INTERMEDIATE MATURITY MUNI
COMMENTARY – FIRST QUARTER 2021
M ACRO OVERVIEW
Passage of a $1.9 trillion stimulus package coupled with the expanding vaccine rollout over the quarter saw
optimism build for an emerging domestic economic recovery. Equity indices overcame bouts of volatility, but
ultimately both the S&P and Dow recorded all-time highs. Intermediate to longer-term bond yields pushed
considerably higher as investors began betting on rising price pressures due to improving demand and
continued supply constraints. Yields in this part of the curve were higher by more than 80bps, the largest
quarterly increase since Q4 2016. However, the front-end of the curve remained anchored near-zero, driven by
accommodative Fed policy. In its March meeting, the Fed reaffirmed the central bank’s commitment to support
the ongoing recovery and noted that any future changes to policy would be well-telegraphed.
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Indicators of economic activity and employment have turned up recently; although the sectors most
adversely affected by the pandemic remain weak, there are still approximately 9.5 million fewer jobs now
than a year ago.
The Fed believes higher inflation expectations will be short lived. FOMC projects a slight increase in PCE
during Q2, which they believe will soon decline and run at or below 2% through 2023.
GDP growth for ‘21 should be robust as states and businesses reopen and stimulus money works into the
economy. Current estimates see 5-6% full-year growth for ‘21, declining to 4% in ‘22 and back to 2% in ’23.
Median Fed forecasts continue to show no increase to the Fed Funds Rate through 2023, however, two
additional governors moved their initial hike estimates into 2022 from 2023. That now makes 7 out of the
18 officials seeing an earlier hike.

M ARKET DYNAMICS
As more timely financial data continued to become available in Q1, it now appears a large number of municipal
issuers fared more-favorably than originally anticipated during the height of the pandemic. However, two
rounds of massive federal relief certainly contributed to the “outperformance”. The direct aid to issuers under
the ARP and CARES Act was largely used to mitigate deficits and preserve liquidity, bolstering issuers’ finances
as the country continues to slowly reopen. Although yields drifted higher in Q1, municipals notably
outperformed their taxable counterparts. Demand remained robust over the period, with $31 billion of fund
inflows, driven by improving issuer financial conditions and expectations of higher tax policies. Credit spreads
continued to compress, especially in higher-yielding sectors, as new money into the asset class sought
incremental yield.
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P ERFORMANCE N OTES
Despite positive returns in January and March, the Bloomberg Barclays 1-15 Year Municipal Index was negative
for February, bringing total return for the quarter to -0.32%. A correction to somewhat higher muni yields and
more reasonable ratios had been overdue in our view. The Intermediate Maturity Municipal strategy
underperformed marginally over the course of the quarter. Our overweight to higher-quality credits within
fiscally sound states was a detractor, as credit spreads on lower-rated names compressed more meaningfully
due to increased demand for yield. Although there has been improvement broadly, we believe many issuers
will continue to face financial pressure because of the shutdowns last year. Thus, we remain selective on credit
and will avoid chasing yield by taking unnecessary credit risk.
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Higher tax rates on corporations and individuals
will increase the value of the municipal taxexemption, pushing investor demand higher.”
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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.

