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Overview

• Bond Pricing Basics

• Financing Team Dynamics

• Week of Pricing

• Issuer Participation in Pricing Negotiations

• Market Factors Affecting Bond Pricing

• Structural, Credit, and State/Industry Specific Factors Affecting Bond 
Pricing

   
2



© PFM 3

• Bond Pricing Basics
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Bond Pricing – Desk Speak Vocab

Bump Lower yield, higher dollar price.

Cheap Yields higher (dollar price lower) than 
reasonable for specific credit.

Rally Decreasing yields in market.

Benchmark A tool used by issuers, investors and 
other financial professionals to 
describe the market, and to compare 
performance.

Tightening Delta of spreads diminishing between 
the benchmark and credit categories

Over-
Subscribed

Number of orders exceeds the bonds 
available for a certain maturity

Cut Higher yield, lower dollar price.

Rich Opposite of cheap.  Yields lower (dollar 
price higher) than reasonable for 
specific credit.

Selling Off Opposite of rally.  Increasing yields in 
market.

Spreads Delta between the benchmark and a 
specific bond yield.  For example, 
quoted as spread to “AAA” BVAL 
index.

Widening Opposite of tightening.  Delta of 
spreads increasing between the 
benchmark and credit categories.

Underwriting
/Inventory

Underwriter takes in unsold bonds
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What is a Benchmark
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What is a Benchmark?

   A method of measuring the value of a section of the bond market

   A tool used by issuers, investors and other financial 
professionals to describe the market, and to compare the rate of 
return on specific securities

   A tool that allows performance to be compared relative to a point 
in the market, accounting for differences in couponing, call 
feature, and credit.

   A metric that should track the same spot in the market, so that 
performance can be measured across time and different market 
environments
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Taxable Benchmarks

• Taxable Municipal Bonds, and Corporate 
Bonds use US Treasuries as a 
BenchmarkTaxable Benchmark

Source: Bloomberg as of 8/13/2024
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Tax-Exempt Benchmarks

• The Tax-Exempt Municipal Market does not have a 
tradeable benchmark such as US Treasuries, however 
there are several benchmarks publicly available on the 
MSRB Emma website.

Tax Exempt Benchmarks

Source: Emma.MSRB.Org as of 8/9/2024
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Tax-Exempt Benchmarks

   The “MMD Curve” historically has been most widely used benchmark in the 
municipal market. 
•  MMD Curve refers to the AAA-rated G.O. Curve

•  Municipal market’s “risk-free” rate proxy

•  MMD represents the current market rate for various maturities, assuming a 5% coupon and a 10-year par 
call

•  MMD is produced by Refinitiv (TM3), an independent third-party market observer

  The BVAL  AAA Callable Curve offers an alternative benchmark that continues to 
gain interest from municipal market participants
•  BVAL  AAA Callable Curve refers to the AAA-rated G.O. Curve

•  Municipal market’s “risk-free” rate proxy

•  BVAL  AAA Callable Curve represents the current market rate for various maturities, assuming a 5% 
coupon and a 10-year par call

•  BVAL  AAA Callable Curve is produced by Bloomberg, an independent third-party market observer
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• Financing Team Dynamics
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Financing Team Dynamics

MSRB Rule G-17 excerpt: “The Underwriters have a duty to purchase the Bonds from the 
Issuer at a fair and reasonable price, but must balance that duty with their duty to sell the 
Bonds to Investors at prices that are fair and reasonable.” 
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Investment Bank
 High Price/Low Interest

Rate
 High Optionality

– Callable
– Couponing

 Optimal Security 
Structure/High Issuer 
Flexibility (Benefit vs. Cost)

– Pledge
– Covenants
– Reserves
– Insurance

 Low Price/High Interest
Rate

 Low Optionality
– Non-Callable
– Couponing

 Low Risk/Low Issuer 
Flexibility

– Pledge
– Covenants
– Reserves
– Insurance

Issuer Objectives Investor Objectives
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Source: Interpretive Notice Concerning the Application of MSRF Rule G-17; 
https://www.msrb.org
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Navigating Risk In the Markets
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Investment Bank
 Need to Sell Bonds

 Rallying Market
– Issuer’s Market
– More Leverage



–Fundamental, Technical, Event

– Different Yields/Prices than Expected

 Need to Buy Bonds

 Rallying Market



– High Demand for Bonds
– Less Leverage

– Gain/Loss on Bonds Purchased
–

Issuers Investors

Selling off MarketSelling off Market
Buyer’s Market–Low Demand for Bonds–

Managing the duty to purchase and sell bonds at a fair and reasonable price is inherently more 
difficult when greater market risk is present.
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Risks  

