THIS WEEK IN THE BOND MARKET
10/26/2015
HEADLINE NEWS
Illinois: Moody’s Follows Fitch into BBB Category
• Following Fitch’s downgrade of Illinois’ GO rating to BBB+ on
Monday, Moody’s also downgraded the State to an equivalent
Baa1 during the week.
• The negative rating actions were driven by the lack of progress in
closing the State’s structural budget imbalance and growing
unfunded pension liabilities, exacerbated by political gridlock that
has stymied budget negotiations over 100 days into the current
fiscal year.
• Illinois is now the only State with ratings in the “BBB” category
and is two notches lower than New Jersey, the next lowest rated
state.
Federal Intervention Escalates in Puerto Rico Crisis
• The White House is asking Congress to approve a proposal aimed
to restore Puerto Rico’s economy and turn around its fiscal mess,
marking the most aggressive federal support yet for the
Commonwealth.
• The proposal is not without controversy. The Administration
wants to extend bankruptcy protection not only to Puerto Rico’s
underlying government agencies, but also to the Commonwealth
itself. In addition, Medicaid funding and federal subsidies would
be increased for citizens of the island.
• To help assuage Republican opposition, the plan includes the
implementation of an independent financial control board,
although it is still uncertain what level of overall Congressional
support the plan has at this point.

Taxable Fund Flows Correlated with Equity Volatility
• As equity volatility has impacted the markets in 2015, Taxable
fixed income has often been linked more closely with
stocks. Municipal fund flows, however, have seen very little
change. Municipal inflows for the period ending 10/21/15 were
$241 million, which brings the total for the year to about $5.7
billion. Taxable fund flows also reversed their trend of outflows in
the previous few weeks with inflows of $4.31 billion for the
period ending 10/21/15, bringing total YTD flows to ‐$16.07
billion. It is important to note, however, that the overall size of
the Taxable Fixed Income fund universe far outweighs the size of
the Municipal Bond fund universe.
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MARKET UPDATE
Muni Market Overview
• Muni yields were minimally higher over the week. The 7Yr started
this week 1bp higher at 1.59%. Last week’s new issuance calendar
was above average, at $8.1 billion, but secondary trading seemed
muted. We move into this week with a smaller calendar, under $7
billion, which includes a $1.2 billion Posey County, Indiana note
deal with a mandatory put on 8/2/2016.
Corporate Market Overview
• It was another quiet week for investment grade new issuance, as
earnings season is in full swing. There were 16 issuers that priced
just over $25 billion on the week. Demand in the primary and
secondary markets was very strong, as volatility seemed to be
under control and risk was back on the table. Spreads were
generally tighter across all sectors. The US Treasury market sold
off slightly last week on debt ceiling fears and the postponement
of the 2Yr note auction on Tuesday. The 10Yr Treasury ended

the week up 5 basis points to 2.09% and the 30Yr rose 2 bps to
2.90%. This month’s Fed meeting began today with a rate
decision due to hit the wire at 2PM on Wednesday. Consensus
holds that the rate will remain unchanged.
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This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only, and not to suggest any specific performance or results, nor
should it be considered investment, financial, tax or other professional advice. It is not an offer or solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future
events, cannot be guaranteed to be accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently verified the correctness of
any of their inputs or calculations and, therefore, does not warranty the accuracy of any third‐party sources or information. Specific securities identified and described may or may not be held in portfolios managed by
the Adviser and do not represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.

