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MARKET VIEW
FOUR REASONS TO CONSIDER MUNICIPAL BONDS

For those taking a fresh look at these tax-exempt securities, here are what we consider  
to be the most attractive features of the current muni market. 

 MONDAY, FEBRUARY 25, 2019

LORD ABBETT

CHART 1. MUNICIPAL BONDS RECENTLY OFFERED HIGHER TAX-EQUIVALENT YIELDS RELATIVE TO TREASURIES
YIELD BY MATURITY, AS OF FEBRUARY 20, 2019

Source: Bloomberg.  Data as of February 20, 2019. TEY=Tax-equivalent yield. Muni yields derived from maturity- and rating-specific components of the Bloomberg Barclays Municipal Bond Index. Treasury yields derived 
from maturity-specific components of the Bloomberg Barclays U.S. Treasury index. Tax-equivalent yield calculation for the municipal indexes above assumes the top marginal tax bracket of 40.8% on investment income, 
which includes the 37.0% income tax rate and the 3.8% in Medicare tax. This tax rate does not factor in the effect of AMT (alternative minimum tax) or taxes in your individual state. Tax-equivalent yield will vary based on 
an investor’s tax bracket. Income from municipal bonds may be subject to the alternative minimum tax. Federal, state and local taxes may apply. For illustrative purposes only and does not represent any specific portfolio 
managed by Lord Abbett or any particular investment. Past performance is not a reliable indicator or guarantee of future results.

IN BRIEF

n Headlines regarding the impact of the $10,000 cap on deductions for state and local taxes 
may prompt investors looking for tax-exempt income to consider municipal bonds.

n Here, we review what, in our opinion, are four salient features of the current municipal  
bond market: issuer credit quality, yields, long-term performance, and market supply/
demand dynamics.

n We believe that investors wary of the effect of tax-law changes may find that today’s muni 
market offers some attractive features and sources of value.

Daniel S. Solender, CFA
Partner & Director

FEATURED MANAGER
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A recent Bloomberg opinion piece noted that two of the most 
popular articles on the eponymous terminal during the week of 
February 14 spotlighted the rising appeal of tax-free municipal 
bonds.1 In particular, the articles in question cited concerns among 
taxpayers in certain states about the effect of the recently imposed 
$10,000 limit on the deduction of state and local taxes (SALT) on 
their 2018 tax liabilities.

We at Lord Abbett have been keeping an eye on this trend for a 
while now. Our director of municipal bonds, Dan Solender, had 
flagged the potential impact of the SALT cap on muni-bond invest-
ment decisions in remarks made during our 2018 year-end invest-
ment roundtable. He followed that up with a February 7 Muni Matters 
column on why investors facing “SALT shock” might wish to consider 
muni bonds. 

With tax-preparation season for 2018 returns in full swing, this 
week’s Market View will draw on some of Solender’s observations—
along with other data—to give readers an update on key attributes of 
the current municipal bond market.

1. Credit Quality
 Solender noted that “overall, the credit quality of municipal 

bonds remains strong.” In 2018, the major U.S. rating agencies 
issued more upgrades than downgrades on rated muni debt. 
Solender observed that based on reports from state govern-
ments, tax receipts for many U.S. states—key issuers of general 
obligation bonds—“came in higher, and above budget targets, all 
around the country.” 

2. Yields
 Recent municipal bond yields have looked attractive compared to 

other markets, according to Solender. As Chart 1 shows, as of 
February 20, 2019, the 30-year yield for AAA-rated bonds was vir-
tually the same as a U.S. Treasury bond of identical maturity, 
even though municipal bonds are federally tax exempt. The 
10-year AAA muni yield was more than 80% of similarly dated 
Treasuries, a condition which Solender deems “attractive” when 
considering tax-equivalent yields which gross up the municipal 
bond yield to reflect the tax advantage. He noted that while 
shorter-dated muni bonds trade at lower ratios to Treasuries, he 
believes “they retain their appeal for risk-averse investors.”

 Investors considering munis in the current tax environment 
should note that yields have risen substantially since the lows of 
July 2016, said Solender; when looking at yields on a tax-equiva-
lent basis, the difference is even greater. For those worried about 

another move higher in rates, and how it might affect their 
municipal bond investments, Solender believes they can take 
comfort in knowing that since the U.S. Federal Reserve started 
raising rates in December 2015, the total returns of all maturities 
of the muni-bond indexes compiled by Bloomberg Barclays 
Indices (through February 20, 2019) have been positive. [Of course, 
municipal bonds may not perform in the same way under similar 
circumstances in the future.]

3. Long-Term Performance
 Taking a longer view, municipal bonds have put in a solidly positive 

performance over the past two decades, with only three negative 
years for the benchmark Bloomberg Barclays Municipal Bond 
Index (the muni index) since 1996, as shown in Chart 2 on the fol-
lowing page. Further, the muni index, its longer-term compo-
nents, and the Bloomberg Barclays High Yield Municipal Bond 
Index have outperformed the broader bond market, as repre-
sented by the Bloomberg Barclays U.S. Aggregate Bond Index, 
over the past three, five, seven, and 10 years through January 31, 
2019 (see table at bottom of Chart 2).

