
The first quarter of 2018 began with a bond selloff finding yields on benchmark 2YR, 10YR and 30YR US 
Treasuries up 38, 33, and 23 basis points, respectively. The front -end move was fueled by the FOMC rate hike 
in March and by more interest rate increases forecast for 2019 and 2020 (up to three and two hikes, 
respectively). This was the first meeting with Jerome Powell as Chairman and financial markets generally 
believe his policy guidance will remain in-line with his predecessor. Equity volatility also roared back during 
Q1 after what can be described as a complacent 2017. The VIX index reached a high in February last seen 
during the summer 2015 flash crash fueled by Chinese growth and credit concerns. Both the DJIA and SPX 
finished the quarter off approximately 1–2%.

• The Fed will likely pursue two (possibly three) more interest rate increases this year. This will continue to 
pressure the front-end of the yield curve but a lack of inflation should help contain intermediate and 
longer-term interest rates.

• Increased US Treasury issuance to accommodate the Fed balance sheet unwind and address the growing 
deficit may pressure intermediate and longer maturities.

• Bouts of equity volatility are likely to persist as the market dodges global trade tensions and a disruptive 
DC landscape. Sustained volatility could trigger a broader risk -off trade and support re-allocations to fixed 
income. 

MACRO OVERVIEW

MARKET DYNAMICS

Technically municipals were well positioned for the first quarter of 2018. Issuers rushed to the market in
December prior to tax reform, so supply was largely expected to be scarce thereafter, setting up a sweeping
supply/demand imbalance as Q1 reinvestment dollars chased drastically fewer bonds. Although both sides of
the equation proved correct (issuance down ~30% yoy and Q1 muni inflows +$10B), performance was
negative to start the year and largely attributable to the sector following the broader US Treasury market
selloff. Weak January and February performance is atypical for the start of the calendar year but March
performance rebounded as some of the tax reform driven bank and insurance selling dissipated and dealer
inventories thinned out. Looking forward, we expect a constructive tax-exempt landscape over the near to
medium-term as supply remains subdued.
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Duration: 4.25 yrs
Yield-to-Worst:  2.31 % 

Yield-to-Maturity:  2.49 % 
Maturity :  6.08 yrs
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Strategy performance was generally in-line with benchmarks for the quarter. The muni curve steepened
throughout the period with shorter maturities significantly outperforming intermediate and longer-dated
bonds. Our move to shorten duration in early February proved additive as muni yields followed US
Treasuries higher, especially on the longer-end. For the quarter, the 2YR portion of the curve was higher by
only 9 basis points while the 10YR and 30YR portions of the curve were higher by approximately 40 basis
points. Shorter maturity outperformance thus far has compressed front-end muni/treasury ratios to
historically low levels, and we believe the main driver of this, which may persist, is investor desire to remain
in the asset class while dodging duration for fear of further rate pressure.

TOTAL MUNICIPAL ISSUANCE YOY ($BLN) 
SOURCE: BLOOMBERG

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees of risk, and there can be no
assurance that the future performance of any specific investment, investment strategy, or product made reference to directly or indirectly in this piece, will be
profitable, equal any corresponding indicated historical performance level(s), or be suitable for your portfolio. Due to various factors, including changing market
conditions, the content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion of information contained
in this piece serves as the receipt of, or as a substitute for, personalized advice from Caprin Asset Management. To the extent that a reader has any questions
regarding the applicability to their situation of any specific issue discussed above, they are encouraged to consult with the professional advisor of their choosing. A
copy of our current written disclosure statement discussing our advisory services and fees is available for review upon request.
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… for munis heading into the heavy 
reinvestment months of May and June.”

We predicted primary issuance to be 
lower by approximately 30% this year 
after the passage of tax reform and that 
has proven correct thus far. This leads us 
to believe it ’s …

a matter of  time before 

the supply/demand 

imbalance creates a 

noticeable tailwind 
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