APA 3Q 2018: Quarterly Commentary
MUNICIPAL MARKET OUTLOOK AND STRATEGY
1. A Shift in Market Sentiment
A shi in market sen ment began to take hold during the third quarter as U.S. inﬂa onary pressures remained ﬁrm, coming in on target for
the ﬁrst me since 2012. U.S. economic growth con nued to strengthen as indicated by a revised second quarter GDP reading of 4.2% and
the na onal unemployment rate fell below 4%, a level only seen twice over the past 60 years.
Globally, ﬁnancial markets experienced vola lity amid ongoing stresses in certain emerging market economies (EME’s) and trade tensions
weighing on global risk sen ment. Yet, through the third quarter, U.S. fundamentals have remained strong. The FOMC who unanimously
voted to raise the Fed funds target rate in September cited domes c factors including: strength in the labor market, economy, household
spending and business investment behind their reasoning for current and con nued rate increases. The quarter ended with domes c headline
news focused on the impact of Hurricane Florence, which made landfall on September 14th, and may, according to the Fed, “have a modest
transitory eﬀect on na onal economic growth in the second half of the year.”
The AAA municipal yield curve, as reported by Municipal Market Data has shown a signiﬁcant yield increase across the curve since January,
2018; with 2‐year yields higher by +47 basis points (bps), the 10‐year by +60 bps, and the 30‐year by +65 bps as of quarter‐end with
municipals outperforming Treasuries in the third quarter. Several factors contributed to this shi in the yield curve, most notably : 1. investor
percep on of poten al inﬂa onary pressures as the economy con nues to show strength, even with con nued headlines over escala ng
trade tensions and stress on EME’s, and 2. supply/demand factors with YTD supply approximately 22% below the three year average for the
same period and net nega ve supply during the month of July and August.

Exhibit 1
Source: CIBC, St. Louis Fed

Source: Bureau of Labor

Exhibit 2
Source: CIBC, St. Louis Fed

Source: Bureau of Labor

Page 1
Past performance is not indicative of future results. Please see attached disclosures. Opinions expressed herein are those of author and not guaranteed.

www.assetpreservationadvisors.com

APA 3Q 2018: Quarterly Commentary
MUNICIPAL MARKET OUTLOOK AND STRATEGY
2. A Key Psychological Level, Treasury 10-Year Yield Eclipsed 3%
Treasury yields increased, during the third quarter as domes c economic data releases were slightly stronger than expected but remained ﬂat
with the 2‐year and 10‐year spots just 25 basis points apart. Also, driving Treasury yields higher, was an an cipated Fed policy rate increase to a
range of 2.00‐2.25% at their September mee ng. The Fed, giving no indica on of near‐term pause, removed the word “accommoda ve” from
it’s stance on policy, sugges ng the poten al for restric ve policy in the future. Fourteen of the sixteen vo ng members favored an outlook of
rates being either modestly restric ve for a me or temporarily above their longer term level. Nominal 10‐year Treasury yields eclipsed 3%
during the quarter, o en a key psychological level for investors.

Exhibit 3
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3. Municipal Market Supply
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Total muni supply for September came in at
$23 billion, which brought issuance for the
quarter to $82 billion, or a decrease of ‐17%
quarter over quarter. Supply slowed down for the
period during what is tradi onally one of the
slower quarters for issuance of the year. Through
September, year to date supply totaled $247
billion which is 22% behind the prior three‐year
average for the same period. Interes ngly,
issuance for new projects, or “new money”
issuance, was actually higher for the year by 20%,
totaling $173 billion vs. $138 billion for the same
period last year. The drag on total supply is
a ributable to the elimina on of advanced
refunding issuance as part of the Tax Cuts and
Jobs Act that passed late last year.
A er net nega ve supply during July and August,
usually the highest months for redemp ons of
the year, September eked out posi ve supply of
+$1

billion. Despite ending the quarter with

ou lows for three of the ﬁnal four weeks, ﬂows were decisively posi ve for the period at $5.4 billion. However, should ou lows con nue

Bureau; Tax Foundation, FY 2015
during what is tradi onally a period of low redemp ons and posi ve supply, the marketSource:
could Census
experience
some pressure and ra os may widen.
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Disclosures:
Past performance is not indicative of future results. Investing involves risk including the
potential loss of principal. This material is not financial advice or an offer to sell any product. The actual characteristics with respect to any particular client account will vary based on
a number of factors including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the account, if any; and (iii) market exigencies at the time of investment. Asset Preservation Advisors, Inc. reserves the right to modify its current investment
strategies and techniques based on changing market dynamics or client needs. This is not a
recommendation to buy or sell a particular security. There is no assurance that any securities
discussed herein will remain in an account's portfolio at the time you receive this report or
that securities sold have not been repurchased. The securities discussed may not represent an
account's entire portfolio and in the aggregate may represent only a small percentage of
an account's portfolio holdings. It should not be assumed that any of the securities transactions, holdings or sectors discussed were or will prove to be profitable, or that the investment
recommendations or decisions we make in the future will be profitable or will equal the investment performance of the securities discussed herein. Information was obtained from third
party sources which we believe to be reliable but are not guaranteed as to their accuracy
or completeness.
APA is an investment adviser registered with the U.S. Securities and Exchange
Commission. Registration does not imply a certain level of skill of training. More information
about the advisor including its investment strategies and objectives can be obtained by
visiting www.assetpreservationadvisors.com. A copy of APA's disclosure statement (Part 2 of
Form ADV) is available without charge upon request. Our Form ADV contains information
regarding our Firm’s business practices and the backgrounds of our key personnel. Please
contact APA at 404-261-1333 if you would like to receive this information.

Contact Us:
3344 Peachtree Rd.
Suite 2050
Atlanta, GA 30326
(404) 261-1333

Visit us on the web at:
www.apabonds.com
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