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Ratio and Spread Changes Municipals vs US Treasuries

Further to our note of last week, we have been asked by some of you for an update on the municipal market, our strategies, 
and where municipals stand today as we approach month end.

The below chart compares where MMD and US Treasury levels were on March 2 and March 27 which includes the general 
sell off in financial assets (except UST) and the initial stages of the Federal Reserve intervention.  Net, net, the relationship 
between MMD/UST has moved from being a “ratio” (MMD/UST) to a “spread,” much like corporates.  Given their high 
credit quality in conjunction with the tax-exemption, municipal yields are generally lower than corresponding UST yields 
which creates the “ratio.”  This can be considered the “normal” condition with municipals.  Ratios tend to exceed 100% 
during times of significant flights to quality brought upon by exogenous events.  On March 2, across the yield curve, the 
MMD/UST ratio was well below 100%.  As of today, MMD trades around 60 or 70 basis points over US Treasuries of 
comparable maturities.  In ratio terms, the 10-year ratio is 186% which is about the peak of the 2008 financial crises. 

MONDAY MARCH 2ND, 2020

YEAR TREASURY 
YIELD MMD

MUNI/ 
TREAS 
RATIO

SPREAD  
TO TREAS

2 yr 0.90 0.69 77%  (21)

5 yr 0.94 0.69 73%  (25)

10 yr 1.16 0.93 80%  (23)

30 yr 1.72 1.52 88% (20)

FRIDAY, MARCH 27TH, 2020

YEAR TREASURY 
YIELD MMD

MUNI/ 
TREAS 
RATIO

SPREAD  
TO TREAS

2 yr 0.24 1.06 433%  82 

5 yr 0.40 1.09 276%  70 

10 yr 0.68 1.26 186%  58 

30 yr 1.27 1.84 145%  57 

CHANGE V MARCH 2, 2020
TREAS 
YIELD 
CHG.

MMD 
YIELD 
CHG

RATIO 
CHANGE

SPREAD 
CHANGE

-0.66 0.37 357%  103 

-0.55 0.40 203%  95 

-0.48 0.33 106%  81 

-0.45 0.32 57%  77 

Source: Bloomberg and MMD
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MARKET OUTLOOK
So what is our view?  We think that selectively, this is a good buying opportunity.  By selectively, we prefer the following 
parts of the yield curve and certain types of credits: 

- Maturities inside of 10-years 
- General Obligation credits where the municipality is not particularly subject to tourism or oil and gas as examples
- Essential service credits like water and sewer and public power

LONG RELATIVE VALUE STRATEGY COMPOSITE
With respect to our client strategies, as of Friday, the Long Relative Value composite is +0.96% on the year.  This compares 
favorably to most mutual funds and ETFs which are still negative on the year and certainly to the broader equity market 
where the S&P 500 is negative 20% or so.  

We would be happy to discuss this or other municipal related topics at your leisure.  

Disclosure
The composite performance results displayed herein represent the investment performance record of 16th Amendment Advisors LLC (“16th Amendment”), an SEC Registered investment firm. 16th 
Amendment claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS Standards.  16th Amendment has 
been independently verified for the periods June 1, 2009 to December 31, 2019. The GIPS verification report is available upon request. 
16th Amendment figures are presented gross and net of the maximum management fee (0.40%) annually pro-rated for each monthly period.  Client fees may vary.  The performance is compared to the 
Bloomberg Barclays Managed Money Intermediate Municipal Bond Index as well as the Morningstar Municipal Intermediate Fixed Income Index. Indexes are not subject to fees and expenses typically 
associated with separately managed accounts nor are indexes investable.  It should not be assumed that an investor’s account holdings will correspond directly to any comparative index or to other 
accounts managed by 16th Amendment. Due to various factors, including changing market conditions, the content may no longer be reflective of current opinion or positions
This document is confidential. No part of this document may be copied or distributed in any manner without the express consent of 16th Amendment or one of its Managing Members.  Past performance 
is not indicative of future results.  Different types of investments involve varying degrees of risk and there is no guarantee an investment will be profitable.  16th Amendment is neither an attorney nor an 
accountant, and no portion of this document should be interpreted as legal, accounting or tax advice


