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The following article was taken from the Standard & Poor’s E Capital IQ Global 
Credit Portal : Financial Institutions Research dated March 19, 2014.

U.S. Bond Insurers And The Financial
Guarantee Sector Stand At A Crossroads

In Standard & Poor’s Ratings Services’ view, there is still a need for municipal 
bond insurance in the U.S. public finance market. Meaningful value is assigned 
to the financial guarantees provided by the bond insurers. Yields on insured 
issues trading in the secondary market--as compared to yields on uninsured 
issues of the same issuer and similar maturities--indicate that pricing is strong 
for insured bonds.

We expect business volume for bond insurers to rise through 2015 and for the 
industry’s risk-adjusted pricing ratios to improve. Municipal bond market par-
ticipants in the public finance arena we have spoken to generally feel that bond 
insurance has proven its worth during the past several years. 

Overview
•	 Municipal	bond	insurance	is	still	necessary	in	the	U.S.	public		
 finance market.

•	 We	expect	business	volume	for	bond	insurers	to	rise	through		
 2015 and for the industry’s risk-adjusted pricing ratios to improve.

•	 If	interest	rates	rise	as	expected	and	insured	par	volume	does	not		
 increase or the increase in competition leads to poor pricing 
 decisions, we could take rating actions on the bond insurers

Business Prospects Are Likely To Increase
The prevailing lower yield environment and the spread compression it created 
hurt the financial guarantee market for much of 2013, making it difficult for bond insurers to attract insurable is-
suers and investor demand. Issuers already benefited from all-time low market yields. Investors searched for the 
highest-yielding fixed-income municipal assets available and were not willing to give up yield for the credit protec-
tion and liquidity provided by a financial guarantee.

If municipal yields widen by50-75 bps through 2015 based on our analysis, there should be a corresponding in-
crease the insurable primary U.S. public finance market, as bond insurers should be able to create yield savings that 
would make it economical for issuers to pay for insurance. We have asked bond insurers their expectations for the 
U.S. public finance market and the insurable market in 2014. In a period of rising interest rates, they expect total 
U.S. public finance new issue par to be $285 billion to $300 billion, including refundings of approximately$90 bil-
lion. The estimate for total new issue insured public finance par volume is $20 billion to $25 billion, equating to 
7%-8% of total public finance issuance in 2014.
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The bond insurers expect secondary market insured par to total $2 billion to $4 billion in 2014, depending on mu-
nicipal market headline events, yield widening, and institutional investor capital market and hedging activities. In 
late 2013, insured secondary transaction picked up for the bond insurers as a result of Detroit’s bankruptcy filing, 
headline events about Puerto Rico, and general investor worries about the municipal debt market. There are still 
pockets of stress in the U.S. that might spur retail investors’ demand for secondary market insurance.

We believe the market can support three bond insurers with the reemergence of National Public Finance Guarantee 
Corp. (National). In fact, U.S. public finance market participants have indicated a demand for a third insurer for 
diversity. In the near term, expansion of the insurable market with the expected rise in interest rates, combined with 
the disparate underwriting strategies of the bond insurers, should lead to sufficient underwriting opportunities to 
support each company’s underwriting strategy. In the long term, as the bond insurers continue to prove the value 
of their product, the demand for financial guarantees should increase and the insured penetration of the U.S. public 
finance market should rise, but not to the same levels as prior to 2008.

To gauge demand for bond insurance, we spoke to various municipal bond-market participants who have different 
applications in the public finance arena. The findings of our discussions included the following:

•	 The	overall	sentiment	was	that	bond	insurance	is	a	product	that	has	proven	its	worth	during	the	past
 two-to-three years.
•	 There	is	high	demand	for	bond	insurance	in	the	middle-market	space.
•	 There	is	investor	and	issuer	demand	for	three	players	in	the	financial	guaranty	sector.
•	 Investors,	especially	the	retail	investors	who	are	the	primary	end-users	of	bond	insurance,	do	not	see	legacy	
 bond insurers’ structured finance portfolios as a detriment.

U.S. Public Finance Macroeconomic Trends
The 30-year Municipal Market Data (MMD) ‘AAA’ benchmark yield rose to 4.5% in September 2013 after the Fed-
eral Reserve announced quantitative easing tapering and headline risk associated with Puerto Rico increased. The 
current 30-year yield is 3.7%--65 basis points (bps) less than its recent peak, and 35 bps less than in January2014.

We expect a gradual increase in long-term interest rates, with U.S. municipal rates rising through 2014 and 2015 
by 50-75 bps. Standard & Poor’s economists estimate a U.S. Treasury 10-year average yield of 3.0% for 2014 and 
3.3% for 2015 (see U.S. Forecast Update: A Recovery Postponed Not Canceled, published Feb. 10, 2014, on Ratings 
Direct). This is a 30-bp widening for 2014 and 70 bps for 2015.

The correlation of U.S. treasuries to the ‘AAA’ MMD general obligation yield curve has historically been close to 
the 0.9x-1 .Ox range, except during 2007-2009 both on 10-year. We therefore expect yields to widen by25-50 bps 
by year¬end 2014 and an additional 25-30 bps in 2015, increasing in total by 50-75 bps by the end of 2015.

general obligation
Note and Bond Interest Rates

for April thru June

The following graph compares Ohio short-term 
note rates with the Bond Buyer’s 20 year bond 
index. The short-term rates represent actual 
rates reported to OMAC by Ohio purchasers 
and reported on OMAC’s weekly calendar.

market update
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Bond Insurers Economic Trends
With credit spreads forecast to widen in 2014 and 2015, we expect the bond insurers’ risk-adjusted pricing (RAP) 
to improve from 2013 levels. We base this view on our assumption that the bond insurers will be able to capture a 
greater amount of the wider credit spread in the form of higher premium rates. We also assume that the rise in the 
premium rates will result in better pricing per dollar of risk as measured by our transaction capital charges and that 
the rise in premium rates will be greater than any rise in capital charges. In first-quarter 2013 when interest rates 
began to rise, this pricing dynamic was illustrated as the bond insurers experienced stronger pricing with relatively 
minimal change in underwriting risk. Interest rates in January2014 began to decline toward the end of the month, 
but bond insurers were able to execute on strong pricing, with RAPs on primary and secondary market transactions 
higher than those in 2013.

