
 

Bonds and equities posted a significant rally last week on numerous events, including dovish Fed comments on Wed., strong earnings 

from major tech companies, and a better-than-expected nonfarm payroll report for Jan (304K jobs vs 165k exp.) on Fri. Munis rallied in 

sympathy with Treasuries, aided by a fourth consecutive week of fund inflows (+$1 bil.) and a light new issue calendar ($4.3 bil.), but un-

derperformed in the front-end of the curve (2-5yrs) as a surging Treasury market expressed high confidence that the Fed would pause 

rate increases throughout 2019. The long-end of the Muni curve (10-30yrs) outperformed Treasuries on a significantly stronger bid for 

duration in the secondary market following the dovish Fed comments, although weakened slightly on a higher unemployment rate (4%). 

The Fed policy statement removed the reference to “further gradual” increases in the target Fed funds rate and stated that the Fed “will be 

patient as it determines what future adjustments to the target range for the federal funds rate may be appropriate to support” a strong 

labor market and inflation near 2%. Powell also provided signals at the press conference that the Fed is prepared to adjust its balance 

sheet normalization as necessary. Fed fund futures are now implying an interest rate cut by the Fed as early as Jan. 2020. The positive 

news on interest rate policy overshadowed a disappointing sales forecast from Amazon, stalled US-China trade discussion, and signs of 

growing weakness in Asia and the EU. In other news, the US imposed sanctions on Venezuela and PG&E filed for bankruptcy. 

The S&P Main Muni index gained +41 bps on the week (+73 bps YTD in Jan) led by a +51 bps gain in the long duration index as MMD 

was bumped between 6-8 bps in 10yr-30yrs on the dovish Fed comments. The sharp rally in 30yr MMD last week combined with a -14 

bps rally in 2yr MMD in Jan. caused MMD 2s30s to end Jan +14 bps steeper at 138 bps. In contrast, Treasury 2s30s ended Jan, 2019 

unchanged at 53 bps as both the 2yr and 30yr yields rose +3 bps on the end the month at 2.51% and 3.04%, respectively. Last week’s 

gains across the Treasury curve resulted in a +37 bps gain on the week, which boosted the Treasury index to a positive result YTD at +19 

bps. Treasury gains were led by the 2yr (-10 bps to 2.51%) with the 10yr declining -6 bps to end at 2.70% and the 30yr declining -3 bps to 

end at 3.04%. Stocks finished strong on the week with all major US equity indices posting gains, including the S&P 500 large cap index, 

up +1.57% on the week and +7.97% YTD. 

Last week’s $4.5 bil ($2.6 bil in negotiated offerings) calendar priced with the same theme of strong sponsorship in the first 10-12 yrs driv-

en by SMA demand, while the long-end beyond 20 years lacked depth and breadth of buyers. We think this dynamic is about to change in 

the near term. Munis have experienced four consecutive week of very healthy inflows of $4.4 bil. ($600 mil. outflows first week of the year; 

$3.8 bil. YTD), including last week’s $1.1 bil. Prior to last week’s Fed comments, investor mandates for inflows were for limited term dura-

tion, but likely expanded slightly last week into longer durations, evidenced by outperformance in those sectors (10yrs and 30yrs). Should 

the economic data, some of which has been delayed by the Fed Gov’t shutdown, continue to come in with muted inflationary expecta-

tions, longer durations should continue to garner a bid, which would aid the primary market. The one caveat is valuations. The heavy de-

mand for shorter term bonds in the primary market in Jan. combined with last week’s long-end outperformance has resulted in compres-

sion of Muni/Treasury ratios to valuations below 1yr and 3yr averages. Credit spreads are also reading fair-to-rich vs 3yr averages. For 

these reasons, we think Munis may cheapen up a bit this week but continue to outperform Treasuries in Feb., particularly given strong 

Feb. reinvestment (discussed below), but also on the year. In terms of positioning (as we have discussed in previous editions of this 

newsletter), we think that longer durations (20-30yrs) should outperform shorter and intermediate durations in 2019 as US and global 

growth slow. Our favorite part of the curve is the 18-21yr maturity range given current roll down and higher than average projected re-

turns. We like a 70/30 barbell (70% in 1yr-6yr mtys; 30% in 19-21yr mtys) with effective duration of ~7.5 yrs and average maturity of 16 

yrs. This strategy captures 95% of the MMD yield curve, maximizes credit spread and rolldown while limiting volatility. We also like gener-

ally maintaining higher than average credit quality of AA– or higher rated GO names and ‘A’ or better revenue names.  

