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Primary and Secondary Market Recap
By John Kozak, Managing Director and Head of Municipal Sales and Trading

OVERSUBSCRIPTION LEADS

TO

SUBSTANTIAL PRICING BUMPS

Investor interest in the $1.2 billion Illinois general
obligation bond transaction allowed the deal’s pricing to Brian King, Managing Director
be accelerated. The demand for the issue pushed levels 5 Public Finance Investment Banking
basis points tighter prior to pricing and 10-20 basis points (312) 931-6680
on the repricing. The final spreads were +120 in the 10- bking@cabreracapital.com
year maturities and +115 in the 25-year maturities. The John Kozak, Managing Director
largest deal of the week, a $2.3 billion New York Dormitory Municipal Sales and Trading
Authority personal income tax bond transaction, became (312) 931-6686
caught up in the volatility of the market. The retail and jkozak@cabreracapital.com
institutional pricing occurred on Wednesday and
Merita Kulpinski, Senior Vice-President
Thursday, respectfully, with the institutional preliminary Lead Municipal Underwriter
pricing spreads being 10 basis points cheaper than retail. (312) 931-6654
The spreads widened even further during the repricing. mkulpinski@cabreracapital.com
Huntington Beach, California priced $363 million in
taxable pension obligation bonds. The deal was as much as 7x oversubscribed and bumped as much
as 10 basis points.
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HERE WE GO AGAIN
The last two weeks of February saw a dramatic sell-off in municipal bonds initiated by a quick 10
basis point slip in the 10-year Treasury on February 16th (1.20% to 1.30%) that instigated a
remarkable underperformance of municipals. At the time, municipals had outperformed Treasuries
and were trading at or near all-time high (rich) ratios. This was mostly undone in just a handful of
trading session and triggered an overdue correction in the municipal bond space.
Indicator
2/12/2021 Muni Ratio 3/1/2021 Change Muni Ratio
10yr TRSY
1.20
1.45 25bps
57.50%
82%
10yr AAA Muni
0.69
1.15 46bps

Once Treasuries found support, municipal bond market participants shrugged off the losses and
began to grind municipals yet again. However, a Treasury market shift early this week triggered yet
another swift back up in municipals that may not yet be resolved. As of the time of this writing, it
was the largest backup in municipal yields in three weeks. Despite the selloff, municipal bonds have
still held their ground and are still “rich” on a relative basis.
Indicator
3/11/2021 Muni Ratio 3/18/2021 Change Muni Ratio
10yr TRSY
1.52
1.73 21bps
66.80%
67%
10yr AAA Muni
1.02
1.16 14bps

As illustrated by the data and associated chart, the selloff in municipals is still less than the Treasury
slide. Therefore, there is still a level of fragility in the markets as dealers try to hold the line on the
offered side. However, bids widened when liquidity was provided. The tug-of-war is a natural
function of the markets as the bid and ask fight to determine direction.
One item leading the charge for the sell-side (ask) is LIPPER’s report of inflows for the second
consecutive week. This week saw inflows of $1.27 billion following a reported $1.1 billion inflow
last week. This marks inflows for 18 of the last 19 weeks, with March 4th being the one outlier with
$605 million of outflows.
The ensuing buy-side
sentiment, along with
upcoming supply and the
Treasury auction, will be
the other notable factors
determining
whether
municipals will continue
their slide or move into a
new range of stability.
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