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Treasury yields rose unsteadily throughout the fall but were 
little changed last week. Moody’s updated sector credit 
outlooks. MTA takes down more of federal liquidity facility. 
Default count highest since 2012. 

December 21, 2020 

Bottom Line:  
• Treasury yields last week were little changed but yields have risen since early fall  
• 10yr AAA-GO Muni relative valuation at richest level since January (Ratio is 73.0) 
• Moody’s updated sector credit outlooks – many Negative 
• MTA took down another tranche ($2.9 billion) from the Federal Reserve Municipal Liquidity Facility 
• Municipal monetary default count was the highest since 2012.  

  
 
What Happened in the Bond Markets Last Week?  

• Competing drivers have kept bond yields in a relatively narrow range in December after yields increased 
slightly in November and October. Yields have risen since early fall after hitting lows in early August (10yr 
note now at 0.94% was at 0.50%). In fact, last week the 2’s-10’s spread hit the widest level since October 
2017 (at 83 bps). The competing drivers have been the conclusion of the election (albeit with a bout of 
uncertainty surrounding the challenges), vaccine rollout (albeit with elevated caseload and death rates), 
Congressional relief bill delays, and, recently, weaker economic data partly due to resumed lockdown efforts.   

• Municipal bonds’ yields were little changed. The 10yr AAA GO Ratio is 73.0 – richest level since January and 
the Muni Index yield-to-worst is now lower than it was in early March. Through last week, the Muni Index was 
+5.13% year-to-date.  

 
(Since 11/30/20) Treasuries Munis (Bloomberg AAA GO Index)  

Tenor MTD Change (bps)   Yield (%) MTD Change (bps)  Yield (%) 
3 mos. +0.9 0.08   
1year -1.2 0.09 -2 0.13 
2 year -2.7 0.18 -2 0.13 
5 year +0.9 0.37 -2 0.21 
10 year +7.7 0.93 -4 0.68 
30 year +8.9 1.67 -4 1.46 
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                                                                                     Month-to-Date Yield Curve and Muni Curve Changes 

One can observe these changes by looking at how rates 
have changed along the curve for both the Treasury 
curve and for the AAA-rated G.O. Index since last week. 
The top panel shows four yield curves; two for the 
Treasury curve - one for the most current date and one 
from last week and two for the AAA-rated G.O. - current 
and last week. The bottom panel of the graph shows 
changes in the rates along both curves for the week for 
both Treasuries and the AAA G.O. Index.    
 
 
 
 
 

                                                                                                                                                 
                                                                                                                                                                                                         Source:  Bloomberg 

 
 

The 10yr AAA GO Ratio is 73.0 the richest relative level 
since 1/17/20. 

The line graph to the right shows the ratio of 10-year 
AAA-rated muni yields to the 10-year Treasury yield over 
the last year. 

 

 

 

 

 

Data Source:  Bloomberg 

 

The Bloomberg 30-Day Visible Supply currently 
stands at $2.3 billion up from $13.5 billion at the end of 
November. The YTD average visible supply is $14.2 
billion and the 12-mo average is $14.1 billion.  

 
 

 

 

 
                                                                                                                                                                                                  Data Source:  Bloomberg 

73.0
65

115
165
215
265
315
365

R
at

io
 (%

)

AAA  10-Year G.O. Muni Ratio to Treasury

Mid Price SMAVG (50)

0
5,000

10,000
15,000
20,000
25,000
30,000
35,000

$ 
M

illi
on

Bloomberg 30-Day Visible Supply
U.S. Total



Muni Fortnightly, continued 

 

Robert W. Baird & Co. Incorporated Page 3 of 5 

Muni Fund Flows: Muni funds and ETFs had combined net inflows of $2.388 billion in the week ending 12/9 (per ICI).  

Moody’s Credit Outlooks Summary Outtakes: 

• States - Negative: The revenue environment is 
challenging as budget cuts are mostly avoided 
while states tap reserves, use CARES Act funds 
and issue more debt. In 2022, states will have to 
deal with lower reserves and higher fixed costs. 
Moody’s outlook could change to stable if 
employment reaches 95% of the pre-pandemic 
level, infection rates are controlled and federal 
stimulus boosts consumer spending and/or 
provides direct aid to states.  

