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Treasury and municipal yields were extremely volatile. 
Moody’s notes sector outlook changes and exposures 
to economic fallout.  

March 30, 2020 

Bottom Line: 
 Treasury yields fell sharply amidst continued volatility in all paper asset markets.
 Muni funds experienced very large outflows for the fourth consecutive week.
 Muni valuations experience unprecedented volatility as ratios surpass 2008-09 levels.
 Moody’s ranks municipal sector exposures to negative virus fallout.
 Moody’s cuts airports, not-for-profit healthcare and toll roads to negative credit outlook.
 Adjusted net pension liabilities significantly harmed by combination of low yields and negative 

investment returns.
 S&P Puerto Rico Total Return Index -4.9 % year-to-date.

What Happened in the Bond Markets Last Week? 

 Treasuries yields for the past week were relatively range bound in what has been an otherwise volatile market 
for both safe-haven assets and risky assets. They faded to their lowest level of the week on Friday amidst the 
weakness in equity markets. The volatility in Treasuries is very pronounced; as of 3/9 the 10 yr Treasury yield 
was 0.40% before rising significantly to 1.25% over the next ten days before once falling aggressively to 
0.67%. As the risky-asset markets are impossible to predict so too goes the Treasury market all within the 
context of a Federal Reserve throwing a veritable alphabet of asset purchase and swap programs at the 
markets in an attempt to stabilize them.

 Municipal bond yields, which were also volatile, were mixed; long-dated maturities’ yields fell the most.

Yields (Figure 1): 

 During the past two weeks up, Treasury yields fell sharply: 3 mos. bills -29.5 bps to -0.038%, 1 yr Treasury 
Notes -24.5 bps to 0.099%, 2-year Note yields -34.3 bps at 0.23%, 5-year Notes yields -34.3 bps at 0.40%,
10-year Notes yields -30.0 bps at 0.69% and 30-year bonds yields -32 bps at 1.26%.

 Bloomberg Municipal Index yields broadly fell in sum over the past two weeks; AAA-rated GO yields 2-year 
bonds  +8 bps to 1.24%%, 5-year bonds unchanged at 1.24%, 10-year bond yields -16 bps to 1.5%% and 30-
year bonds were -33 bps at 2.04%. The municipal market has experienced historically unprecedented 
volatility over the last several weeks.

 The 10yr AAA GO Ratio: 206.5.
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Figure 1 – Month-to-date Yield Curve and Muni Curve Changes – Data Source: Bloomberg 

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 
(current and 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.    

Figure 2a - Muni Ratio – Data Source: Bloomberg 
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Supply (Figure 3) – Bloomberg 30-Day Visible Supply currently stands at $16.8 billion up from $16.1 billion this time 
last week. The YTD average visible supply is $14.3 billion and the 12-mo average is $13.1 billion.  

Figure 3- Bloomberg 30-Day Visible Supply - 1 Year; Data Source: Bloomberg 

Articles of Interest 

Market Volatility: Investors in the municipal bond sector will have noticed the significant volatility during the past 
several weeks. As of March 16th, state and local government debt had a 4.2% loss (including the biggest sell-off 
since 2011 on March 9th), the biggest weekly loss since 1987. Then further significant selling ensued. Then the 
municipal market staged the biggest one-day rally in at least nine years and the rally continued through the end of 
the week. The congressional stimulus plan as well as the monetary stimulus provided by the Federal Reserve had 
finally taken hold in the municipal pricing space. 

Muni Fund Flows: According to Refinitiv Lipper muni funds had the fourth consecutive week of net outflows. 
Outflows amounted to $13.7 billion after $12.2 billion of net inflows during the previous week. ETFs and high-yield 
funds also experienced large net outflows also.  
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Coronavirus Impact on Credit (Moody’s): In a Sector In-Depth report Moody’s discussed sector-related impacts 
within the municipal domain. Noting the significance of the potential economic slowdown expected municipal 
sectors will experience varying degrees of the negative impact. They expect sectors with exposure to tourism, 
healthcare, higher education, consumer activity and international trade to be the most negatively impacted. 
Housing and essential services are expected to experience the least amount of the negative impact.  

Not-for-Profit Healthcare Outlook Negative (Moody’s): Moody’s changed their outlook on the public healthcare 
sector form stable to negative as the sector will see lower cash flow as compared previously expecting 2-4% 
growth. Revenues will likely decline as profitable elective surgeries are postponed along with a halt in other 
services. In addition, expenses are likely to rise in response to staffing costs and supplies increases. Hey note that 
some covenant cushions may become challenged.  

Toll Roads Negative Outlook (Moody’s): Moody’s changed their outlook for the toll road sector to negative as 
toll road traffic is expected to decline significantly. Telecommuting, school closure etc. already has decreased 
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commuter traffic by 10-20%. They note that the significant drop of oil prices will be a mitigating factor 
supporting driving.  

Airports Negative Outlook (Moody’s): Moody’s has changed their outlook on the airport sector twice; once form 
positive to neutral and now more recently to negative. They believe that the surge in travel cancellations and slow 
recovery will be difficult for airports to return to stability throughout the rest of the year. The highlights of the 
outlook include: 1) government recommendations against non-essential travel and destination closures is severe 
which will reduce enplanements by >50% (and >20% for the year). 2) Deteriorating airline credits will threaten 
airports ability to benefit from structural protections to raise rates against airlines. 3) Airports will need to use 
significant portions of their liquidity.  

Pension Investment Losses Damaging to State and Local Pension Plans: Moody’s issued a sector comment 
concerning the market implications for state and local government pensions. The highlights include: 1) public 
pension investment portfolios are on pace to lose 21% for the fiscal year ending June 30th this is compared to 6-
7.5% targeted return which is already well above market yields for investment-grade yields. 2) Adjusted net 
pension liabilities are on pace to rise by ~50% as falling yields is also increasing pension liabilities. 3) The surge 
in adjusted net pension liabilities will require governments to incur steep increases in annual costs (up to 60%) to 
just keep pace with actuarial requirements. If government revenues also decline, this will exacerbate pension 
affordability.  

Puerto Rico 
o The S&P Municipal Bond Puerto Rico Index finished at 197.3 vs. 175.0 at the end of February +12.7% and -

4.9% YTD.

S&P Municipal Bond Puerto Rico Index Level (1-year) 
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Relative Value by Maturity 

Table 1 - AAA Muni Ratios and Spreads by Maturity - Data Source: Bloomberg 

Relative Value by Rating 

Figure 5 – Muni Index Yield Curve by Credit Rating – Data Source: Bloomberg 

For more information please contact your Financial Advisor. 

3/30/2020

Maturity (yrs.) AAA Gen. Oblig. Treasury Spread (bps) Ratio (%) Spread (bps) Ratio (%)
1 1.09 -0.03 111.9 -3913.7 170.6 -6021.1
2 1.11 0.24 86.8 456.2 146.7 701.9
3 1.13 0.28 84.9 398.0 146.0 612.4
4 1.15 0.30 85.6 388.6 147.6 597.8
5 1.19 0.37 82.0 320.3 146.2 492.8
7 1.26 0.54 72.2 234.0 140.0 360.0

10 1.40 0.66 74.6 213.9 150.1 329.0
15 1.60 0.78 81.8 204.4 168.1 314.5
20 1.76 0.96 80.7 184.4 175.6 283.6
25 1.90 1.11 79.3 171.6 181.5 264.1
30 1.95 1.26 68.9 154.9 173.7 238.2

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




