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1 Year 0.20
3 Year 0.15
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10 Year -0.57
20 Year -0.30
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Prerefunded 5 Year -0.75
AAA -0.90
AA -0.65
A 0.06

US Corp 1-5 Year -0.59
US Treasury 5 Year -2.46
S&P 500 6.17

AAA Municipals

US Treasuries

Source:  JP Morgan, Bloomberg, Merrill Lynch.

Overview

Generous federal stimulus sets stage for muni credit stabilization

Vaccine rollout accelerates and reopening trade gathers steam

Treasury curve steepens on the quarter while municipals outperform

First Quarter Highlights

Increased optimism about the economy led to markedly higher yields and 

steeper curves during the quarter. Significant drivers were the additional 

stimulus and the perception that the end of the pandemic is on the 

horizon. The 5-year Treasury rose 60 basis points over the quarter while 

the 10-years rose more than 80.  Municipal yields rose in concert with 

Treasuries, but the move was more muted, rising 30 basis points in 5-

years and 40 at the 10-year node. Driving the municipal outperformance 

in the fixed income market were very strong inflows into the asset class 

and improved financial expectations due to the significant funding 

provided to municipalities in the stimulus plan. Stimulus money also 

drove significant compression of credit spreads over the quarter.

The outperformance of the municipal market peaked in mid-February 

when the municipal-Treasury ratio hit record lows and the 5-year ratio 

briefly fell to 40%. Near these lows we began adding to our Treasury 

position, but the buying was short lived because the ratio rose quite 

rapidly. By quarter end the ratios were still low from a historical 

perspective but well above the February record.  Although the improving 

economy may continue to push Treasury rates higher, we do not believe a 

significant increase is likely and the improved municipal finances 

combined with expectations for an infrastructure bill should continue to 

buoy the municipal market. 

Looking Ahead

Washington: Following the passage of $1.9 trillion in stimulus, the 

Biden Administration’s agenda shifts to infrastructure. We will be 

closely watching developments as an ambitious plan is shaped 

through negotiations in a congress that contains only a slim 

Democratic majority.

Tax Reform: Changes to both corporate and personal taxes will 

likely be key to funding phases of the infrastructure plan. 

Additionally, several lawmakers have suggested including a 

repeal on the cap on State and Local Tax Deductions (SALT).

Municipal Supply: The inclusion of a program similar to Build 

America Bonds could increase taxable supply while a 

reinstatement of tax-exempt advance refundings could increase 

traditional municipal primary market activity. 
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Municipal Market Technicals

Modest supply coupled with strong fund flows contributed to municipal strong performance in the first quarter. Flows

into municipal mutual funds were positive in 12 of the 13 weeks reported in the quarter and averaged $1.4 billion per

week. New issue volume increased by 7% in the first quarter, compared to 2020. That increase is somewhat misleading,

given the sharp slowdown in new issue activity last March, when the COVID crisis began in earnest.

Taxable issuance remained elevated at $27 billion in Q1, but this activity began to ease somewhat as the quarter went

on. The steepening of the Treasury curve may have reduced some of the savings to be gained by issuing a taxable bond

in order to refund an outstanding tax-exempt. Additionally, the potential reinstatement of tax exempt advance

refundings may cause issuers to wait to see the outcome of infrastructure negotiations in Washington.

Credit Insights: Municipal credit finds calmer waters

As we have highlighted on our commentaries over the past year, state and local governments broadly entered the COVID

crisis in a good position to withstand a recession. Federal support in the CARES Act brought welcome budget relief as tax

revenue plummeted in the second quarter of 2020 and revenue estimates reflected uncertainty on an unprecedented

scale. No sooner did the ink dry on the CARES Act, than discussions begin on the next round of aid. A divided government

in Washington debated the amount of aid necessary to stabilize state and local budgets, but ultimately did not come to

an agreement in 2020. Ultimately, the change in the Senate Majority Leader from a Republican to a Democrat allowed

Democrats to push forward their preference for a large state and local aid allocation.

While Congress was deadlocked on the issue of aid in the second half of 2020, tax collections repeatedly exceeded

estimates for many municipal issuers. Given this revenue recovery and the resulting improvement in budget outlooks, we

would characterize the level of aid for municipal issuers in the American Rescue Plan as quite generous. It included $350

billion for state and local aid, $122 billion for K-12 schools, and monies for many entities that rely on state funding like

public colleges, transportation and health care. Given this generous aid from Washington and vaccination efforts that

gained momentum over the first quarter, we believe the downgrade risk across many municipal sectors has

receded. Indeed, the ratings agencies began revising their outlooks to stable across many sectors and there were

positive ratings actions on many high profile names, including the following:

The State of Illinois saw its outlook revised to stable by both Moody’s (Baa3) and S&P (BBB-) following a meaningful

steadying of its near term finances. This stabilization comes despite the failure of a November ballot proposal that

would have altered the state constitution to allow lawmakers to implement a progressive income tax. Lawmakers

were counting on the measure for billions in new revenues to state coffers, and its failure added to the challenges

from COVID. Governor Pritzker subsequently proposed a budget that raises revenues through closure of certain

business tax loopholes, but was able to reduce deficit forecasts as tax receipts exceeded expectations. These positive

developments, plus aid from Washington resulted in the ratings outlook change. We would note Illinois still faces long

term credit challenges, particularly related to underfunded pensions.

The State of Connecticut received a one notch upgrade from Moody’s to Aa3, a headline that would have been hard to

imagine last spring. After predicting large deficits during the height of COVID, Connecticut tax collections consistently

beat expectations leaving the state with a large surplus even before new federal funds arrive. In addition to the

current surplus, the ratings agency cited improved governance practices that have begun to show results in terms of

improved reserve levels and progress around its underfunded pension systems.

The Metropolitan Transportation Authority’s outlook was revised to stable by Standard and Poor’s owing to the large

allocation to federal aid in both the December and March stimulus bills. The funds will go a long way towards reducing

the MTA’s COVID related deficits. The MTA announced that it will resume its $50 billion capital program and Federal

authorities took actions to allow congestion pricing to move forward, which will provide an important revenue source

for the MTA. Subsequent to the quarter’s end, on April 6th, Moody’s also stabilized their rating on the MTA.
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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. 


