APA Q3 2019: Quarterly Commentary
MUNICIPAL MARKET OUTLOOK AND STRATEGY
Executive summary
•

The Fed cut the target range for the federal funds rate at the July and September FOMC meetings, in line with
market expectations

•

Inflows into municipal funds remained strong, reaching 38 straight weeks

•

New issue supply picked up during the quarter, with August and September coming in as the most significant two
month stretch of supply for the year

•

With redemptions still outpacing new supply for the year, the trend of a shrinking municipal market continues.
The total amount of municipal debt outstanding has decreased by $75 billion since the end of 2017

•

The end of September brought flow of funds data, and recent trends continued with bank and insurance
company holdings of municipals continuing to shrink as a result of changes in the tax rate

•

US personal and corporate income tax receipts grew year over year, topping expectations, a positive for
municipal credit
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The quarter began with news of better than expected
US economic data, including stronger than expected
payrolls and retail sales reports released in July.
Economic data beats coupled with a dovish Fed caused
a pause in the downward trend of Treasury yields for
the first month of the quarter. The Fed met market
expectations, and for the first time in a decade, cut the
target range for the federal funds rate by 25bps at the
July meeting. While Treasury yields moved higher for
the month, munis outperformed in the face of a strong
technical environment of low supply and high
redemptions.
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2019. In a flight to safety trade, Treasury yields moved
lower by 45-55bps for the month, to near all-time
Source: Municipal Market Data
lows. The long end led the move lower in yields, and
headlines focused on the inversion of the 2-10s Treasury curve, which lasted for a couple of trading days at the end
of the period.

After reaching multi-year lows in August, September saw a rapid move higher in rates for the first couple of weeks of
the month on positive trade headlines, a higher than expected CPI print, and a strong retail sales report. However,
geopolitical tensions flared in the second half of the month, leading to a grab for yield, causing rates to sink during
the final couple of weeks of the period. After touching a high of 1.90% on September 13th, the yield on the 10-year
Treasury closed the quarter at a 1.65%. The Fed again cut rates at the September FOMC meeting, in a move that had
been well priced in by the market.
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Weekly Fund Flows

Municipal Market Supply
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Fund flows

Demand for tax-exempts remained strong, as flows into muni funds continued. The market has now experienced 38
straight weeks of fund inflows for a total of over $46 billion. However, flows did waiver somewhat towards the end of
the quarter, a sign that investors are more hesitant to put cash to work at lower rates. September inflows averaged
roughly $1 billion per week, down from nearly $2 billion per week in August and $1.5 billion per week in July.
Supply
September was defined by a large amount of issuance across the fixed income spectrum. Monthly Treasury auctions
were joined by $196 billion of corporate bond sales (one of the highest monthly totals on record), and $36 billion of
new muni issuance. Furthermore, August and September combined for the largest two month period of muni supply
for the year. Issuance was 11% higher quarter over quarter as issuers rushed to the market to capitalize on record
low interest costs.

Taxable municipal bond issuance has been one of the drivers of the increase in supply, as taxable issuance is up 50%
year over year for a total of $30 billion year to date. Estimates call for taxable supply to reach $65 billion for 2019,
compared to the trailing five year average of $30 billion. The uptick in issuance is attributable to issuers opting to
advance refund outstanding deals by issuing taxable municipals, as tax-exempt advanced refundings were terminated
as part of the Tax Cuts and Jobs Act (TCJA), effective January 1, 2018.
With issuers taking advantage of lower financing costs, forward supply calendars have swelled, and many firms are
revising their 2019 issuance estimates upward. We believe supply will continue at a healthy pace, but not to a level
that would overwhelm the market and pressure spreads. The recent boost in issuance has been welcomed by
corporate and foreign investors in an era where an estimated $15 trillion of bonds globally have negative yields.
Page 2
Past performance is not indicative of future results. Please see attached disclosures.

www.assetpreservationadvisors.com

APA Q3 2019: Quarterly Commentary
MUNICIPAL MARKET OUTLOOK AND STRATEGY
Redemptions & shrinking market
Redemptions slowed down in the final month of the quarter, totaling $20 billion for the month vs. an average of
$37.3 billion a month for June-August. As a result, net supply came in at +$18 billion for the month, bringing
year-to-date gross and net issuance to $277 billion and -$12 billion, respectively. With redemptions still outpacing
new supply for the year, the trend of a shrinking municipal market has continued. The total amount of municipal
debt outstanding has decreased by $75 billion since the end of 2017. The shrinking market has been supportive to
performance and could place downward pressure on spreads going forward.
Muni flow of funds data
The end of September brought the Q2 flow of funds data and revealed that banks continued the trend of shedding
their muni holdings. Bank holdings declined by -$13 billion as a result of changes in the corporate tax rate. However,
muni mutual funds, ETFs, and SMA accounts have more than picked up the slack, increasing their holdings by $46
billion over the quarter.
State tax revenues
Also released in late September was Q2 2019 local tax revenue figures. The data show personal and corporate
income tax revenues exceeded expectations, signs that the effects of the Tax Cuts and Jobs Act continue to be a
positive for states’ fiscal well being. Furthermore, the positive effects of the TCJA on state tax revenues, combined
with strong economic growth and low unemployment, has helped to boost underlying credit fundamentals for many
states. This is captured in an overall positive credit rating trend, which is the strongest since Q1 2017.
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Total Monthly Redemptions

Changes in Muni Holdings (Q2 2019)
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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

Follow us:

@APABonds

APA-19-302
Asset Preservation
Advisors
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