibility  

Required to make certain disclosures to issuers prior to acting in underwriter capacity 
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Conclusion: Looking Ahead to Future Trends 

 Federal Budget Impasse impact on Munis 

 Pension Problems Resolved? 

 Private Placements 

 Interest Rates 

 The Future of Tax Exemption 
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Contact Information 

Tony Hughes 
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tony.hughes@barclays.com 

415-274-5355 
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Disclaimer 
This document has been prepared by Barclays Capital, the investment banking division of Barclays Bank PLC ("Barclays"), for information purposes only. This 
document is an indicative summary of the terms and conditions of the securities/transaction described herein and may be amended, superseded or replaced by 
subsequent summaries.  The final terms and conditions of the securities/transaction will be set out in full in the applicable offering document(s) or binding 
transaction document(s). 

This document shall not constitute an underwriting commitment, an offer of financing, an offer to sell, or the solicitation of an offer to buy any securities described 
herein, which shall be subject to Barclays' internal approvals. No transaction or service related thereto is contemplated without Barclays' subsequent formal 
agreement. 

Barclays is a market participant.  Barclays, its affiliates and associated personnel may act in several capacities (including hedging activity and trading positions) in 
financial instruments which may adversely affect any product’s performance. 

In the context of this engagement or potential engagement between Barclays Capital and you, in any discussions, communications, conferences, negotiations 
and undertakings, Barclays (a) will act as a principal and not in a fiduciary capacity; (b) has not assumed an advisory or fiduciary responsibility in favor of you; and 
(c) is acting as underwriter and not as financial advisor.  As such (i) the primary role of Barclays as an underwriter is to purchase, or arrange for the placement of, 
securities; (ii) such purchase or placement will be effected in an arm’s-length commercial transaction between you and Barclays; and (iii) Barclays has financial 
and other interests that may differ from yours.  Further, Barclays advises you to consult your own legal, financial and other advisors to the extent you deem 
appropriate.  Nothing herein shall be deemed to constitute investment, legal, tax, financial, accounting or other advice.  Barclays accepts no liability whatsoever 
for any consequential losses arising from the use of this document or reliance on the information contained herein. 

Barclays does not guarantee the accuracy or completeness of information which is contained in this document and which is stated to have been obtained from or 
is based upon trade and statistical services or other third party sources. Any data on past performance, modeling or back-testing contained herein is no indication 
as to future performance. No representation is made as to the reasonableness of the assumptions made within or the accuracy or completeness of any modeling 
or back-testing.  The value of any investment may fluctuate as a result of market changes. The information in this document is not intended to predict actual 
results and no assurances are given with respect thereto. 

Any price provided herein is non-binding and is subject to change. The receipt by you of such price shall not constitute a binding transaction at such price. 
Barclays does not make any representation or warranty, regarding the adequacy or reasonableness of the pricing information herein and accepts no responsibility 
or liability for any losses or expenses arising out of the use of or reliance on this information.  All opinions and estimates are given as of the date hereof and are 
subject to change.  Barclays is not obligated to inform you of any change to such opinions or estimates.   

The products mentioned in this document may not be eligible for sale in some states or countries, nor suitable for all types of investors; their value and the income 
they produce may fluctuate and/or be adversely affected by exchange rates, interest rates, or other factors.  

IRS Circular 230 Disclosure: Barclays Capital and its affiliates do not provide tax advice. Please note that (i) any discussion of U.S. tax matters contained in this 
communication (including any attachments) cannot be used by you for the purpose of avoiding tax penalties; (ii) this communication was written to support the 
promotion or marketing of the matters addressed herein; and (iii) you should seek advice based on your particular circumstances from an independent tax 
advisor. 

Barclays Bank PLC (“Barclays”), conducts its U.S. underwriting and broker-dealer activities through its wholly-owned indirect subsidiary, a registered broker-
dealer, Barclays Capital Inc. (“BCI”). BCI is a member SIPC. Registered Office: 745 Seventh Avenue, New York, NY 10019. 

Copyright Barclays Bank PLC, 2013 (all rights reserved). This document is confidential, and no part of it may be reproduced, distributed or transmitted without the 
prior written permission of Barclays. 
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