
MARKET VIEW
MUNI BONDS: MAKING SENSE OF THE POST-TRUMP SLUMP

Concerns about the president-elect’s tax and fiscal policies have pressured the muni market in recent weeks. 
But investor assessments appear overly pessimistic..

MONDAY, DECEMBER 12, 2016

After a strong run for much of 2016, the municipal bond market 
has encountered some headwinds in recent weeks. The year 
started well, and the market still was able to weather an increase 
in interest rates from their July lows through mid-October. But 
things changed in the wake of the November 8th election of 
Donald Trump as U.S. president, and Republican majorities in 
both houses of the U.S. Congress. The broad Bloomberg Barclays 
Municipal Bond Index, which was up 3.1% for the year through 
November 8, has fallen 3.1% since then (through December 9), 
according to Bloomberg. The shift in investor sentiment was 
evident in muni-bond mutual fund flow data from Lipper: Muni 
funds’ streak of 54 consecutive weeks of positive inflows ended in 
the week ended October 19, and flows have turned sharply 
negative since the election.

What, exactly, has changed? Municipal bond investors are 
dealing with number of concerns related to potential policy initia-

tives under the newly elected U.S. president. In a recent Muni 
Matters column, Dan Solender, Lord Abbett Partner & Director of 
Municipal Bonds, explored key factors fueling investor concerns. 
Among them:  

n Potential changes to U.S. tax rates that may make tax-equiva-
lent yields less attractive

n The effect on muni-bond supply of planned increases in infra-
structure spending

n The potential for U.S. stimulus to lift interest rates, which could 
hurt longer-duration munis

In this Market View, we’ll attempt to explore the implications of 
these topics for muni-bond investors, using Solender’s analysis as 
a jumping-off point. We’ll also provide some context for muni 
investors who are examining their portfolios in light of the signifi-
cant political, economic, and market trends now in play. 
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CHART 1. MUNI BONDS HAVE PROVED RESILIENT AFTER PAST PERIODS OF FUND OUTFLOWS
HISTORICAL INVESTMENT FLOWS FOR MUNICIPAL-BOND MUTUAL FUNDS, JANUARY 2010–NOVEMBER 2016 (ESTIMATE) (CHART);  
TOTAL RETURN FOR INDICATED INDEXES DURING THE ONE YEAR AFTER THE PEAK MONTH OF OUTFLOWS IN EACH CYCLE (TABLE)  
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One-Year Total Return
12/31/10 – 12/31/11 06/30/13 – 06/30/14 06/30/15 – 06/30/16

Bloomberg Barclays Municipal Bond Index 10.7% 6.1% 7.7%
Bloomberg Barclays High Yield Municipal Bond Index 9.3% 3.9% 12.1%
Bloomberg Barclays Long (22+ Years) Municipal Bond Index 14.9% 8.0% 11.7%

Source: Bloomberg and Lipper.
Past performance is no guarantee of future results.  For illustrative purposes only and does not represent the performance of any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do 
not reflect the deduction of fees and expenses, and are not available for direct investment. 

https://www.lordabbett.com/en/perspectives/fixedincomeinsights/muni-matters-weighing-markets-biggest-concerns-2017.html
https://www.lordabbett.com/en/perspectives/fixedincomeinsights/muni-matters-weighing-markets-biggest-concerns-2017.html


TAX-RATE CHANGES

Trump has floated across-the-board tax cuts for individual 
filers, including a reduction in the top marginal tax rate, from 
39.6% to 33%. How might the municipal bond market react to 
lower income-tax brackets? A similar episode in the recent past 
may provide some clues. Solender cited the 2000–01 period, in 
which Republican George W. Bush was elected on a platform that 
included reducing tax rates. During 2000, the ratio of Municipal 
Market Data’s (MMD) ‘AAA’ rated municipal bond yield to 30-year 
U.S. Treasuries averaged 96%. Over the second half of the year, 
when President Bush was elected, the ratio stayed around an 
average of 96%. In 2001, when tax rates were first lowered, the 
ratio dropped to an average of 93% during the first half of the year, 
and then moved to a 94% average over the second half.

“If there had been excessive concern about the impact of lower 
tax rates,” Solender noted, “the ratio would have risen, because 
municipal bonds yields would have risen more than Treasury 
yields, leading to underperformance.” In fact, in 2001 municipal 
bonds actually outperformed Treasuries while tax rates were falling.  