This week’s primary market calendar picks up to $7.8 bil. after issuers delayed issuance last week due to the Fed meeting, resulting in a 

lackluster $4.5 bil. of offerings. This week’s negotiated calendar includes $625 mil. Michigan State Univ (Aa2/AA) – $325 mil. taxables 

pricing on Wed. and $300 mil. tax-exempts on Thur.; $550 mil. Hawaii GO (AA+/AA) pricing on Wed., $545 mil. LA MTA (Aa2/AAA/AA+) 

pricing on Wed, and $415 mil. Massport (Aa2/AA) pricing on Wed. Competitively, the market is led by $639 mil. Wash St. GO (Aa1/AA+) 

pricing on Tues. and $154 mil. Maryland Univ. System (Aa1/AA+) pricing on Wed. Gross supply YTD is $24.8 bil. (+14% YoY). Over the 

next 30 days, we see net muni market supply at -$10.33 bil., comprised of +$11.37 bil. new issues against $22.5 bil. of maturing ($16.09 

bil.), and called ($5.61 bil.) bonds. The states that stand to experience the largest change in outstanding debt include Texas (-$3.86 bil.), 

New York (-$2.01 bil.), Illinois (-$1.07 bil.), South Carolina (-$952.6 mil.), and New Jersey (-$943.3 mil.). We project total net supply in 

2019 at -$32 bil. (-$2.7 bil. avg / mo), which includes gross supply of ~+$342 bil. (+8% YoY) against -$374 bil. of maturities (-$282 bil.) 

and calls (-$92 bil.). The projected -$32 bil. of negative net supply is further enhanced by coupon reinvestment; assuming reinvestment of 

~50% of coupon, funds available for reinvestment should be ~+$111 bil. for the year, or +$9.2 bil. / month avg. However, we expect net 

February reinvestment to be +$19 bil., which exceeds the 2019 average by ~$10 bil., a positive development that should provide price 

support. 
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The week ahead has Treasury auctions galore ($84 bil. total), including $27 bil. 10yr and $19 bil. of 30yr., Chairman Powell speaks this 

week (Wed), several other Fed speakers, BOE rate decision, China markets are closed all week, ISM Non-Manuf index, State of the Un-

ion, and Trump vs. Nancy Pelosi. 

AMT Muni Penalty Compression Likely  

The TCJA eliminated the corporate AMT entirely and significantly modified the AMT rules for individuals that should result in 96% fewer 

individuals in the US being subject to the AMT in tax year 2018 (filed in 2019), at least through 2025 when the rules expire. The remaining 

portion of individual taxpayers subject to AMT is estimated at only 200,000 vs the 5 mil. reported previously. The AMT for individuals still 

uses an alternative definition of taxable income (Alternative Minimum Taxable Income - AMTI) at a 26% or 28% rate with certain phase-

out thresholds that still disallow “preference items” (deductions permitted under the regular tax system), including Muni bond interest. 

However, the TCJA substantially increased the exemption of ordinary income for AMTI (to $70,300 from $54,300 for single filers and to 

$109,400 from $84,500 for married filers) and increased the phase-out threshold of the income exemption to $500,000 from $120,700 for 

single filers and $1 mil. from $160,900 for married filers. This significant increase in AMT exemptions and phase-outs will push most for-

mer AMT taxpayers into higher effective rates under the now-revised regular tax system where deductions for AMT bond interest are per-

mitted (along with most other AMT preference items). Following the April filing date in 2019, many individual taxpayers will likely realize 

that they are no longer subject to AMT and can, therefore, purchase AMT Munis and no longer lose an interest deduction. 

While we do not believe that the AMT Muni bond penalty (spread vs. non-AMT Munis) will disappear entirely, the AMT Muni bond penalty 

will likely tighten. As demonstrated in the graph below using non-AMT and AMT airport bonds, the average spread between non-AMT and 

AMT bonds compressed by 4 bps between 2016 and 2017 and further compressed by 3 bps between 2017 and 2018. This trend is ex-

pected to continue as (most) individuals and corporations are enlightened this tax season that the interest on AMT bonds will now be tax-

free. We project that the AMT spread will continue to compress from the 2018 average of +23 bps to between 15-20 bps, depending on 

the issuer. The AMT penalty reduction will be a win-win for investors and AMT bond issuers, such as airports and housing agencies that 

must issue AMT bonds to fund private-activity uses, as yields on these bonds continue to tighten. 
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2019 Strategy 

 70/30 Barbell strategy: 70% 1-6 

yrs; 30% 19-21 yrs 

 Eff duration of 7.5-8.5 yrs. 

