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MARKET REVIEW 

Municipals Market Review QTD YTD 

Bloomberg Municipal Bond Index 2.78% 2.78% 

Bloomberg High Yield Municipal Bond Index 2.73% 2.73% 

Bloomberg Municipal Bond Index (2-4) 1.35% 1.35% 

Bloomberg Municipal Bond Index (8-12) 2.76% 2.76% 

Bloomberg Municipal Bond Index (22+) 4.27% 4.27% 

Bloomberg Municipal Bond (AAA) 2.50% 2.50% 

Bloomberg Municipal Bond (AA) 2.65% 2.65% 

Bloomberg Municipal Bond (A) 3.01% 3.01% 

Bloomberg Municipal Bond (BAA) 3.71% 3.71% 
Source: FactSet. Past performance is not a reliable indicator or guarantee of future results.  Due to market volatility, the market 
may not perform in a similar manner in the future. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not 
available for direct investment. The index data provided is not representative of any Lord Abbett product. 
 

 The municipal market, as represented by the Bloomberg Municipal Bond Index, returned 2.78% during the first quarter 
of 2023. This was the second consecutive quarter of positive performance for the municipal market. Returns for January, 
February and March were +2.87%, -2.26%, and +2.22%, respectively. 

 The first quarter started with the best January performance for the market since 2009 as rates rallied on the back of a 
decline in inflation expectations and a supportive technical backdrop. These trends reversed in February and the market 
sold off amid a resurgence of monetary policy and inflation uncertainties given a higher-than-expected CPI print, strong 
economic data releases and hawkish Fed speak. However, by early March through the end of the quarter, the market 
was supported by a flight to quality and rallying Treasury yields given the growing pressures on regional banks. 

 Overall, municipal yields1 fell across the curve and longer-term bonds outperformed shorter-term bonds. Generally, the 
curve remains upward sloping. However, it is inverted on the short end while showing steepness beyond 10-year 
maturities. More specifically, short-term yields (1-4 years) are inverted, while the 4-10 range remains flat, with little 
incremental yield advantage. Beyond 10-years (10–20) the curve shows considerable steepness and its slope increased 
form 74 bps to start the quarter to 83 bps by the end of March. 

 Regarding sector performance2, the Housing, Leasing and Health Care sectors led over the quarter. The Industrial 
Development sector underperformed over the period, particularly due to spread widening in March in parts of the sector 
following the string of regional bank failures.   

 In terms of credit quality performance, lower quality investment grade bonds2 outperformed higher quality bonds, 
partially due to the risk rally in January. For the quarter, the high yield segment of the municipal bond market, as 
represented by the Bloomberg High Yield Municipal Bond Index, returned 2.73% over the quarter and HY spreads (as 
represented by the HY Index – AAA) widened over the period, particularly in March. 

 According to Lipper data3, demand strengthened at the start of the quarter with municipal bond funds registering the 
longest streak of inflows since 2021 from mid-January into February. Along the same lines, open-ended fund inflows 
overtook flows into ETFs in the beginning of the year, a reversal of the trend witnessed for much of last year. However, 
demand softened by mid-February and into March with the resumption of rate volatility. Overall, the municipal bond 
funds saw roughly -$1.7 billion in net flows for the first quarter. Other products such as separately managed accounts 
experienced positive flows, illustrating strong demand in some market segments given higher yields. 

SHORT DURATION HIGH INCOME MUNICIPAL BOND 
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 In terms of supply, total issuance in the first quarter was significantly below the same period in 2022. Tax-exempt supply 
for the period came in 23% below the first quarter of 2022 and taxable issuance was 50% lower over the same period3. 

 Calendar Year 2022 tax receipts from state governments grew at a 13% rate versus the previous year and have jumped 
by roughly a third from pre-pandemic levels3. Similarly, the level of States’ rainy-day funds hit historic highs in Fiscal 
Year 2022. On the other side of the equation, expenditures by State governments grew by 18% in Fiscal Year 2022 
according to preliminary figures, representing the highest growth in spending in over four decades.  