What about now? Munis should retain their appeal even if tax 
rates are lowered under a Trump administration. As Table 1 shows, 
based on yields as of November 30, 2016, the nominal yields avail-
able on 10-year maturities of ‘AAA’ rated munis, as well as the 
broader muni market benchmark, the Bloomberg Barclays Munic-
ipal Bond Index (average credit rating of ‘AA’), exceeded the yield 
on 10-year U.S. Treasury securities—even before any tax effect. 
The tax-equivalent yields on each index were higher, at each of the 
43.4% top current bracket (which includes the 3.8% Medicare tax) 
and the 33% top rate floated by Trump’s team. Even for investors 
in the 28% tax bracket, municipal bonds offered attractive taxable 
equivalent yields versus comparable maturity Treasuries. 

History also may provide some insights on the tax-rate question. 
A report from Citi Research found that between 1980 and December 
2016, the top marginal tax rate for municipals has fluctuated in the 
range of 28–70%. Yet the report found no correlation between 
municipal yields and the top marginal tax rate. This is likely 
because the average tax rate for municipal holders has remained 
steady around 25% during the period surveyed. [Results may have 
differed during different intervals in the survey period.]

MUNI-BOND SUPPLY

Solender said another major concern for muni investors is how 
the proposed ramp-up in U.S infrastructure spending will be 
financed. Currently, a significant portion of the infrastructure 
needs in the United States is financed through the issuance of 
muni bonds. Any infrastructure plans proposed by Trump would 
need to be approved by Congress; Solender thinks their scope 
may be reduced given the fiscally conservative approach by con-
gressional leadership in recent years. “With tax-rate reductions 
likely, an off-the-chart amount for infrastructure spending is 
unlikely, unless projections of revenue increases are realized 
quickly,” he added.

Still, it is unclear if a significant infrastructure-led increase in 
muni issuance is likely, because Trump has discussed many other 
forms of financing. “The most likely outcome is to have some addi-
tional supply to supplement other forms of funding, but not a 
dramatic increase that would have a long-term dampening effect 
on the market,” Solender concluded.

INTEREST RATES

Sharp interest-rate increases in the past few weeks appear to 
have been fueled, in part, by perceptions that the scope of fiscal 
stimulus under the new administration could lead to large 
increases in economic growth—and rising inflation. Further, the 
stimulus might involve heavy issuance of government bonds, at 
least initially, and put upward pressure on U.S. Treasury rates. 
“Since most fixed-income markets move in the same direction as 
Treasuries, this also could weigh on municipal bond prices,” 
Solender said. 

But Solender noted that there is slow economic growth around 
the world, including in Europe and Japan, with no significant signs 
of inflation on the horizon; central bank actions to boost growth 
have met with little success. “Given the wide spread of yields on 
U.S. fixed income to those in Europe, it is likely that we are not far 
from a cap on U.S. rates,” he said. “The post-election market 
reaction in terms of U.S. bond yields just seems like it might be a 
little too much, too soon right now.” Indeed, as some observers 
have noted, the market appears to have priced an entire four years 
of Trump policy in only a few weeks. In the main, with global yields 
still low, U.S. muni yields appear even more attractive after the 
recent market action.

WHAT SHOULD MUNI INVESTORS FOCUS ON IN THE CURRENT 
ENVIRONMENT?

After taking the factors mentioned above into consideration, we 
think muni-bond investors should note the following:

1. We have seen this story before. 

Before the recent market activity, there have been three 
periods of significant outflows in municipal bond funds over the 
past seven years: November 2010–April 2011; March–December 
2013; and May–September 2015. Chart 1 shows what happened 
to three key muni market benchmarks one year after the peak 
month of outflows in each period. Although outflows continued 
for several months in each case, total returns were quite strong 
after one year.

