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Introduction

Welcome to MuniLand.

If I didn’t coin the term, I know I was one of its early

adopters, featuring a map of the place in the first issue of a

short-lived fortnightly I edited called Grant’s Municipal Bond

Observer, in 1994. The idea behind “MuniLand”—and I refer

to the term, not specifically the map—was a simple one:

Here was a market that was particular and specific to an

almost absurd degree. Calling it MuniLand was the usual

attempt to bring order out of chaos. I used the word when

attempting to explain the municipal market to those

steeped—as most people are—in the culture of equities. I

wanted them to, as the poet says, suspend disbelief. They

were entering a new world, as strange and idiosyncratic as

any uncharted island nation.

There is a 1937 short story by Thomas Wolfe—no, not that

one, the other one, who wrote the novel You Can’t Go Home

Again (1940)—called “Only the Dead Know Brooklyn.” The

story touches on the impossibility of knowing the vast

borough east of Manhattan Island, and that is a good way to

think about MuniLand. Only the dead know munis. I have

been covering this market for more than 30 years; I know I

am the only person to have read the first 100 years’ worth

of Bond Buyers, and I still discover things I didn’t know.

Ah, yes, the Bond Buyer. The year I began covering the

municipal market for the newspaper then known as The

Daily Bond Buyer, states and municipalities sold $46 billion

in bonds, the last time annual issuance was below $50

billion. More than half was sold through negotiation, and

revenue bonds far outnumbered general obligation bonds,

as they had since 1976. Those are the only characteristics

that market had in common with today’s.



For the rest of it, the municipal market in 1981 was not so

very different from the market of 1961, or even 1941. Bond

insurance, whose spectacular blowup in 2008 and 2009

stunned the world, had at that point been in existence for a

decade, yet covered less than 1 percent of the year’s bonds.

Almost all the bonds sold were fixed-rate, and almost all

were sold to raise new money, as they say, rather than to

refinance existing issues. The market was still a very staid

place.

MuniLand was, I also learned, a very mysterious place. For

one thing, there was no physical market, like, say, the New

York Stock Exchange. It traded, they told me, but there was

no way to verify that. You could see the primary market—

new issues being priced, and those prices coming over the

Munifacts machine—but the secondary market was

something of a fiction. I helped perpetrate that fiction when

the time came for me to learn how to write “The Column,”

an adornment of page one of The Daily Bond Buyer for

decades. As instructed, I called four or five traders and

asked them how five or six “dollar bonds,” large, recently

priced issues, were “trading,” and they told me, and I duly

figured out where things stood using a Monroe calculator.

Things often seemed to be up an eighth when they weren’t

down an eighth, and more often than not “unch”

(unchanged).

There was no actual trading, and there were no prices. Or,

as I say, prices were what someone on the other end of a

telephone told me they were. It made no difference that I

was a reporter. An investor would have been told the same

thing. There was a publication called the Blue List, so-called

because it was printed on a sort of blue tissue paper, and

which one trader advised me was “like a municipal bond

novel,” if only I would learn how to read it. The Blue List

showed dealer inventory in state after state. Sometimes it

showed prices; more often, just coupons and yields.



As for other data about “the market,” I found that I was

now at the very center of it. Yields, the amount of bonds

sold this week, last week, last month, last year, last century,

who underwrote the most—those numbers were all gathered

by The Daily Bond Buyer, and had been since 1891. Having

put a couple of publications out of business right out of

college, I liked the sound of that.

I also thought I would be at the paper for about six

months. What I really wanted to do was write for magazines,

like Tom Wolfe (yes, that one). I was there for 13 years.

MuniLand in 1981 was about to be transformed, and I was

there to witness it, at New York City headquarters, with very

occasional forays out into the bush. These were usually

conferences held at various swanky hotels and resorts

featuring bankers, bond lawyers, analysts, financial

advisers, issuers, and buyers, all the denizens of MuniLand.

As a journalist, I fantasized about being assigned to a

bureau, preferably in San Francisco, London, or Mustique,

but being at headquarters, of whatever publication I actually

worked for, gave me a certain advantage. I got to see all

parts of the market at once, sort of a bird’s-eye view.

The first thing I learned was that there was no single

market at all, but six or seven state markets and perhaps

another three or four regional ones. And then there was

Washington, DC, which, while a marginal issuer of municipal

bonds itself, happened to be very important to what

occurred in all those other markets. I took what seemed like

years of dictation from reporters on Capitol Hill on the

subject of tax reform. As I write these words, it seems that

once again tax reform seems likely to be visited upon

MuniLand.

I also learned that time in the municipal bond market, with

the perhaps singular exception of Orange County,

California’s bankruptcy in 1994, which happened in a

heartbeat, is marked with a calendar, not a stopwatch. Even



the simplest story, like a bond default, almost never seemed

to end. It was a rare thing to watch a reporter lay the last

clip in a file and put it away, certain that the last bondholder

had been paid, or not, and that the case was closed.