4. Supply/Demand Dynamics
 Provisions of the 2017 tax bill eliminated the issuance of advance 

refunding bonds, which allowed issuers to refinance their out-
standing bonds prior to their call date. As this type of issuance 
typically represented more than one-fifth of the new issue market, 
the overall supply of newly issued municipal bonds decreased by 
more than 20% in 2018 compared to the previous year, according 
to The Bond Buyer. Solender said that while the new issue supply 
is likely to be slightly higher in 2019, he thinks it is unlikely to get 
back to the levels of previous years. With the elimination of 
advanced refunding bonds also leading to a decrease in the 
amount of short-term munis outstanding, supply/demand 
dynamics should continue to be supportive for the municipal 
bond market in 2019, according to Solender.

Summing Up
As Solender noted in his recent column, municipal bonds per-

formed well during the late-year volatility in 2018. That strength, 
coupled with the factors mentioned here, may lend additional appeal 
to this long-established asset class. For investors wary of how the 
SALT cap and other tax-law changes may affect their liabilities for 
2018 and subsequent tax years, a fresh look at today’s muni-bond 
market may reveal “some attractive features and sources of value,” 
said Solender. 

1Brian Chappatta, “Nothing Is Certain But Death, Taxes and Muni Bond Advantages,” Bloomberg, February 14, 2019.

https://www.lordabbett.com/en/perspectives/economicinsights/salt-shock-revised-us-tax-deduction-hits-home.html
https://www.lordabbett.com/en/perspectives/economicinsights/salt-shock-revised-us-tax-deduction-hits-home.html
https://www.lordabbett.com/en/global/biographies/daniel-solender.html
https://www.lordabbett.com/en/campaigns/2019-investment-outlook.html
https://www.lordabbett.com/en/campaigns/2019-investment-outlook.html
https://www.lordabbett.com/en/perspectives/fixedincomeinsights/muni-matters-one-potential-remedy-salt-shock.html
https://www.lordabbett.com/en/perspectives/fixedincomeinsights/muni-matters-one-potential-remedy-salt-shock.html
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Returns as of 01/31/2019 3 Years 5 Years 7 Years 10 Years

Bloomberg Barclays U.S. Aggregate Bond Index 2.0 2.4 2.1 3.7

Bloomberg Barclays Municipal Bond Index 2.2 3.6 3.1 4.6

Muni - 7 Year 1.8 2.9 2.6 3.7

Muni - 10 Year 2.2 3.7 3.2 4.5

Muni - 22+ Year 2.9 5.2 4.3 6.7

Bloomberg Barclays High Yield Municipal Bond Index 5.8 6.0 5.8 8.6

CHART 2. HOW HAVE MUNICIPAL BONDS PERFORMED OVER THE LONGER TERM?
ANNUAL RETURNS OF THE BLOOMBERG BARCLAYS MUNICIPAL BOND INDEX, 1996–2018

Source: Bloomberg Barclays Indices. Data as of January 31, 2019.
Past performance is not a reliable indicator or guarantee of future results. For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes 
are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. 
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IMPORTANT INFORMATION

Risks to Consider:  The value of an investment in fixed-income securities will change as interest rates 
fluctuate and in response to market movements. As interest rates fall, the prices of debt securities tend 
to rise. As rates rise, prices tend to fall. Investing in the bond market is subject to risks, including market, 
interest rate, issuer, credit, inflation risk, and liquidity risk. The municipal bond market may be impacted by 
unfavorable legislative or political developments and adverse changes in the financial conditions of state 
and municipal issuers or the federal government in case it provides financial support to the municipality. 
Income from the municipal bonds held could be declared taxable because of changes in tax laws. Certain 
sectors of the municipal bond market have special risks that can affect them more significantly than the 
market as a whole. Because many municipal instruments are issued to finance similar projects, conditions in 
these industries can significantly affect an investment. Income from municipal bonds may be subject to the 
alternative minimum tax. Federal, state and local taxes may apply. High-yield, lower-rated securities involve 
greater risk than higher-rated securities; portfolios that invest in them may be subject to greater levels of 
credit and liquidity risk than portfolios that do not. Lower-rated investments may be subject to greater price 
volatility than higher-rated investments. A portion of the income derived from a municipal bond may be 
subject to the alternative minimum tax. Any capital gains realized may be subject to taxation. Federal, state, 
and local taxes may apply. There is a risk that a bond issued as tax-exempt may be reclassified by the IRS as 
taxable, creating taxable rather than tax-exempt income. Bonds may also be subject to other types of risk, 
such as call, credit, liquidity, interest-rate, and general market risks. Investments in Puerto Rico and other 
territories, commonwealths, and possessions may be affected by local, state, and regional factors. These 
may include, for example, economic or political developments, erosion of the tax base, and the possibility of 
credit problems.

