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Municipal Market Advisors is a leading
independent strategy, research and con-
sulting firm in the municipal bond indus-
try. MMA’s subscription services provide
clarity and insight into the complex world

of municipal bond investing. Our inde- e
pendence facilitates objective analysis
and distinctive views of the issues con- e
fronting investors so informed investment
decisions can be made.

and PDA.

MUNICIPALS SUPPORTED BY RETAIL AMID CHALLENGES
Individuals provided the support for a calendar of $23.5B of
primary issuance, especially immediately after Barack
Obama’s convincing presidential victory and the anticipation
of higher taxes. Strength persisted in the market through
November 20, when the $149M VA Resource Authority loan
marked the “top” of the market. Institutional demand re-
mained absent for most of the month as the remaining lever-
aged accounts sold selectively, mutual funds maintained out-
flows and property & casualty companies remained sidelined
by economic adversity.

The municipal market was still crippled by the inconsistent
liquidity that has thwarted a comfortable transaction environ-
ment since early September. The reduced number of dealer
participants and the cautious deployment of capital to the
municipal bond sector has largely attributed to challenges for
issuers to access the capital markets and institutions to find a
representative bid for bonds in the secondary. The capital
challenges facing dealers and dealer banks is illustrated by the
number of leading institutions receiving “bailout” funds from
the US government, Figure 1. On November 24, Citigroup was
the recipient of $306B to provide relief from its toxic assets as
well as a cash infusion. The turmoil in a firm which at one
time was the largest underwriter of municipal debt as well as
one of the biggest tender option bond programs highlighted
the challenges in the tax-exempt industry.

The challenges to municipals were further exacerbated by the
exceptional rally in the Treasury market. At month-end,
Treasury yields had approached levels not attained in 50
years, while the 10-year penetrated the 3.00% barrier, shat-
tering the 3.11% yield low of June 2003 (the last deflationary
period). At month-end, the Treasury 10-year closed at 2.93%
reducing its real-return to less than 1%, Figure 2. The flight-to
-safety rally produced a near 100 bps rally for the month, and

MMA'’s subscription services provide
timely independent unbiased market
coverage delivered intraday, daily and
weekly via internet, email, Bloomberg

Cost effective solution to monitoring
and understanding “The Market”.
Interaction with regulators, Congres-
sional leaders and Central Banks pro-
vides unique insight.
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For Full Muni Outlook and additional in-
formation on how our advisory or sub-
scription services can add value to your
portfolio, please contact Steve MclLaugh-
lin at 973-701-1111 or log on to
www.mma-research.com and sign on for
a free trial.
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Figure 1: Citi’s $306B rescue funds from the US government on November 24
pushed the firm above AlG as the largest bailout recipient.

for institutions attempting to manage their municipal risk with tax-
able instruments, i.e. Treasuries or Libor, losses from such strategies
were horrific.  The reduced profitability from traditional trading
and sales has only become more difficult with the absence of insti-
tutional demand as well as the near impossibility to hedge the
downside price risk of municipals.

While the industry confronts the challenges of the “new normal” it
appears evident that the costs associated with risks of the current
environment will manifest in larger underwriting spreads and higher
interest rates for issuers in order to entice individuals to the market.

CREDIT CONDITIONS - AMBIGUOUS

On November 4, Ambac’s SR debt was cut by Moody’s from Aa3 to
Baal, and on November 21, Assured’s rating was cut from Aaa to
Aa2 and FSA was reduced to Aa3. Assured purchased FSA on No-
vember 14, for $722M. Moody’s actions left Berkshire’s limited
insurance unit as the lone AAA municipal insurer, and increased the
likelihood that bond insurers would no longer capture a AAA rating.
The demise of municipal bond insurance has left individuals at a loss
as to how to assess the risks of municipal credit (as the prevalence
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MUNI OUTLOOK FOR NOVEMBER

November, 2008 - Month In Review
MMA: Consensus Price Movement vs. 10-Year Treasury Yields
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Figure 2: The increased demand for Treasuries prompted by a safety bid and

amid the intensifying deflationary theme, drove the 10-year yield below 3% and
real return below 1%.
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ALL OF THE INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT LAW AND MAY NOT BE COPIED OR OTHERWISE RE-
PRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR
SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR MY ANY MEANS WHATSOEVER, BY
ANY PERSON WITHOUT MUNICIPAL MARKET ADVISOR’S PRIOR CONSENT. All information contained herein is obtained by Municipal Market Advisors
from sources believed by it to be accurate and reliable. Information and analysis are provided “as is” without warranty of any kind, and Municipal Market Advisors
makes no representation or warranty, express or implied, as to the accuracy, timeliness, completeness, merchantability or fitness for any particular purpose of any such
information or analysis. Under no circumstances shall Municipal Market Advisors have any liability to any person or entity for (a) any loss or damage in whole or in part
caused by, resulting from, or relating to any error or any circumstance or contingency within or outside the control of Municipal Market Advisors or any of its directors,
officers, employees, or agents in connection with the procurement, collection, compilation, analysis, interpretation, communication, publication, or delivery of any such
information and analysis; or (b) any direct, indirect, special, consequential, compensatory, or incidental damages whatsoever (including without limitation, lost profits)
resulting from the use of or inability to use any such information and analysis. The analysis in this report should be construed solely as statements of opinion and not
statements of fact or recommendations to purchase, sell, or hold any securities. Investors should consider our opinions in the context of their own financial situation,
objectives, and needs. This report should not be used by recipients as a substitute for the exercise of their own judgment. Municipal Market Advisors hereby discloses
that we may sell research content or consulting services to companies, issuers, or other persons mentioned in this report. Municipal Market Advisors does not buy, sell,
hold or otherwise trade in municipal securities or related derivatives; however, one or more of its directors, officers, employees, or agents may own long or short posi-
tions in securities or related derivatives discussed in this report.
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