Unsold Bonds

Risks  

Less Leverage– – More Leverage

Fundamental, Technical, Event–
– Positive or Negative Outcomes Positive or Negative Outcomes

 Bonds may be put into underwriter’s inventory if an appropriate price is not readily available/determinable
 At this point, the Underwriter becomes the initial buyer and is subject to investor risks
 Underwriter’s appetite and ability to purchase the bonds into inventory depends on the type of market and risks present. 
 Adjustments to initial price/yields may be needed in order to protect against various risks, for example:

o Interest Rate Risk that may affect the ability to sell bonds at the price put into inventory
o Inventory levels: unsold par underwritten at acceptable total both within the current transaction and across transactions
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• Week of Pricing Overview
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Typical Pricing Schedule

 The process begins weeks ahead of the sale date with discussions of general market conditions, 
potential couponing strategies, and the identification of comparable sales

 In a negotiated sale, the week following the POS posting provides the underwriting firm the 
opportunity to pre-market the bonds to investors

Example Schedule
Monday Tuesday Wednesday Thursday Friday

1 2 3 4 5
8 9 10 11 12

Post POS

15 16 17 18 19
Assess market conditions

Possible investor calls
22 23 24 25 26

Pre-Pricing with 
MA

Pre-Pricing with 
underwriter

Pricing

29 30 31
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Day Before Pricing

Financial Advisor’s 
Independent scale

• FA presents to the client a technical pricing 
analysis that includes an independent 
target scale 

Underwriter's Market 
Update

• Underwriter provides market updates, 
comparative bond sales, and their 
proposed scale

Pre-Marketing Period

• Issuer and FA negotiate scale Pre-
Marketing scale with underwriter

• Issuer signs off on pre-marketing scale for 
underwriter to talk to investors about 
specific levels
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Day of Pricing

Pre-Pricing Period
• Early morning (typically 6am-7am) call to review 

scale
• FA and UW take the tone of the market
• Issuer signs off on any agreed upon changes

Order Period
• Underwriter takes orders from investors
• Financing team monitors market conditions

Post-Order Period
• Issuer & FA look to negotiate lower yields where 

possible
• Issuer, FA, and underwriter decide on final 

adjusted yields as needed
• Issuer signs Bond Purchase Agreement
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Retail Order Period

What is a Retail Order Period?
• An order period designated and open to orders only “Retail” investor accounts
• Typically occurs 1 day prior to Institutional Order Period

What is a Retail Account?
• Individuals – True “Mom and Pop” retail
• Professional Retail - Separately Managed Accounts (SMA’s) 

When Can a Retail Order Period Make Sense?
• State with a strong retail presence with the ability to drive price
• Larger transaction
• Retail friendly structure
• Retail friendly credit

Considerations During a Retail Order Period?
• Ensure Bonds are available for Institutional Investors (50% Rule and/or hold back maturities)
• Maintain flexibility to accelerate transaction
• Strong Reception can help drive Institutional Pricing; Weak Reception can detract

Alternatives to a Specific Retail Order Period?
• During the normal Institutional Order Period:
oGive “Individual” Retail First Priority 
oMaintain equal priority for Professional Retail and Institutional Accounts

17
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• Issuer Participation in Negotiated 
Transactions
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Issuer Perspective: Pricing Takeaways

Know Your 
Objectives

Financing 
Team 

Selection

Bond Sale 
Timing: 

Control what 
you can 
control

Get Educated: 
Understand 

the team 
dynamic and 

factors

Voice Your 
Opinion
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• Market Factors Affecting Bond Pricing
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Day of Pricing Market Dynamics

Fund Flows

Ratios

Net Issuance

Economic Data

Equity Indices – Risk On/Off

Municipal Tone

Treasury Tone

Muni Bonds out for Bid

Source: Bloomberg as of 7/11/2024
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Municipal Fund Flows and Net Supply 
 

 Supply and Demand Dynamics can heavily affect credit spreads

Source: Bloomberg as of 8/9/2024
22
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Supply Calendar

 Total Primary Market Supply on a given week can affect Investor demand 

 State and Industry supply are also factors

Source: Bloomberg as of 8/12/2024
23
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Bonds out for Bid and Municipal/Treasury Ratios

 Secondary Market Supply during times of heavy selling can pressure primary issuance

 The Relative Value of Tax-Exempt Bonds compared to their Taxable Counterparts is a consistent driver of demand

50%

55%

60%

65%

70%

75%

80%

85%

90%

95%

100%
AAA Municipal Yields as % of US Treasuries

3 yr 5 yr 10 yr 30 yr 30 yr 10 yr 5 yr 3 yr
Current 83.3% 66.3% 68.0% 66.6%
High 95.0% 76.2% 75.4% 75.6%
Average 86.6% 64.6% 64.0% 64.8%
Low 81.5% 56.8% 56.4% 57.6%

