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Yield Curves

Market Returns (%)

Source: Bloomberg Barclays Capital.

4Q20 2020
BC Muni Index 1.82 5.21

1 Year 0.13 1.76
3 Year 0.33 2.97
5 Year 0.77 4.29
7 Year 1.27 5.11
10 Year 1.78 5.62
20 Year 2.64 6.19
1-10 Year 0.98 4.23
Prerefunded 5 Year 0.33 4.51
AAA 1.22 5.51
AA 1.47 5.24
A 2.37 5.27

US Corp 5-7 Year 2.23 9.46
US Treasury 5 Year -0.22 7.27
S&P 500 12.14 18.39

AAA Municipals

US Treasuries

Overview

Election results and vaccine approval alter landscape

Second stimulus bill passes, state and local aid excluded (for now)

Municipals outperform as treasury curve steepens

Fourth Quarter Highlights

2020 was a year in which the investing landscape changed constantly, 

driven by an unprecedented health crisis and various governmental 

responses to it. The fourth quarter was a fitting end to the year, with 

major developments coming in the form of a vaccine, a newly elected 

administration, and an 11th hour stimulus bill. These events combined to 

push treasury yields higher and the yield curve steeper. 

Despite a steeper Treasury curve, the municipal yield curve flattened as 

yields rallied, particularly on the long end. This outperformance resulted 

in municipal-Treasury ratios reaching record lows for some maturities, 

occurring just months after setting record highs during the peak of the 

COVID selloff. At Fiera, we constantly monitor the relationship between 

taxable and tax exempt yields. The richness in municipal-Treasury ratios 

towards the end of the quarter began to show the attractiveness of 

‘crossing-over’ modestly into taxables. 

We believe the fourth quarter outperformance was driven by strong 

technicals for tax-exempts, as well as improvements in the credit 

landscape that allowed recovery in many of the names that were most 

severely impacted in the spring. New York issuers, in particular, saw their 

spreads continue to recover from their COVID-crisis highs.

Looking Ahead

Washington: A new administration will seek to implement many 

policies that will impact the municipal bond market:

Stimulus: President-elect Biden has made it clear that he favors 

additional stimulus, potentially including larger checks for 

individuals and aid for state and local governments. 

Tax Reform: Single party control in Washington brings the 

potential for changes to the tax code. The narrow Senate 

majority may impact the scope of these changes and leaves the 

reconciliation process as the most likely avenue forward. While 

changes to the tax code clearly impact municipals, ‘the devil will 

be in the details.’  For example, the 2017 Tax Cuts and Jobs Act 

contained provisions that caused demand for municipals to 

increase, despite a lower top tax rate. 
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Municipal Market Technicals

Many municipal issuers saw the potential for market volatility surrounding the November election and sought to move

their deals ahead of the event. The result was an uneven quarter of issuance, broken into a busy pre-election period

followed by a period of subdued issuance heading into year end. October saw $72 billion in new issue offerings, which

was up 29% year over year. November and December volumes were down 57% and 29% respectively, when compared to

2019 and combined for just $51 billion. The use of taxable bonds, particularly for advance refundings, continued to be a

story in municipals. Taxable issuance was up 101% in 2020, compared to the prior year. Overall volume in 2020 rose 11%

as tax-exempt volume actually decreased by 4%.

Investor demand for municipals remained strong throughout the fourth quarter. Flows into municipal mutual funds had

been strong since the market began to recover in the spring. There was only a brief pause in these positive flows around

the time of the election. Post-election, fund flows averaged over $1 billion per week for the remainder of the year.

Credit Insights: Positive Credit Momentum, but Unprecedented Situation Requires Vigilance

As of this writing, Democratic control of the Senate appears to have improved the prospects for a sizable state and local

aid package. Credit quality has also benefitted from revenue forecasts that to have improved significantly since the

depths of the crisis. While we believe additional federal aid is much more likely, we continue to be vigilant in our credit

analysis as this unprecedented situation continues to unfold. It is important to note that the impacts of the COVID crisis

differ significantly by sector, geography, economic composition, by the type of revenues an issuer collects and the

degree of lockdowns enacted. High quality municipal issuers were poised to meet these challenges even absent

additional federal monies, given the structural strengths of state and local governments, as well as a decade long

expansion leading up to the crisis. Indeed, while there have been negative ratings actions, they have been relatively

measured considering the degree of economic shock caused by COVID-19.

Looking Ahead continued.

State and Local Tax (SALT) Deduction: If tax reform efforts move forward, there will likely be debate on altering 

the limit on SALT deductions, which were capped at $10,000 by the TJCA of 2017. This will be a key focus for the 

municipal bond market due to the impacts on both demand for municipal bonds and long term credit impacts on 

major municipal issuers.

