
Despite elevated Tax-Exempt Muni issuance, Munis continue to rally and outperform 
their U.S. Treasury and Corporate bond counterparts.

The Muni Market continues to experience record-setting fund inflows that are fueling 
unrelenting demand, outstripping this elevated supply. 

Anticipating higher future income tax rates, investors continue to flock to Munis, 
even though other fixed income investments offer a better value proposition.
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MUNIWATCH OVERVIEW

Muni Issuance Surges, Yet Prices Remain High
At over $133 billion, year-to-date issuance is $17 billion 
higher than the average at this point in the past three 
years (graph, top-right). While elevated Muni issuance 
would typically lead to higher yields and lower prices, 
Munis have maintained historically high prices and low 
yields. The 10-year Muni-to-Treasury yield ratio fell to 
61% as of May 31, compared to an average of 93% over 
the past three years and near the all-time lows reached 
in February (graph, middle-right).

Fund Inflows Fuel Demand, Overwhelm Surging Issuance
Through May, Muni Mutual Funds have raked in nearly 
$50 billion, significantly more than any recent year 
(graph, bottom-right). Even as supply has surged and 
prices of other fixed income assets have declined, these 
continuous massive inflows have led to a supply/
demand imbalance and a virtual floor for Muni prices.

Increasing Future Tax Rates Draw Investors to Munis
We attribute this flood of demand in part to investors’ 
anticipation of higher future income tax rates. However, 
even if the current Treasury proposal is enacted and the 
top income tax rate is increased from 37% to 39.6%, the 
taxable-equivalent yield is still higher on an ultra-high-
grade Corporate bond.

37%  39.6% 
1.57% 1.63%
1.60% 1.60%

Top Federal Income Tax Rate 
10yr AAA Muni 
10yr U.S. Treasury  
10yr AAA Corporate 1.80% 1.80%

While higher tax rates can be expected, the flood of 
demand for Munis seems unwarranted and 
unsustainable as other fixed income investments 
offer a better value proposition at current levels.
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STATE OF THE STATES

States have rebounded from bleak fore-

casts a year ago to pass record budgets. 

According to a recent report by The Pew 

Charitable Trusts, tax revenue had offset 

pandemic-related losses in 29 states 

through February, even before nearly 

$200 billion in federal aid to states 

had been paid. This has led to budget 

spending plans that are up 10% or more in 

many states. These stronger-than-expected 

revenues and continued federal aid, com-

bined with the aforementioned supply/

demand imbalance, is reflected in the 

dramatic spread narrowing over the past 

year (far right column).

* Proxy Issuer used.

States with insufficient GO debt or lack of 

Proxy Issuer: MO, AL, IA, 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 May 31, 2021. 

State

Yield on 
10-Yr 

Maturity 
(%)

Current 
Spread to 
10-Yr AAA 

Muni (bps)

3-Mo 
Change 

in Spread 
(bps)

1-Yr 
Change 

in Spread 
(bps)

 CA  1.05 10 -7 -14

 NY  0.96 0 -18 -43

 NYC MTA  1.44 48 -31 -257

 TX  1.08 12 +10 -9

 IL  1.74 78 -64 -318

 FL  1.06 10 +1 +2

 PA  1.14 19 -5 -39

 NJ  1.30 35 -39 -42

 OH  0.98 2 -7 -17

 MA  1.05 10 -4 -2

 WA  1.06 10 -7 0

 MI  1.04 9 -2 -15

 CO*  1.06 11 +1 -4

 VA  0.99 4 -4 +2

 GA  1.04 8 +3 +8

 MD  1.02 6 -2 +3

 WI  1.07 11 +2 +1

 MN  0.99 3 -1 -2

 AZ*  1.10 14 +1 -20

 CT  1.25 29 -4 -74

 NC  1.05 9 +1 +7

 OR  1.06 11 +2 +3

 IN*  1.11 15 +7 +1

 TN  1.12 16 +8 -1

 SC  1.05 9 -1 -2

 LA  1.16 20 -7 -26

 KY*  1.24 28 -11 +4

 DC  1.00 5 -10 -13

 NV  1.10 15 -3 -35

 UT  1.03 8 +2 +8

 KS*  1.16 20 -4 -45

 NE*  1.30 34 -4 -5

 OK*  1.06 10 -16 -8

 HI  1.11 16 -14 -20

 MS  1.14 18 +9 -1

 AR*  1.16 21 -15 -10

 RI  1.11 15 -2 -24

 DE  1.04 9 -7 +9

 NH  1.03 8 +3 0
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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-
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