
After remaining relatively flat for the first six weeks of the year, Muni yields took a sharp 
turn higher in mid-February, finally beginning to catch up to the rise in U.S. Treasury yields.  
Improving economic growth numbers combined with the proposed $1.9 trillion Federal  
Stimulus Bill have resulted in continued expectations of increasing inflation leading to higher 
yields. Inflows into Muni Mutual Funds continued for the month but at a much slower pace 
and we expect lower inflows or even an outflow cycle over the coming weeks, resulting in 
reduced demand. Our defensive approach has held up through this selloff and we are now 
looking for opportunities at these higher yield levels.
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MUNIWATCH OVERVIEW

Muni Yields Rise, Begin Catching Up to U.S. Treasuries

Muni yields finished sharply higher in February,  

rising by 35-40 basis points in most areas of the 

curve (graph, top-right), after falling to record lows 

mid-month. Muni yields have now actually risen more 

than U.S. Treasuries on the short end and continue to 

catch up to U.S. Treasuries on the intermediate and 

long end of the curve (graph, middle-right).

Outflows Spur Selloff

Rumors of Mutual Fund outflows began to surface 

mid-month, just as Muni-to-U.S. Treasury ratios hit 

record lows (graph, bottom-right), which caused a 

shock in the market. These rumors were confirmed 

when weekly inflows fell to a modest $38 million for 

the week ending February 24, compared to more 

than $8 billion of inflows in the previous two weeks 

combined. We believe Munis will continue to under-

perform and fully catch up to U.S. Treasuries on the 

intermediate and long end, especially if an outflow 

cycle occurs over the coming weeks. We are finally 

finding opportunities to invest in the higher-grade 

credits that we prefer at better yield levels.
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STATE OF THE STATES

Highlights 

Adding to expectations of increasing inflation, 

the proposed $1.9 trillion Federal Stimulus 

Package is moving through the legislative 

process. As part of this proposal, state and 

local governments are expected to receive 

$350 billion, primary education $130 billion, 

higher education $40 billion, mass transit 

$30 billion, and airports $8 billion. While 

direct aid to Muni issuers will cover costs and 

replace revenues, the package was expected to 

be much larger and have a much greater impact. 

Spreads on the State of Illinois and the NYC MTA 

continue to narrow but significant budgetary 

pressure remains. 

* Proxy Issuer used.

States with insufficient GO debt or lack of Proxy

Issuer: MO, AL, IA, AR, NM, WV, AK, ME, ND, ID, SD, 

MT, VT, WY

STATE GO 10YR YIELD AND SPREAD TO AAA 
Spread widening noted as (+), spread narrowing noted as (-)  
Source: Bloomberg. Data as of February 28, 2021. 

State

Yield on 
10yr 

Maturity 
(%)

Current 
Spread to 
10yr AAA 

Muni (bps)

3-Mo 
Change in 

Spread 
(bps)

YTD 
Change 

in Spread 
(bps)

 CA  1.27 17 +1 +10

 NY  1.29 18 +12 +15

 NYC MTA  1.90 80 -137 +50

 TX  1.13 2 +1 -10

 IL  2.53 142 -139 +72

 FL  1.20 9 +3 +4

 PA  1.35 24 -5 +1

 NJ  1.84 73 -25 +31

 OH  1.20 9 +4 +0

 MA  1.24 14 +2 +7

 WA  1.28 18 +6 +6

 MI  1.21 11 +1 -11

 CO*  1.21 10 +3 +5

 VA  1.18 8 +10 +3

 GA  1.16 5 +1 +7

 MD  1.19 8 +4 +1

 WI  1.20 9 -3 -1

 MN  1.15 4 +2 +1

 AZ*  1.24 14 +1 +4

 CT  1.44 33 -7 -5

 NC  1.19 8 +4 +7

 OR  1.20 9 +7 -1

 IN*  1.19 9 -6 +2

 TN  1.19 8 +1 +9

 SC  1.21 11 +5 +5

 LA  1.37 27 +2 +4

 KY*  1.50 39 +8 +20

 DC  1.26 15 +8 +6

 NV  1.28 17 -16 +5

 UT  1.16 5 +3 +3

 KS*  1.35 24 +2 +10

 NE*  1.48 38 -8 +13

 OK*  1.36 25 +7 +12

 HI  1.41 30 +2 +16

 MS  1.20 9 -5 -13

 AR*  1.47 36 +5 +21

 RI  1.27 17 +5 +3

 DE  1.26 15 +13 +16

 NH  1.16 5 -7 +1
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary  
or statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to  
change without notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is  
no guarantee that the figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated  
or its affiliates may, at times, release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within.  
Past performance is no guarantee of future results. Indices are unmanaged, and you cannot invest directly in an index.

Bond laddering does not assure a profit or protect against loss in a declining market. Yields and market values will fluctuate, and if sold prior to maturity, 
bonds may be worth more or less than the original investment. Asset allocation and diversification do not ensure a profit and may not protect against loss. 
There are special considerations associated with international investing, including the risk of currency fluctuations and political and economic events. 
Investing in emerging markets may involve greater risk and volatility than investing in more developed countries. Due to their narrow focus, sector-based 
investments typically exhibit greater volatility. Small company stocks are typically more volatile and carry additional risks, since smaller companies  
generally are not as well established as larger companies. Property values can fall due to environmental, economic, or other reasons, and changes in  
interest rates can negatively impact the performance of real estate companies. When investing in bonds, it is important to note that as interest rates 
rise, bond prices will fall. High-yield bonds have greater credit risk than higher-quality bonds. The risk of loss in trading commodities and futures can  
be substantial. You should therefore carefully consider whether such trading is suitable for you in light of your financial condition. The high degree of  
leverage that is often obtainable in commodity trading can work against you as well as for you. The use of leverage can lead to large losses as well as gains.

All investments involve risk, including loss of principal, and there is no guarantee that investment objectives will be met. It is important to review your 
investment objectives, risk tolerance and liquidity needs before choosing an investment style or manager. Equity investments are subject generally to 
market, market sector, market liquidity, issuer, and investment style risks, among other factors to varying degrees. Fixed Income investments are subject 
to market, market liquidity, issuer, investment style, interest rate, credit quality, and call risks, among other factors to varying degrees.

This commentary often expresses opinions about the direction of market, investment sector and other trends. The opinions should not be considered 
predictions of future results. The information contained in this report is based on sources believed to be reliable, but is not guaranteed and not neces-
sarily complete. The securities discussed in this material were selected due to recent changes in the strategies. This selection criteria is not based on any 
measurement of performance of the underlying security.
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