
Fixed-Income Sector Views   |  4Q 2023  1

Municipal Bonds

Some Relief from Technical Headwinds

Improving technicals and steady credit fundamentals should support munis in the near term.

As we forecasted in the third quarter outlook, technical headwinds 
since the end of the summer have led to negative total returns in tax 
exempt bonds. Treasury volatility and a steep drop off in principal 
and interest payments have reset yields higher. Institutional buyers 
have traded the market cautiously, keeping cash levels steady by 
matching new issue purchases with sales of existing positions. 
Conversely, individual investors—especially those with separately 
managed accounts—have become much more active as tax-exempt 
yields have shifted higher. When new issues run separate retail and 
institutional order periods, we have seen increased instances of 
retail taking down more than half of the deal, leaving a smaller than 
expected allotment for institutional buyers.

Traditional municipal sectors such as local government and essential 
utilities retain solid credit fundamentals. S&P has upgraded 641 
credits and downgraded just 199 in 2023, a 3:1 ratio. Default rates 
rose from 0.03 percent in 2022 to 0.04 percent in 2023, with 
defaults concentrated in nursing homes and hospitals. Sales tax and 

corporate tax receipts have trended positive, while individual income 
tax receipts are down, with a caveat that a few states pushed filing 
deadlines from April to October. Given most domestic equity indexes 
are positive year to date, capital gains tax collections should trend 
higher than 2022, providing upside to revenues over the next one to 
two quarters.

Despite the reset in valuations, the ratios of tax-exempt yields to 
Treasury yields are still inside their one-year wides, with the 30-year 
AAA ratio sitting at 90 percent, in the middle of its one-year range 
of 85–102 percent. However, we would prefer to allocate now rather 
than waiting for valuations to reach extremes: the five-year high in 
this ratio was 251 percent in March 2020, when AAAs yielded 3.4 
percent (they now yield 4.4 percent). Further, supply and demand 
should provide market support from December through early 2024, 
when principal and interest payments should exceed new issuance.

By Allen Li and Michael Park
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Despite the reset in valuations, the 
ratios of tax-exempt yield to Treasury 
yield are still inside their one-year 
wides, with the 30-year AAA ratio 
sitting at 90 percent, in the middle of 
its one-year range of 85–102 percent.

Source: Guggenheim Investments, Municipal Market Monitor. Data as of 10.18.2023.

Ratios of AAA Munis to Treasurys Are Within One-Year Wides
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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.

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. Investments in fixed-income instruments are subject to the possibility that interest rates could rise, causing their values to decline.  
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.
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Guggenheim Partners Japan Limited, GS GAMMA Advisors, LLC, and Guggenheim Partners India Management.
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