 According to S&P, upgrades of municipal bonds have continued to outpace downgrades in 2023. Year to date through 
the end of February, the upgrade/downgrade ratio for municipal bonds was roughly 2.7x.3 

PORTFOLIO REVIEW 

 The Fund returned 1.72%, reflecting performance at the net asset value (NAV) of class I Shares with all distributions 
reinvested, for the quarter ended March 31, 2023. The Fund’s secondary benchmark, a 50%/50% blend of the 
Bloomberg Municipal 1-8 Year Index and the Bloomberg Municipal High Yield 1-8 Year Index4, returned 1.81% during 
the same period. 

 Security selection and the Fund’s sector allocation were the primary drivers of underperformance over the period. Most 
notably, an overweight allocation to, as well as security selection within, the Industrial Development sector detracted 
from relative performance. In the latter half of the quarter, Prepaid Gas Bonds, within the IDR Sector, experienced 
selling pressures after the turmoil within the Regional Banking sector. Therefore, the Fund’s overweight to this part of 
the sector dragged on relative performance.  

 The Fund’s duration positioning was the primary contributor to relative performance. Over the quarter, yields fell across 
the curve on the back of decreasing Treasury yields, particularly during the January rally and the flight to quality in 
March. Therefore, the Fund’s longer duration relative to the benchmark contributed to relative returns. Additionally, the 
Fund’s yield curve positioning led to a slight positive impact on relative performance. Specifically, an underweight to the 
2-year key rate, where yields fell less, and an overweight to the 10-year key rate, where yields fell more, contributed to 
relative performance.    

 The Fund’s quality allocation also led to a positive impact on relative performance, predominantly driven by an 
overweight to BBB-rated bonds, which outperformed over the quarter, most notably in the risk on environment in the 
beginning of the quarter.  

STRATEGY POSITIONING & OUTLOOK 

 Through the market sell off last year and the record outflows across the municipal bond mutual fund industry, we 
successfully met all liquidity needs while maintaining overweights to parts of the market that we view as having strong 
long-term performance potential. Many of these segments of the market underperformed due to low demand, such as 
bonds subject to AMT, IDR bonds as well as lower rated investment grade and non-investment grade credits. As flows 
have stabilized, these parts of the market have slowly started coming back but still have not fully rebounded.  

 Although primarily invested in non-investment grade bonds, the Funds is overweight ‘A’ and ‘BBB’ rated bonds relative 
to the secondary benchmark to provide diversification and enhance liquidity. We also believe that lower quality 
investment grade bonds are showing attractive relative value in the current market environment. 

 Over the quarter, we have increased the Fund’s weighting to shorter call bonds (<3 years) to gain exposure to attractive 
short-term yields given the inverted yield curve. 

 We remain overweight IDR bonds and have continued to add to this sector over the quarter. Many of the issuers within 
the sector, particularly those tied to commodities, are in a strong fundamental position. In regard to prepaid gas bonds, 
there has been modest spread widening amid the regional bank pressures; however, most of our prepaid gas exposure 
is backed by the larger banks, which arguably stand to benefit from the regional banking pressures.  We remain positive 
on these credits primarily given their strong liquidity, attractive yields and generally shorter maturities. 
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 In regard to Health Care Sector, Hospitals experienced a challenging 2022 amid increasing labor and supply expenses, 
which lead to operating deficits for many issuers within the sector. While lower quality hospitals trailed over the quarter, 
partially due to 2022’s financials, we have expected this selling pressure and have been selectively buying into the 
weakness. We believe that headwinds have peaked for the sector overall and the pace of downgrades will ease 
considerably going forward. However, security selection will remain crucial, as there should be clear winners and losers. 
We favor larger hospital systems with a diversified geographic presence, strong liquidity and attractive market shares.  