Treasury Ratio (Cheap/Rich) Past 12 Months

30 yr 10 yr 5 yr 3 yr
Current 83.3% 66.3% 68.0% 66.6%
High 251.7% 365.0% 649.9% 818.8%
Average 94.9% 82.4% 77.8% 79.3%
Low 67.2% 53.9% 37.3% 32.8%

Treasury Ratio (Cheap/Rich) Past 5 Years

Source: Bloomberg & treasury.gov 8/9/2024
PFM Pricing Group 24
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Economic Calendar

 Economic Data can move Bond Market Yields 

 Certain Economic Events can cause greater volatility (Positive or Negative)

Source: Bloomberg as of 8/9/2024
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Treasury and Equity Tone

Source: Bloomberg as of 8/9/2024

 Where is Investor Cash being put to work, and what does it say about Market Sentiment? – Stocks (risk on) or Bonds (risk off)

 Treasury Market – “Green on the Screen” = Positive Tone in Broader Fixed Income Markets
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Municipal Tone

Source: Bloomberg as of 8/9/2024

 In a Rallying Market, 
Benchmark Yields are 
decreasing.

 Tone is Positive

 Spreads to the Benchmark 
can Tighten

 In a Market that is Selling 
Off, Benchmark Yields are 
increasing

 Tone is Negative

 Spreads to Benchmark can 
Widen
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• Structural, Credit, and State/Industry 
Specific  Factors Affecting Bond Pricing
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Spreads – The Basis of Negotiation

 Pricing Negotiations begin 
with determining the 
Spread to the Benchmark 
for each Maturity

 The Market Standard base 
case is a 5% CPN, 10 Year 
Par Call Scale

 Spread + Benchmark Yield 
= Re-Offer Yield

 Yield on pricing wires is 
quoted as the Yield to 
Worst to the Investor

 Premium Bonds are quoted 
as a Yield to Call Date

 Discount Bonds are quoted 
as a Yield to Maturity

 Focus of the exercise in 
Part II will be on a 5% 
Premium Bond Scale

Source: Bloomberg as of 8/9/2024
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Factors Effecting Credit Spreads
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Rating Impact to Credit Spreads

 Different Ratings result in a greater perceived 
level of Credit Risk

 Credit Spreads will be different depending on 
the rating.

 Lower Ratings = Higher Credit Spread

 Higher Ratings = Lower Credit Spread

Source: Bloomberg and Ipreo as of 8/9/2024
31
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Couponing Impact to Credit Spreads
 Different Coupons will result in different spreads

 The Lower the Coupon, the Lower the cash flow an Investor 
receives, and the higher spread/yield the investor will require

 The Higher the Coupon, the higher the cash flow an Investor 
receives, and the lower the spread/yield the investor will require

 Issuers will need to evaluate with their Financial Advisor the 
various tradeoffs as they are presented with different coupon 
options.

Source: Bloomberg and Ipreo as of 8/9/2024
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Call Date Effects on Credit Spreads

 Different Call Dates may have different 
spreads

 Depending on the rate environment, 
the spread on a shorter call may be 
higher or lower than the spread on a 
standard 10 Year par Call redemption.

 Current Rate Environment – Shorter 
call dates tend to have wider spreads

 Low-Rate Environment (2020/2021) – 
Shorter call dates tended to have 
tighter spreads

Source: Bloomberg and Ipreo as of 8/9/2024
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Industry Effect on Spreads

 Different Industries may require different credit spreads to gain investor attention.
 Perceived Credit risk within an industry, scarcity/surplus of supply in an industry, and will determine the appropriate credit spread.

Source: Bloomberg and Ipreo as of 8/9/2024
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State Specific Effects on Credit Spreads

 State specific factors will cause credit 
spreads to differ across states

 State Income Tax Rates derive a 
different relative value of the tax 
exemption, depending on the state

 Supply/Demand dynamics in various 
states will additionally affect credit 
spreads

Source: Bloomberg and Ipreo as of 8/9/2024
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Deal Size, Block Size, and Term

Source: Bloomberg and Ipreo as of 8/9/2024

 Deal Size and Maturity Block size can 
affect the liquidity of Municipal Bonds

 Larger transactions will generally 
command greater attention from 
investors; however at a certain level 
there can also be a size concession.

 Institutional size maturities can result 
in a lower credit spread; 

 Longer Maturities generally will have a 
greater credit risk, and thus a greater 
spread/yield, than shorter maturities

 Different Types of Investors may also 
focus on different maturity terms.
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