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Swap deals
unnerve
California -

Some say credit
default swaps may
influence the market
for muni bonds, -
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| 15 Walt Street ;}mﬁting"‘

from California’s misery? -

That's been a concern of .

state Tredsurer Bill T.o ckyer
who takes'a dim view of fiu

nancial instriuments =

lmown as credit default

swaps — that enable specu-

lators to bet-against Califor-
nia's ahility to pay its debts.
lee other giant Wall
‘Street ! firms,
Chase & Co. belps investors
| plaee suchbéts against Calt-
fornia but also earns hefty
fees from the state for-help-
| ing it get the hest prices on
'the honids it sells ko finance
capltal nnpmvements :and
«othef €Xpenses. -

| Holbwasno ¥mall a.rmoy~'
‘ance Lockyer' said, when-

‘JPMorgan Chief Exacuitive
Jamie Dimon publicly sug-
gested in February that he
was more concerned aboud

. Califorhia’sbudpet problems
than about Cireece’s,

I¥mon called Loclgyer the
next day to smooth things
over,thetreasurersaid.

The CEO’s rermarks came
after a number of Wail Strest
firms issued research re-

ports recommending going ;

-“ghort” on California using
+ [See Swaps, B6]

TPMorgan.

Eyes on Callfornla ‘

- Total voluime of credit

defauft swaps outstanding.
on California bonds, =
monthly data and Iaiest
(Scale In billions) .
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.. p'payingmore ﬁE mterest

costs] because ofithe- nega- -

o “gmbommw%m state treas

" . broke— orwill at least be
wﬁn.ﬁammmma o riake good.
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Thetotalvelume of swaps-

.- ‘olitstanding’ on Celifornia’s
debt surged to.a record $8.6.

. u?oﬁﬁﬂémmﬁ up from $51

billion ayearagoandequalto

L myre than ore-tenth the size -
. of Celifornia’s outstanding -

' general-obligation debt.”
“In late. Jume, investors
were S0 eager to go-buy pro-
tection on California bonds

that at one point they paid -

‘prices that implied a 62%
change of the state’s defatlt-
(ingon its bonds, despite the
fact that it has never de-
_ faulted andispracticallypro-
‘hibited by the state constifa-
4on from doing so. :
s-Although they've been
ground for more than a dec-
ade, credit defaulf swaps —

" essentially inhsursnee con-

fractsthat pay offwhenbond
. peyments. aren’t made on
time — have arecent notori-
gus history. They were

Emﬁma for the 2008 ccllapse
of American Infernational

Group Ine., which sold bil-
Hons of dollars of swaps on
mortgage-hacked bonds be-
fore the securities plungedin

vaiue in the UoﬁmEm E&ﬁ.x
- __Hw»ﬁgnoﬁ%ﬁmwnn-

down.
" They aldo wum%mn a key
role In'a controversial motrt-
gage-linked product at the
‘heart of & government fraud
lawsuit against Goldman
mmapm Group Inc., which the
corhpany H.momw% mmﬁmm for
ammo million.

- Themarket for swaps on
mﬂmﬁm and rmunicipal bonds
hag developed injust thelast

. Hmﬂ wmmhm_ mhn QmE,E.Em-.
.,ﬁ&p its huge debt.and low
‘credit ngm ‘has’ A_hnw@

. 1B market for mmwﬁwubm
on;whether-California wilt go -

becomethe .Hmﬁmmd foeus for
.Eémﬁowp with: New:Ji ersey
and New- Tork: eoming in.a. .
Eﬁmﬁ mmnoﬁn andthird. "

- SEQ Emﬁunm Em Hmuwmﬁ
“- for Epm stafe’s: ‘aetual honds:
" That’s a coneern i partbe- .
,.nmcmm the’ Tounieipal” m&pﬁm

market is much more:vola-
tile. For exampie, the'annual |

. cost %Emﬁ_ummé.%mmn Cal-

Horria bonds using. swaps
mﬁ.mmm to 3.5% in late June

“from 18% in Apri, only bo fall
- backt02.8% obgmabmmnm%

The buyers of protection

" gt ornearthe June peak were
" “radically-

overestimating: -
the probability of defanlt,” 2
Deutsche Bank mhm.qmﬂ
wroteinearly July.
Lockyeragreed. |
“It ells you that there are

“stfll many foolish investors
. out thers,” he said..5till, he-

added, “it worries me that
that it might cause others to
worry about the securily of
their investment in Califor-
 The volatility is already
meking some investors nerv-
qus about buying California

debt, said Matt Fabian, sen-

ior analyst at Municipal Mar--
ket Advisors.

