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3Q19 YTD 2019

BC Muni Index 1.58 6.75
1 Year 0.26 1.84
3 Year 0.31 2.78
5 Year 0.54 4.37
7 Year 0.98 5.73
10 Year 1.42 6.86
20 Year 2.29 8.59
1-10 Year 0.81 4.73
Prerefunded 5 Year 0.45 4.07
AAA 1.35 5.97
AA 1.49 6.36
A 1.73 7.34

US Corp 5-7 Year 2.03 11.25
US Treasury 5 Year 1.33 6.11
S&P 500 1.70 20.55
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Overview

Municipal-Treasury ratios fluctuate throughout the third quarter
Increasing signs of a softening economy spur Fed action
California earns an upgrade while Illinois sees a victory in court

Third Quarter Highlights

Macroeconomic developments and municipal supply had significant impact
on the tax-exempt market during the third quarter. Although the consumer
largely remains optimistic about the economy, there were signs of softening
in some economic indicators as fear of a prolonged trade dispute with
China has risen. This softening played into the Federal Reserve’s decision to
cut its benchmark interest rate twice during the quarter. Unless the weaker
indicators turn out to be transient, we would expect the Fed to continue its
easing program.

During the quarter rates fell and the municipal yield curve flattened
significantly. While the quarter started with thin supply, issuance picked up
markedly as the quarter progressed causing municipal bonds to
underperform. Although direct retail demand appeared to stall at the
lowest rates, investors continued to add assets to higher yielding mutual
funds.

In the opening weeks of the quarter strong demand from July coupon
reinvestment enabled municipals to outperform. However, once this
pressure subsided, the municipal market underperformed other high-quality
fixed income markets. This led to a rise in Municipal-Treasury ratios, and
enabled the Treasury crossover position in our portfolios to outperform. As
we approached the end of the quarter, the magnitude of the municipal
underperformance drove our decision to begin reducing our target Treasury
allocation.

Looking Ahead

Election Day 2019 While we anticipate that national attention will 
soon turn to the 2020 elections, November's coming elections will 
remain most relevant for municipal market participants. Bond 
proposals will appear on ballots across the country and the results 
will be informative on the level of forthcoming issuance. There are 
also a variety of other initiatives with the potential to impact their 
credit quality.  

Pensions Recent reports have highlighted some slow improvement 
in pension funding levels among most stages, bolstered by strong 
investment returns.  While these funding rations are largely lagging 
indicators, we will keep monitoring budget discipline and continued 
pension efforts to guide our view on long term progress.
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Municipal Market Technicals

Demand for municipal bonds, as measured by flows into
mutual funds, continued to be very strong over the course of
the third quarter. Weekly fund flows averaged $1.3 billion,
slightly ahead of the record-setting pace from the first six
months of 2019.

Supply picked up momentum as municipal issuers were able
to lock in favorable rates for capital projects and refunding
opportunities arose. The volume included many current
refundings, as well as workarounds to the 2017 federal tax
law changes that eliminated advanced refunding. The most
significant workaround involves an issuer coming to market
with a taxable bond to advance refund of their tax exempt
debt. We expect an uptick in taxable advanced refundings in
the coming months, but this volume will depend on many
factors, including municipal-treasury ratios and the relative
slopes of the taxable and tax exempt yield curves.

Credit Insights: California and Illinois

The lengthy economic expansion in the United States
continues to move forward, but recent softening in some
economic indicators brings to mind the preparedness of state
and local governments for the next downturn. While certain
states with outsized pension obligations continue to struggle
to find budget balance, others have made notable progress.
California is an example of a state that had high profile
budget pressures during the Great Recession, but has made
important strides throughout the recovery that will help in
navigating the next downturn. The state prioritized
repayment of certain debt obligations and has made the
most of its healthy revenue collections in recent years to
build sizable budget reserves. Despite these efforts, the state
will continue to see revenue volatility due to its reliance on
income tax collections from high earners. However,
structural budget reforms enacted by the state should
improve their ability to respond to revenue shortfalls. The
steps taken by California helped earn an upgrade from Fitch
during the third quarter.