Ratings Hinge On Future Developments
Although we believe there is still a need for municipal bond insurance in the U.S. public finance market, the next 
two years will be crucial in determining the health of the financial guarantee sector. If interest rates rise as expected 
and insured par volume does not increase, we would likely reevaluate all our ratings in the sector.

The reemergence of National has introduced another layer of competition to the pricing dynamics of the financial 
guarantee market. In this competitive environment, insurers must exercise discipline when pricing insured transac-
tions. If the increase in competition leads to poor pricing decisions or the current spread compression persists and 
insurers’ RAPs are projected to fall and remain less than 4%, we could lower our ratings on the bond insurers.
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May 6, 2014  Primary Election Results
Voters approved 71% of Ohio’s school district levies in the May 6, 2014 primary election.  Of the one hundred 
fifteen (115) school district tax levies on the ballot, eighty-two (82) were approved while thirty-three (33) were 
defeated.

Of the twenty (20) bond issues on the ballot, school districts represented the majority with nineteen (19) followed 
by municipalities with one (1).  Of these, eighteen (18) were considered large - $10,000,000 or greater, one (1) 
were considered intermediate - $5,000,000 to $9,999,999 and one (1) were considered small – less than $5,000,000.  
Voters approved nine (9) or $255,147,408 while rejecting eleven (11) or $335,952,362.

The following tables show the results of the bond issues and school tax levies submitted at the May 6, 2014 primary 
election.  The results were compiled with the assistance of the County Boards of Election, and the office of the 
Secretary of State.

Bond Issues
 The following table compares this years results with those of the past four years.

 The following table shows by issue size, the volume and number of each submitted, and the volume and number 
of each approved (including ratio approved).

 The following table show by subdivision classification, the volume and number of issues approved.
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 The following table shows further breakdown of the volume and number of issues approved for school
districts.

School District Tax Levies
 The following table shows the total new millage levies submitted (number and volume), and also the results 
thereof.

 The following table shows the total renewal millage levies submitted (number and volume), and also the re-
sults thereof.

 The following table gives a three year comparison (Primary Elections) by levy type, the total new millage 
submitted and approved, with the ratio approved.
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NAME EVENT DATE LOCATION

CAAO Winter Conference Nov. 19 – 21 Embassy Suites- Dublin, Ohio

CTAO Fall Meeting November 18 - 20 Columbus Marriott NW at Tuttle Crossing – Dublin, Ohio

GFOA Annual Golf Outing July 21 Worthington Hills Country Club- Worthington, Ohio
 Adv. GAAP Acct. Sem. August 6 - 7 Niagara Event Center - Put-In-Bay, Ohio
  Annual Fall Conference September 17 -19 Kalahari Convention Center – Sandusky, Ohio

MFOA     OML Annual Conference October 8 - 10 Sheraton Capital Square – Columbus, Ohio
(OML)   MFOA Annual Conference October 30 - 31 Marriott Northwest - Dublin, Ohio
 Northeast Ohio Golf Outing July 23 Lost Nation Municipal Golf Course - Willoughby, Ohio
 North-Central Ohio Golf Outing  September 10  Woussickett Golf Course – Sandusky, Ohio

NACO National Conference July 11 – 14 Morial Convention Center – New Orleans, Louisiana

OAPT Annual Conference October 8 - 10 Geneva State Park Lodge – Geneva on the Lake, Ohio
 National Conference July 27 - 30 Marriott City Center - Salt Lake City, Utah

OASBO   New Treasurers Survival Sem. May 21 Ohio Assoc. School Business Officials – Columbus, Ohio

OSBA Capital Conference November 9 – 12 Columbus Convention Center – Columbus, Ohio

(T) - means date or place is tentative.  Red lettereing means revised or updated events.

CAAO - County Auditor’s Association of Ohio ---------------- (614) 228-2226 -------------- www.caao.org
CAAO -  County Auditor’s Association of Ohio ---------------- (614) 228-2226 -------------- www.caao.org
CTAO -  County Treasures Association of Ohio ---------------- (614) 517-5072 -------------- www.ohiocountytreasurers.org
GFOA -  Government Finance Officers Association ----------- (614) 221-1900 -------------- www.ohgfoa.com  
MFOA -  Municipal Finance Officers Association of Ohio ---- (614) 221-4349 -------------- www.omlohio.org
NACO -  National Association of Counties ---------------------- (614) 221-5627 -------------- www.naco.org
OAPT -  Ohio Association of Public Treasurers ---------------- (440) 576-3944 --------------  www.ohioapt.org
OASBO - Ohio Association of School Business Officials ------ (614) 431-9116 -------------- www.oasbo-ohio.org
OMCA - Ohio Municipal Clerks Association ------------------- (614) 221-4349 -------------- www.omca.us
OSBA -  Ohio School Boards Association ----------------------- (614) 540-4000 -------------- www.ohioschoolboards.org

If your organization has other events scheduled that you would like to see listed here, please contact
OMAC at 800-969-6622 or email us at chris@Ohiomac.com.