“They ‘are backing away

from credits like California,
not because they don't think
they are safe, bub because
they are tired of havingto jus-
tify those ﬁﬁnﬁmmwm to risk
managers,” Fabian s=aid.

ing”

Lower band prices rnean
higherinterest costs for the
state.

Some experts mﬁnmﬂm .

the volatitity to the swaps

‘market’shot-housenature. &

Citigroup ‘analyst wrote in
2008 that municipsl swaps
were being wrongly inter-
preted as “being based on so-

wEmﬂnﬂmn mhm&umum om am.‘.

~fault risk, ratherthan whatit

K ﬁﬁmwmn 3 mﬁwmnp

EE&E of Em%mum > -
" Barly this. year, ﬁoﬁéma

’ cﬂmnmn mhuwﬁmmﬂﬁmﬁou inta.
the’® market.. for: Om.EoH.Em
“eredif Gefault’ mamum -asking.
" for- ddta.from the big Wal
. mﬁ.mmﬁ dealers! Hmnw U% Qaﬁ..

man Sachs

*“Stanley, In-June, wm HmUDHﬂmn.
/fnding no evidence that the

. Swaps BmHWmﬂ hasmadethe

mﬁmdm mdoﬁoﬁﬁmaﬁm cost-: -
Iy .
Hd. fact, even‘as omEE... -
mia’s budget trouble has-at- ..
Hmﬂmn,mﬁmw_&oﬁ in recent .
" mionths, the market interest

‘rates on the mw&mm .n_nﬁam

have generally been slidging -

along with ylelds on all kinds
ofbonds,

Lockyer said he soEn_ -
Wmmﬁ\acﬁmnﬂﬁm data on the - ° .,
. Emgwgm\nowmnmmﬂwmﬁmmﬁ

market. -
The banks wmﬁm mHmd.m.u

‘that credit defalit swaps, by

‘enabling holders of Califor-

iS;anew, ﬁE ﬂm&m& mer
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"the: Hmﬁmp mém@m Hﬁnmmaﬁ

ity woﬁﬂm o - Wmmﬁq Pres

just smﬁmﬂ_ asa ﬁonﬁo Emwm

“selves have ﬁuoﬁoﬂmn Spect-
-]ation in‘their reseerch.
" “Stay- short - California
[general obligation] debt in
the nedr term,” JPMorgan
* analysts wrote in June 2009,
"+ Afewmonths earlier; re.
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Los bhmﬂmm H:.nmm

.mgu have: Hmpmma. Hmmaaumﬂm

: Hmﬁmwm saythe Hﬁwumﬁ vola-;

“These‘are people Who' aze.

At Q.Bmmdwm dmhwm ﬁum.B. B

COnLCETNS - oﬁu_., ‘the’ Mdmﬁmwm. :

- Some cmhﬁum mhmu%mﬂm
mbn H_oowwma say'the consti--
tutionat H.m&aﬁmﬁmwd that -

. Sacramento;make its, debt -
' payments before,paying &l-
* most anything' else  makes:

default an: mﬁvommﬁmﬁ% -

" andmakes thewhole matlket -
- inswaps- afutile exercise. - .
. ¥ *There are always suffi, -

cientrevenuesthere,”hesaid -

"ofthe state’s coifers, “ahsert
" athermonuclear waroriotal

no=mumm0m @pm EmHWmﬂ mmm-
tem.” . - } :

searchers at Bank Ametica’
-make more investors willing: ~ Merrill Lynch told investors -
‘tobuythe state’s debt. © that California’s “chronic ex-

‘The swaps markes “plays .

"

ercises in fiscel brinksman--
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