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     As can be seen on the next page, the municipal bond market has had an extraordinary year, due to a 
number of factors.  First, Treasury yields have dropped close to 100 basis points across the yield 
curve.  As the second chart shows, long Treasuries had topped the S&P 500 in total return until 
recently.  And as the first chart shows, the tax effect of the loss of the state and local tax (SALT) 
deduction has caused demand for bonds from high-tax states like California, NY, CT and New Jersey to 
soar.   
     The summer reinvestment period proved itself again as it has generally been reliable in generating 
excess demand via shortages of bonds versus those maturing, being called, and interest payments to 
investors which produces enhanced returns. We have been able to circumvent the challenges of having 
margin borrowing costs exceeding available yields by aggressively purchasing newly issued bonds that 
do not require margin charges and quickly trading them for short term profits. Using this methodology 
our portfolios have enjoyed the effect of amplified returns. 

The Federal Reserve has cut interest rates twice this summer. This is in contrast to what most 
believed would be a rising rate environment. Global economic issues and sustained weakness in the 
EuroZone have kept foreign rates near zero and US treasuries in high demand. Add in the political drama 
and trade frictions and the case can be made for sustained low rates.  

As discussed our challenge has come from the high level of volatility and the rise in short-term 
rates, which reduces the ability to carry bonds on margin for positive carry.  As the chart on page 3 
demonstrates, we used to be able to finance bonds at rates below what we earned.  That is no longer 
the case.  Will the carry trade come back?  Nobody knows, but that would change our strategy from our 
present defensive stance. What we label as defensive means that we are limiting our portfolio leverage. 
By no means does this change our aggressive active trading strategy. We have enjoyed a great year so 
far participating in the tailwinds created by the aforementioned uncertainties. Year to date performance 
has been greatly enhanced even while we have been able to reduce margin costs. Interest income is 
about the same as prior years but as a component of the actual total return is smaller since trading 
profits have increased and the lower yields have increased the prices of existing holdings. 
     Fund flows have been positive all year, as can be seen on page 4 and are now calculated to be around 
$68 billion year to date. This creates a tailwind for us, but the size of inflows is something we monitor 
and should they turn weaker would give us more reason to be prudent. 

We appreciate your business as we head into year-end.  Supply often rises in the fourth quarter, 
giving us more trading opportunities and potentially better entry levels. Should there be a rush to 
market by muni issuers the net result could depress the market in the short run until the New Year, 
when munis often rally.  We remain optimistic but vigilant. 
 





But the carry trade no longer works, forcing us to reduce 
leverage.



Mutual Fund inflows have been huge and sustained.



• BlackRock Says the Key Gauge of Muni Bond Prices May Be Broken
2019-09-04 16:54:19.401 GMT

By Amanda Albright
(Bloomberg) -- The world’s largest asset manager says one
of the most meaningful measures in the municipal-bond market is
starting to mean a lot less.
That’s because a steady influx of cash earlier this year
pushed some state and local government debt yields to record
lows relative to U.S. Treasuries. In normal times, the decline
of that ratio -- which is closely watched by professional
investors -- would signal that the securities had become
significantly overpriced.
But Sean Carney, the head of municipal strategy at
BlackRock Inc., which oversees nearly $7 trillion in assets,
said in an interview that the buy-and-hold investors who
dominate the municipal market are more interested in the tax
breaks and the protection the securities offer from stock market
swings. That may help explain why retail buyers have poured more
than $43 billion into municipal-bond mutual funds even as prices
hit record highs against Treasuries this year.
“There’s less predictive power to muni-Treasury ratios
today,” said Carney, who like others on Wall Street still
watches it.
Corporations like banks and insurance companies do pay
attention to the gauge, Carney said. But those companies aren’t
driving the municipal-bond market rally right now. Some have
even slashed their holdings because the 2017 tax overhaul that
reduced corporate tax rates, which makes tax-exempt debt less
attractive compared with other debt.
“Everybody likes to get caught up in muni-Treasury ratios,”
Carney said. “They mean a lot when you’re looking for a non-
traditional buyer to buy munis. When it’s retail that’s driving
it -- and it’s retail driving this rally -- they tend not to
care as much about ratios.”
This may mean that tax-exempt bonds have more room to run
regardless of whether municipals are considered cheap or
expensive, Carney said. Tax-exempt debt has returned about 7.7%
this year, according to the Bloomberg Barclays index. While
that’s less than Treasuries or corporate bonds, it’s still the
biggest gain since 2014.
For those who do still care about the gauge, the ratio of
10-year municipal yields to Treasuries is hovering around 86%,
up from as little as 72% in May.
Maybe that means they’re cheap. Or maybe not.



