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On March 15, the Federal Reserve reported on a preliminary and sea-
sonally unadjusted basis that the municipal market has just over $2.4 
trillion in outstanding debt as of December 31, 2006. Over the past 
decade, households have been and continue to be the largest holders 
of municipal debt, totaling $860.6 billion directly as of the end of 
2006. Indirectly, through money market funds, closed-end funds1, and 
mutual funds, individuals hold another $370.0 billion, $89.7 billion, 
and $343.0 billion, respectively, for a total of 69% of outstanding pa-
per. While this percentage has gone down from 75% in 2002, on a 
dollar basis the amount of municipal debt that individuals own directly 
and indirectly has grown annually over the past nine years.      
 
Rounding out the top holders of municipal debt are property and 
casualty insurance companies (P&C) at $335.2 billion (14%) and com-
mercial banks at $180.2 billion (7%). Over the past nine years these 
two holders consistently followed households as the largest holders of 
municipal paper. On a percentage basis, their market holdings have 
risen annually since 2002. 
 
The shift in holdings as a percentage among these traditional buyers is 
not a major concern in itself, but the growth in recent years by non-
traditional buyers, such as tender option bond programs, hedge funds, 
and international investors, does raise some issues. They are not tradi-
tional buy and hold customers and it appears that over the past few 
years they have supported the long-end of the curve. Therefore with-
out a thorough understanding of these non-traditional buyers’ long-
term goals and philosophies, long municipals may be exposed to addi-
tional volatility risk if these buyers were to unexpectedly change direc-
tion and leave the municipal market. 
 
 

 

Source: The Federal Reserve Bank, 31 December 2006 

 

 
  

 

 
 

Holders of Municipals2

Individuals hold 69% of outstanding municipal bonds 

                                                                          
1 In the 21 March 2007 Municipal Report, we did not include closed-end funds as an “Individual” holding. This in-
clusion increases the Individual holdings by 4% in 2006, and 5% in 2002, hence the change in figures from the ori-
ginal report. 
2 Percentages may not total 100% due to rounding. 
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Statement of Risk 
Municipal bonds: Although historical default rates are very low, all municipal bonds carry credit risk, with the degree of risk
largely following the particular bond’s sector. Additionally, all municipal bonds feature valuation, return, and liquidity risk. Valua-
tion tends to follow internal and external factors, including the level of interest rates, bond ratings, supply factors, and media re-
porting. These can be difficult or impossible to project accurately. Also, most municipal bonds are callable and/or subject to earlier 
than expected redemption, which can reduce an investor’s total return. Because of the large number of municipal issuers and
credit structures, not all bonds can be easily or quickly sold on the open market. 
 
 

Appendix 

Terms and Abbreviations 

Terms / Abbreviation Description / Definition 

GO General Obligation Bond 
TEY Taxable Equivalent Yield (tax free yield divided by 100 minus the marginal tax rate) 
MMD Municipal Market Data 
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Appendix 

