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What happened
U.S. Treasury yields, which hold great influence over investment grade 
municipal bond yields, have risen sharply this year. For example, since 
the beginning of 2022, the 5-year U.S. Treasury yield has increased by 
152 basis points (1.52%) to almost 2.8%, fueled higher by extreme Fed 
policy hawkishness and white-hot inflation. 5-year AAA tax-exempt muni 
yields have increased by 187 basis points (1.87%) to just under 2.5%. 

Our take
Year to date, the investment grade municipal bond universe has 
outperformed core taxable fixed income, but is slightly lagging U.S. 
Treasuries.

Among shorter-dated securities, the relative performance is more uniform 
between these sectors, indicative of the overwhelming influence of Fed 
policy expectations among most fixed income sectors. However, several 
underlying factors support our view that investment grade munis are 
poised for relative near-term outperformance and offer a compelling case 
for new investment.

Absolute yields – Munis have followed U.S. Treasuries’ lead to higher 
absolute levels across the curve. Similar to our view of U.S. Treasury 
yields, shorter-dated (1-7 years) investment grade munis offer a 
compelling mix of moderate interest rate exposure and the highest yields 
in more than a decade (excluding their very brief spike in early 2020).

Muni-to-U.S. Treasury ratios – Elevated volatility, lower relative liquidity, 
and forced muni mutual fund selling have recalibrated muni-to-U.S. 
Treasury ratios from very rich levels to a far more attractive relationship. 

Relative value – In many parts of the curve, tax-equivalent yields for AA 
and A-rated munis exceed like-rated corporate debt, despite munis 
offering less defaults and better insulation from economic slowdowns.

Fundamentals – Muni issuers’ reserves and tax receipts are 
exceptionally strong, further aided by massive federal stimulus. 
Additionally, muni issuers tend to benefit from inflation, which increases 
sales and property taxes. Investment grade default rates remain very low.

Technicals – The municipal bond market is entering a more favorable 
seasonal period, where demand typically rises post-April 15th. New supply 
remains constrained by below-average new issuance and slower debt 
refinancing. Historical performance tends to improve following periods of 
strong outflows like we have witnessed over the previous 10 weeks.

Bottom line
Feverish Fed speculation and inflation fears are creating a compelling 
entry point for investment grade municipals, especially for maturities from 
1 to 7 years. Their favorable fundamental and technical backdrop should 
deliver relative outperformance as we progress through 2022.

Evan Moog, CFA
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Index Total return (YTD)

Bloomberg Municipal Bond Index -8.57%

Bloomberg U.S. Treasury Bond Index -8.08%

Bloomberg U.S. Aggregate Bond Index -9.02%



Absolute muni yields have spiked, particularly in the front end of the curve

Short-dated U.S. Treasury yields have jumped 
violently in anticipation of Fed rate hikes. 1- to 5-year 
municipal bond yields are being dragged higher in 
sympathy. Investment grade muni yields are trading 
at their highest levels in almost 13 years, excluding 
their brief spike in March 2020. They currently offer a 
compelling entry point for investors harboring cash 
balances and an improved total return outlook.

Data sources: Truist IAG, Bloomberg

5-year muni bond index = Bloomberg Municipal Bond 5 Year (4-6) Index

Data as of 4/27/2022

Past performance does not guarantee future results.
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Muni-to-U.S. Treasury ratios have moved to far healthier levels

Muni valuations relative to U.S. Treasuries entered 
2022 at extremely rich levels. The volatility injected 
by expected Fed policy changes and near-term 
inflationary pressures have recalibrated these ratios 
to their most attractive relationships since the 
pandemic.

Data sources: Truist IAG, Bloomberg

Data as of 4/27/2022.

Past performance does not guarantee future results.
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On a tax-equivalent basis, muni yields exceed corporates

In many parts of the curve, tax-equivalent yields for AA and A-rated municipal bonds exceed like-rated corporate debt by a sizeable margin. Despite their 
current yield advantage, investment grade munis tend to provide lower default rates, less volatility, and better insulation from economic slowdowns 
relative to the corporate bond sector.

Data sources: Truist IAG, Bloomberg; data as of 4/27/2022.

AA corporates = AA G.O. munis = U.S. General Obligation AA Muni BVAL 5-year yield; USD U.S. Corporate AA+ AA AA- BVAL 5-year yield; A G.O. munis = U.S. General Obligation A+ A A- Muni BVAL 5-year 
yield; A corporates = USD U.S. Corporate A+ A A- BVAL 5-year yield 

Past performance does not guarantee future results.
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Muni fundamentals remain strong with growing tax base and stable liabilities

Perhaps most notably, the recent spike in muni yields is unfolding against a very favorable fundamental backdrop. In general, state and local government 
tax collections have soared due to higher sales and property tax collections – each a byproduct of inflation and strong consumer demand. Meanwhile, 
post-pandemic austerity among muni issuers has kept liabilities manageable from a historical perspective.

Data sources: Truist IAG, St. Louis FRED; data as of 12/31/2021.

Past performance does not guarantee future results.
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History suggests outperformance following periods of severe muni outflows

Munis have not been impervious to rising rate fears. Municipal bond mutual funds have sold large volumes of muni bonds to meet strong redemption 
demands. However, municipal bond performance tends to rebound in the 12 months following periods of extreme outflows.

Data sources: Truist IAG, Bloomberg; data as of 4/27/2022

Performance table: Municipal bonds = Bloomberg Municipal Bond Index; U.S. core fixed income = Bloomberg U.S. Aggregate Bond Index 

Past performance does not guarantee future results.
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Tepid muni supply insufficient to meet rising demand

A windfall of tax collections and federal stimulus has 
lowered the need for new muni issuance since the 
pandemic began. Current supply volume remains 
below the longer-term average. The second and third 
quarters tend to have better muni demand from retail 
investors. Additionally, we expect the recent rise in 
muni yields to attract new investment. This perceived 
supply-demand imbalance is a net positive for munis’ 
near-term performance outlook.

Data sources: Truist IAG, Bloomberg

Data as of 4/27/2022

Past performance does not guarantee future results.
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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.
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insurance agency where applicable.  Life insurance products offered by referral to Truist Insurance Holdings, Inc. and affiliates.  Investment advisory services offered by Truist 
Advisory Services, Inc., Sterling Capital Management, LLC, and affiliated SEC registered investment advisers.  Sterling Capital Funds advised by Sterling Capital 
Management, LLC.

While this information is believed to be accurate, Truist Financial Corporation, including its affiliates, does not guarantee the accuracy, completeness or timeliness of, or 
otherwise endorse these analyses or market data.
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. 
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.
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