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municipal market reviewmunicipal market review  

The Municipal market is showing its seasonal burden.  Historically, March through April is a tough time-period for 
municipal bonds and they are set-up to underperform (detailed in February’s Monthly Report).  This year is no 
different.  Over the last 30 days, we have seen the following: 
 

Long-term yields have increased 18 to 21 bps (25 to 15 year bonds), while short-term yields have in-
creased 7 bps (5 year bonds). 
This could have been worse, but credit spreads have actually tightened, as measured by credit default 
spreads.  On average, the cost to insure against a state defaulting on its debt has gone down 6 bps 
since the end of February. 
Municipal bonds, on some parts of the curve, are starting to represent good value when  comparing 
muni yields with Libor swap rates: 

 
10 year yield ratio is at 96% vs. 82% same day in 2012. 
15 year yield ratio is at 97% vs. 93% same day in 2012. 

investment strategy reviewinvestment strategy review  

MainLine continues to feel this is a good time to execute your investment strategy and get cash to work.  Please 
feel free to call us to discuss your cash availability, and to review your investment strategy.  This can allow us to 
be prepared for when the right deal is priced at the right value, and we can get your cash put to work.  



muni advisorymuni advisory  

Municipal Bonds:  State of the States — A Credit Glimpse into the Future?  
 
Every year MainLine West completes numerous types of credit quality due diligence ranging from reviewing spe-
cific issuers, to following national credit trends.  One of our favorites and most informational is reviewing each of 
the Governor’s “State of the State” speeches.  This is an exercise in wading through massive political rhetoric, and 
post election dreams to find useful tidbits of information.  The information found provides us with the hot 
themes, sort of a wish list the Governors hope to focus on over the next 12 months.  By aggregating this data, an 
analyst can then decide what type of reforms/changes could happen, and what is pure imagination.  Then, this 
information can provide a compass on the credit direction of the various issuers and sectors within the state, 
thereby, providing a glimpse into its future. 
 
Before sharing the results of this year’s survey, we must first thank our friends at Loop Capital Management for 
their diligence in accumulating all the information we are using in this report. The chart below highlights the top 
five themes discussed during each Governor’s state of the state speech.  The below percentages identify the 
number of state Governors who discussed the following themes during their speeches in 2013, 2012 & 2011. 
 
Top Five Themes:  
 
 
 
 
 
 
 
 
 
Let’s review each theme with more detail:  
 
1) Education Reform:  Reforms are to be focused on early learning initiatives and safety by investing the money 

back into the classroom/school directly.  More specific themes: 
 

Looking at ways to improve safety and security at schools. 
Rewarding schools with increased funding and teacher pay for increased performance. 
Continued support for charter schools and nontraditional k-12 institutions. 
Extending school hours, services, and availability. 

 
Regarding higher education, finding ways to align course and skill development needed for the growing sectors of 
the economy. 
 
Municipal Translation:  

K-12 school funding levels should only improve in states with a surplus budget and possibly in states 
with a balanced budget.  It appears the years of cutting spending to K-12 schools may be over, revers-
ing the sliding credit quality of education bonds. 

Theme % States 2013 % States 2012 % States 2011 

Education Reform 92% 91% 74% 

Job Creation/Employment 84% 92% 86% 

Infrastructure Investing 65% 70% 42% 

Lower Taxes 55% 63% 42% 

Correction System Reform 47% 35% 22% 



muni advisory (continued)muni advisory (continued)  

Charter schools and non-traditional K-12 schools, if they are fundamentally and fiscally supported 
by the community, may be solid investments going forward. 
Higher Education: Traditional higher education schools will most likely not get additional funding.  
Those schools offering “non-traditional” degrees and online programs should benefit with in-
creased funding. 

