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Market News
Municipal bonds are trading steady to weaker this week, according to
the MMD scale. On Monday, the two-year yield closed steady for its
fourth consecutive trading session at 0.30%, remaining at its record
low set Oct. 10. The 30-year yield was steady at 3.22%. The 10-year
yield rose two basis points to 1.79%. Since the most recent rally began Jan. 24, municipal yields fell as much as 22 basis points across
the curve up until Friday. The losses Friday and Monday erased gains
municipals made since Jan. 26. Thin new issue supply should hold
the municipal market up a bit however as this week, the tax-exempt
market can expect only $3.91 billion in new issuance, down from last
week’s revised $4.38 billion.
Muni-to-Treasury ratios fell last week as municipals outperformed
Treasuries and became more expensive. The five-year ratio closed at
87.2% on Friday, down from 97.3% the week before. The 10-year ratio
fell to 90.8% on Friday from 92.4% the week prior. The 30-year ratio
dropped to 102.2% from 106%. The 10- to 30-year slope of the curve
flattened last, falling to 145 basis points from 146 basis points the
week before. Since the beginning of the year, the curve has flattened
from 169 basis points. With municipal yields near record lows, many
market participants wonder where the most value can be found.
The market is trading off in anticipation of this week’s refunding auctions combined with news on Greece.
Treasury 10-year yields were at almost a one-week high after reports
that Greek officials are closer to a deal to receive international funding, crimping haven demand. U.S. debt declined as Treasury prepares
to sell $32 billion in three-year notes, the first of three auctions this

week. The three-year notes scheduled for sale today yielded 0.32%
in pre-auction trading, compared with 0.37% at the previous offer of
the maturity Jan. 10.
The U.S. plans to sell $24 billion of 10-year debt tomorrow and $16
billion of 30-year bonds on Feb. 9. This week’s auctions will raise
$22.4 billion of new cash as maturing securities held by the public
total $49.6 billion. Yields on 10-year notes rose three basis points, or
0.03%, to 1.94% at 9:02 a.m. New York time, according to Bloomberg
Bond Trader prices. The 2% securities maturing in November 2021
fell 9/32, or $2.81 per $1,000 face amount, to 100 17/32. The yield
climbed to 1.95% on Feb. 3, the highest since Jan. 27.
The extra yield between 10-year notes and inflation-linked securities
of the same maturity, a gauge of trader expectations for consumer
price increases, was the highest since October. The difference between yields on 10-year notes and Treasury Inflation Protected Securities, a gauge of trader expectations for consumer prices over the life
of the debt known as the break-even rate, was 2.21%, the most since
Oct. 28. The average during the past decade is 2.14%. “The breakeven rate is rising because of the better U.S. economic data,” said Piet
Lammens, head of research at KBC Bank NV in Brussels. “If the data
keep coming out strong, then probably the market will get worried
about the easy monetary policy stance of the Fed and the impact on
inflation.” Treasuries have lost 0.1% in 2012 as of Feb. 6, versus a gain
of 9.8% last year, according to Bank of America Merrill Lynch indexes.
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Fixed Income Education
“SIPC,” which stands for the Securities Investors Protection Corporation which was created by Congress in 1970 to safeguard an investor’s
assets should a securities firm become insolvent. SIPC is neither a
government agency nor a regulatory authority. It is a nonprofit, membership corporation, funded by its member securities broker-dealers.
“SIPC” covers eligible Brokerage accounts up to $500,000, of which
$250,000 can be cash. This coverage includes stocks, bonds, mutual
funds and most other securities in an investor’s account.
However, the “SIPC” does not protect against losses that may result
from fluctuations in the market value of securities held in a Brokerage account. It simply insures the delivery of portfolio assets in the
unlikely event a securities firm becomes insolvent.

SIPC’s focus is: “Restoring funds to investors with assets in the hands
of bankrupt and otherwise financially troubled brokerage firms.” It is
important to understand that SIPC is not the securities world equivalent of FDIC–the Federal Deposit Insurance Corporation. Congress
specifically considered creating a Federal Broker-Dealer Insurance
Corporation, but lawmakers wisely concluded that such a designation
would be both misleading and out of step in the risk-based investment
marketplace that is so different from the world of banking.
For more information you can visit the SIPC website:
http://www.sipc.org/who/sipc7questions.cfm
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