• Local Governments - Negative: Total revenue growth will remain constrained through mid-2021. Federal 
stimulus push-down from states remains uncertain. Rising fixed costs and service demands will continue to 
strain budgets. For Moody’s to raise the local government sector to stable they would need to see some 
combination of revenue growth of more than 1%, improved national economy, direct aid from the federal 
government or less cost pushdown form states.  

• Airports - Negative: Enplanements at 25-45% 0f 2019 volumes during the first half of 2021 is the driving factor 
for the negative outlook. Particularly hard hit has been large hubs with strong international and business-related 
travel. The largest source of operating revenue will remain to be the airlines, which are suffering form their own 
credit-related issues. To see a return to a stable outlook, Moody’s needs to see sufficient recovery in airlines’ 
cash burn.  

• Mass Transit - Negative: After an initial decline of 80% during the early months of the pandemic, ridership is 
expected to grow 30% in 2021 but remain well below (40%) pre-pandemic levels given the public health 
concerns and change in work patterns. In addition, to balance local government budgets, state and local taxes 
dedicated to mass transit will be strained. Moody’s will have to see a combination of 50% year-over-year growth, 
federal emergency aid and some return of public confidence in ridership to move the sector to stable.  

• Not-for-Profit Public Healthcare - Negative: One of the more impacted sectors, the negative outlook is driven 
by 1) an expectation of continually declining operating cash flow as expenses rise and soft demand for certain 
services declines, 2) commercial insurance revenue will decalin with unemployment and aging population and 
3) judicial, legislative and regulatory risk. A stable outlook will necessitate some combination of improvement in 
operating cash flows, pre-pandemic volume levels, federal relief aid and a Supreme Court decision upholding 
the Affordable Care Act or legislative assurance that individuals would retain coverage.  

• Community Colleges - Negative: Lower enrollment will weaken net tuition revenue 5%-15% while reductions 
in state aid will occur even as local property tax revenue will provide for some support.  

• Higher Education - Negative: Moody’s expects that operating revenues will decline 5%-10% amidst lower 
enrollment and auxiliary revenue streams and will continue to have high fixed costs.  

• Toll Roads - Stable: Commercial traffic has provided the revenue stability even as passenger traffic has 
declined. Vehicle miles traveled and associated revenues are expected to improve with economic improvement. 
Toll increases (most indexed to CPI) and electronic tolling transitioning support revenue growth. Liquidity from 
strong balance sheets remains a strong attribute of the sector.  

• Water and Sewer - Stable: Traditionally, a stable sector, it remains so as it continues to be an essential service 
of residential customer bases.  

State Revenues Increase 20% in Q3: Good news for state revenues rising 20% year over year in Q3.  

New York City Cut by Fitch: Fitch Ratings has cut New York City cut to AA- from AA and placed its rating on negative 
outlook. Fitch notes that so far, the weakness in the real estate market has not affected the city’s revenues but weakness 
in property values, especially commercial real estate will flow through to tax revenues.  

New York Metropolitan Transportation Authority (MTA) Borrows from Fed (Bloomberg Brief): MTA  borrowed $2.9 
billion from the Federal Reserves’ emergency credit line – the second time they have borrowed from the Municipal Liquidity 
Facility. MTA had warned, prior to the latest Fed borrowing, that it could reduce some services by up to 50%, cut many 
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12/21/2020
Maturity (yrs.) AAA Gen. Oblig. Treasury Spread (bps) Ratio (%) Spread (bps) Ratio (%)

1 0.13 0.09 4.3 149.6 11.2 230.1
2 0.14 0.12 1.9 115.7 9.4 178.1
3 0.14 0.17 -3.1 82.3 4.7 126.6
4 0.18 0.27 -8.3 68.6 1.5 105.6
5 0.22 0.37 -16.0 57.3 -4.4 88.2
7 0.37 0.65 -27.9 57.0 -8.0 87.8

10 0.69 0.93 -24.4 73.8 12.6 113.5
15 1.03 1.15 -11.4 90.0 44.1 138.5
20 1.23 1.47 -24.2 83.5 41.8 128.5
25 1.40 1.57 -17.4 88.9 57.8 136.8
30 1.46 1.67 -20.9 87.5 57.8 134.6

0% Tax Rate 35% Tax EquivalentYield-to-worst (%)

thousands of jobs and raise fares if it did not receive federal aid. Ridership is down 71% year-over-year. The number of 
people using MTA is more than the next eleven largest transit agencies combined.  

