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

THIS WEEK’S PRIMARY MARKET ACTIVITY
All eyes were on the California State University transaction
that was priced this week. By size, the deal represented 50% Brian King, Managing Director
of the entire week’s new issue calendar of $4B. The $120M Public Finance Investment Banking
Tax-Exempt issuance did very well as spreads were (312) 931-6680
tightened in the short end by as much as 9 basis points. bking@cabreracapital.com
However, the $1.6B Taxable Series had mixed results. For
John Kozak, Managing Director
maturities through 2034, spreads were tightened by as Municipal Sales and Trading
much as 10 basis points, but for 2035-2044 maturities, (312) 931-6686
spreads had to be widened by as much as 5 basis points. jkozak@cabreracapital.com
With respect to call features, the 2052 maturities ended up
with a 10-year call feature that was 22 basis points wider Merita Kulpinski, Senior Vice-President
Lead Municipal Underwriter
than the Make Whole call option. In addition to the (312) 931-6654
California State transaction, Celina ISD, Texas priced a $76M mkulpinski@cabreracapital.com
Tax-Exempt transaction. Serials were oversubscribed and
were bumped as much as 8 basis points. Next week, the
Metropolitan Pier and Exposition Authority is expected to price a forward settlement transaction.
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SECONDARY MARKET RECAP – SUMMER RALLY
Treasuries have rallied considerably as of late. While inflation has ticked up, the Fed recently took
great pains to address market concerns. Fed Chairman Powell made it clear that the Fed would step
in and use all of its tools to ensure inflation remains under control and Fed minutes indicated that
Federal Reserve officials do not have a timeline to scale back asset purchases. In their view, the
cloudy economic picture dictates a cautious approach.

10yr yields have plummeted from 1.47% on 7/1/2021 to today’s new low of just 1.29%. The
momentum behind this 18 basis point rally has been reflected in the muni space as well.
Muni MMD
10yr
20yr
30yr

7/1/2021
0.98
1.31
1.49

7/8/2021
0.84
1.15
1.33

Change in Muni Rates
-14 bps
-16 bps
-16 bps

While impressive, the muni market rally has lagged that of TRSYs. This has created an uptick in
relative value for municipals and has been a key driver of the uptick in activity. The graph below
illustrates Bloomberg’s AAA 10yr Muni Index as a percent of the 10yr US Govt Index. It is an
indicator of relative value and currently, 10yr municipals are yielding approximately 69% of
Treasuries. Despite municipals underperforming their treasury counterparts, by historical
standards, municipals are still relatively rich and that value is motivating issuers to come to market.

10 South LaSalle Street, Suite 1050, Chicago, IL 60603
Phone: (312) 236-8888 Toll Free: (800) 291-2388 Fax: (312) 236-8936

www.cabreracapital.com

Brea • Chicago • Long Island • Los Angeles • New York • Philadelphia • San Antonio • Tampa

SECONDARY MARKET RECAP – OTHER NEWS
Higher Education: S&P issued a report expressing some concern about the uncertainty of a full
recovery for U.S. colleges and universities. Lower-rated institutions and the private higher
education sector in general appear to have a more difficult path ahead of them than their public
institution counter-parts. The report considered that the public sector can weather spending cuts
better than private institutions and may also benefit from federal stimulus money.
Spending: General fund spending is projected to grow by nearly $1 trillion in FY2022. A tabulation
of U.S. state spending plans indicates a planned 5% increase over FY2021 due to states having
greater revenues than anticipated. This was due both to additional federal stimulus money as well
as the realization that many states saw better than expected revenues over the past year despite
Covid-19 lockdowns.
Investing: Bloomberg reported that muni investors are more open to alternative credits and
structures than in the past. Mainstays, like general obligations, are paying such low absolute yields
that portfolio managers are on the hunt for yield. Issuers that have a story, a unique structure, or
something that allows for incremental yield are in demand. For example, forward deals are on pace
for a record year of issuance, with $7 billion already having come to market. In another example,
American Samoa recently came to market with a $43 million junk bond issue that was
oversubscribed 18 times.
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