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Market Overview

The benchmark 10‐year note dropped 2 bps in yield to 3.43% last week as positive momentum carried over from the week 
prior.  Late week positioning for the coming round of supply in 3‐, 10‐ and 30‐year notes (set for this week), however, 
erased 14 bps in gain for the 10‐year on Thursday and Friday.

The yield curve shifted back steeper on the week to +250, up 7 bps from 2‐ to 10‐years while the 2‐ to 30‐year spread y p , p p y y p
popped 15 bps higher to +218.  Strength in shorter duration maturities netted a move back to 2‐year yields at 0.93% not 
seen since early July.

TIPS have seen significant strength over the last few trading sessions, outperforming nominal Treasuries and leading 
breakeven inflation measures higher.  The current 5‐year horizon jumped 9 bps to 1.3% while the 5‐year, 5‐year forward 
inched up 1 bp to 2.47%.

A busy week for economic data had a muted impact on the bond market as positive early week data on growth ( Chicago 
PMI 50 vs. 48 exp, ISM Manufacturing 52.9 vs. 50.5 exp.) shadowed a move to lower yields while Friday’s disappointing p, g p ) y y pp g
employment data (Unemployment 9.7% vs. 9.5% exp.) preceded an 8 bps jump in yield.

Having recovered a significant portion of a spring sell‐off, the Treasury market is now positioned at lower yields, conceding 
near‐term growth led by the inventory restocking phase of the downturn, but skeptical on a return of end consumer 
demand and expecting further ebb in core inflation.  Current ranges thus appear in place until conviction is found in the 
next phase of this cycle.  

T E t M k tTax Exempt Markets

Municipal bonds continued their 
long march upward in price with 
10‐year yields falling 6 bps to 
3.09% and 30‐year bond yields 
falling an impressive 8 bps to  3.0%
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4.94%.

To recap last month’s 
performance, the long end of the 
market rallied significantly (see 
chart at right) while shorter 
maturities underperformed, and 
as exhibited by the 3‐year 
portion of the Index, actually 
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delivered a negative total return.

Retail demand remains unabated with flows into mutual funds at $2.3 billion for the week ending August 26th, according 
to the Investment Company Institute.  
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Tax Exempt Markets

Investor demand coupled with the continued low supply and the increasing use of Build America Bonds (BABs) has 
continued to put downward pressure on tax exempt yields.  The Bond Buyer 30‐Day Visible Supply Index stands at a measly 
$5.7 billion and during August BABs issuance was 31% of total municipal volume.  

This week will see new issues from North Carolina Eastern Muni Power as well as the Ohio Water Authority. Large BABsThis week will see new issues from North Carolina Eastern Muni Power as well as the Ohio Water Authority.  Large BABs 
deals will be sold for the Chicago Board of Education and the University of Texas.

In positive ratings news, North Carolina Eastern Muni Power was upgraded from BBB+ to A‐ by Standard & Poor’s and their 
Catawba Project from A‐ to A.  The ratings upgrade was based upon their expected new deal which will terminate their 
swap agreements and refill their debt service reserve funds with cash instead of a surety bond.  This stability will limit the 
likelihood for rate increases in the future.

We were involved across the curve last week with purchases from 1‐ to 15‐years, spending upon client needs.  In the 
primary market we purchased bonds for the Maryland Department of Housing, rated Aa2/AA.

Taxable Markets

Summer doldrums had a grip on the corporate bond market. $6.0 billion of new debt was priced compared to an already 
slow $8.6 billion the week ended August 28, 2009. Weaker investment‐grade issuers took advantage of lower absolute 
yields to refinance and extend existing debt Plains All American Pipeline LP (Baa3/BBB‐) sold $500 million of an 11‐year

primary market we purchased bonds for the Maryland Department of Housing, rated Aa2/AA.  

yields to refinance and extend existing debt. Plains All American Pipeline LP (Baa3/BBB‐) sold $500 million of an 11‐year 
priced at +245 to Treasuries. Republic Services Inc. (Baa3/BBB) issued $650mm of a 10‐year at +220. In higher grade 
names, US Bank (Aa3/A+) issued a modestly‐sized $350 million 3 ½ ‐year at +85.

Corporate spreads were relatively flat for the week ending 1 bp better at +232 OAS in the Barclays U.S. Corporate 
Investment Index. For the month of August, the total return for the Index was 1.83% and 15.06% YTD through August 31, 
2009. The Industrial and Financials sectors each matched the improvement seen in the overall Index while Utilities were 5 
bps tighter.

MBS showed a slight improvement last week after 2 prior weeks of widening The Barclays U S MBS Index ended the weekMBS showed a slight improvement last week after 2 prior weeks of widening. The Barclays U.S. MBS Index ended the week 
at +29 OAS, a 3 bps improvement. The Fed bought $25.7 billion of MBS outright last week bringing the total purchases up 
to $816 billion of their stated $1.25 trillion target.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