The State of Illinois also saw welcome credit developments
in the third quarter as a Judge dismissed a lawsuit that
attempted to invalidate certain general obligation debt. The
suit was filed jointly by a hedge fund and an Illinois non-
profit. The central argument in the case surrounded a
requirement by the Illinois Constitution that debt be issued

for a “specific purpose.” The suit claimed that bonds issued
by the state to fund their pensions and pay down a backlog
of accounts payable did not meet this definition. We viewed
the chances of the lawsuits success as remote and question
the motivations behind the lawsuit. The judge ultimately
ruled that there was insufficient standing for the plaintiffs to
have filed the suit and hinted that the case will face a steep
uphill battle on the merits during the appeal process.
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Environmental, Social and Governance (ESG) 

ESG investing continues to gain momentum across
many asset classes, including municipal fixed income. In
September, as part of our Spotlight on Women series,
we published a conversation with our Director of Credit
Research, Judy Wesalo Temel.

Judy highlights the evolution of ESG and her outlook on
the changing credit landscape. A link to the
conversation can be found here.

https://us.fieracapital.com/thought-leadership/spotlight-on-women-a-conversation-with-judy-wesalo-temel/
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Past performance is not a guarantee of future results. Inherent in any investment is the potential for loss. 

This presentation is for informational purposes and should not be considered a solicitation to buy, or an offer to sell, a security.

Certain information contained in this document may constitute “forward-looking statements,” which can be identified by the use of forward-looking terminology such as 
“may,” “will,” “should,” “expect,” anticipate,” “project,” “estimate,” “intend” “continue,” or “believe” or the negatives thereof or other variations thereon or comparable 
terminology. Due to various risks and uncertainties, actual events or results or the actual performance of any strategy or market sector may differ materially from those 
reflected or contemplated in such forward- looking statements.

Statements regarding current conditions, trends or expectations in connection with the financial markets or the global economy are based on subjective viewpoints and 
may be incorrect.

This document contains information that has been provided by a number of third party sources not affiliated with Fiera Capital Inc. that, which Fiera Capital Inc. believes 
to be reliable, but for which Fiera Capital Inc. makes no representation regarding its accuracy or completeness. 

Charts, tables and graphs contained in this document are not intended to be used to assist the reader in determining which securities to buy or sell or when to buy or sell 
securities.

The information provided reflected Fiera Capital's views as of the date of this document. Such views are subject to change at any point without notice. 

These materials are not intended as investment advice or a recommendation of any security or investment strategy for a specific recipient; investments or strategies that 
may be described herein are provided as general market commentary. 

Index Definitions: 

The Bloomberg Barclays Municipal Bond Index is a rules-based and market value weighted index engineered for the long-term tax-exempt bond market. To be included in 
the index, bonds must be rated investment-grade (Baa3/BBB- or higher) by at least two of the following ratings agencies:  Moody’s, S&P, Fitch. If only two of the three 
agencies rate the security, the lower rating is used to determine index eligibility. If only one of the three agencies rates a security, the rating must be investment-grade. 
They must have an outstanding par value of at least $7 million and be issued as part of transaction of at least $75 million. The bonds must be fixed rate, have a double 
date after December 31, 1990, and must be at least one year from maturity date. Remarketed issues, taxable municipal bonds, bonds with floating rates, and derivatives, 
are excluded from the benchmark. 

Subindices include: BBC 1 Year (1-2 year maturities), BBC 3 Year (2-4 year maturities), BBC 5 Year (4-6 year maturities), BBC 7 Year (6-8 year maturities), BBC 10 Year (8-
12 year maturities), BBC 15 Year (12-17 year maturities), BBC 20 Year (17-22 year maturities), BBC 1-10 Year (1-12 year maturities).

The Bloomberg Barclays Prerefunded Index is composed of general obligation bonds, revenue bonds, insured bonds (including all insured bonds with a Aaa/AAA rating), 
and prerefunded bonds.

The Bloomberg Barclays US Corporate Bond Index is composed of publicly issued U.S. corporate and specified foreign debentures and secured notes that meet the 
specified maturity, liquidity, and quality requirements. To qualify, bonds must be SEC-registered.

The S&P 500, or the Standard & Poor's 500, is an American stock market index based on the market capitalizations of 500 large companies having common stock listed 
on the NYSE or NASDAQ. 
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