 
2) Job Creation/Employment Growth:  This always seems to be a top-five item. It falls under the category of   
        political protocol.  It is the details that are worth exploring.  More specifically, how do the Governors pro- 
        pose to get higher levels of employment?  Samplings of the different employment growth themes are as  
        follows: 
 

Infrastructure projects; 
Create jobs for returning veterans; and 
Make the state more small business friendly. 

 
Municipal Translation: 

Demographic growth would be the result of a successful employment growth plan.  This will provide 
more tax revenues and, therefore, fiscal improvements for the state’s balance sheet. 
Employment growth through infrastructure projects most likely means more municipal bonds.  See dis-
cussion below on infrastructure investing. 

 
3) Tax Reform/Cuts:  This is usually a theme associated with dreamland.  In the heart of state fiscal budget 

tightening (2011), 42% of the states cited this as a theme.  We know that most of them were lucky to bal-
ance their operations that year.  Reform can take numerous paths: a) Tax cuts or b) Reforming the sources 
of tax revenues.  Tax cuts, the harder of the two, now look to be possible in states with budget surpluses. 
For example: 

 
Indiana – Looking to lower income taxes; 
Tennessee – Looking to lower sales tax on food; and 
Virginia – Looking to lower gas tax. 

 
Tax Reform is badly needed.  The current tax system remains out of alignment with the fiscal needs and sources 
amongst the states.  Some states are looking to make some changes.  For example: 

 
Kansas is looking to reduce income tax rate, in exchange for maintaining its current sales tax increase. 
Massachusetts is looking to cut the sales tax, and increase its income tax. 
Ohio is lowering the sales tax, but broadening the tax base. 

 
Municipal Translation: 

If the debt service coverage of specific bonds is dependent on a special tax stream, it is important to 
monitor and review the bonds in the event that state decides to cut revenue stream in 2013. Those 
states that enact tax reform correctly could potentially strengthen their fiscal operations and, there-
fore, their credit quality.   Should those states get it wrong, the opposite could happen. 

 



muni advisory (continued)muni advisory (continued)  

4) Infrastructure Investing:  Over the last couple of years, spending on infrastructure has been down, as  
       states have worked hard to maintain current services at the expense of fixing up roads.  Now that the states  
       are doing better financially, many Governors are looking to invest in badly needed infrastructure projects,  
       and hope it will also lead to employment growth.  Infrastructure themes highlighted are as follows: 

 
Road & bridge repair; 
Expand current energy operations and explore for  new ones; 
Improve storm readiness and defensiveness; 
Update and build new schools; 
Improve water quality and availability; and 
Transportation projects. 

 
Municipal Translation: 

New issuance supply has been down in recent years.  This has created stronger demand versus supply 
for municipal bonds, which has helped lead to historically low yield levels.  This theme bodes well for 
more bonds and, hopefully, better value going forward. 

 
It would also appear that the water and sewer bonds should remain a sector of importance as political support 
going forward looks strong. 
 
5) Correctional System Reform:  This appears to be a “newbie” to the wish list, but it appears to make sense.   
        The per-inmate cost continues to rise, in most part due to Medicaid costs and inefficient system manage- 
        ment.  States are looking to reform the system by doing the following: 

 
Decrease incarceration rates and time periods; and 
Consolidating facilities. 

 
Municipal Translation:  

If you are an investor in specific prison facility bonds, you may want to do some homework. Whenever 
the word “consolidation” is used, that means something is going out of business.  The days of locking 
everyone up for a long time is no longer affordable. 

 
As you can see, this information is very “big picture” however, it can help direct an investor on where to look 
and what to look out for on a state by state basis.  Considering the breadth of the municipal market (over 
80,000 issuers and over $3.4 trillion in bonds), an understanding of state-specific nuances can direct credit 
analysis and help narrow the field.  Trust that MainLine West is monitoring and reviewing municipal credit qual-
ity daily, looking to protect  your principal.  
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MONTHLY REVIEW: YIELD & RATE CHANGES  
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tax exempt & taxable yield / rate levels: 3/29/2013tax exempt & taxable yield / rate levels: 3/29/2013  

(1) MME = Money Market Equivalent: Tax Exempt = 7 day VRDN Rate, Taxable = 1 Month US Libor Rate. 
(2) = Bond Buyer revenue bond index (BBWK25RV).  This index mirrors MainLine West’s maximum yield strategy.  

