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Exodus Ended? Muni Outflows Give Way to Inflows

Highlights

» The municipal market posted positive results in June, although performance was
muted compared to the prior month’s strength.

» Investor flows into municipal bond mutual funds turned positive after 29 consecutive
weeks of outflows.

» New issuance picked up in June, but supply remains contained versus the prior year
and longer-term trends.

Market Overview

June was a positive month for munis, although performance was more moderate
compared to May’s returns. Notably, the market’s return for the quarter ended June 30
was its best since 1992. For the month, short-term rates moved marginally lower (and
prices higher) as the Federal Reserve maintained the 0% to 0.25% Fed Funds target it has
held since December 2008. The intermediate sector had the greatest rate increase, at 10
to 12 basis points (bps), which tapered to a 5 bp increase for the longest maturities.

The market was supported by flows into municipal bond mutual funds, a welcome
reversal after 29 consecutive weeks of outflows. Flows turned positive in the first week
of June and remained positive for three out of four weeks. This favorable trend, combined
with the reinvestment of some $46 billion in maturing principal and interest payments,
allowed the market to easily absorb the $31.5 billion in bonds issued during the month.
Although June issuance was the year’s strongest, overall supply remains muted and, at
$115 billion issued to date, is 44% below 2010’s mid-year total. The reduced supply can
be attributed largely to spending restraint at the state and local levels as governments
struggle to balance budgets.

Supply and demand factors appear favorable going forward as the market enters a
seasonally slow period for new issuance and another strong reinvestment month, with
$32 billion of maturing principal and interest expected in July. Supply should remain
manageable in the near term, but is expected to pick up by the fourth quarter. Continued
mutual fund inflows also would be supportive of the market.

Making Headlines

Most states entered their new fiscal years on July 1 with balanced budgets, thanks
primarily to austerity measures. One exception was Minnesota, where the government
shut down after the governor and legislature were unable to find accord and resolve the
remaining budget gap by July 1. The governor proposed raising taxes on high earners,
while the legislature prefers to close the gap via program cuts. Despite the negative
headlines, the shutdown does not affect debt service on the state’s general obligation
(GO) bonds, as debt would continue to be paid under an ongoing appropriation. Likewise,
local government debt service is expected to be uninterrupted. Moody’s also noted that
the shutdown would not impact the state’s Aal/stable credit rating.
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Equally noteworthy, state judges in Minnesota and Colorado . . . .
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implement pension reform, although appeals are possible and
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reports of a potential $2.1 billion settlement of a $7.3 billion
lawsuit with tobacco companies. Final details have yet to be
worked out. Hospital and healthcare issues posted the strongest
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Strategy and Outlook GO bonds 0.23 1.73

Regions

We maintain a neutral view for the market, but with a bias toward California 0.68 2.16

greater risk taking through increased exposure to municipal credit. Florida 0.49 1.98

Recent favorites have included names in the transportation and ey 0.71 181
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hospital sectors. We remind investors that careful credit research '

o o i ) i ) Pennsylvania 0.46 1.86
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and market environment. Source: Standard & Poor's/Investortools. Individual indices as represented by S&P/Investortools. * Long maturities

within the S&P/Investortools Main Municipal Index.

For additional information, or to subscribe to monthly updates to this piece, please visit www.blackrock.com.

Investment involves risk. The two main risks related to fixed income investing are interest rate risk and credit risk. Typically, when interest
rates rise, there is a corresponding decline in the market value of bonds. Credit risk refers to the possibility that the issuer of the bond
will not be able to make principal and interest payments. There may be less information available on the financial condition of issuers of
municipal securities than for public corporations. The market for municipal bonds may be less liquid than for taxable bonds. A portion

of the income may be taxable. Some investors may be subject to Alternative Minimum Tax (AMT). Capital gains distributions, if any, are
taxable. A fund concentrating in a single state is subject to greater risk of adverse economic conditions and regulatory changes than a
fund with broader geographic diversification. Index performance is shown for illustrative purposes only. You cannot invest directly in an
index. The performance shown for state-specific municipal bonds is not representative of the past or future performance of any specific
BlackRock fund. Past performance is no guarantee of future results.

This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. The opinions
expressed are as of July 11, 2011, and may change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by BlackRack to be
reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. There is no guarantee that any forecasts made will come to pass. Any investments named within this material may not necessarily be held in
any accounts managed by BlackRock. Reliance upon information in this material is at the sole discretion of the reader.
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