OUTLOOK 

 With expectations of a pause by the Federal Reserve and the market pricing in the potential for cuts later in 2023, many 
investors are expecting easing inflationary pressures and/or slowing economic growth. We believe either dynamic could 
be supportive for both municipal bond fund flows as well as general market performance.  

 After last year’s historic sell off, the risk-reward dynamic for municipal bonds is one of the best it has been in recent 
history, in our view. Given the elevated level of yields, which provides more cushion for total returns, upside and 
downside scenarios going forward are much more favorable compared to 18 months ago. With grossed up tax 
equivalent yields ending the quarter around 9%, high yield municipals offer long-term performance potential similar to 
equities, which historically, has represented an attractive entry point. 

 Some market participants have expressed worry of the recent pressure on regional banks resulting in selling pressures 
in longer-dated municipal bonds. While we believe this may be a very small possibility, we think any market weakness 
would be temporary and non-systemic. Considering the policy tools announced by the Federal Reserve supporting bank 
liquidity and the low level of new bond issue supply, we believe if banks were to increase selling of municipal bond 
positions to accommodate withdrawals it would most likely have a relatively muted impact. 

 Municipal fundamentals remain strong, as evidenced by continued strength in tax revenue growth, rainy day fund 
balances, and upgrade/downgrade trajectories. Having said that, the historic strength of the fundamental backdrop is 
showing signs of peaking after a record-setting two years. 

 While we expect growth of State revenues and rainy-day balances to decline to more normalized levels, many municipal 
issuers have reduced expenses and used the record revenues and federal support to pay down debt. Therefore, we 
believe many are in a better fundamental position than they were pre-pandemic and investment grade municipal credit 
will continue to show resilience.  In terms of HY, we expect defaults to rise slightly off last year’s historic lows but remain 
relatively immaterial in the context of the overall market. Given the increase in yields since the start of 2022, we are 
finding that some high yield municipals, particularly longer-dated credits, are trading very close to recovery rates, 
minimizing the inherent credit risk.   

 While inflationary pressures have increased labor and financing costs for many municipal issuers, we think that much 
of this negative impact is being offset by rising revenues from both the larger tax base and increased economic activity. 

 In terms of the technical backdrop, we expect demand to continue to recover and sustained inflows to resume once rate 
volatility decreases. This dynamic started to play out in January, as Treasuries rallied, and the municipal market 
experienced its longest streak of weekly inflows since 2021. Additionally, we are seeing evidence of last year’s record 
amount of tax loss selling decreasing to a more normalized level.   

 We expect supply to pick up somewhat in the remainder of the year, though it is likely to remain at below average levels, 
particularly in lower quality deals in which the higher level of rates has lessened the viability of projects that seemed 
more economical 18 months prior when rates were lower. Many issuers have avoided issuing new bonds given the 
more expensive financing costs, rate volatility and strong reserves, but we believe supply will increase somewhat in the 
coming months. While an extreme supply glut would pressure the market, we believe that an increase in issuance to 
more normalized levels will be a positive as price discovery will improve along with broader market confidence. 
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Credit Quality Distribution 

  
Source: Lord Abbett and Bloomberg Index Services Limited, as of 3/31/2023 

Performance as of 3/31/2023 

 
1Q23 1 Year 3 Years 5 Years 

Since 

Inception5 

Class I Share at Net Asset Value 1.72% -1.72% 1.45% 1.51% 2.06% 

Bloomberg Municipal 1-8 Year Index4 1.68 1.70 0.67 1.61 1.52 

50% Bloomberg 1-8 Year Municipal Index / 
50% Bloomberg 1-8 Year High Yield 
Municipal Index4 

1.81 1.32 2.15 2.86 1.88 

 

