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April Showers Investors with Highs and Lows 
in the Muni Market

Key takeaways 

»	 April	saw	municipals	underperform,	but	reinvestment	flows	in	June	and	July	could	
make that a temporary phenomenon. 

»	 Municipal	issuers’	fiscal	positions	are	generally	strong,	and	we	think	they’re	unlikely	to	
see	significant	credit	stress	if	the	economy	enters	a	recession.

» Lending activity may continue to decrease as banks remain cautious of extending credit 
to borrowers and other assets because of unstable deposits and weaker collateral.

» Economic data is pointing to slower growth, and the May 3 rate increase could be the 
last of this cycle if that trend continues.
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General market update

As the adage goes, April brought showers in the form of an 
unsurprisingly challenged month of municipal performance and 
further pressure in the banking sector. However, there could be 
sunshine on the horizon for municipal investors, which we hope 
will	bring	us	the	flowers	the	same	proverb	promises.	

There	was	certainly	rain	and	shine	for	fixed	income	investors.	
The	Bloomberg	Municipal	Bond	Index	finished	the	month	
-0.23%, underperforming the Bloomberg US Treasury Index, 
which	finished	+0.54%.	Treasury	rates	declined	across	the	
belly of the curve, while municipal bond yields ended the 
month higher across the curve. Seasonal tax-related selling  
and limited new-issue supply drove municipal underperformance. 
Meanwhile, equity markets continued to experience positive 
performance,	with	the	S&P	500®	ending	the	month	1.46%.	

As we enter the summer months, we anticipate supportive 
technicals as the municipal market sees high reinvestment 
flows	from	coupon	payments	and	maturities.	We	also	expect	
the potential for supply to fall short of the impending demand. 
We’re	bullish	on	municipal	bonds	and	their	prospective	
performance.	Municipals	should	continue	to	find	supportive	
levels with the lack of supply, coupled with elevated 
reinvesting. 

Supply 

April’s new municipal bond issuance continued to surprise to 
the	downside,	coming	in	at	$30.5	billion	for	the	month.		
This	marks	a	year-over-year	drop	in	issuance	of	24%	as	
issuers remain on the sidelines amid higher rates and 
municipalities	being	flush	with	cash	from	federal	stimulus.	
The largest issuers for the month of April include the States 
of	California,	Illinois,	and	New	Jersey.

Market opportunity

When	the	Fed	raised	rates	aggressively	in	the	past,	the	hikes	often	
slowed the economy to the point of recession. Investors may be 
concerned about the potential for credit deterioration in their muni 
portfolios. That’s why we thought this would be a good time to give 
a quick overview of municipal credit. 

Revenue	growth	looks	to	be	strong	for	FY	2023.	For	the	nine	
months ending in September 30, 2022, state revenues rose 
on	average	16.2%,	and	that	growth	came	off	a	solid	base.	
States entered the year in a good position, with most reporting 

surpluses	in	FY	2021.	Fiscal	stimulus	has	played	a	big	part		 	
in putting states in the black, with the Coronavirus Aid,  
Relief, and Economic Security (CARES) Act in 2020 and the 
American Rescue Plan (ARP) Act in 2021 providing a total   
of	$600	billion	in	aid.	The	median	state	received	a	federal	
stimulus	windfall	equal	to	16.7%	of	total	annual	government	
revenue. The main sources of revenue for states—personal 
income taxes, sales and use taxes, and corporate income 
taxes—have repeatedly exceeded expectations since the 
pandemic began. The aid came despite this. 

Figure 1: Fixed income returns as of 4/28/2023

MTD return YTD return

Bloomberg Muni Index -0.23% 2.54%

Bloomberg US Treasury Index 0.54% 3.56%

Bloomberg US Aggregate Index 0.61% 3.59%

Bloomberg US Corporate Index 0.77% 4.29%

Source:	Bloomberg,	4/28/2023.	For	illustrative	purposes	only.	It	is	not	
possible to invest directly in an index.

Figure 2: AAA municipal yields as of 4/28/2023

Year Current MTD change YTD change

2-year 2.69% 0.31% 0.09%

5-year 2.38% 0.16% -0.14%

10-year 2.35% 0.08% -0.28%

30-year 3.39% 0.09% -0.19%

Source:	Thomson	Reuters	Municipal	Market	Data,	4/28/2023.	For	illustrative	
purposes only. Not a recommendation to buy or sell any security.

Figure 3: US Treasury yields as of 4/28/2023

Year Current MTD change YTD change

2-year 4.00% -0.02% -0.42%

5-year 3.48% -0.09% -0.52%

10-year 3.42% -0.05% -0.45%

30-year 3.67% 0.03% -0.29%

Source:	Bloomberg,	4/28/2023.	For	illustrative	purposes	only.	Not	a	
recommendation to buy or sell any security.
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States have generally been prudent, neither cutting taxes 
significantly	nor	taking	on	costly	new	mandates.	Rainy-day	fund	
balances have grown, and the median state now has a little over 
one	month	of	operations	in	reserves,	up	from	19	days	of	
operations	in	2016.	Problems	remain,	however,	especially	with	
underfunded pensions. Due to what we believe are overly 
optimistic return assumptions, half the states are contributing 
less than we believe they should be to make progress toward 
full funding. Medicaid costs remain large, with total Medicaid 
spending averaging 30% of state budgets. Concerns linger for 
some states over outmigration, although it hasn’t had a major 
impact	yet.	A	tight	labor	market	and	an	inflationary	environment	
may	also	be	making	it	difficult	for	states	to	recruit,	train,	and	
retain essential employees.