 Short and Intermediate bonds 

(with 8-10yrs cals); capture 

~95% of curve, fast reinvest-

ment, optimal rolldown 

 Best rolldown is generally 8-

19yrs.  

 Coupon: 5%+ (lower convexity 

vs 4%) 

 Credit: ‘AA-’ or better GO; ‘A’ or 

better Revenue (select names) 
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Underwriters will attempt to market 

$7.8 bil. of munis in the week of 

2/4, led in the negotiated space by 

$625 mil. Michigan St. Univ., $550 

mil. Hawaii St., and $545 mil. Los 

Angeles MTA. The competitive 

calendar is highlighted by $639 

mil. Washington St. 

Muni Primary Market 
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30-Day Visible Supply                                                  

($ in millions) 

 Current 2019 High  2019 Low  

 Total $ Date $ Date 

Total 9,498.2 11,160.2 (1/7) 5,231.7 (1/3) 

Comp. 2,346.5 4,496.2 (1/7) 1,976.8 (1/31) 

Neg. 3,967.2 6,664.0 (1/7) 3,199.3 (1/3) 

      

Top Negotiated Issuances Coming to Market 

Issuer State Amount ($ 000’s) 

Michigan St Univ MI 625,000 

Hawaii St HI 550,000 

Los Angeles Cnty Met CA 545,000 

Massachusetts Dev Fin Agy (Wellforce) MA 415,080 

MA Port Auth MA 325,000 

Top Competitive Issuances Coming to Market 

Issuer State Amount ($ 000’s) 

Washington St WA 638,595 

Maryland Univ Sys MD 154,215 

Spokane SD #81 WA 128,645 

Elk Grove Unif SD CA 121,000 

Lexington Town MA 57,430 
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Economic Calendar  

Monday (2/4) Tuesday (2/5) Wednesday (2/6) Thursday (2/7) Friday (2/8) 

Factory Orders Markit US Services PMI MBA Mortgage Applications Initial Jobless Claims Fed Speaker - Daly 

Durable Goods Orders Markit US Composite PMI Trade Balance Continuing Claims  

Durables Ex Transportation ISM Non-Manufacturing Index U.S. to Sell USD 50 Bln 18-Day 

CMB 

Bloomberg Consumer Comfort  

Cap Goods Orders Nondef Ex Air U.S. to Sell USD38 Bln 3-Year 

Notes 

U.S. to Sell USD27 Bln 10-Year 

Notes 

U.S. to Sell 4-Week Bills  

Cap Goods Ship Nondef Ex Air  Fed Speakers - Powell/Quarles U.S. to Sell 8-Week Bills  

U.S. to Sell USD45 Bln 3-Month 

Bills 

  U.S. to Sell USD19 Bln 30-Year 

Bonds 

 

U.S. to Sell USD39 Bln 6-Month 

Bills 

  Fed Speakers - Bullard/Clarida/

Kaplan 

 

Fed Speaker - Mester     

     

Ramirez Negotiated Issuances Coming to Market 

Issuer State Amount ($ 000’s) Senior Manager Ramirez Role 

Baldwin Pk Muni Fing Auth CA 6,150 SAR Senior 

Los Angeles Cnty Met CA 545,000 Siebert Co-Manager 

MA Port Auth MA 325,000 GS Co-Manager 

El Paso TX 190,400 Citi Co-Manager 

Texas Dept Hsg & Cmnty Affairs TX 166,340 Jefferies Co-Manager 

New York City HDC NY 149,770 Wells Co-Manager 

San Jacinto CCD TX 143,975 MS Co-Manager 

Connecticut HFA CT 122,735 Citi Co-Manager 

Weekly Visible Supply

($ in millions) 

 Week of 

 2/4/19 

Total 7,782.9 

Comp. 1,673.9 

Neg. 6,109.0 

Source: Bloomberg, Ramirez 

Gross Supply               

($ in millions) 

