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2022 muni outlook 
Municipal bonds will likely face a challenging U.S. Treasury yield backdrop, a significant driver 
of muni yields. We expect the Federal Reserve’s (Fed) tapering, elevated inflation, and strong 
economic growth to encourage higher U.S. Treasury yields, which should pull muni yields 
upward in sympathy. Robust demand, digestible new supply volumes, and favorable credit 
fundamentals should support relative outperformance versus U.S. Treasuries in 2022. 
However, an overall rising rate environment and tight muni-to-U.S. Treasury valuations to 
start the year provide some headwinds to munis’ total return outlook. 

 
Data source: Truist IAG, ICI Municipal Bond Long-Term Mutual Fund and ETFs Weekly Flows 

 

Muni tailwinds 
Robust demand – Investors’ formidable appetite for tax-exempt municipal bonds in 2021 
appears poised to continue in the year ahead. Based on maturities, calls, and sinking funds 
scheduled during the 2022 calendar year, municipal bondholders will face roughly $350 billion 
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in reinvestment needs. Generally, the vast majority of these funds are redeployed into the 
municipal market. This source of demand does not capture any new buyers entering the 
space. In 2021, over $100 billion in new investment assets flowed into muni mutual funds and 
exchange-traded funds, setting an all-time record. Many of the forces driving new interest in 
municipals remain intact – improving credit quality in the sector, strong issuer balance sheets 
as a result of large federal aid disbursements, and ongoing concerns that individual income 
taxes may rise (which make munis’ favorable tax treatment more attractive). Lastly, long-term 
U.S. demographics are supportive of muni demand. The number of individuals aged 65 and 
older – which make up a large swath of municipal investors – is growing rapidly. The 
expanding pool of retirees looking for tax-exempt income will continue to support demand in 
2022 and beyond. 

Digestible supply – In the year ahead, we expect state and local municipalities to issue 
roughly $350 billion in new tax-exempt debt. That is a similar total to 2021’s new supply 
volume. Based on the demand we expect, this level of new issuance will be fully digested by 
reinvestment activity alone. That would leave a great number of investors fighting over limited 
opportunities in the secondary market, driving muni prices higher.  

There are three primary factors continuing to suppress new tax-exempt muni issuance, 
preventing better availability in 2022:  

1. For one, muni issuers are using federal stimulus funds received over the past two 
years to pay for new capital and infrastructure projects. That is lowering the 
immediate need for issuers to tap into debt markets for financing.  

2. Secondly, municipalities’ revenues and balance sheets have exhibited a surprising 
degree of resilience since the onset of the pandemic, further reducing new supply 
volume. Forecasts that localities would need to quickly issue massive amounts of 
new debt to meet liquidity needs in the early days of the pandemic were unfounded.  

3. Third, an increasing number of issuers are picking the taxable muni market as its 
financing vehicle of choice. Some muni issuers can retire outstanding tax-exempt 
debt and refinance at lower borrowing costs (i.e. “advance refunding”) in the taxable 
muni market. Others are issuing new taxable debt to meet feverish demand from 
crossover and international buyers. In 2022, we expect between $100-$125 billion in 
new taxable muni issuance, or roughly 25% of total muni supply for the year. This will 
serve to limit the availability of traditional tax-exempt debt.  

 
Data source: Truist IAG, Bloomberg 
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Favorable fundamentals – Through the first waves of the pandemic, credit fears pervaded 
the municipal bond market. Concerns intensified that disruptions in the labor market, real 
estate market, and consumer spending would negatively impact tax collections and liquidity at 
the state and local level. Instead, real estate values have soared and boosted real estate tax 
receipts. The composition of household spending shifted to more goods and less services, but 
total sales tax collections held firm and continue to climb. The American Rescue Plan tossed 
states and cities a $350 billion federal lifeline to help combat virus-related fallout. Additionally, 
strong market returns over the past 18 months boosted state pension funding ratios to their 
highest levels in more than a decade. As a result, muni default rates have remained 
exceptionally low, restoring investor confidence in the creditworthiness of most municipal 
issuers.  

Of course, there are exceptions. States like Illinois, New Jersey, Kentucky, Connecticut, and 
New Mexico still face large unfunded liabilities that constrain their financial flexibility. Some 
sectors also face greater challenges from the ongoing health crisis such as smaller hospital 
systems, senior living and retirement communities, and regional airports. Many of these 
issuers carry credit ratings below investment-grade status and require careful security 
selection and ongoing credit surveillance. But taken as a whole, municipal issuers’ balance 
sheets are well positioned for the year ahead and the risk of rising default rates is low. 

Muni headwinds 
Rising rates – High-grade municipal bond yields look to U.S. Treasuries for much of their 
directional leadership. In 2022, we expect U.S. Treasury yields to rise as a result of elevated 
inflation, strong economic growth, and gradual Fed tightening. Therefore, muni bond yields 
are likely to rise in sympathy, which would negatively impact price returns. By March, the Fed 
is expected to fully wind down its monthly asset purchases, a process known as tapering. The 
Fed’s emergency purchases of U.S. government debt and mortgage-backed securities 
injected massive amounts of liquidity and stability into those markets. The end of this program 
– with Fed rate hikes likely to follow – will likely result in increased volatility bleeding into the 
municipal market. However, munis’ ongoing supply/demand imbalance should restrain the rise 
in their yields and dampen volatility relative to taxable markets. Thus, we expect municipals to 
deliver relative outperformance for a second straight year. We recommend maintaining below-
benchmark duration in muni portfolios in anticipation of a rising rate environment. Selecting 
higher coupon securities and adding exposure to lower-rated issuers can also help offset 
negative price pressures.   

