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municipal market reviewmunicipal market review  

The municipal market has sprung back from its seasonal weakness and may be preparing itself for a strong sum-
mer season.  A resilient Treasury market and light municipal issuance have helped push yields on municipal bonds 
lower over the last couple weeks.  Highlights are as follows: 
 

Long-term yields decreased 15 to 23 bps (15 to 25 year bonds), while short-term yields have de-
creased 10 to 22 bps (5 to 10 year bonds). 
Municipal bonds slightly outperformed the Libor Swap market, with value now being mixed along the 
curve. 
 Municipal Market Advisor Default Trends Analysis (data from MMA) shows the pace of defaults in 
2013 is ahead of 2012.  More specifically: 

19 issuers for a par amount of $4.97 billion have defaulted as of May 1, 2013. 
The majority of the defaulted par amount is from Jefferson County Sewer which ac-
counts for $3.2 billion.  This debt had been supported by the County, itself or the in-
surers since entering bankruptcy over a year ago.  As of February 2013, the trustee 
has halted all payments to investors, by any of the sources of support which has trig-
gered the default. 

22 issuers for a par amount of $.40 billion had defaulted by this same time last year. 
A recent report co-published by the Harvard University Institute of Politics, and the Fels Institute of 
Government entitled “The State of The States 2012” has attracted some misinformed press.  We 
cover this report and the “misinformed” press in this month’s market review.  To review the full re-
port please go to  http://www.thestatesproject.org/  

investment strategy reviewinvestment strategy review  

MainLine commends its customers who were ready for the weak seasonal technicals in March and April and got 
their cash invested.  You are already roughly 10 to 20 bps higher in value.  While we expect to see periods of 
value opportunity in the months to come, seasonal effects typically create a bullish bias in the municipal market-
place. We are still big advocates of our defensive and opportunistic investment strategy for 2013, waiting for 
pockets of market weakness to deploy capital. 



muni advisorymuni advisory  

A Debt With a 30 Year Fuse: 
 
In making several presentations over the last month, and speaking with customers, we needed to address a 
rather misguided article printed by the Wall Street Journal (WSJ) written by Steven Malanga on March 28th, 2013 
titled “The Debt Bomb That Taxpayers Won’t See Coming”. 
 
There are numerous points to contend with, but I think focusing on the bold print below is enough to bring into 
question the rest of the article. 
 
“State and Local Governments owe $7.3 trillion in promises they made that were never approved by Taxpay-
ers”. 
 
More specifically, Mr. Malanga wants the reader to believe that municipalities now owe a $7.3 trillion bill and no 
one knows why, or where it came from. 
 
The data used in the WSJ article comes from a study called “The State of The States 2012” co-produced by the 
Harvard University Institute of Politics, and the Fels Institute of Government.  The analysis is quite interesting and 
does cite some long-term concerns with the states’ fiscal stability if no changes are made today.  It also puts forth 
some reasonable recommendations to help weather the recent economic storms.  Yet, the Wall Street Journal 
article takes one chart and then builds a story around it with limited municipal bond knowledge.  This is where 
MainLine has its issues. 
 
Let’s dissect the sources of the $7.3 trillion, which the WSJ article fails to do: 
 

$2.7 trillion of total debt issued by states and its special authorities. 
$3.4 trillion of unfunded pension liabilities.  This is the expected future costs of pension fund pay-
ments to retired Government workers. 
$2.7 trillion of unfunded healthcare benefits.  This is the expected future costs of healthcare pay-
ments to retired Government workers. 

 
$2.7 trillion of total debt: 
 
The WSJ article claims that most of this debt was never approved by the taxpayers.  The analysis cites that this 
debt is comprised of general obligation and special obligation bonds issued by states & localities, without specif-
ics.  In most cases, General Obligation debt is mandated by voter approval.  Special Obligation debt is different 
and in most cases it is issued by authorities/conduits of the state and in some cases is set up to avoid voter ap-
proval on debt issuance.  The WSJ article makes no mention of the difference between the two types of debt and 
goes on to assume all of the $2.7 trillion is not voter approved.  This is wrong, and there is no exact answer with-
out reviewing a lot of issuance information.  We do feel there is a quick and easy way to make a good estimate of 
the two given issuance information from 2012.  In reviewing the Bond Buyers 2012 issuance information we see 
the following: 
 



muni advisory (continued)muni advisory (continued)  

57% of state issued bonds were issued by state authorities and conduits (Special Obligation). 
43% of state issued bonds were issued by states (General Obligation). 

 
Contrary to the assertions made in the WSJ article, we feel it is more accurate to estimate that just over half of  
the state obligated debt is not approved by voters. 
 
$3.4 trillion on unfunded pension liabilities & $2.7 trillion of unfunded healthcare benefits: 
 
This is an estimate of the future liabilities that the states will incur.  This is not a cash payment due anytime 
soon.  If no changes were made and investment returns meet with current lofty expectations, the total of $6.1 
trillion is correct and, at some point in the next 30 years the states will run out of cash and be unable to pay 
their bills. 
 