Index represents the yield on 30 year maturing A1 essential service revenue bonds.  Index is priced weekly on 
Thursdays.  

(3) Data from May 1994.  

 AAA Rated Municipal Yields  Libor Swap Market Rates 

 Current 
Last 

Month 
1 Year 

Ago 
Historical 

Avg(3) Current 
Last 

Month 
1 Year 

Ago 
Historical 

Avg(3) 

MME(1) 0.12% 0.11% 0.14% 2.84% 0.28% 0.28% 0.30% 3.44% 

5 Yr 0.84% 0.77% 0.68% 3.45% 0.94% 0.91% 1.25% 4.87% 

7 Yr 1.29% 1.22% 1.22% 3.77% 1.43% 1.39% 1.75% 5.16% 

10 Yr 1.91% 1.81% 1.85% 4.15% 1.99% 1.95% 2.27% 5.28% 

15 Yr 2.48% 2.27% 2.37% 4.62% 2.55% 2.50% 2.54% 5.43% 

20 Yr 2.70% 2.52% 2.79% 4.87% 2.79% 2.75% 2.72% 5.53% 

25 Yr 2.99% 2.81% 3.18% 4.97% 2.90% 2.86% 2.98% 5.55% 

Rev 30 Yr(2) 4.35% 4.29% 4.73% 5.54% 2.97% 2.92% 3.03% 5.58% 
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change in rates: 3/29/2013change in rates: 3/29/2013  

 AAA Rated Municipal Yields    Libor Swap Market 

 Last Month 1 Year Ago 
Historical 

Avg(3)   Last Month 1 Year Ago 
Historical 

Avg (3) 

MME(1) 0.01% -0.02% -2.72%   0.00% -0.02% -3.16% 

5 Yr 0.07% 0.16% -2.61%   0.03% -0.31% -3.93% 

7 Yr 0.07% 0.07% -2.48%   0.04% -0.32% -3.73% 

10 Yr 0.10% 0.06% -2.24%   0.04% -0.28% -3.29% 

15 Yr 0.21% 0.11% -2.14%   0.05% 0.01% -2.88% 

20 Yr 0.18% -0.09% -2.17%   0.04% 0.07% -2.74% 

25 Yr 0.18% -0.19% -1.98%   0.04% -0.08% -2.65% 

Rev 30 Yr(2) 0.06% -0.38% -1.19%   0.05% -0.06% -2.61% 
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ratio municipal /  labor rates: 3/29/2013ratio municipal /  labor rates: 3/29/2013  

 AAA Rated Municipal Yields  

 Current Last Month 1 Year Ago 
Historical 

Avg(3) 

MME (1) 42.86% 38.73% 47.46% 82.56% 

5 Yr 89.65% 84.62% 54.40% 70.84% 

7 Yr 90.46% 87.77% 69.71% 73.06% 

10 Yr 95.84% 92.82% 81.50% 78.60% 

15 Yr 97.37% 90.80% 93.31% 85.08% 

20 Yr 96.88% 91.64% 102.57% 88.07% 

25 Yr 102.96% 98.25% 106.71% 89.55% 

Rev 30 Yr(2) 146.46% 146.92% 156.11% 99.28% 

0.00%

20.00%

40.00%

60.00%

80.00%

100.00%

120.00%

140.00%

160.00%

180.00%

MME (1) 5 Yr 7 Yr 10 Yr 15 Yr 20 Yr 25 Yr Rev 30 
Yr(2)Current Last Month 1 Year Ago Historical

Municipal Yields as a Percent of Libor Rates