Tight Valuations – AAA Muni-to-U.S. Treasury yield ratios (i.e., a comparison of AAA-rated 
muni yields relative to U.S. Treasury yields) remain historically low, especially in the 1 to10-
year region of the curve. Those ratios currently sit between 30-70% of U.S. Treasury yields, 
some of their richest levels on record. For context, since 2000, these ratios have averaged 
roughly 90-100%. The specter of higher taxes and insufficient supply to meet demand is 
holding these ratios at ultra-tight levels. As a result, there've been limited opportunities to 
locate compelling relative value opportunities in the highest rated municipals. Entering 2022, 
this remains the case. We expect muni valuations to widen modestly as the year progresses 
(to the 50-75% range, depending on the maturity), but for very low AAA muni-to-U.S. Treasury 
ratios to persist. A more dramatic widening in spreads would hurt relative performance, but 
this is not our base case. These valuations are more favorable among issuers rated lower 
than AAA, offering a better risk-reward profile for those investors willing to accept higher credit 
risk. 



 

 

 
Data source: Truist IAG, Bloomberg 

 

Bottom line 
In 2022, we expect relative outperformance in municipal bonds versus U.S. Treasuries as 
muni demand continues to overwhelm available supply. A more volatile U.S. Treasury 
backdrop will likely inject incremental volatility into the municipal bond market; however, 
reinvestment activity and less-frequent trading relative to the U.S. Treasury market should 
help smooth out the ride. The vast majority of investment-grade muni issuers enter the year 
on strong fundamental footing, with a relatively low risk of rising default rates. Muni valuations 
currently appear more favorable in the AA- to BBB-rated space relative to AAA for investors 
willing and able to take on additional credit risk. We recommend a below-benchmark duration 
for municipal bond portfolios in anticipation of a rising rate environment in the year ahead. 
When constructing muni portfolios with individual securities, a laddered strategy (i.e., equal-
weighted exposure in each maturity) offers a cost-effective approach to routinely reinvest 
maturities as yields move higher. 
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Disclosures 
Advisory managed account programs entail risks, including possible loss of principal and may not be suitable for all investors. Please speak 
to your advisor to request a firm brochure which includes program details, including risks, fees and expenses. 

Investing in the bond market is subject to certain risks, including market, interest rate, issuer and inflation risk; investments may be worth more or less 
than the original cost when redeemed.  The value of most bond strategies and fixed income securities are impacted by changes in interest rates. Bonds 
and bond strategies with longer durations tend to be more sensitive and more volatile than securities with shorter durations; bond prices generally fall as 
interest rates rise, and values rise when interest rates decline. 

Truist, Truist®, GFO Advisory Services®, BB&T® and Sterling Capital® are service marks of Truist Financial Corporation. All rights reserved. All other 
trademarks are the property of their respective owners. 

Truist Wealth is a marketing name used by Truist Financial Corporation. Services offered by the following affiliates of Truist Financial Corporation: 
Banking products and services, including loans and deposit accounts, are provided by SunTrust Bank and Branch Banking and Trust Company, both 
now Truist Bank, Member FDIC. Trust and investment management services are provided by SunTrust Bank and Branch Banking and Trust Company, 
both now Truist Bank, and Truist Delaware Trust Company. Securities, brokerage accounts and /or insurance (including annuities) are offered by Truist 
Investment Services, Inc., and P.J. Robb Variable Corp., which are each SEC registered broker-dealers, members FINRA, SIPC, and a licensed 
insurance agency where applicable.  Life insurance products are offered through Truist Life Insurance Services, a division of Crump Life Insurance 
Services, Inc., AR license #100103477, a wholly owned subsidiary of Truist Insurance Holdings, Inc. Investment advisory services are offered by Truist 
Advisory Services, Inc., GFO Advisory Services, LLC, Sterling Capital Management, LLC, and Precept Advisory Group, LLC, each SEC registered 
investment advisers. Sterling Capital Funds are advised by Sterling Capital Management, LLC.  

The opinions and information contained herein have been obtained or derived from sources believed to be reliable, but Truist Financial Corporation 
makes no representation or guarantee as to their timeliness, accuracy or completeness or for their fitness for any particular purpose. The information 
contained herein does not purport to be a complete analysis of any security, company, or industry involved. This material is not to be construed as an 
offer to sell or a solicitation of an offer to buy any security. 

Opinions and information expressed herein are subject to change without notice. TIS and/or its affiliates, including your Advisor, may have issued 
materials that are inconsistent with or may reach different conclusions than those represented in this commentary, and all opinions and information are 
believed to be reflective of judgments and opinions as of the date that material was originally published. TIS is under no obligation to ensure that other 
materials are brought to the attention of any recipient of this commentary. 

Comments regarding tax implications are informational only. Truist and its representatives do not provide tax or legal advice. You should consult your 
individual tax or legal professional before taking any action that may have tax or legal consequences. 

Investments involve risk and an investor may incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. 

TIS/TAS shall accept no liability for any loss arising from the use of this material, nor shall TIS/TAS treat any recipient of this material as a customer or 
client simply by virtue of the receipt of this material. 

The information herein is for persons residing in the United States of America only and is not intended for any person in any other jurisdiction. Investors 
may be prohibited in certain states from purchasing some over-the-counter securities mentioned herein. 

The information contained in this material is produced and copyrighted by Truist Financial Corporation and any unauthorized use, duplication, 
redistribution or disclosure is prohibited by law. 

TIS/TAS’s officers, employees, agents and/or affiliates may have positions in securities, options, rights, or warrants mentioned or discussed in this 
material. 

Asset classes are represented by the following indexes. An investment cannot be made directly into an index. 
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