The analysis highlights some changes on a focus group of four states and what types of reforms they are making  
to help fix the underfunding problems.  These are not details provided in the WSJ article.  The WSJ article would  
lead you to believe no one is doing anything to avoid the pending “debt bomb”.  Yet, we know that there are a  
lot of reforms taking place across the country.  For example: 
 

Massachusetts is making small changes and closing loopholes that will save tax payers over $5 billion. 
This will cut its unfunded status by 26%. 
NYC has made changes that currently saves roughly $200 million, but over the course of time will save 
$4 billion. 
State of New York has made changes that will save $80 billion in pension costs over the next 30 years. 

 

As you can see from the examples above, a marginal savings undertaken today can add up over the course of 
30 years.  This is why it is imperative that municipalities enact reforms today.  Do not misunderstand the need 
to start reforms today as an indication that the states are going bankrupt tomorrow. 
 
The WSJ article is nothing more than attempt to strike fear into investors and taxpayers.  Considering the mu-
nicipal market response (or lack thereof), this did not happen.  MainLine would recommend people read the 
analysis themselves and understand the following: 
 

Not all municipalities are created equal.  Some have good leadership and practice fiscal discipline, 
others do not. 
The debt bomb is not going off tomorrow; it has a long fuse that, with planning, can be stomped 
out. 
Pension reforms are active and are a high priority amongst most municipalities.  A small change 
today can have a big impact over the next 30 years. 
The use of debt by municipalities, for the most part, is to provide important or essential services to 
its residents.  More specifically, aggregating some data I put together for another project shows the 
following: 

 
 



muni advisory (continued)muni advisory (continued)  

Over half of the bonds issued are used for schools or are projects approved by its citizens (General 
Obligation). 
Bond proceeds for electric power and water/sewer utilities are equal to 14.6% of issuance.  This 
now takes the total up to over 2/3 of all bond proceeds that are either approved or provide a ser-
vice that is considered “essential”. 
Now whether we count housing, transportation and healthcare as an essential service is open for 
political debate.  Yet, I think at this stage the local governments would tell you they have to provide 
it and, in some cases, the federal government has mandated it.   
If we count this form of issuance as important, we now get to over 90% of bonds issued by munici-
palities fund projects deemed essential or important to their citizens. 
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MONTHLY REVIEW: YIELD & RATE CHANGES  

April 2013 

tax exempt & taxable yield / rate levels: 4/30/2013tax exempt & taxable yield / rate levels: 4/30/2013  

(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) 0.23% 0.12% 0.23% 2.84% 0.20% 0.28% 0.24% 3.33% 

5 Yr 0.74% 0.84% 0.82% 3.40% 0.81% 0.94% 1.11% 4.53% 

7 Yr 1.14% 1.29% 1.25% 3.72% 1.26% 1.43% 1.58% 4.81% 

10 Yr 1.69% 1.91% 1.87% 4.10% 1.81% 1.99% 2.07% 5.07% 

15 Yr 2.25% 2.48% 2.51% 4.57% 2.35% 2.55% 2.54% 5.43% 

20 Yr 2.55% 2.70% 2.85% 4.82% 2.59% 2.79% 2.72% 5.44% 

25 Yr 2.77% 2.99% 3.19% 4.92% 2.70% 2.90% 2.81% 5.47% 

Rev 30 Yr(2) 4.29% 4.35% 4.77% 5.38% 2.77% 2.97% 2.86% 5.50% 
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change in rates: 4/30/2013change in rates: 4/30/2013  

  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) 0.11% 0.00% -2.61%   -0.08% -0.04% -3.13% 

5 Yr -0.10% -0.08% -2.66%   -0.13% -0.30% -3.72% 

7 Yr -0.15% -0.11% -2.58%   -0.17% -0.32% -3.55% 

10 Yr -0.22% -0.18% -2.41%   -0.18% -0.26% -3.26% 

15 Yr -0.23% -0.26% -2.32%   -0.20% -0.19% -3.08% 

20 Yr -0.15% -0.30% -2.27%   -0.20% -0.13% -2.85% 

25 Yr -0.22% -0.42% -2.15%   -0.20% -0.11% -2.77% 

Rev 30 Yr(2) -0.06% -0.48% -1.09%   -0.20% -0.09% -2.73% 
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ratio municipal /  labor rates: 4/30/2013ratio municipal /  labor rates: 4/30/2013  

  AAA Rated Municipal Yields  

  Current Last Month 1 Year Ago 
Historical 

Avg(3) 

MME (1) 116.16% 42.86% 96.34% 85.29% 

5 Yr 91.36% 89.65% 73.87% 75.06% 

7 Yr 90.48% 90.46% 79.11% 77.34% 

10 Yr 93.37% 95.84% 90.34% 80.87% 

15 Yr 95.74% 97.37% 98.82% 84.16% 

20 Yr 98.46% 96.88% 104.78% 88.60% 

25 Yr 102.59% 102.96% 113.52% 89.95% 

Rev 30 Yr(2) 154.87% 146.46% 166.78% 97.82% 
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