Diversification does not ensure a profit or protect against a loss in a declining market.

This Market View may contain assumptions that are “forward-looking statements,” which are based on certain 
assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There 
can be no assurance that forward-looking statements will materialize or that actual returns or results will 
not be materially different from those described here.

Statements concerning financial market trends are based on current market conditions, which will fluctuate. 
There is no guarantee that markets will perform in a similar manner under similar conditions in the future.

Treasuries are debt securities issued by the U.S. government and secured by its full faith and credit.  Income 
from Treasury securities is exempt from state and local taxes.

Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s mar-
ket price. The average yield is the market-value-weighted average yield to maturity of a portfolio of bonds. 

Tax-equivalent yield is the pretax yield that a taxable bond needs to possess for its yield to be equal to that 
of a tax-free municipal bond. This calculation can be used to fairly compare the yield of a tax-free bond to 
that of a taxable bond in order to see which bond has a higher applicable yield.

The Bloomberg Barclays High Yield Municipal Bond Index is an unmanaged index consisting of 
noninvestment-grade, unrated or below Ba1 bonds. 

The Bloomberg Barclays Municipal Bond Index a rules-based, market-value-weighted index engineered 
for the long-term tax-exempt bond market.  Bonds must be rated investment-grade (Baa3/BBB- or higher) 
by at least two ratings agencies.  They must have an outstanding par value of at least $7 million and be 
issued as part of a transaction of at least $75 million. The bonds must be fixed rate, have a dated-date after 
December 31, 1990, and must be at least one year from their maturity date. 

The Bloomberg Barclays U.S. Aggregate Bond Index represents securities that are SEC-registered, taxable, 
and dollar denominated. The index covers the U.S. investment grade fixed rate bond market, with index compo-
nents for government and corporate securities, mortgage pass-through securities, and asset-backed securities. 
Total return comprises price appreciation/depreciation and income as a percentage of the original investment.

The Bloomberg Barclays U.S. Treasury Index is the U.S. Treasury component of the Bloomberg Barclays 
U.S. Government Index. The index includes public obligations of the U.S. Treasury with a remaining maturity 
of one year or more.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct 
investment.

The credit quality of the securities in a portfolio is assigned by a nationally recognized statistical rating 
organization (NRSRO), such as Standard & Poor’s, Moody’s, or Fitch, as an indication of an issuer’s credit-
worthiness. Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds rated ‘BBB’ or above are considered 
investment grade. Credit ratings ‘BB’ and below are lower-rated securities (junk bonds). High-yielding, non-
investment-grade bonds (junk bonds) involve higher risks than investment-grade bonds. Adverse conditions 
may affect the issuer’s ability to pay interest and principal on these securities.

To comply with Treasury Department regulations, we inform you that, unless otherwise expressly indicated, 
any tax information contained herein is not intended or written to be used, and cannot be used, for the pur-
pose of (i) avoiding penalties that may be imposed under the Internal Revenue Code or any other applicable 
tax law, or (ii) promoting, marketing, or recommending to another party any transaction, arrangement, or 
other matter.

The information is being provided for general educational purposes only and is not intended to provide 
legal or tax advice. You should consult your own legal or tax advisor for guidance on regulatory compliance 
matters. Any examples provided are for informational purposes only and are not intended to be reflective of 
actual results and are not indicative of any particular client situation.

The information provided is not directed at any investor or category of investors and is provided solely as 
general information about Lord Abbett’s products and services and to otherwise provide general investment 
education. None of the information provided should be regarded as a suggestion to engage in or refrain from 
any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide 
impartial investment advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are 
an individual retirement investor, contact your financial advisor or other fiduciary about whether any given 
investment idea, strategy, product or service may be appropriate for your circumstances.

The opinions in Market View are as of the date of publication, are subject to change based on subsequent 
developments, and may not reflect the views of the firm as a whole. The material is not intended to be 
relied upon as a forecast, research, or investment advice, is not a recommendation or offer to buy or sell 
any securities or to adopt any investment strategy, and is not intended to predict or depict the perfor-
mance of any investment. Readers should not assume that investments in companies, securities, sectors, 
and/or markets described were or will be profitable. Investing involves risk, including possible loss of 
principal. This document is prepared based on the information Lord Abbett deems reliable; however,  
Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult 
with a financial advisor prior to making an investment decision. Investors should consult with a financial 
advisor prior to making an investment decision.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.

Copyright © 2019 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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OUR FIRM
A singular focus on  
the management of  
money since 1929 

OUR MISSION
Delivering superior long-term 
investment performance  
and a client experience that  
exceeds expectations

OUR DIFFERENTIATORS
n Independent Perspective
n  Commitment to Active Management
n Intelligent Product Design

Want to learn more about our investment strategies?
Contact Lord Abbett at 888-522-2388 or visit us at www.lordabbett.com.


