
MACRO OVERVIEW

MARKET DYNAMICS

Fed rate hikes coupled with record mutual fund outflows have pushed tax-exempt yields to levels not seen in 

more than a decade. Cumulative year-to-date outflows surpassed $100 billion during Q3 as unnerved retail 

mutual fund investors continued selling. The slope of the municipal curve flattened substantially over the 

quarter, with the 2YR muni yield increasing by 114bps while the 10YR and 30YR maturities rose 50 and 69bps, 

respectively. We expect the shape of the curve to remain flat heading into year-end with shorter maturities 

more susceptible to Fed-induced volatility, should they surprise markets with even more hawkish rhetoric. 

Muni-to-UST ratios of 73%, 78%, and 85% in 2, 5, and 10 years are moving closer to historically fair levels after 

plummeting in July, while the 30YR at 105% already displays attractive relative value but with significant 

interest rate risk. 
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INTERMEDIATE MATURITY MUNI

Interest rates rose swiftly over the quarter as the Federal Reserve continued battling persistent price pressures. 

Chair Powell’s commitment to bringing down inflation was evident in his hawkish remarks at the Jackson Hole 

summit where he reiterated the committee would do whatever it takes to tame inflation, even if it results in 

“some pain”. As it stands now, labor markets remain tight with the unemployment rate near historic lows (3.5%). 

The Fed points to this tight labor market as the reason the economy can withstand the pace of the current 

tightening cycle and still achieve a “soft landing”. However, the first three quarters of the year have, at the very 

least, already displayed “some pain”, with negative growth recorded in both Q1 and Q2 GDP, consumer 

confidence at near records lows, and leading economic indicators continuing to weaken.

• Much of the UST curve remains inverted as growth outlooks weaken, while the Fed continues to tighten 

aggressively. We expect this trend to continue with even more pronounced inversions heading into Q4. 

• The market is now pricing another 75bp hike in November and 50bps in December, leaving Fed Funds at 

approximately 4.25%-4.50% by year-end. Looking into 2023, the market sees another 25bp increase early in 

the year and then expects a cut by late ‘23.

• Despite a significant downgrade to their own growth forecasts, the Fed sees unemployment rising only 

modestly over the next 2-3 years. These two estimates seem to contradict each other, and unemployment 

will likely be higher and/or growth even lower than predicted. 



The Bloomberg 1-15 Year Municipal Index posted positive performance in July, but it was not enough to offset 

negative returns in August and September, bringing total return for the quarter to -2.58%. The Intermediate 

Maturity Municipal strategy modestly outperformed the benchmark over the period, as its shorter average 

maturity and duration and overweight to higher-quality credits was additive. In particular, exposure to highly 

rated GO issuers was beneficial as they continued to outperform revenue bonds. The strategy’s shorter 

maturity exposure also helped provide a buffer against the impact of higher yields on longer-dated positions. 

Assuming the top tax bracket, municipal tax-equivalent yields are now over 5.0% on the front-end of the curve 

and upwards of 6% in the intermediate portion, higher than most comparable taxable alternatives. 

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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10 YR AAA MUNICIPAL YIELD (%)
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INTERMEDIATE MATURITY MUNI

2020
“Municipal bonds continue to play a vital income 

role in most investors' overall asset allocation, 

and a disciplined, proactive 

portfolio strategy 

can help enhance income during market 

opportunities like we are experiencing now.”
0

        50

        100

        150

        200

        250

        300

        350 

        400

Jan Feb Mar Apr May Jun Jul Aug Sep

2021

2022

0.50

1.00

1.50

2.00

2.50

3.00

3.50

Sep 21 Nov 21 Jan 22 Mar 22 May 22 Jul 22 Sep 22