 As of 

 2/1/19 

Last Week 4,511.6 

12wk Moving Avg. 5,328.6 

YTD 24,751.5 

Source: Bloomberg 
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Muni Market Demand 
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Over the next 30 days, we see net muni market supply at –$10.33 bil., comprised of $11.37 bil. new issues, $16.09 bil. matur-

ing, and $5.61 bil. announced calls. The states that stand to experience the largest change in outstanding debt include Texas 

(-$3.86 bil.), New York (-$2.01 bil.), Illinois (-$1.07 bil.), South Carolina (-$952.6 mil.), and New Jersey (-$943.3 mil.). 

US Lipper Fund Flows 

Sector Flow Change ($B) YTD ($B) 

Tax-Exempt Inflow: 1.064 Inflow: 3.799 

Money Market Outflow: -12.812 Outflow: -3.839 

Taxable Inflow: 1.568 Inflow: 2.238 

Equities Outflow: -13.554 Outflow: -24.471 

Tax-exempt mutual funds reported inflows for the fourth 

consecutive week with inflows of $1.06 billion for the week 

ended January 30th. This compares to the 12-week moving 

average of a $261 million inflow. 

Source: Bloomberg 

Source: Bloomberg 

Source: Bloomberg, Ramirez 

Source: Bloomberg 

Source: Lipper Fund Flows 

Source: Lipper Fund Flows 

Muni Market Supply 

Source: Bloomberg, Ramirez 
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This material is proprietary to Samuel A. Ramirez & Co., Inc. or (“Ramirez”) and may not be disclosed to any third party or used for any other 

purpose without the prior written consent of Ramirez.  

Unless otherwise agreed in writing between you and Ramirez & Co, we are acting solely as a principal/underwriter in an arm’s length commercial 

transaction in which Ramirez has financial and other interests that differ from yours. Ramirez is not acting as a municipal advisor, financial advisor 

or fiduciary and the information provided should not be construed as “advice” within the meaning of Section 15B of the Securities Exchange Act of 

1934. 

The information in this document should not be considered research1 or its content be construed as a solicitation or recommendation. This materi-

al has been prepared for informational purposes only without regard to any particular user's investment objectives, financial situation, or means, 

and Ramirez is not soliciting any action based upon it. The Information contained is not an offer to buy or sell or a solicitation of an offer to buy or 

sell any security or instrument or to participate in any trading strategy. Ramirez does not provide accounting, tax or legal advice; however, you 

should be aware that any proposed indicative transaction could have accounting, tax, legal or other implications that should be discussed with 

your advisors and or counsel. The Information should not be relied upon for the maintenance of your books and records or for any tax, account-

ing, legal or other purposes. Subject to applicable law, you may disclose any aspects of any potential transaction or structure described herein 

that are necessary to support U.S. federal income tax benefits. The information in this document reflects prevailing conditions and our views as of 

this date which, are subject to change. In preparing this material, we have relied upon and assumed, without independent verification, the accura-

cy and completeness of all the information available from internal and public sources or which was provided to us by or on behalf of Ramirez or 

which was otherwise reviewed by Ramirez. Even when this material contains a kind of appraisal, it should be considered preliminary, suitable only 

for the purpose described herein and not be disclosed or otherwise used without the prior written consent of Ramirez. Bonds are subject to inter-

est rate risk. When interest rates rise, bond prices fall; generally the longer a bond's maturity, the more sensitive it is to this risk. Bonds may also 

be subject to call risk, which is the risk that the issuer will redeem the debt at its option, fully or partially, before the scheduled maturity date. The 

market value of debt instruments may fluctuate, and proceeds from sales prior to maturity may be more or less than the amount originally invest-

ed or the maturity value due to changes in market conditions or changes in the credit quality of the issuer. Bonds are subject to the credit risk of 

the issuer. This is the risk that the issuer might be unable to make interest and/or principal payments on a timely basis. Bonds are also subject to 

reinvestment risk, which is the risk that principal and/or interest payments from a given investment may be reinvested at a lower interest rate. 

_____________________________________________________________________________________ 

1 For purposes of the debt Rule FINRA 2242, a “debt security” excludes any equity security, municipal security and security-based swap (each as 

define under the Exchange Act) and any US Treasury (as defined in FINRA Rule 6710 (p)). 
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