THIS WEEK IN THE BOND MARKET
05/15/2017
State Sector ‐ Stagnant Revenue Growth Leads to Modest
Borrowing
• According to a report released by Moody’s, debt issued by state
governments increased by only 0.8% in the twelve months ending
June 30, 2016, the fourth consecutive year of sub‐1.0%
growth. In the same week the Rockefeller Institute released a
report that partially explains the limited growth in borrowing ‐
total state tax revenues grew a modest 1.2% for the same period.
• Since the financial crisis, we have seen both state and local
governments reluctant to take on additional debt, with a focused
effort to deleverage their balance sheets. As we approach the
late innings of the economic recovery, indicated by the relatively
low growth in revenues, it may be difficult to make the case for
now increasing investment in deferred projects.
• To cover what the American Society of Civil Engineers reports as a
10‐year, $2 trillion infrastructure investment gap, we believe we
will see greater issuance coming from the municipal market, but it
will most likely be driven by revenue‐backed issuers, such as
water utilities, transportation authorities, and public power
providers.
• Year‐to‐date, states have issued 12.9% less debt than the prior
year, according to Thomson Reuters. In contrast, state agencies,
often backed by dedicated revenues have seen a 3.7% increase in
borrowing.

Muni Market Overview
• Munis were tighter and flatter over the week with the 5Yr down
3bps to 1.38% and the 7Yr down 5bps to 1.66%. 2Yrs to 10Yrs
flattened by 4bps to 114.
• Looking forward, we expect about $8.5 billion in new issuance, led
by $2.1 billion Hudson Yards Infrastructure Corporation (Aa3/Exp).
Quality deals in the near term are likely to be well received as we
are approaching the June‐August period with expected net
negative issuance of $48 billion.
• Mutual Funds experienced positive flows for the 5th straight
week, at $999 million, bringing the year‐to‐date total to about $3.2
billion.
Corporate Market Overview
• The US Treasury yield curve was flatter by the end of the week
following reports of some decent economic and inflation data, but
weaker than expected retail sales and CPI kept yields at bay. The
5Yr & 7Yr part of the curve were down 3 bps to 1.85% and 2.13%,
respectively, and the 10Yr dipped by 2 bps to 2.33%
• Investment grade issuance continues to be average with only
$39.17 billion of new debt tapping the market last week. The trend
is higher than the past several weeks, but lighter than anticipated.
Additionally, the new issue concession that has been prevalent in
the past has vanished as new deals are coming closer to where
bonds are trading in the secondary. The overall tone of the
Investment grade market continues to be very strong as spreads
are at or near the year‐to‐date tights that we experienced in early
March.
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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.

