
	  

FOMC Summary  
The Federal Reserve Open Market Committee left its interest-rate policy on hold (0%-0.25%) on 
November 2nd citing serious downside risks to the U.S. economic outlook.  The beleaguered 
housing and labor markets continue to create significant drags on the U.S. recovery.  Home prices 
are still bouncing near their lows, following a slight seasonal uptick over the summer.  As we enter 
the winter season – typically the slowest period of the year for real estate – housing may turn even 
quieter, leaving little hope for an improved housing market in the short-term.  The labor force 
outlook remains uncertain as well but an unexpected improvement in the unemployment rate (from 
9.1% to 9.0%) in the first week of November was part of a somewhat encouraging jobs report, 
bringing the rate to a six-month low.  Upward revisions to the August and September jobs data and 
a positive number in October left the markets feeling upbeat, but healthy employment levels seem 
to be some distance in the future.  The U.S. needs to create roughly 125,000 new jobs per month 
simply to maintain current momentum.  In Fed Chairman Bernanke’s post-FOMC meeting press 
conference, he was careful to leave the door open for further economic stimulus as the Fed deems 
necessary.  Deployment of a third round of quantitative easing is a topic of heated debate; 
however, the tone in this most recent jobs report may have delayed further stimulus for the time 
being. 
 
Many of the domestic economic challenges this month were largely overshadowed by rapid 
developments overseas.  Since our last newsletter, the lingering debt struggles in Europe have only 
exacerbated.  News broke on November 2nd of an approved $1.4 billion Eurozone bailout and debt-
restructuring plan, and it appeared that a disorderly Greek default had been averted.  That is until 
Greek Prime Minister George Papandreou threatened to put the bailout package to a national vote.  
The ensuing tennis match between Greek and European Union finance ministers sent global 
markets on a dizzying ride.  The ramifications of a Greek “no” vote on the large bailout 
disbursement would have brought Greece to the brink of economic collapse, likely pushing Greece 
out the EU and into default.  Only hours later, the Greek referendum was cancelled and Greece’s 
PM stepped down in favor of a unified national legislature.  Now that fears of Greece’s imminent 
failure have eased, markets are already surveying Europe for the next big debt threat.  Italy has 
roughly six times as much debt outstanding as Greece, and its government is at work on sweeping 
austerity measures to prevent becoming the “next Greece”.  However, it remains unclear if these 
plans will pass or will create the necessary improvement in financial conditions.  The worry is that 
Italy's and Greece’s interim governments have walked into irreparable situations and will not be 
able to gain the support needed to pass the reforms.  As new leadership takes over these 
struggling countries and inherits their debt issues, Eurozone events are not likely to subside any 
time soon. 

 

Muni Market Dynamics 
For the majority of 2011, new issue Muni supply volume has been near record lows.  Belt-tightening 
among elected officials and the issuance binge near the December 2010 expiration of the Build 
America Bond program kept issuers on the sidelines through the first half of 2011.  Near the end of 
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September, Municipal issuers meaningfully began to test the market, looking to take advantage of 
yields at or near all-time lows.  In that span, average weekly supply jumped to just under $8 billion 
after averaging just over $4 billion for the first 8 months of the year.  The jump in new supply came 
just as US Treasury yields began a modest correction, causing Muni yields to buckle and widen by 
60 basis points over the three weeks ending October 14th (Figure 1).  However, demand for quality 
assets returned as the situation in Europe worsened in late October and the short-lived equity rally 
seemed to run out of steam.  The global flight-to-quality that ensued re-ignited the U.S. Treasury 
market and pulled tax-exempt yields lower in concert.  Muni yields have now retraced over half of 
last month’s sell-off despite issuers continuing to bring new deals at a $10 billion-per-week pace.  
Consequently, many mid-year forecasts for $200-250 billion new issuance in 2011 have been 
revised up to and beyond the $300 billion mark. 
 

The fact that U.S. Muni issuance has gained such a head of steam is worth noting.  Though yields 
are up from their all-time lows, yields remain at historically attractive levels for borrowers, and 
issuers seem to be taking notice.  2011's late-year uptick in supply may be driven not only by low 
rates, but also by the macroeconomic and legislative uncertainties that lay ahead.  Europe’s debt 
battles continue to present a big unknown and threaten to cause highly volatile periods across 
capital markets in the coming months.  Also, Congress' 12-member super-committee is quickly 
approaching its November 23rd deadline to trim the U.S. deficit by at least $1.2 trillion.  Potential tax 
code changes that could be used to help close the gap may have a direct impact on how Munis are 
valued and levied.  Effects from these events could be felt very soon – and are serving as an 
impetus for municipalities to issue debt now and minimize their exposure to a more uncertain 
future.  

 

 
Figure 1.  YTD 2011 Weekly Muni Bond Issuance (in millions)                     Source: Bloomberg 
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Caprin Investment Strategies 
Caprin is currently managing intermediate portfolios to a duration target slightly longer than neutral 
given our favorable view of the debt markets and the Fed’s continued commitment to suppressing 
interest rates and supporting the recovery process.  We are utilizing a fairly laddered maturity 
structure ranging from 2 to 12 years.  Though Muni-to-Treasury ratios have decreased over the 
past few weeks, ratios remain attractive for tax-exempt investing.  Moreover, we believe investors 
will continue to look to Munis for a safe haven as Europe navigates its debt crisis, providing 
continued support for the asset class as we approach year-end. 
 
We continue to purchase Muni names and sectors that provide incremental yield to portfolios to 
combat the ongoing low rate environment.  Through careful credit selection, we have been able to 
find stronger power, healthcare, and housing names that are providing additional performance 
opportunities for Caprin portfolios.  Where we see relative value outside of a client’s state of 
domicile that outweighs tax implications, we continue to add exposure in an effort to augment 
portfolio yield, performance, and diversification. 
 
As we approach the anniversary of the highly publicized prediction for “hundreds of billions” of Muni 
defaults in 2011, it appears the actual statistics will finish nowhere close to the predicted level.  
However, on November 9th, Jefferson County Alabama filed the largest Municipal bankruptcy in 
U.S. history – a move that was widely anticipated as a result of derivative-based financing and 
corrupt leadership at the county level.  Though this is a name our portfolios never owned, this 
default serves as a reminder of the importance of diligent credit analysis to minimize risks inherent 
in state and local government debt.   

 
Caprin’s Short Maturity Strategy remains consistent with the Intermediate Strategy with a duration 
target slightly long of neutral versus the strategy’s benchmark.  The low yield environment makes 
opportunistic purchases in yieldier sectors (power, hospital, utility, and housing bonds consistent 
with the Intermediate Strategy) crucial to generating income in our Short Maturity strategy.   
 
With global financial markets responding to non-stop developments both here and abroad, we 
remain committed to minimizing risk and preserving capital consistent with our core values, our 
market intelligence, and our prudent investment selections. 

	  
 

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 profitable , equal any corresponding indicated historical 
performance level(s), or be suitable for your portfolio. Due to various factors, including changing market conditions , 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. 
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