Infrastructure: The need to support the economic recovery as well as single party control may bring an 

opportunity for an elusive infrastructure deal to find a way forward. Given that the municipal market is the main 

financing vehicle for state and local infrastructure projects, we will be watching these developments closely. 

Such a deal could add to supply, particularly for taxable municipals, if a Build America Bond type program is 

revived. Alternatively, a large amount of direct federal spending could pull supply away from municipals.

Advance Refundings: A provision of the TCJA of 2017 eliminated the ability of municipal issuers to issue tax-

exempt bonds to advance refunding their outstanding issues. The provision reduced tax-exempt supply in the 

years that followed and is partially responsible for the wave of taxable issuance seen since. Though the issue has 

proponents on both sides of the isle, restoration is often seen as too small of an issue to find its way forward on 

its own. A large scale infrastructure package or tax reform effort could provide avenues for restoration. This 

would likely increase tax-exempt supply and likely slow some of the recent growth in taxable issuance.

Healthcare: The previously mentioned narrow legislative majority may temper expectations for sweeping 

changes to our nations healthcare laws. Mr. Biden has signaled he would like to build upon the work of the 

Affordable Care Act. We will watch these developments closely for both their impact on the healthcare sector, as 

well as for any potential changes to Medicaid, which is a key cost driver for state governments. 
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Past performance is not a guarantee of future results. Inherent in any investment is the potential for loss. 

This presentation is for informational purposes and should not be considered a solicitation to buy, or an offer to sell, a security.

Certain information contained in this document may constitute “forward-looking statements,” which can be identified by the use of forward-looking terminology 
such as “may,” “will,” “should,” “expect,” anticipate,” “project,” “estimate,” “intend” “continue,” or “believe” or the negatives thereof or other variations thereon 
or comparable terminology. Due to various risks and uncertainties, actual events or results or the actual performance of any strategy or market sector may differ 
materially from those reflected or contemplated in such forward- looking statements.

Statements regarding current conditions, trends or expectations in connection with the financial markets or the global economy are based on subjective 
viewpoints and may be incorrect.

This document contains information that has been provided by a number of third party sources not affiliated with Fiera Capital Inc. that, which Fiera Capital Inc. 
believes to be reliable, but for which Fiera Capital Inc. makes no representation regarding its accuracy or completeness. 

Charts, tables and graphs contained in this document are not intended to be used to assist the reader in determining which securities to buy or sell or when to 
buy or sell securities.

The information provided reflected Fiera Capital's views as of the date of this document. Such views are subject to change at any point without notice. 

These materials are not intended as investment advice or a recommendation of any security or investment strategy for a specific recipient; investments or 
strategies that may be described herein are provided as general market commentary. 

Index Definitions: 

The Bloomberg Barclays Municipal Bond Index is a rules-based and market value weighted index engineered for the long-term tax-exempt bond market. To be 
included in the index, bonds must be rated investment-grade (Baa3/BBB- or higher) by at least two of the following ratings agencies:  Moody’s, S&P, Fitch. If only 
two of the three agencies rate the security, the lower rating is used to determine index eligibility. If only one of the three agencies rates a security, the rating must 
be investment-grade. They must have an outstanding par value of at least $7 million and be issued as part of transaction of at least $75 million. The bonds must 
be fixed rate, have a double date after December 31, 1990, and must be at least one year from maturity date. Remarketed issues, taxable municipal bonds, bonds 
with floating rates, and derivatives, are excluded from the benchmark. 

Subindices include: BBC 1 Year (1-2 year maturities), BBC 3 Year (2-4 year maturities), BBC 5 Year (4-6 year maturities), BBC 7 Year (6-8 year maturities), BBC 10 
Year (8-12 year maturities), BBC 15 Year (12-17 year maturities), BBC 20 Year (17-22 year maturities), BBC 1-10 Year (1-12 year maturities).

The Bloomberg Barclays Prerefunded Index is composed of general obligation bonds, revenue bonds, insured bonds (including all insured bonds with a Aaa/AAA 
rating), and prerefunded bonds.

The Bloomberg Barclays US Corporate Bond Index is composed of publicly issued U.S. corporate and specified foreign debentures and secured notes that meet 
the specified maturity, liquidity, and quality requirements. To qualify, bonds must be SEC-registered.

The S&P 500, or the Standard & Poor's 500, is an American stock market index based on the market capitalizations of 500 large companies having common stock 
listed on the NYSE or NASDAQ. 


