


Municipal Bonds in Focus

June 2024



Market Update



Key Takeaways

•Intermediate and long municipal bonds were negative for the 
quarter while high yield was positive. Tax-Equivalent Yields remain 
compelling option for tax sensitive investors

•Relative valuations to Treasuries have continued to cheapen amid 
favorable technical backdrop

•Fundamentals remain well positioned given the increase in 
reserves over the past four years, resulting in tightening spreads

•The yield curve remains inverted, strengthening the case for 
dynamic allocations and active management
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Performance

5

• Intermediate to long municipal bonds 
had negative returns for the quarter 
driven by rising rates

•High yield and short bonds 
outperformed on tightening spreads and 
falling short rates

•Current tax equivalent yields (TEY) may 
provide an attractive entry point

• Intermediate yield/duration is 
compelling relative to taxable core bonds

Source: Morningstar Direct. As of June 30, 2024. Source: FactSet. As of June 30, 2024.
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Performance

Q2 Q1

Index

Yield To 

Worst TEY Duration TEY/D

Bbg Municipal (1-3 Y) 3.4 5.4 1.7 3.3

Bbg Municipal 5 Year 3.4 5.4 3.6 1.5

Bbg Municipal Bond 3.7 5.9 6.1 1.0

Bbg Municipal Revenue 3.8 6.0 6.4 0.9

Bbg Municipal Local GO 3.7 5.8 6.5 0.9

Bbg Municipal State GO 3.4 5.4 4.7 1.2

Bbg Municipal High Yield 5.4 8.6 10.0 0.9

Bbg US Aggregate 5.0 6.2 0.8

Bbg US HY - Corporate 7.9 3.7 2.1

TEY ("Tax Equivalent Yield“) is calculated as: Yield to Worst/(1-Tax Bracket) and is using 

a 37% tax bracket



Technicals
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•The yield curve flattened during the 
quarter as intermediate yields rose faster 
than long yields

•However, the curve remains inverted. The 
current environment presents 
opportunities for dynamic allocations

• There is still a lot of demand left to come 
back to municipal markets; future 
catalysts (rate cuts) and technicals are 
supportive to prices

•YTD there is 32% more supply and 
double the demand of all of 2023. Flows 
have begun to return to intermediate and 
long duration

Source: FactSet. As of June 30, 2024. Source: SIFMA and Morningstar. As of June 30, 2024.

2.5

2.7

2.9

3.1

3.3

3.5

3.7

3.9

1
M

3
M

5
M

7
M

9
M

1
1
M 2
Y

4
Y

6
Y

8
Y

1
0
Y

1
2
Y

1
4
Y

1
6
Y

1
8
Y

2
0
Y

2
2
Y

2
4
Y

2
6
Y

2
8
Y

3
0
Y

AAA Yield Curve

6/30/2024 - Yield 4/1/2024 - Yield 6/30/2023 - Yield

-30%

-20%

-10%

0%

10%

20%

30%

-400

-300

-200

-100

0

100

200

300

400

500

600

Supply and Demand

Net Flows ($bn) LHS Issuance ($bn) LHS

Y/Y Supply RHS



Valuation
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•Valuations continued to cheapen during 
the second quarter

• Intermediate duration (4-6) M/T ratio is 
above the two-year average

•Health and Utility sectors have produced 
strongest YTD returns 

•Yields are attractive in Health, Airport, 
and Multi-Family Housing

Source: FactSet. As of June 30, 2024. Source: FactSet. As of June 30, 2024.
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Sector YTW Duration

YTD 

Return

ICE BofA US Health 4.6 7.6 5.3

ICE BofA US Multi-Family 4.1 6.8 1.3

ICE BofA US Hospital 4.1 7.4 1.4

ICE BofA US Airport 4.1 6.7 1.1

ICE BofA US Utility 4.0 5.2 2.0

ICE BofA US Insured Bond 3.9 7.7 0.4

ICE BofA US Power 3.8 5.7 1.0

ICE BofA US Education 3.6 6.9 0.4

ICE BofA US Water 3.6 6.5 0.5

ICE BofA US Tobacco 3.6 5.2 1.8



•Higher quality yields have increased

•High Yield Muni yields have decreased 
on tightening spreads, though dispersion 
remains wide

Fundamentals
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•Robust tax collections, reserves, and 
revenues have continued to support 
fundamentals

• Spreads have tightened below first 
standard deviation levels

Source: FactSet. As of June 30, 2024. Source: FactSet. As of June 30, 2024.
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Elections
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Performance During Presidential 
Elections

Bloomberg Municipal 5 Yr Bloomberg HY Muni

Average 
Intermediate 

Return 
During an 

Election Year

4.6%

Average 
Intermediate 

Return 
Following an 
Election Year

4.8%

•Munis have generally posted 
positive absolute returns during 
election years

•Average return during non-election 
years was 2.9%

•Average returns during, and 
immediately following, election 
years have been positive regardless 
of political party outcomes

•This suggests elections may create 
noise rather than a market event

Source: Electoral Colleges, Wikipedia, 1988 - 2024. Red indicates Republican 

winner, Blue indicates Democratic winner. 

Source: Morningstar.



