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Capital Prescrvation & Income

Change in Market Sentiment—Muni Yields Up

November 18, 2010

This week has produced a meaningful rise in municipal bond yields, driven by the following:

3.00 e  Weakness in the U. S. Treasury market where
yields have risen. Investors have more fully

2.90 - digested QE2 details from the Fed and longer term
inflation expectations have risen (Figure 1).

2.80

270 A / e Increased quantity of new issue municipal bonds

/ \/\ N expected by year end. The 30-day supply calendar
.60 A has filled up as issuers attempt to take advantage of
\ / historically low rates and of Build America Bond
250 | ’ (BAB) taxable options (Figure 2).
2.40 -

¢ Uncertainty regarding personal income tax
levels for 2011 and the Build America Bond (BAB)
program scheduled to expire on 12/31/10. Proposals
to extend the BAB program are on the table, but
Figure 1. U.S. 10-Year On-the-Run Quoted Yield Source: Bloomberg gaining approval in today’s political environment is
uncertain. BAB program termination would force
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18,000 is.suance as tax-exempt and push supply even
higher. BAB’s have accounted for more than 33%
16,000 - of total municipal issuance thus far in 2010.
14,000
As of Thursday, November 18™, municipal bond
12,000 . .
yields appear to have stabilized as buyers have been
10,000 | attracted to higher yields and some new issues have
been withdrawn due to the higher funding costs now
8,000 - demanded by the market. This volatility, while not
desirable, is a natural reaction from a market in the
6,000 - S . .
process of digesting sentiment changes driven by
4,000 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ || recent elections and monetary policy decisions.
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§ § 3 § E § S 5 § § & é Our periodic newsletter, to be published within the
> ® 2 5§ & & 2 2 8 s & = S| nextfewdays, will contain a more complete

discussion of our outlook for interest rates and the
Figure 2. 30-Day Visible Municipal Supply (in millions) Source: Bond Buyer fixed income markets.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no
assurance that the future performance of any specific investment, investment strategy, or product made reference to directly or indirectly in this piece, will be profit-
able, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. Due to various factors, including changing market condi-
tions, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion of information contained in this
piece serves as the receipt of, or as a substitute for, personalized advice from Caprin Asset Management. To the extent that a reader has any questions regarding the
applicability to their situation of any specific issue discussed above, they are encouraged to consult with the professional advisor of their choosing. A copy of our
current written disclosure statement discussing our advisory services and fees is available for review upon request.