Expense Ratios: 0.45% 
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1 MMD AAA GO Yields 
2 Barclays as of 3/31/2023 
3 JPM Markets 
4 Source: Bloomberg. The Bloomberg Barclays 1-8 Year Municipal Bond index is the 1-8 year component of the Municipal Bond index. 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. 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 Bloomberg Barclays 1-8 Year High Yield Municipal Bond index is the 1-8 

year component of the High Yield Municipal Bond index. The Bloomberg Barclays High Yield Municipal Bond index is an unmanaged index consisting of 

noninvestment-grade, unrated or below Ba1 bonds. 
5 Inception 6/15/2015 
Performance data quoted reflect past performance and are no guarantee of future results. Current performance may be 
higher or lower than the performance quoted. The investment return and principal value of an investment in the Fund will 
fluctuate so that shares, on any given day or when redeemed, may be worth more or less than their original cost. You can 
obtain performance data current to the most recent month end by calling Lord Abbett at (888) 522-2388 or referring to our 
website at lordabbett.com. 

A Note about Risk: The value of an investment in the Fund will change as interest rates fluctuate in response to market movements. When interest 
rates rise, the prices of debt securities are likely to decline, and when interest rates fall, the prices of debt securities tend to rise. High yield securities, 
sometimes called “junk bonds”, carry increased risks of price volatility, illiquidity, and the possibility of default in the timely payment of interest and 
principal. A portion of the income derived from the Fund’s portfolio 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. In addition, the Fund is subject to other types of risks such as call, credit, and general market 
risks. The Fund may invest in bonds of issuers in Puerto Rico and other U.S. territories, commonwealths, and possessions, and 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. Stockholders should consult their tax advisors for more specific information on taxation. These factors can affect Fund performance. 
The Fund’s portfolio is actively managed and is subject to change.  

Credit Quality Breakdown: Ratings provided by Standard & Poor's, Moody's, and Fitch. Where the rating agencies rate a security differently, Lord 
Abbett uses the higher credit rating. For a security with both a short-term and a long-term rating, Lord Abbett has categorized the security in the chart 
above using its short-term rating only. 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. A portion of the portfolio's 
securities are not rated. A-1/MIG1, A-2/MIG2 and A-3/MIG3 designations denote securities with less than a three-year maturity as well as superior (A-
1/MIG1), strong (A-2/MIG2) and favorable (A-3/MIG3) credit quality. The credit quality breakdown is not an S&P credit rating or an opinion of S&P as to 
the creditworthiness of such portfolio. Credit quality allocation reflects market value weightings. 

The performance table above is based on Class I shares. Average Annual Total Returns are based on changes in the net asset value and assume 
reinvestment of all distributions, and do not reflect deduction of any front-end sales charges which are not applicable for Class I shares. Returns for less 
than one year are not annualized.  

Expense ratio information: For the period from February 1, 2021 through January 31, 2023, Lord, Abbett & Co. LLC (“Lord Abbett”) has contractually 
agreed to waive its fees and reimburse expenses to the extent necessary to limit total net annual operating expenses, excluding any applicable 12b-1 
fees, acquired fund fees and expenses, interest-related expenses, taxes, expenses related to litigation and potential litigation, and extraordinary 
expenses, to an annual rate of 0.44% for Class F3 and to an annual rate of 0.50% for each other class. This agreement may be terminated only by the 
Fund’s Board of Directors.  

Bloomberg Index Information: 
Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively 
“Bloomberg”). Bloomberg owns all proprietary rights in the Bloomberg Indices. Bloomberg does not approve or endorse this material, or guarantee the 
accuracy or completeness of any information herein, or make any warranty, express or implied, as to the results to be obtained therefrom and, to the 
maximum extent allowed by law, shall not have any liability or responsibility for injury or damages arising in connection therewith. 
 

The views and information discussed in this commentary are as of March 31, 2023, are subject to change, and may not reflect the views of the firm as a 
whole. The views expressed in market commentaries are at a specific point in time, are opinions only, and should not be relied upon as a forecast, 
research, or investment advice regarding a particular investment or the markets in general. 

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. 

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.  

NOT FDIC INSURED-NO BANK GUARANTEE-MAY LOSE VALUE 


