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Market Overview

The first, shortened week of the back‐to‐school (and back‐from‐vacation) season was characterized by a sluggish start and, 
ultimately, higher prices across virtually all fixed income sectors.  Fears of large auctions of Government Bonds, which led 
to slightly higher yields through mid‐week, were quickly brushed aside as each auction seemingly went better than the one 
before it.  The benchmark 10‐year note, despite being reopened during the auction process, dropped another 10 bps in 
yield to close the week at 3 34% Other maturities followed suit although the Treasury yield curve did flatten slightlyyield to close the week at 3.34%. Other maturities followed suit, although the Treasury yield curve did flatten slightly. 

Breakeven inflation measures were virtually unchanged in the long end, but did increase in shorter‐dated maturities.  It 
appears that some market participants seem to be contemplating ‘stagflation’ in the near to intermediate term.

Taking a cue from stock markets, which enjoyed their best week in a couple of months, spreads on risk assets tightened 
further.  New issuance volume was moderate; most newly priced issues followed their secondary counterparts to higher 
prices and tighter spreads.  Corporate issuers included insurers Prudential and MetLife and utilities National Rural and 
Spain’s Iberdrola; heavy Build America Bonds issuance was highlighted by large issues from the University of Texas System 
and the Chicago Board of Educationand the Chicago Board of Education.

A dearth of economic data released during the week was highlighted on Tuesday afternoon by the Fed’s announcement 
that consumer credit contracted by a record $21.6 billion during July, far outpacing most economist projections.  No doubt 
this was brought about by a combination of fears of card‐issuing financial institutions and retail consumers who are still 
dealing with the effects of the events of the past 18 months.  Interestingly and in some contrast, especially noting last 
week’s employment report, the University of Michigan’s Consumer Confidence survey actually increased for the first two 
weeks of September against this backdrop.

It appears that at the moment there continues to be an imbalance between the demand for most fixed income productsIt appears that, at the moment, there continues to be an imbalance between the demand for most fixed income products 
and the tradable supply of paper.  This phenomenon is being exacerbated by light volumes in most sectors, and notably, 
seems to now have bled over to the US Treasury market.

Tax Exempt Markets

Municipal bonds charged forward for another week despite only four days of trading.  10‐year municipal yields fell 4 bps to 
3.05% which is the lowest the Municipal Market Advisors (MMA) 10‐year has been since 2003 when fears of deflation were 
rampant.  30‐year bond yields fell by an additional 7 bps to close at 4.87%.

Retail demand was unabated despite falling yields.  Tax exempt mutual funds reported inflows of $2.39 billion for the week 
ending September 2nd, according to the Investment Company Institute.  Until retail demand slows or tax exempt supply 
picks up considerably, it will be difficult for municipal prices to fall without a substantial sell‐off in U.S. Treasuries.

Forward supply has begun to build again to $12.1 billion, according to the Bond Buyer 30‐Day Visible Supply Index.  
However, if Build America Bonds continue to make up a significant portion of this issuance, the actual tax exempt issuance 
will be quite low.  For example, next week State of Utah is issuing over $1 billion in bonds but only $311 million will be tax 
exempt.
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Tax Exempt Markets

In ratings news, Standard and Poor’s downgraded about $1 billion in tobacco settlement payment bonds to below 
investment grade on concerns that the Federal government’s new tobacco taxes will further dampen demand and the rate 
of smoking in the United States.

Despite the lack of supply, we were especially busy in the secondary market in the 7‐ to 15‐year area of the curve.  High 

Taxable Markets

esp te t e ac o supp y, e e e espec a y busy t e seco da y a et t e to 5 yea a ea o t e cu e g
coupon callable bonds are beginning to show significant value as investors are flocking to non‐callable structures because 
of fears of continued falling rates.  Cushion bonds not only provide extra yield to both maturity and call but can be an 
effective hedge against rising rates.

Corporate Yields and Spreads
1/7/2009‐9/11/2009; Source: Barclays

Despite a holiday‐shortened week, 
corporate bond issuance increased 
four‐fold from the previous week to 
$24.1 billion of newly priced 
investment‐grade debt. The 
headline issuers were Prudential 
Financial (Baa2/A), CVS Caremark 
(Baa2/BBB+), and a unit of Met Life 5.0%
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(Baa2/BBB+), and a unit of Met Life 
(Aa2/AA‐). Prudential sold a total of 
$1.5 billion between a 3‐year priced 
at +225 and a 6‐year at +250 to 
Treasuries. CVS brought $1.5 billion 
of a 30‐year at +187.5. Met Life 
priced $1 billion of a 3‐year at 
+160. Overall, supply was priced at 
the tight end of initial indication 
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ranges, a positive sign for demand.

Corporate spreads tightened to Treasuries on positive macro news of consumer sentiment improvement and a better‐than‐
expected continuing claims number. The Barclays U.S. Corporate Investment Grade Index improved 9 bps for the week to 
finish at +223 OAS (option‐adjusted spread). Financials did particularly well compared to Industrials and Utilities as each 
tightened 18 bps, 5 bps, and 1 bp, respectively. Other significant news came from the FDIC which stated it will extend the 
TLGP program beyond the 10/31/09 expiration date on a case‐by‐case basis. Since June, GE and Citigroup are the only 
issuers to tap the TLGP program. On an absolute yield basis, investment‐grade corporates are now (4.92% YTM) at their 
lowest weekly levels since June 2005lowest weekly levels since June 2005.

MBS spreads compressed 4 bps to +25 OAS as measured by the Barclays U.S. MBS Index. The FHLMC survey of 30‐year 
fixed rate mortgages showed rates are now at 5.07%. With the holiday‐shortened week, the Fed slowed their recent pace 
of $25 billion of MBS purchases last week with $18.8 billion bringing the total purchases in the program to $836.5 billion.



<<
  /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