• Muni Technicals Should Improve in October as Payouts Rise: Citi
2019-09-27 16:32:09.879 GMT

By Martin Z. Braun
(Bloomberg) -- Higher than average coupon payments should
boost the $3.8 trillion municipal bond market in October even as
the volume of state and local government debt sales increase
compared to September, Citigroup Inc. analyst Jack Muller said
in a report.
* Bank forecasts issuance of $34.6b bonds, $8.9b more than will
mature or be paid off early
* Investors will get another $10.3b in interest payments in
Oct.; 3YR average is $9.5b
* “Despite higher net issuance vs. last month, technicals should
still improve in October due to higher coupon payments,” Muller
wrote

Bank of America Predicts Muni Bond Yields to Resume Steep Slide
2019-09-27 14:58:54.957 GMT

By Maria Elena Vizcaino
(Bloomberg) -- Bank of America Corp. analysts predict that
municipal-bond yields will resume their slide and some prices
will test the record highs reached against Treasuries earlier
this year.
* In a note to clients Friday, municipal strategists Yingchen Li
and Ian Rogow said the bank anticipates that 10-year benchmark
yields will drop below 1% and 30-year yields will slip to 1.6% 
* Bloomberg 10-year benchmark now at 1.46% and 30-year at 2.03%
* They predict that the ratio of 10-year yields to Treasuries, a
key measure of relative value, will "retest lows of 71%"
* That ratio is now about 87% but slipped below 72% in May,
which was the lowest since at least 2001, according to data
compiled by Bloomberg 



• The New Tax Math for People Living in High-Tax States -- Journal Report
2019-09-10 17:38:35.544 GMT

