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This report is excerpted from the Second Quarter 2026 Fixed-Income Sector Views.

Sector Commentary Investment Themes

MUNICIPAL BONDS

Credit Trends Are Deteriorating, Making Selection Critical

By Allen Li and Michael Park

Municipal bond performance will likely be driven by the coupon, with limited price appreciation at current valuation levels.  
The AAA tax-exempt curve steepened by 30 basis points during the quarter, but ultra short paper underperformed due 
to tight starting valuations and changes to central bank rate cut expectations. Headwinds should exceed tailwinds in 
municipal credit.

Expect weak reinvestment demand from principal and interest payments until June.
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Headwinds Exceed Tailwinds in Municipal Credit

Source: Guggenheim Investments, Standard and Poor’s. Data as of 2.28.2026.

Standard & Poor’s negative outlook 
revisions have mostly outpaced 
positives, signaling more ratings 
downgrades than upgrades over  
the next six-18 months.

	� Tax exempt/Treasury yield ratios withstood geopolitics-
driven rate volatility to end the first quarter essentially 
where they began 2026. Ratios in the 5-year and 10-year 
spots are around 66 percent and 71 percent, respectively, 
vs. a three-year range of 55–88 percent, and have generally 
kept up with the long end of the curve, where the 30-year 
ratio sits at around 91 percent compared to a three-year 
range of 79–101 percent.  

	� Taxable municipal spreads were flat during the first quarter, 
but tightened versus investment-grade corporates. Supply 
remains low year to date, down 9 percent year over year 
to $6 billion. Besides one-off deals, most municipalities 
are unlikely to issue taxable debt given current relative 
valuations between exempts and taxables. Thus taxable 
muni spreads are likely to follow investment-grade spreads 
for most of the year.

	� Issuers have proactively shifted deal structures to inside  
10 years, where most separately managed accounts operate 
and have shown very strong demand for tax-exempt bonds. 
We believe better values can be had for investors willing to 
move further out the curve.

	� At Standard & Poor’s, negative outlook revisions have 
exceeded positive revisions for most of the last 12 months, 
implying more downgrades than upgrades for the next 
six–18 months in municipal credit. We expect negative 
credit trajectories to continue.

	� Despite growing budgetary pressures from slowing revenue 
growth and cuts to federal transfers, an increasing number of 
states are considering phasing out property taxes, which are 
steadier than other tax streams and provide a backbone for 
local government finance. Reducing property taxes without 
lining up a viable alternative ultimately leads to service 
reductions and negatively impacts municipal credit quality.
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This material is distributed or presented for informational or educational purposes only and should not be considered a recommendation of any particular security, strategy or investment product, or as 
investing advice of any kind. This material is not provided in a fiduciary capacity, may not be relied upon for or in connection with the making of investment decisions, and does not constitute a solicitation 
of an offer to buy or sell securities. The content contained herein is not intended to be and should not be construed as legal or tax advice and/or a legal opinion. Always consult a financial, tax and/or legal 
professional regarding your specific situation.

One basis point is equal to 0.01%.

This material contains opinions of the authors, but not necessarily those of Guggenheim Partners, LLC or its subsidiaries. The opinions contained herein are subject to change without notice. Forward-
looking statements, estimates, and certain information contained herein are based upon proprietary and non-proprietary research and other sources. Information contained herein has been obtained 
from sources believed to be reliable but are not assured as to accuracy. Past performance is not indicative of future results. There is neither representation nor warranty as to the current accuracy of, nor 
liability for, decisions based on such information.

Investing involves risk, including the possible loss of principal. In general, the value of a fixed-income security falls when interest rates rise and rises when interest rates fall. Longer term bonds are 
more sensitive to interest rate changes and subject to greater volatility than those with shorter maturities. During periods of declining rates, the interest rates on floating rate securities generally reset 
downward and their value is unlikely to rise to the same extent as comparable fixed rate securities. High yield and unrated debt securities are at a greater risk of default than investment grade bonds 
and may be less liquid, which may increase volatility. Investors in asset-backed securities, including mortgage-backed securities and collateralized loan obligations (“CLOs”), generally receive payments 
that are part interest and part return of principal. These payments may vary based on the rate loans are repaid. Some asset-backed securities may have structures that make their reaction to interest 
rates and other factors difficult to predict, making their prices volatile and they are subject to liquidity and valuation risk. CLOs bear similar risks to investing in loans directly, such as credit, interest rate, 
counterparty, prepayment, liquidity, and valuation risks. Loans are often below investment grade, may be unrated, and typically offer a fixed or floating interest rate. S&P bond ratings are measured on a 
scale that ranges from AAA (highest) to D (lowest). Bonds rated BBB- and above are considered investment-grade while bonds rated BB+ and below are considered speculative grade

Municipal bonds may be subject to credit, interest, prepayment, liquidity, and valuation risks. In addition, municipal securities can be affected by unfavorable legislative or political developments and 
adverse changes in the economic and fiscal conditions of state and municipal issuers or the federal government in case it provides financial support to such issuers..

Guggenheim Investments represents the following affiliated investment management businesses of Guggenheim Partners, LLC: Guggenheim Partners Investment Management, LLC, Security Investors, 
LLC, Guggenheim Funds Distributors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim Corporate Funding, LLC, Guggenheim Wealth Solutions, LLC, Guggenheim Private Investments, LLC, 
Guggenheim Investments Loan Advisors, LLC, Guggenheim Partners Europe Limited, Guggenheim Partners Japan Limited, and GS GAMMA Advisors, LLC.

Not FDIC insured. Not bank guaranteed. May lose value.

© 2026, Guggenheim Partners, LLC. All Rights Reserved. No part of this document may be reproduced, stored, or transmitted by any means without the express written consent of Guggenheim Partners, LLC. 
GPIM  5384055