We	looked	at	two	large	and	widely	held	issuers	for	examples:		
the	State	of	California	and	the	City	of	New	York.	California	has	$94	
billion	in	liquidity	resources	today,	compared	with	$14	billion	at	the	
start	of	the	2008	recession.	It	also	has	no	short-term	revenue	
anticipation	notes	outstanding,	compared	with	$17	billion	in	2010.	
The	California	governor	projects	a	$22.5	billion	revenue	gap	for	FY	
2024,	but	the	budget	stabilization	fund	is	$22.4	billion.	Concerns	
are	arising	from	FY	2023	revenues,	which	are	trending	0.20%	
below budget, and a lagging state labor market. As of the end of Q1 
2023,	California’s	unemployment	remains	at	4.4%,	above	the	
national	average	of	3.5%.	

The	City	of	New	York	was	seeing	revenue	trend	3%	above	budget	
halfway	through	FY	2023.	The	city	is	projecting	revenue	increases	
through	FY	2026.	Tourism	continues	to	rebound,	with	regional	
airports reporting record arrivals this past quarter. Concerns for 
NYC	come	from	slow	employment	growth,	asylum-seeker-related	
expenses,	and	commercial	real	estate	vacancies.	We	would	note	
that	while	real	estate	taxes	make	up	65%	of	the	city’s	revenue	by	
our	calculation,	offices	make	up	just	6%	of	total	city	revenue.	Both	
credits look well positioned should a recession hit.

Economic outlook 

US	economic	growth	is	beginning	to	slow	down	as	the	Fed’s	
restrictive monetary policy works to reduce demand and lower 
inflation.	This	is	evident	in	the	advanced	release	of	first-quarter	
2023 GDP, which came in at 1.1%, lower than the median survey 
of	1.9%.	The	slowdown	is	also	bearing	on	the	banking	sector,	
which	recently	witnessed	First	Republic	Bank	going	into	FDIC	
receivership—the third US bank to do so this year. Banks remain 
cautious of their assets, like extending credit to borrowers, in the 
face of unstable deposits and weaker credit. Their lending activity 
may continue to decrease as a result. Lower loan activity equates 
to weaker demand. 

A very tight labor market is starting to show initial signs of easing. 
The Bureau of Labor Statistics reported that job openings 
decreased	to	9.6	million,	which	is	the	third	consecutive	monthly	
decline and 20% lower than the high witnessed a year ago.   
In addition, a week rarely goes by without a major company 
announcing	meaningful	layoffs.	It	seems	the	labor	market	is	far	
from a neutral state, where supply and demand are considered 
balanced and wage pressures are less pervasive.

The	Fed	raised	the	federal	funds	rate	on	May	3	by	25	basis	points	
to	a	range	of	5.00%	to	5.25%.	The	market	expects	this	to	be	the	
peak in the borrowing rate, according to futures pricing, with the 
next	action	being	a	September	rate	cut.	However,	the	Fed	
reiterated	that	inflation	remains	elevated,	and	it	will	be	highly	
attentive	to	inflation	risks.	The	Fed	acknowledges	that	tighter	
credit conditions are likely to weigh on the economy and prices.

Key economic data

Change in nonfarm payrolls (Mar) +236k

Unemployment rate (Mar) 3.5%

Core CPI–YOY change (Mar) 5.6%

Core PCE–YOY change (Mar) 4.6%

Average hourly earnings–YOY change (Mar) 4.2%

Real GDP annualized (Q1 2023) 1.1%

Source:	Bloomberg,	5/3/2023.
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in part, without the written consent of Parametric. 
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its use by other parties.
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An imbalance in supply and demand in the income 
market may result in valuation uncertainties and 
greater volatility, less liquidity, widening credit 
spreads, and a lack of price transparency in the 
market. As interest rates rise, the value of certain 
income investments is likely to decline. Investments 
in income securities may be affected by changes in 
the creditworthiness of the issuer and are subject to 
the risk of nonpayment of principal and interest. The 
value of income securities also may decline because 
of real or perceived concerns about the issuer’s 
ability to make principal and interest payments. While 
certain US government–sponsored agencies may be 
chartered or sponsored by acts of Congress, their 
securities are neither issued nor guaranteed by the 
US Treasury. Mortgage- and asset-backed securities 
are subject to credit, interest rate, prepayment, and 
extension risk. Derivative instruments can be used to 
take both long and short positions, be highly volatile, 
result in economic leverage (which can magnify 
losses), and involve risks in addition to the risks of 
the underlying instrument on which the derivative 
is based, such as counterparty, correlation, and 
liquidity risk. Diversification does not guarantee profit 
or eliminate the risk of loss. 
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