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WEALTH SOLUTIONS GROUP 

         Month-to-date Yield Curve and Muni Curve Changes 

                                             Source: Bloomberg 

 

 

 
 

Treasury yields were little changed in low volatility. 
Muni yields rose slightly as rally paused. Moody’s 
commented on property tax stability, college tuition 
revenue declines and states passing budget pain 
down to school districts.  

June 22, 2020 

Bottom Line:  

 Treasury yields were little changed    
 Muni yields fell more as ratios have declined significantly   
 Muni funds experienced lower net inflows   
 Moody’s sector comments on property tax, college tuition revenue, and state budgets 
 Hotel lodging tax losses cost governments $17B. 
 S&P Puerto Rico Total Return Index +1.4% year-to-date.  

 

What happened in the bond markets last week?  

The markets were quiet end to end with some volatility thrown in intraweek. Risky asset markets took kindly to the 
Fed’s announcement that it would begin implementing its previously announced corporate bond buying program (<5 
year issues, primarily non-bank investment-grade and some Fallen Angels). Corporate credit spreads tightened 
despite the improvement shown since mid-March. Risky assets faded to end the week on increased virus concerns. 
Treasuries finished the week little changed. Economic data were mixed with resurgent retail sales on reopening and 
better-than-expected regional manufacturing but stubbornly high initial unemployment claims and below-expectation 
industrial production. Municipal bond yields increased slightly; the massive rally since the end of March has paused.  

 Yields over the last week 

Treasuries were mixed: 
3-month  -1.1 bps at 0.15% 
1-year   +0.8 bps to 0.17% 
2-year   -0.3 bps at 0.19% 
5-year   -0.4 bps at 0.33% 
10-year  -1.3 bps at 0.69% 
30-year  +0.6 bps at 1.46% 

Bloomberg Municipal Index yields fell:  
(AAA-rated GO)  
2-year   +5 bps to 0.25% 
5-year   +3 bps at 0.45% 
10-year  +3 bps to 0.84% 
30-year  +2 bps at 1.70% 
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The 10yr AAA GO Ratio: finished lower at 
122.1. We can observe changes in the bond 
market 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 Bloomberg chart on page 1 shows four 
yield curves: current and last week for both the 
Treasury curve and the AAA-rated G.O. The 
bottom panel of the Bloomberg chart shows 
changes in the rates along both curves for the 
week for both Treasuries and the AAA G.O. 
Index. 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 

 

 

 
Bloomberg 30-Day Visible Supply currently 
stands at $8.6 billion down from $15.1 billion 
this time last week. The YTD average visible 
supply is $14.4 billion and the 12-mo average is 
$14.4 billion.  

 

 

 

 

 

 

 
                                                                                                                                                                                        Data source:  Bloomberg 

 
Muni Fund Flows: According to Refinitiv 
Lipper, muni funds had net inflows last week. 
Inflows amounted to $1.7 billion after $2.8 
billion of net inflows during the previous week. 
ETFs and high-yield funds also experienced 
large net outflows.  
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Articles of Interest 

Local Government – Property Tax Revenue Stable (Moody’s): Moody’s published a Local Government Sector In-
Depth report on the importance of property taxes being the most stable source of revenue for local governments. Local 
governments have historically been able to weather lagging declines in property tax revenues by cutting spending and 
maintaining fiscal stability. The highlights of the report include: 1) they expect that 2020 and 2021 collections to result in 
weaker cash flow from property tax collections with a spike in delinquencies but extended deadlines will reduce cash 
flow disruptions. 2) Commercial real estate property values, due to sudden mandatory closures will have a larger impact 
on than residential property values. 3) A lack of political willingness to increase mill rates and tax caps will reduce 
revenue–raising flexibility  

 
Higher Education and Community College Tuition Revenue Declines to Decline (Moody’s): Moody’s published a 
Sector In-Depth report highlighting the expectation that tuition revenues will decline for four-year colleges and 
community colleges despite the potential for enrollment gains. The highlights of the report include: 1) historically, 
economic downturns have resulted in countercyclical higher enrollments in four-year and community colleges and they 
expect, even as virus dynamics reduce the potential, will lead to a 2%–4% increase in the fall 2020 semester. 2) Despite 
enrollment increasing, net tuition revenue will fall as the student mix and lower-priced college choice will reduce net 
tuition revenue per student by at least 5% under a low stress scenario to up to 13% in a high stress scenario. 3) A shift 
to favor lower-priced educational alternatives is historically favored in climates of higher unemployment and lower 
incomes will be accentuated this cycle with the additional dynamic of student staying closer to home.  

 
States Will Push Budget Pain to School Districts (Moody’s): Moody’s published a Sector In-Depth report 
highlighting their expectation of “budget pain” for public K-12 school districts. While states’ revenue declines will cut K-
12 funding, many districts receive a significant proportion of their revenue from property taxes, limiting their exposure to 
state cuts. The highlights of the report include: 1) school districts face state funding cuts as states pass down their own 
budget stress. 2) Local districts will mostly maintain credit quality by either raising local revenue, reducing expenses 
and/or drawing on reserves. 3) School closures had a positive effect on expense control and schools ended with 
stronger than expected fund balances. 4) Fall school reopening choices will carry service quality risk vs. virus 
transmission and expense trade-offs and 5) any incremental federal aid would ease state strain and thus K-12 strain.  

 
Hotel Revenue Losses Hit Local Governments (Bloomberg Brief): From a study by Oxford Economics, the decline 
in revenue from lost hotel occupancy from reduced travel during the pandemic will cost governments $17 billion. This 
does not include lost revenue from other tourism-related revenues. The largest losses will be for government sin 
California, Florida, New York ad Nevada. Lodging taxes are popular as they are borne by out-of-town visitors. Hotel tax 
revenues have been commonly used to fund stadium, convention center and arts programs. As a case in point the 
Washington State Convention Center in Seattle saw its credit rating downgraded four notches by S&P to BBB+ due to a 
drop in hotel-tax revenues that pays back the bonds.  
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Source: Bloomberg 

Source: Bloomberg 

S&P Municipal Bond Puerto Rico Index Level (1-year) 

Source: Bloomberg 

  Puerto Rico                                                                      

The S&P Municipal Bond Puerto Rico 
Index: finished at 210.4 vs. 202.8 at the 
beginning of June +3.7% and +1.4% YTD. 
 

 

 

 

 

 

 

                                                                                                                                        

Relative Value by Maturity 

AAA Muni Ratios and Spreads by Maturity  

 

 
 
 
 
 
 
 
 

 

Relative Value by Rating 

Muni Index Yield Curve by Credit Rating   
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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. 


