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What Is the Market Telling Us?

Source:  Municipal Market Data Corporation and AllianceBernstein estimates
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How Has the Municipal Market Changed?
 Fewer Bonds Are Being Insured
Percent of New Issuance with Insurance

Transaction Costs Are Higher
Price Mark Ups

It’s More Difficult to Source Bonds*

Interest Rates Are Likely to Rise Slowly
Five-Year Municipal Yields

Source: Federal Reserve Flow of Funds, Moody’s, The Bond Buyer, the SEC and AllianceBernstein estimates



Does Municipal Investor Base Increase States’
Vulnerability?

Source: Federal Reserve Board, Flow of Funds Accounts, 2Q 2015, UBS
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Are Changes to the Investor Base Raising
Volatility?

Note: Household Sector data includes hedge funds.  



Which Metrics Should Serve As Red Flags?



What Factors Could Signal An Imminent
Transition?

• Unsustainable growth in the debt burden or fixed costs
• Difficulty achieving structurally balanced and/or timely budgets
• Escalating pattern of mismanagement among public office-holders
• Partisan gridlock and/or widening partisan divide
• Persistently low liquidity and reliance on inter-fund borrowing
• Sizable growth in unfunded pension liability & ARC-to-budget
• Demographic pressure coupled with taxpayer exhaustion



How Will Rating Agencies Manage the Process?
• A credit is a candidate for the “Ba” category when default is unlikely but

risks have become elevated due to: (a) poor liquidity (b) substantial
negative fund balances (c) unsustainable fixed cost trends (d) declining tax
base or economy and (e) limited ability to withstand external shocks

• A credit is a candidate for “B” category when default risk is under 50% but
recoveries are expected to be 95% or higher.  “B” rated credits are marked
by (a) tenuous market access (b) narrow liquidity (c) dwindling corrective
options and (c) a risk of service level insolvency.

Source: Moody’s Investors Service



What’s the Market’s Record of Forecasting Rating
Changes?

Source: MMD, Moody’s Investors Service, UBS as of Dec. 31, 2015

10-year CA State GO Spreads & Moody’s rating actions (March 1995 thru December 2015)
State spread in bps



What Do Speculative Grade Ratings Communicate?
Historical Corporate Default Experience

Source: Moody’s Investors Service
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Q & A