Other Important Disclosures 
In certain countries UBS AG is referred to as UBS SA. This publication is for our clients’ information only and is not intended as an
offer, or a solicitation of an offer, to buy or sell any investment or other specific product. It does not constitute a personal rec-
ommendation or take into account the particular investment objectives, financial situation and needs of any specific recipient. We
recommend that recipients take financial and/or tax advice as to the implications of investing in any of the products mentioned 
herein. We do not provide tax advice. The analysis contained herein is based on numerous assumptions. Different assumptions
could result in materially different results. Other than disclosures relating to UBS AG, its subsidiaries and affiliates, all information
expressed in this document were obtained from sources believed to be reliable and in good faith, but no representation or war-
ranty, express or implied, is made as to its accuracy or completeness. All information and opinions are current only as of the date
of this report, and are subject to change without notice. This publication is not intended to be a complete statement or summary 
of the securities, markets or developments referred to in the report. 
Opinions may differ or be contrary to those expressed by other business areas or groups of UBS AG, its subsidiaries and affiliates.
UBS Wealth Management Research (UBS WMR) is written by, and intended for use by clients of, UBS Global Wealth Man-
agement and Business Banking. UBS Investment Research is written by UBS Investment Bank. The research process of UBS 
WMR is independent of UBS Investment Research. As a consequence research methodologies applied and assumptions made
by UBS WMR and UBS Investment Research may differ, for example, in terms of investment horizon, model assumptions, and 
valuation methods. Therefore investment recommendations independently provided by the two UBS research organizations can 
be different.  
The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing and interpreting market information. The compensation of the analyst(s)
who prepared this report is determined exclusively by research management and senior management (not including investment 
banking). Analyst compensation is not based on investment banking revenues, however, compensation may relate to the reve-
nues of UBS Global Wealth Management and Business Banking as a whole, of which investment banking, sales and trading are a 
part. 
At any time UBS AG, its subsidiaries and affiliates (or employees thereof) may make investment decisions that are inconsistent 
with the opinions expressed in this publication, may have a long or short positions in or act as principal or agent in, the securities 
(or derivatives thereof) of an issuer identified in this publication, or provide advisory or other services to the issuer or to a com-
pany connected with an issuer. Some investments may not be readily realisable since the market in the securities is illiquid and 
therefore valuing the investment and identifying the risk to which you are exposed may be difficult to quantify. UBS relies on in-
formation barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups 
or affiliates of UBS. Some investments may be subject to sudden and large falls in value and on realisation you may receive back
less than you invested or may be required to pay more. Changes in foreign currency exchange rates may have an adverse effect 
on the price, value or income of an investment. Past performance of an investment is not a guide to its future performance. Addi-
tional information will be made available upon request. 
All Rights Reserved. This document may not be reproduced or copies circulated without prior written authority of UBS or a sub-
sidiary of UBS. UBS expressly prohibits the distribution and transfer of this document to third parties for any reason. UBS will not
be liable for any claims or lawsuits from any third parties arising from the use or distribution of this document. This report is for
distribution only under such circumstances as may be permitted by applicable law. The securities described herein may not be eli-
gible for sale in all jurisdictions or to all categories of investors.  
UK: Approved by UBS AG, authorised and regulated in the UK by the Financial Services Authority. A member of the London Stock
Exchange. This publication is distributed to private clients of UBS London in the UK. Where products or services are provided from 
outside the UK they will not be covered by the UK regulatory regime or the Financial Services Compensation Scheme. USA: Dis-
tributed to US persons by UBS Financial Services Inc. and by UBS International Inc. UBS Financial Services Inc. accepts responsibility 
for the content of a report prepared by UBS AG when it distributes reports to US persons. UBS International Inc. accepts respon-
sibility for the content of a report prepared by UBS AG when it distributes reports to US persons. All transactions by a US person 
in the securities mentioned in this report should be effected through UBS Financial Services Inc. or UBS International Inc., and not 
through a non-US affiliate. Canada: In Canada, this publication is distributed to clients of UBS Wealth Management Canada by 
UBS Investment Management Canada Inc.. Germany: Issuer under German Law is UBS Deutschland AG, Stephanstrasse 14 - 16, 
60313 Frankfurt am Main. Bahamas: This Publication is distributed to private client of UBS (Bahamas) Ltd and is not intended for 
distribution to persons designated as a Bahamian citizen or resident under the Bahamas Exchange Control Regulations. Hong 
Kong: This publication is distributed to clients of UBS AG Hong Kong Branch by UBS AG Hong Kong Branch, a licensed bank un-
der the Hong Kong Banking Ordinance and a registered institution under the Securities and Futures Ordinance. Singapore: Dis-
tributed by UBS AG Singapore Branch, an exempt Financial Adviser under the Singapore Financial Advisers Act. Australia: Dis-
tributed by UBS Wealth Management Australia Ltd (Holder of Australian Financial Services Licence No. 231127), Chifley Tower, 2
Chifley Square, Sydney, New South Wales, NSW 2000. 
© UBS 1998-2007. The key symbol and UBS are registered and unregistered trademarks of UBS. All rights reserved. 
 