By Brian J. O'Connor 
More snowbirds are expected to make a permanent move as the curbs on state
and local tax deductions are starting to be felt. 
The Tax Cuts and Jobs Act of 2017 clamped a $10,000 limit on the amount of
state and local taxes -- including income and property taxes -- that joint
filers can deduct from their income for federal taxes. 
Financial planners say that as high-net-worth taxpayers finalize their
2018 returns to meet the October tax-extension deadline, they expect many
residents of New York, New Jersey, California and other relatively high-tax
states will decide to spend more time in Florida, Texas, Nevada or other states
that don't collect income taxes, or move there outright. 
"People are just starting to see the effect," says Daniel Bernard, an
attorney with Twomey Latham in Riverhead, N.Y. "Over the coming months we're
going to see a lot more people looking to establish Florida residency." 
An analysis conducted by Connecticut projected that residents of the state
would pay an additional $2.8 billion in federal taxes on their 2018 returns
because of the change in deduction rules. New York State Gov. Andrew Cuomo has
complained that the deduction limit and other tax changes are prompting
residents to flee to Florida. 
Ed Wollman, a founding partner who handles taxes and estates with Wollman,
Gehrke & Associates in Naples, Fla., says a New York City snowbird couple with
taxable income of $500,000 would pay about $50,000 in state and city income
taxes. A couple with the same taxable income in Illinois would escape a tax
bill of close to $25,000 by moving to a no-income-tax state, he says. In New
Jersey, the savings would be nearly $32,000, in California more than $46,000
and in Connecticut more than $32,000. 
Nevada has seen an influx of California residents fleeing the state's
income tax for years, but the new limit on the federal deduction has pushed
even more Californians to look at Nevada or other no-tax states, says
Christopher Manes, a tax planner with Manes Law in Palm Springs, Calif. "Most
of my clients are high-income individuals, so changing their residency from
California has obvious benefits," Mr. Manes says. "But for people in the
$500,000 bracket, the state and local tax issues can be the straw that broke
the camel's back." 
In Texas, estate attorney Virginia Hammerle of the Hammerle Finley Law
Firm in Lewisville reports an influx of snowbird clients wanting to move their
tax residences from California and the East Coast. "This has become a very hot
topic," Ms. Hammerle says. "I've had clients who tell me they realize savings
of $50,000 to $100,000 annually." 
Leaving state income taxes behind can be more complicated than it might
seem. States all have their own rules about what makes someone a resident
subject to their taxes. For example, if you run a business in New York, or your
minor children go to school there, the state can rule that you're a New York
resident for tax purposes, even if you live most of the time in another state.
In some cases, the question of tax residency can come down to seemingly minor
issues like where you keep your pet or your wedding pictures -- indicators of
which house is truly your home. 
States with income taxes don't want to lose that revenue, and will
investigate to make sure people who have stopped paying state income tax have
done so legitimately. 
"New York is very aggressive with residency audits. They can collect about
$200 million a year this way, so it can be quite lucrative for them," Mr.
Bernard says. "Snowbirds can get into trouble because they might go to Florida
for eight months but still be considered domiciled in New York." 
Catherine Frank, executive director of the North Carolina Center for
Creative Retirement, suggests one solution for people who own homes in two
states: Move full time to the lower-tax state. It's simpler than figuring out
how to split time between two homes without running afoul of the higher-tax
state's rules, and it cuts down on living expenses. 
"It's always interesting to me that people do all that to save on taxes,
and then they maintain two homes," Ms. Frank says. "That's a pretty expensive
way to live." 



• $100 Billion in Munis Gets Set to Look for a New Home: Joe Mysak
2019-09-24 10:00:00.5 GMT

By Joe Mysak
(Bloomberg) -- The numbers that have proven so supportive
of the municipal bond market through 2019 are likely to continue
into the final quarter of the year.
So far in 2019, states and municipalities have borrowed
about $260 billion. Meanwhile, some $240 billion matured and
another $98 billion was called, according to data compiled by
Bloomberg.
This dynamic, where the money invested in municipal bonds
has to look for a new home on a year-round basis, is likely to
continue unless issuers indulge in a borrowing binge. In the
last quarter of the year, $65.8 billion is scheduled to mature.
Calls, which averaged $9.3 billion in 2018, are running at a
monthly pace of almost $11 billion this year, which means a
total of around $99 billion may be taken out of investors’
hands.
To simplify the math, let’s say the volume of sales climbs
to $270 billion by the end of September. If issuance continues
at that $30-billion-per-month pace, this means almost $10
billion more will be taken out of the market than issuers sell.
That ought to keep a lid on yields.
It now costs top-rated issuers about 1.5% to borrow money
for 10 years. This is well below the high for 2019 of 2.29%, set
back in January, but up from the low of 1.246% set in August.
There are a couple of wild cards here. States and
municipalities typically increase their borrowing at the end of
the year, so supply could overwhelm replacement demand. On the
other hand, there’s probably upside in the almost $11 billion in
calls that go out every month, especially if more issuers take
advantage of the taxable market to complete advance refundings,
prohibited in the tax-exempt market by the 2017 tax act.
The relatively rapid amortization schedule of municipal
securities will be a feature of the market for years to come. At
least $207 billion is scheduled to mature in 2020, $197 billion
in 2021, $168 billion in 2022, and $158 billion in 2023. This
doesn’t include calls, which are usually announced only 30 days
in advance, and which are likely to become more of a factor as
issuers embrace calls under the traditional 10 years.