Hysteria was the municipal bond market’s portion in 2010

and 2011, fed by people who didn’t know what they were

talking about, talking and writing and, especially, blogging.

Yet now that I think about it, it seems that the biggest

lesson I’ve learned is that just as this market resists

generalization, so does it fight off periodic calls for

Armageddon.

In 1995, for example, one very knowledgeable bond buyer

who did know what he was talking about nevertheless said

that Orange County, California, then still dithering its way

through bankruptcy, might lose access to the capital

markets for a generation. In fact, Orange County was back

selling bonds within six months of its Chapter 9 filing.

That little story says many things. For example, of course,

it says that bond buyers are also that old Saturday Night

Live character, Mr. Short-Term Memory. For another, though,

it says that hyperbole and hysteria are always with us.

The chief reason people get MuniLand wrong is that they

think of the municipal market in equity terms. States and

localities are not corporations. What’s more, there is no

reason they should be more like corporations, much to the

apparent annoyance of those people who think they should.

Again: Welcome to MuniLand. Just because they do things

differently here does not mean that what they are doing is

wrong.

Take a municipal bond’s reaction to bad news: there isn’t

any. This confounds critics used to the ups and downs of the

stock market. Why don’t the bonds react? Why don’t bonds

trade off? The answer is because the typical muni bond

doesn’t trade at all much beyond the first 30 days after its



birth (see the entries for “All bonds go to heaven” and

market activity).

Or take bankruptcy. States cannot enter Chapter 9

municipal bankruptcy. This infuriates those who, wrongly,

see bankruptcy as a perfectly acceptable tool that

incidentally could be used to gut the public labor unions and

reduce states’ pension and benefit obligations. They see it,

or some heretofore unimagined version of it, as a simple

and elegant solution to some states’ seemingly intractable

pension burdens. It is neither of those things, neither simple

nor elegant, yet that does not stop the proponents of state

bankruptcy from insisting that it is a viable solution to

states’ budget woes. These people also invariably have an

issue with politics and politicians, and with public officials

both elected and appointed. I’m not sure who they expect to

run the nation’s states and localities, unless they also intend

to replace democracy with—what, exactly? Corporate

governance?

I seem to have become known, in some circles, as a harsh

critic of the municipal bond market. In fact, I consider it one

of the wonders of the world, allowing for the ultimate in

local independence and control. Reviewing my columns and

stories over the years, I see that I have taken a stand

against only two things.

The first: I didn’t think the entire market should go

negotiated. This has been a consistent position of mine, and

I wrote columns back in the 1980s about the subject,

predictably angering those on Wall Street who thought that

every last municipal bond issue should be sold through

negotiation, and not at auction. My own thought on it was:

Here you have this old-fashioned, perfectly acceptable way

of selling municipal bonds. Why not use it? Competitive, or

auction, or, as the old-timers used to call it, advertised sale

makes underwriters bid for bonds and divorces the



proceedings from favoritism and pay-to-play, which have

been prominent features of the modern market.

The other thing I have advocated against on a consistent

basis, again angering a certain swath of the professional

community, has been the use of swaps. Just too much about

them—their pricing, their design, their risks—would prove

inaccessible to the citizen financiers in charge of most of the

municipal bond market. Because, of course, swaps (like

negotiated finance, come to think of it) were one of those

things that at first weren’t for everybody, but very quickly

became so. Wall Street pounds every idea into the ground,

as James Grant put it so well, like a tomato stake.

Neither of these positions was designed to ingratiate me

with those proposing that every deal, no matter how small

and no matter who was the issuer, even the smallest school

district, should be sold through negotiation and with a swap.

Yet who now can argue against the eminent reasonableness

of these positions? Even those municipalities that embrace

negotiation should sell an issue at auction from time to

time, in order to gauge the acceptance of their securities in

the market. As for swaps, it ought to be a while before

municipalities engage in their use again. If the $4 billion and

counting in termination payments issuers had to make after

the financial crisis doesn’t dissuade them, perhaps the bid-

rigging trials will, or maybe it will be the numerous studies

slated to emerge from Washington officialdom in the coming

months.

I also wrote stories about the subject of yield burning, after

Michael Quint of the New York Times broke the story. Yield

burning can be described in a shorthand way as

overcharging issuers for the various products they use when

they have to reinvest their bond proceeds. These stories did

not make me popular with those who evidently engaged in

this most obscure and yet seemingly ineradicable of all

municipal market behaviors. By the time I started to write



about the subject, of course, the Securities and Exchange

Commission (SEC) was already deeply involved in its

investigation into and, ultimately, settlement with the

securities firms that thought it was okay to cheat issuers

because no one was looking.