The muni market’s historical resilience after episodes of heavy 
outflows is a point worth considering by investors who have been 
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TABLE 1. MUNIS’ TAX-EQUIVALENT YIELD RECENTLY 
TOPPED TREASURIES UNDER VARIOUS TAX RATES

Taxable Equivalent Yield at Tax Rate
Yield (11/30/2016) 43.4% 33.0% 28.0%

10-Year U.S. Treasury 2.38%
10-Year MMD AAA Municipal Index 2.52% 4.45% 3.76% 3.50%
Bloomberg Barclays 
Municipal Bond Index (10-Year) 2.79% 4.92% 4.16% 3.88%

Source: Bloomberg and Thomson Reuters Municipal Market Data. Bloomberg Barclays Index data represent a 
maturity-specific subset of the Bloomberg Barclays Municipal Bond Index.
Note: Tax rates depicted represent the top marginal tax bracket, 43.4% (39.6% income tax rate and 3.8% in 
Medicare tax); the 33% top rate proposed under President-elect Trump’s tax reform plan; and the 28% bracket. 
These tax rates do 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. 
Past performance is no guarantee of future results. For illustrative purposes only and does not represent 
the performance of any specific portfolio managed by Lord Abbett or any particular investment.  Lower-rated 
bonds may carry greater risks than higher-rated bonds. Income from municipal bonds may be subject to the 
alternative minimum tax. Federal, state, and local taxes may apply. Indexes are unmanaged, do not reflect the 
deduction of fees and expenses, and are not available for direct investment.



concerned by the recent market action (although past perfor-
mance is no guarantee of future results). (See how two Lord Abbett 
strategies fared under these conditions.) But what happens over 
the longer term? Looking over the past seven years, which encom-
passed all of the outflow cycles mentioned above, the average 
seven-year returns, as of December 6, 2016, for the Bloomberg 
Barclays muni indexes listed in the table adjoining Chart 1 would 
have been 4.0% for the Municipal Bond Index, 5.6% for the Long 
Municipal Bond Index, and 6.5% for the High Yield Municipal Bond 
Index. The broad taxable bond market, as represented by the 
Bloomberg Barclays U.S. Aggregate Bond Index, would have 
returned just 3.5%.

As you may have figured, the total return for the muni indexes 
came from predominantly from tax-free income. The lesson here 
is that those muni investors who stayed the course over the past 
seven years during the intervals of market selling saw solid per-
formance in their portfolios.

2. The factors that have made munis attractive are still  
in place.

In his article, Solender summed up a number of positive  
attributes of muni bonds in the current market, three of which 
we’ll emphasize here:

n Tax-equivalent yields recently were at attractive levels.

n Munis historically have weathered rising tax rates rather well.

n The large recent increase in U.S. interest rates may be nearing 
its end.

Recent moves by investors might suggest that “they are putting 
a larger risk premium on the market due to the uncertainty of 
various scenarios for the muni sector,” noted Solender, “but it is 
possible that they might be overly pessimistic about future 
outcomes.” When municipal bond rates were more than a full 
percent lower back in July, there were large flows into municipal 
bond mutual funds. But with tax-equivalent yields much higher 
now, Solender thinks that it is likely that after the current volatility, 
investors will recognize that “the asset class looks relatively 
attractive, and that outcomes for the policy and economic issues 
that keep them awake at night might not be so negative after all.”
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IMPORTANT INFORMATION
A Note about Risk: 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. Investments in Puerto Rico and other U.S. 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.

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.

This material is provided for general and educational purposes only.  The examples provided are hypothetical, are for illustrative purposes only, and are not indicative of any particular investor situation.

There is no guarantee that markets will perform in a similar manner under similar conditions in the future.

Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s market price. 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 Municipal Bond Index is a rules-based, market-value-weighted index engineered for the long-term tax-exempt bond market. The index is a broad measure of the municipal bond market with 
maturities of at least one year. To be included in the index, bonds must be rated investment-grade (Baa3/BBB- or higher) by at least two of the following ratings agencies: Moody’s, Standard & Poor’s, Fitch. If only two 
of the three agencies rate the security, the lower rating is used to determine index eligibility. If only one of the three agencies rates a security, the rating must be investment-grade. Bonds 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 Municipal Bond 10-Year and 22+ Year Indexes are maturity-specific components of the Municipal Bond index.

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

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 
components 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 MMD 10-Year AAA Municipal Index calculates the yield on 10-year maturities of AAA-rated U.S. municipal securities based on proprietary data from Thomson Reuters Municipal Market Data. 

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 creditworthiness.  
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. 

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 performance 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 carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett Funds. This and other important information is contained in the Fund’s summary 
prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your investment professional, Lord Abbett Distributor LLC at 888-522-2388 or 
visit us at lordabbett.com. Read the prospectus carefully before you invest.
Copyright © 2016 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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