• Muni-Bond Inflow Streak Isn’t Ready to Snap Just Yet (Correct)
2019-09-18 20:18:37.458 GMT

By Martin Z. Braun
(Bloomberg) -- Usually, a sell-off like the one that
gripped the municipal-bond market over the past few weeks would
put an end to a nearly yearlong flood of cash into state and
local government bond funds. This time, it may be different.
Muni-bond yields have surged by almost 30 basis points
since Sept. 9, a level where fund outflows have started in the
past, according to Citigroup Inc. municipal strategists. The
securities had their worst performance in 19 months last week,
following U.S. Treasuries, on signs that the U.S. and China
could reach an agreement to end their trade war. The weakness
continued this week even as U.S. government securities rebounded
following a missile attack on a key Saudi Arabian oil processing
facility.
Still, it’s unlikely that retail investors will head for
the exits this week as munis reap the benefits of the rally in
Treasuries, said Vikram Rai, head of municipal strategy for
Citigroup. Treasuries gained again Wednesday with the market
expecting the Federal Reserve to cut interest rates again and
munis followed suit with AAA bonds falling 1 to 3 basis points.
“The attacks by Iran, allegedly, has done munis a big
favor,” said Rai. “Typically, 25, 30 basis points is all it
takes to uncork flows.”
Municipal outflows, typically, are driven by an exodus from
bonds generally, although some have “an underlying municipal
narrative,” the Citigroup muni strategists said in a Sept. 16
report. The outflow cycle in late 2010 was exacerbated by
Meredith Whitney’s erroneous prediction of “hundreds of billions
of municipal defaults.” Investors pulled $35 billion out of muni
funds in 29 straight weeks between mid November 2010 and the end
of May 2011.





(BN) Hunt for Tax Havens Fuels $47 Billion Stampede Into Muni Debt  
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By Romy Varghese 
(Bloomberg) -- Municipal bonds have never been at risk of 
becoming the next big thing for bubble-chasing investors, like 
crypto currencies or tech IPOs. 
But 2019 has been marked by an unusually large stampede 
into the $3.8 trillion state and local government debt market 
because of a motive that’s nearly as old as civilization itself: 
avoiding taxes. 
Municipal-bond mutual funds and exchange traded funds have 
pulled in about $46.9 billion over the last 38 straight weeks. 
That’s the biggest cash haul since 2010 and eclipses the $38.1 
billion they picked up during the 54-week stretch that ended in 
2016, according to Refinitiv’s Lipper US Fund Flows data. 
Several factors are helping to feed the demand, including 
interest-rate cuts that have pushed up the price of outstanding 
bonds and sent the market to its biggest gain since 2014. But a 
major reason is the tax overhaul that capped the federal 
deduction of state and local taxes, which caused some Americans 
to use their investments as a way to drive down what they owe. 
“Munis have become more of a pure investment. It’s a tax 
vehicle for many,” said Peter Block, head of municipal bond 
strategy at Ramirez & Co., who described the appetite for tax 
shelters as “voracious.” 
“Clearly it’s taking off as a tax strategy for the advisory 
community,” Block said. 
While the muni market has weakened recently, it’s still 
delivered returns of about 6.7% this year, and it has fared 
better than others as prices retreated after August’s big rally. 
The muni market’s one-month loss of 0.84% compares with the 
0.95% loss for Treasuries and the 0.75% loss for corporate 
bonds, according to Bloomberg Barclays indexes. 
Meanwhile, offerings of new municipal bonds this year 
haven’t kept pace with demand because the tax overhaul did away 
with a major refinancing tactic and states and cities remain 
hesitant to run up debt. But for those who do sell, they can 
lock in borrowing costs near historical lows. 
“You have this limited supply of bonds-- great for you guys 
to issue debt,” Terry Goode, a senior portfolio manager at Wells 
Capital Management, told municipal representatives at a Bond 
Buyer conference in San Francisco on Tuesday. “And people like 
me are clamoring for those particular bonds.” 
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