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Yield Curves

Market Returns (%)

Source: Bloomberg Barclays Capital.

2Q21 YTD2021
BC Muni Index 1.42 1.06

1 Year 0.10 0.31
3 Year 0.27 0.41
5 Year 0.48 0.17
7 Year 0.72 0.18
10 Year 1.14 0.57
20 Year 2.10 1.79
1-10 Year 0.62 0.36
Prerefunded 5 Year 0.33 -0.42
AAA 0.97 0.06
AA 1.17 0.51
A 1.78 1.84

US Corp 1-5 Year 0.70 0.10
US Treasury 5 Year 0.70 -1.78
S&P 500 8.55 15.24

AAA Municipals

US Treasuries

Source:  JP Morgan, Bloomberg, Merrill Lynch.

Overview

Increased potential for a scaled down bipartisan infrastructure bill
Moderating yields drive strong returns
Improving municipal credit picture

The quarter began with many bond investors apprehensive about rising
rates, but those who stayed the course were rewarded with strong
returns caused by falling yields and a flattening curve. Driving the
reversal in rate movement was a change in sentiment in response to
more hawkish communications from the Federal Reserve Bank
indicating a more optimistic economic outlook. This shortened
expectations for the time until the Fed begins to taper purchases and
tighten rates, which in turn lessened fears of an overheated economy
driving rates higher. 3-year municipal yields fell 1-basis point over the
quarter, but 10-year yields fell 14 basis points causing a flattening in the
shape of the curve. In the Treasury market the flattening was even
more pronounced with the differential between 2 and 10-year yields
falling 35 basis points over the course of the quarter. Continued strong
inflows to municipal mutual funds and moderate issuance enabled the
municipal market to maintain its strong relative valuations in
comparison to other fixed income investments. Balance sheets shored
up by stimulus dollars and investors relentless search for yield
supported the continued spread compression for lower-rated issuers.
Looking ahead, we expect that the improved credit fundamentals and
supportive seasonal demand factors will be favorable for municipal
bonds.

Looking Ahead
More clarity and likely compromise on infrastructure:

Both the House and Senate have proposed bills to restore
advanced tax-exempt refundings, which historically was a
widely used tool for state and local governments to reduce
their borrowing costs. This would increase tax exempt
municipal issuance and decrease taxable issuance. They were
eliminated as a part of overall tax reform in the prior
administration, and despite their popularity across the political
spectrum, their reinstatement remains uncertain.
The potential that the cap on SALT deductions will be changed
or removed is important to the market because the caps led to
increased demand for tax-exempt municipals, especially in
states with higher state income taxes such as NY, NJ, CT, and
CA.
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Second Quarter Highlights
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Municipal Market Technicals

Strong flows into mutual funds and limited supply kept valuations in the municipal market high. In addition, June began a
period of negative net supply (bond redemptions exceeding issuance) which is estimated to be over $30 billion. This
should add to demand, thus adding to market strength. During the quarter, mutual funds saw 13 straight weeks of
inflows which averaged over $1.5 billion per week, continuing an extended period of demand going back over a year.
$112 billion of new municipal issuance came to market over the quarter which was slightly behind expectations and
largely driven by a reduction of refunding issuance. This could indicate that issuers are waiting to refund existing debt in
the hope that advanced refunding with tax-exempt debt will again be permitted as has been rumored since the election.

Credit Insights: The municipal credit picture improved on a wide range of measures

State and local revenues continued to improve. The Q1 2021 Census data released in June shows that all state and
local revenues are up 10.4% over Q1 2020. Along with this, state budget officers indicate that while the effects of
COVID-19 on state budgets were not as severe as anticipated earlier in the crisis, both general fund spending and
revenue levels remain below pre-pandemic projections. During the second quarter, state and local governments began
to receive the funds from the $1.9 trillion American Rescue Plan, which contributed to stronger credit quality in the
sector, and several states had their ratings either upgraded or outlooks improved. Illinois, New Jersey, New York,
Connecticut and Alaska all saw upgrades or outlook changes based on improved financial pictures with better-than-
expected tax revenues, moderating debt levels, and better financial performance.

The 2020 Census results were released on April 26th. The US population increased by 7.4% to 331.4 million people, the
slowest growth rate since 1940. The importance of the census cannot be overstated as it serves as the basis for the
redrawing of Congressional districts and determines Federal funds allocations to state and local governments, as well
as many other programs.

The Illinois Supreme Court rejected a lawsuit that challenged the constitutionality of $14 billion of the state's general
obligation bonds. The Court affirmed a circuit court ruling that the 2003 taxable pension GO and 2017 tax exempt GO
bond issues are valid under the Illinois Constitution. Because of this ruling, the spread on all Illinois debt compressed,
but the spread premium on the litigated bonds largely disappeared.

Infrastructure Plan
The prospect for a plan to address the country’s aging infrastructure is a welcome development for the municipal
market. Beyond the physical needs, we believe it should provide local economic boosts, make necessary projects
more affordable for state and local governments and lead to more municipal issuance. A bipartisan agreement on
infrastructure laid out the framework for legislation that would include $579 billion of new spending on
transportation and other infrastructure. This, along with the $630 billion of baseline spending that was already
budgeted for over the eight years, is the $1.2 billion in infrastructure spending. It is significantly smaller than the
original plan which had nearly $1 billion for human capital and innovation, including money for the care economy
and manufacturing, but it is hoped that this traditional infrastructure bill will have a greater chance of passing
Congress. However, turning this agreement into law may prove challenging due to pressures from both sides of the
isle.
No specifics have been shared as to how the infrastructure plan will be paid for, but there are no proposed
increases in individual or corporate taxes for the program, at least for now. If the final bill omits increases in taxes
there could be several knock off effects, including reduced demand for municipals. Rather, the proposals include
redirecting and using already appropriated funds, boosting IRS enforcement, and using private activity bonds and
public private partnerships. The inclusion of public-private partnerships, private activity bonds, and direct pay
bonds could be positive for the municipal issuers and the market should they ultimately remain in a bill.
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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. 
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