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Interest Rate Backdrop – The Rally Continues as 

Fed Support is Renewed to Keep Potential 

Recession at Bay



10-Yr TSY Since 1962 10-Yr TSY Since Nov. 2018

Interest Rates: 3 Decade Long Rally Continues

Low  of 1980s: 6.92%

Low  of 1990s: 4.16%

Record high of 15.84% 

on September 8, 1981

Current Level (10/17/19): 1.76% 

• - 90 bps since 1/2/2019

• High of 3.24% on 11/7/18 

• Low of 1.47% on 8/28/2019
Source: Bloomberg as of October 17, 2019.

Financial Crisis 

Sept 15, 2008

Low of 2000s: 1.36% on June 27, 2016
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10/11/19 TSY Curve (Right Axis)

Treasury and MMD – Seldom to Almost Never Lower

% of Time TSY has been Lower Since 1986

Source: U.S. Treasury Market data as of October 11, 2019.

30-Yr. TSY Hit 

Historic Low on 

August 28, 2019
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10/11/19 MMD Curve (Right Axis)

% of Time MMD has been Lower Since 1986

MMD is near Historic Lows 

30-Yr MMD hit a 

historic low of 1.83% 

on August 28, 2019
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Treasury Securities Fed Loans Liquidity Swaps

MBS Purchases Federal Agency Debt All Other Fed Assets

Post-Crisis Fed Support: Prolonged and Extraordinary

Federal Reserve Balance Sheet

Source: Bloomberg as of October 8, 2019.

QE Starts

(Nov. 2008)

QE Plateaus

(Oct. 2014)
Unwinding

(Oct. 2017)

Rise and 

Plateau of 

Balance Sheet 

Normalization

(Aug. 2019)

Fed normalization 

program aims to hold 

Treasury Securities 

in the future. 

Beginning August 

2019, payments from 

Agency Debt and 

Agency MBS will be 

reinvested into 

Treasuries 
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Fed Funds Rate – Back Down After Late-Expansion Uptick

The market predicts 

one more rate cut in 

Fed Funds before the 

end of 2019

Current 4Q19 1Q20 2Q20 3Q20 4Q20

Street 2.00% 1.75% 1.75% 1.75% 1.75% 1.75%

October 11: 

2.00%

Street: 

1.75%

Fed Funds Rate Forecast (Upper Limit)

Source: Current rates and expectation of Fed hike as of October 11, 2019; Citi forecasts as of September 25, 2019. Bloomberg forecasts as of 

October 11, 2019.
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October 11: 

1.76%

Citi: 

1.25%

Street: 

2.00%

10-Year Forecast: Not Yet Rock Bottom (How Low Can We Go?)

Since late 2018, Treasuries have seen a 

strong rally, with yields hovering near 

historic lows (all-time low of 1.36% was 

reached in June 2016)

Source: Current rates and expectation of Fed hike as of October 11, 2019; Citi forecasts as of September 25, 2019. Bloomberg forecasts as of 

October 11, 2019.

10-Yr Treasury Yield Forecast

10-Year Treasury Current 4Q19 1Q20 2Q20 3Q20 4Q20

Citi’s Forecast
1.76%

1.75% 1.63% 1.50% 1.38% 1.25%

Street 1.70% 1.79% 1.85% 1.90% 2.00%
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Focus on the Municipal Housing Bond Markets –

“Relationships” Matter 



Housing Issuance, 30-Year MMD, and 10-Year TSY

HFAs & MRBs: Post Crisis Competition Difficulties

Source: Bloomberg and SDC as of October 14, 2016. 2019 housing supply estimate based off of 2019YTD with a pro rata projection of supply through the end 