For a brief period, I perhaps even kept the story alive, as a

legitimate journalistic subject, and even broke news in a

publication that came out fortnightly. But how could I not? I

was surprised that so few of my brethren elected to sit down

and hear out Michael Lissack, the Smith Barney banker who

blew the whistle. He had a lot of good stories to tell,

supported by a lot of evidence. It broke my heart when my

old newspaper carried a front-page story with a headline

reading “Refunding Issuers Say Deals Did Not Involve Yield

Burning: Survey,” and I almost felt it a sort of personal

rebuke. Their readers’ cheer proved short-lived. As I wanted

to tell the banker who took an empty chair at a conference

lunch and who found to his evident horror that he was

sitting next to me: I didn’t invent yield burning.

Yield burning, in both its past and its present

manifestations (see the entry on bid rigging), has taken up

more than half my career. The industry did not handle it

very well the first time around, which may be why there is a

second time around. It may be my imagination, but the old

industry, I think, would have admitted it had a real problem

and then come up with a plan to fix it. The new industry, or

the one that existed in 1995, when Lissack spoke first with

the FBI and the SEC and then with Mike Quint, denied there

was a problem at all and stuck to the somewhat arrogant if

novel defense: prices are what we say they are.

The yield-burning business marked, sadly, the last time

you could pick up the telephone and talk to bankers,

traders, salespeople, analysts, and underwriters. Nowadays

few of them will give even the most innocuous quote

without a publicity person listening in, if they allow for it at



all, which means most municipal market stories are

festooned with ridiculous denials, rejections, and refusals to

comment—on anything. I don’t know what irritates me

more: the fact that they don’t comment or the rote refusals

to comment that so lard up all the stories.

I wasn’t the first reporter to write about yield burning. But I

was the first to describe flipping in MuniLand, which works

in much the same way as it does in the world of initial public

offerings. That is, a few big investors get allotments of

bonds, and then quickly sell them at a profit. The higher

price means a lower yield, which leads this taxpayer to

wonder why the issuer didn’t get that rate in the first place.

It doesn’t happen all the time or on every bond issue, but

the selection of certain favored investors to act as

wholesalers converting municipal bonds into a retail product

seems to fly in the face of what the negotiated method of

sale was supposed to be all about. That was, award us your

business and we will get you the best price on your bonds,

because negotiation gives us the time to get your bonds

into the hands of final investors. If there is flipping—and

until the Municipal Securities Rulemaking Board (MSRB)

began listing trades in 1995, there was no way of knowing—

then negotiation isn’t all it was cracked up to be. And

issuers who decide to use it, as so many will, should be

smart about it. Please, no more “leave the driving to us” in

your dealings with underwriters.

MuniLand is no longer as mysterious as it was, no longer

the unknown and unknowable enigma of the capital

markets. Those who use the word murky to describe it are

writing yesterday’s story. Anyone who wants to can find

details of prices and trades, complete copies of official

statements, and all manner of material-event notices, online

and for free (see the entries for escrowed to maturity and

EMMA). MuniLand is accessible. I was surprised to discover

that the chief reason it is so is a little incident that occurred



at the end of 1986, when the Kansas City, Kansas, Board of

Public Utilities sold bonds that would result in the calling of

some of its other bonds that had been escrowed to maturity.

That was my story, but until I chatted with Kit Taylor

recently, I didn’t quite understand its significance. I

remembered that when I had called him for a comment a

quarter-century ago he responded, as always, with alacrity.

But even his response was a little too quick. It was almost as

if he had known this would happen. The existence of calls on

escrowed-to-maturity bonds were “a material fact,” the

then-executive director of the MSRB told me. “It looks like

underwriters assumed that escrowed-to-maturity bonds

were not callable, and that’s a big mistake. Somebody did

not do their homework,” he said. “The industry is supposed

to disclose material facts at the time of sale, and it seems it

is being faced with a tremendous information problem.”

I asked him about that answer, and then he stitched the

whole story together for me, about how dealers that

summer had rejected the MSRB’s proposed amendment to

its Rule G-15, which would have required dealers to deliver

to customers written information about the call provisions

on bonds they purchased within five days, upon request. In

a series of comment letters to the board, the dealers said

they couldn’t possibly tell their customers what all the calls

on a bond might be, because they did not have access to all

of the official statements for the bonds they might sell. That

story was probably written out of the D.C. bureau. I can see

now I didn’t pay it much attention.

That excuse sounds a little improbable, today, even

unimaginable—we can’t tell you what the calls to the bonds

we sold you are, because we don’t know ourselves—and yet

that was the situation at the time. The dealers gave what

they regarded as a plausible answer. But they also

suggested that maybe the MSRB could do the job, and that,

with a few false starts and modifications, is where we are