Municipal Defaults (Bloomberg Brief): Given the impact to the pandemic, surprisingly there have only been only 75 
municipal bond monetary defaults according to Municipal Market Analytics. However, this is the highest default rate since 
2012 when there were 108 (there were 154 in 2009). The analytics firm says that most (~40%) of the defaults involved 
retirement homes and land-secured deals involving real-estate or industrial developments. 

The S&P Municipal Bond Puerto Rico Index: 
finished at 225.1 vs. 222.4 at the beginning of 
Dec. +1.2%; +8.6% YTD 
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Relative Value by Maturity: AAA Muni Ratios and Spreads   
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Relative Value by Rating: Muni Index Yield Curve by Credit Rating  
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For more information please contact your Financial Advisor. 
 

Appendix – Important Disclosures  
 
Some of the potential risks associated with fixed income investments include call risk, reinvestment risk, default risk and 
inflation risk. Additionally, it is important that an investor is familiar with the inverse relationship between a bond’s price 
and its yield. Bond prices will fall as interest rates rise and vice versa. 
 
When considering a potential investment, investors should compare the credit qualities of available bond issues before 
they invest. The two most recognized rating agencies that assign credit ratings to bond issuers are Moody's Investors 
Service (“Moody’s”) and Standard & Poor's Corporation (“S&P”). Moody’s lowest investment-grade rating for a bond is 
Baa3 and S&P’s lowest investment-grade rating for a bond is BBB-. Ratings are measured on a scale that ranges from 
AAA or Aaa (highest) to D or C (lowest). 
 
The Bond Buyer 20-Bond Index consists of 20 general obligation bonds that mature in 20 years. The average rating of 
the 20 bonds is roughly equivalent to Moody's Investors Service's Aa2 rating and Standard & Poor's Corp.'s AA. The Bond 
Buyer 11-Bond Index uses a select group of 11 bonds in the 20-Bond Index. The average rating of the 11 bonds is roughly 
equivalent to Moody's Aa1 and S&P's AA-plus. The Bond Buyer Revenue Bond Index consists of 25 various revenue 
bonds that mature in 30 years. The average rating is roughly equivalent to Moody's A1 and S&P's A-plus. The indexes 
represent theoretical yields rather than actual price or yield quotations. Municipal bond traders are asked to estimate what 
a current-coupon bond for each issuer in the indexes would yield if the bond was sold at par value. The indexes are simple 
averages of the average estimated yields of the bonds, are unmanaged and a direct investment cannot be made in them. 
 
This is not a complete analysis of every material fact regarding any sector, municipality or security. The opinions 
expressed here reflect our judgment at this date and are subject to change. The information has been obtained from 
sources we consider to be reliable, but we cannot guarantee the accuracy. Municipal securities investments are not 
appropriate for all investors, especially those taxed at lower rates. The alternative minimum tax (AMT) may be applicable, 
even for securities identified as tax-exempt. It is strongly recommended that an investor discuss with their financial 
professional all materially important information such as risks, ratings and tax implications prior to making an investment. 
Past performance is not a guarantee of future results. 
 
This report does not provide recipients with information or advice that is sufficient on which to base an investment decision.  
This report does not take into account the specific investment objectives, financial situation, or need of any particular 
client and may not be suitable for all types of investors.  Recipients should consider the contents of this report as a single 
factor in making an investment decision.  Additional fundamental and other analyses would be required to make an 
investment decision about any individual security identified in this report. 
 
ADDITIONAL INFORMATION ON SECURITIES MENTIONED HEREIN IS AVAILABLE UPON REQUEST BY 
CONTACTING YOUR BAIRD INVESTMENT PROFESSIONAL. 
 
Copyright 2020 Robert W. Baird & Co. Incorporated. 