of the year.
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2019 

Projected 

Issuance



 Relationship of tax-

exempt to taxable yields

 Tax-exempt yields are 

measured using MMD 

Index

 Ratios are a vehicle for 

capturing the general 

benefit of tax-exemption 

→ Higher ratio = less 

benefit of tax 

exemption

 Relationship (difference 

in bps) between tax-

exempt yields for 

housing bonds 

(Mortgage Revenue 

Bonds or MRBs) and 

MMD Index

→ MMD + Spread = 

MRB Yield

 Spread varies with 

maturities and market 

conditions

 Relationship (difference 

in bps) between short 

maturity and long 

maturity yields

 Municipal yield curves 

always have some slope

→ Contrasts with the 

Treasury yield curve, 

which may be flat or 

even inverted

 Typical tax-exempt bond 

funding cost is driven by 

longer maturities 

 Conventional mortgage 

market is typically 

funded based on the 

shorter expected 

average life of the loan

Three Key Factors that Impact MRB Financing Competitiveness

Ratio: MMD / Treasury
MRB TE Spread: 

MMD + __ bps

Shape of the Yield

Curve(s): 2s to 10s 

(MRB Curve)
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Tax-Exempt to Taxable Relationship – Ratios



The Long Term Municipal Trend – Supply Up, Ratios Down

Annual Municipal Supply ($B) and 30-Yr MMD/TSY Ratio

Source: SDC, includes private placements, excludes notes. 2019 supply estimate based off of 2019YTD with a pro rata projection of supply 

through the end of the year.

Citi estimates an

increase of issuance 

in 2019 of ~12% to 

$380bn. YTD stands 

at ~$295bn, around 

9% heavier than over 

the same time period 

last year
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Municipal Bonds – Strong Interest / Improved Ratios

2019 net inflows ($70.4 bn) into 

muni funds have been the 

highest in more than a decade 

Net Fund Flows Have Swelled...

Source: Bloomberg and Municipal Market Analytics. Net Fund Flows as of October 9, 2019. Treasuries and MMD as of October 11, 2019. 

The current 10-Year 

Ratio sits at 79.5%

...And Ratios have Decreased

T/E rates 

higher than 

TSY

T/E rates 

lower than 

TSY
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Correspondence of Ratios to Absolute Interest Rates
Low rates often affect HFA’s funding advantage relative to the conventional market.  This is shown in the graph 

below: pre-2000 rates/ratios were favorable, the advantage was restored with higher rates in 2006-07, but post-

Crisis it largely evaporated.

10-Yr TSY and 10-Yr MMD/TSY Ratio

Higher Rates, Lower Ratio = Better for HFAs

Lower Rates, Higher Ratio = Worse for HFAs

Time Period TSY Rate (%) Ratio

1986-2000 7.05 79%

2001-2005 4.44 86%

2006-2007 4.71 82%

2008-2019YTD 2.59 93%

Average 10-Yr Rate and Ratio

Source: TM3 and Bloomberg as of October 11, 2019.
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The ‘Cost of Housing’ – Spreads to MMD



Spreads Generally Trending Lower (Narrowing)… Until August

20-Year Non-AMT Housing Spreads Since 2015

Source: TM3 and SDC as of October 15, 2019.
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The Value of the Yield Curve – Its Steepness, 

Absolute and Relative



Flatter Yield Curve is Generally Good for HFAs

Flat Yield Curve (1/2/2007)

Source: TM3 and SDC as of October 11, 2019.

Steep Yield Curve (10/1/2013) Current Yield Curve (10/11/2019)
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Bonds (PV Residual, On Balance Sheet) Versus 

(MBS) Sales / Current Income (and Revenue)



Bond Economics (Profit) Continue to Outperform MBS Sales

1. Assumes $100 mm bond financing & 5 Pts. of DPA (Pay-On-Sale) with 15% Loss. For illustrative purposes only. Actual results will vary. Full 

Spread = “FS”. 2. Bloomberg as of October 15, 2019. 

Bond Sales Generate More Expected 

Profit (Pay-On-Sale 5 pts. DPA Loan w/ 

4.13% Rate on First Loan)1

GNMA II Prices – Up from Loans, Down 

From Highs (Prices Since Jan. 2007)2

GNMA II Prices

3.5s 4.5s
Max 109.66 110.84

Min 89.73 90.64

Avg. 101.91 104.26

Current 103.52 104.61

13 Bonds Versus (MBS) Sales



IRS Circular 230 Disclosure: Citigroup Inc. and its affiliates do not provide tax or legal advice. Any discussion of tax matters in these materials (i) is not intended or written to be used, and cannot be used or

relied upon, by you for the purpose of avoiding any tax penalties and (ii) may have been written in connection with the "promotion or marketing" of any transaction contemplated hereby ("Transaction").

Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.

In any instance where distribution of this communication is subject to the rules of the US Commodity Futures Trading Commission ("CFTC"), this communication constitutes an invitation to consider entering

into a derivatives transaction under U.S. CFTC Regulations §§ 1.71 and 23.605, where applicable, but is not a binding offer to buy/sell any financial instrument.

Any terms set forth herein are intended for discussion purposes only and are subject to the final terms as set forth in separate definitive written agreements. This presentation is not a commitment to lend, syndicate a

financing, underwrite or purchase securities, or commit capital nor does it obligate us to enter into such a commitment, nor are we acting as a fiduciary to you. By accepting this presentation, subject to applicable law or

regulation, you agree to keep confidential the information contained herein and the existence of and proposed terms for any Transaction.

Prior to entering into any Transaction, you should determine, without reliance upon us or our affiliates, the economic risks and merits (and independently determine that you are able to assume these risks) as well as the legal,

tax and accounting characterizations and consequences of any such Transaction. In this regard, by accepting this presentation, you acknowledge that (a) we are not in the business of providing (and you are not relying on us

for) legal, tax or accounting advice, (b) there may be legal, tax or accounting risks associated with any Transaction, (c) you should receive (and rely on) separate and qualified legal, tax and accounting advice and (d) you

should apprise senior management in your organization as to such legal, tax and accounting advice (and any risks associated with any Transaction) and our disclaimer as to these matters. By acceptance of these materials,

you and we hereby agree that from the commencement of discussions with respect to any Transaction, and notwithstanding any other provision in this presentation, we hereby confirm that no participant in any Transaction

shall be limited from disclosing the U.S. tax treatment or U.S. tax structure of such Transaction.

We are required to obtain, verify and record certain information that identifies each entity that enters into a formal business relationship with us. We will ask for your complete name, street address, and taxpayer ID number.

We may also request corporate formation documents, or other forms of identification, to verify information provided.

Any prices or levels contained herein are preliminary and indicative only and do not represent bids or offers. These indications are provided solely for your information and consideration, are subject to change at any time

without notice and are not intended as a solicitation with respect to the purchase or sale of any instrument. The information contained in this presentation may include results of analyses from a quantitative model which

represent potential future events that may or may not be realized, and is not a complete analysis of every material fact representing any product. Any estimates included herein constitute our judgment as of the date hereof

and are subject to change without any notice. We and/or our affiliates may make a market in these instruments for our customers and for our own account. Accordingly, we may have a position in any such instrument at any

time.

Although this material may contain publicly available information about Citi corporate bond research, fixed income strategy or economic and market analysis, Citi policy (i) prohibits employees from offering, directly or

indirectly, a favorable or negative research opinion or offering to change an opinion as consideration or inducement for the receipt of business or for compensation; and (ii) prohibits analysts from being compensated for

specific recommendations or views contained in research reports. So as to reduce the potential for conflicts of interest, as well as to reduce any appearance of conflicts of interest, Citi has enacted policies and procedures

designed to limit communications between its investment banking and research personnel to specifically prescribed circumstances.

© 2019 Citigroup Global Markets Inc. Member SIPC. All rights reserved. Citi and Citi and Arc Design are trademarks and service marks of Citigroup Inc. or its affiliates and are used and registered throughout the world.

Citi believes that sustainability is good business practice. We work closely with our clients, peer financial institutions, NGOs and other partners to finance solutions to climate change, develop industry standards, reduce our

own environmental footprint, and engage with stakeholders to advance shared learning and solutions. Citi’s Sustainable Progress strategy focuses on sustainability performance across three pillars: Environmental Finance;

Environmental and Social Risk Management; and Operations and Supply Chain. Our cornerstone initiative is our $100 Billion Environmental Finance Goal – to lend, invest and facilitate $100 billion over 10 years to activities

focused on environmental and climate solutions.