Manager Update



Key Takeaways

•Belle Haven continues to provide consistent results. Breckinridge 
has lagged

•Spread and barbell biased managers, PNC and CWH respectively, 
have benefitted from the current environment

•Dynamic allocations have been additive. Baird Strategic Bond has 
outperformed and delivered strong absolute returns YTD

•Positive developments with PREPA bonds have helped MacKay 
Credit Opps returns rebound
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Conceptual Platform

Duration
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Recommended Model Analysis

Baird 

Strategic Breckinridge Belle Haven MacKay

Breck / 

Mackay

Belle / Baird / 

Mackay

Breck / 

Mackay / 

BlkSIO

Belle / Baird / 

Mackay / 

BlkSIO

YTW 4.2 3.2 3.6 4.9 3.3 4.0 3.5 4.2

TEY 6.7 5.0 5.8 7.8 5.2 6.3 5.6 6.6

Duration 4.0 4.6 3.7 9.4 4.9 4.2 4.8 4.2

TEY/D 1.7 1.1 1.5 0.8 1.1 1.5 1.2 1.6

Source: Morningstar Direct.



Recommended Model Analysis
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Since Recommendation
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Breckinridge/Mackay Belle/Baird/Mackay

$17,160

$60,435

25.7

60.3

9
1.9 3.0
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8.7
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Source: Morningstar Direct.
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Disclosures and Definitions

This document is intended for the exclusive use of clients or prospective clients of PCS Advisors. Any additional dissemination or distribution is strictly prohibited. 

Information provided in this document is for informational and/or educational purposes only and is not, in any way, to be considered investment advice nor a 

recommendation of any investment product or service. Advice may only be provided after entering into an engagement agreement and providing PCS Advisors with all 

requested background and account information. 

In partnership with Fiducient Advisors, the included information has been obtained from a variety of sources believed to be reliable though not independently verified. Any 

forecasts represent future expectations and actual returns, volatilities and correlations will differ from forecasts. Past performance does not indicate future performance 

and there is a possibility of a loss.

Please visit www.pcsbd.net/disclosures for other important disclosures. Private Client Services is an SEC Registered Investment Advisor doing business as PCS 

Advisors. For information about Fiducient Advisors please visit www.fiducientadvisors.com.

When referencing asset class returns or statistics, the following indices are used to represent those asset classes, unless otherwise noted. Each index is unmanaged, and 

investors can not actually invest directly into an index: 

Intermediate Muni:  Bloomberg Municipal Bond 5 Year (4-6) Total Return Index 

High Yield Municipals:  Bloomberg Muni High Yield Total Return Index

AAA Yield Curve:   S&P US Muni AAA Curve

1-2 Y M/T:   ICE BofA US General Obligation Municipal Securities (1-2 Y) - Yield to Worst / US Benchmark Bond - 1 Year – Yield

4-6 Y M/T:   ICE BofA US General Obligation Municipal Securities (4-6 Y) - Yield to Worst / US Benchmark Bond - 5 Year – Yield

7-12 Y M/T:   ICE BofA US General Obligation Municipal Securities (7-12 Y) - Yield to Worst / US Benchmark Bond - 10 Year – Yield

17-22 Y M/T:   ICE BofA US General Obligation Municipal Securities (17-22 Y) - Yield to Worst / US Benchmark Bond - 20 Year – Yield

HYM – AAA Spread:   Bloomberg Muni High Yield Total Return Index Yield to Worst – Bloomberg Municipal Bond AAA Total Return Index Yield to Worst

AAA:   Bloomberg Municipal Bond AAA Total Return Index Yield to Worst

AA:   Bloomberg Municipal Bond AA Total Return Index Yield to Worst

A:   Bloomberg Municipal Bond A Total Return Index Yield to Worst

BBB:   Bloomberg Municipal Bond BBB Total Return Index Yield to Worst

HY:   Bloomberg Muni High Yield Total Return Index Yield to Worst

26
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Material Risks & Limitations

Fixed Income securities are subject to interest rate risks, the risk of default and liquidity risk. U.S. investors exposed to non-U.S. fixed income may also be subject to 

currency risk and fluctuations. 

Cash may be subject to the loss of principal and over longer period of time may lose purchasing power due to inflation.   

27



Disclosures – Index & Benchmark Definitions
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Index & Benchmark Definitions

Fixed Income

• Bloomberg U.S. Aggregate 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.

• Bloomberg U.S. Corporate High Yield Index covers the universe of fixed rate, non-

investment grade debt. Eurobonds and debt issues from countries designated as emerging 

markets (sovereign rating of Baa1/BBB+/BBB+ and below using the middle of Moody’s, 

S&P, and Fitch) are excluded, but Canadian and global bonds (SEC registered) of issuers 

in non-EMG countries are included.

• The Bloomberg Municipal Bond 1-3 Year Index is another benchmark index used to 

track the performance of municipal bonds with maturities ranging from 1 to 3 years. 

Municipal bonds are debt securities issued by state and local governments to finance 

public projects such as roads, schools, and infrastructure.

• The Bloomberg Municipal Bond 5-Year (4-6) Index is a benchmark index used to track 

the performance of municipal bonds with maturities ranging from 4 to 6 years. Municipal 

bonds are debt securities issued by state and local governments to finance public projects 

such as roads, schools, and infrastructure.

• Bloomberg Muni Index is a rules-based, market-value-weighted index engineered for the 

long-term tax-exempt bond market. Bonds must be rated investment-grade by at least two 

ratings agencies.

• Bloomberg High Yield Municipal Bond Index covers the universe of fixed rate, non-

investment grade debt.

• The Bloomberg Municipal Revenue Bond Index is a benchmark index used to track the 

performance of municipal revenue bonds. Municipal revenue bonds are a type of municipal 

bond that is backed by the revenue generated from specific projects or facilities, such as 

toll roads, airports, utilities, hospitals, or other revenue-generating infrastructure.

• The Bloomberg State General Obligation (GO) Index is a benchmark index used to 

track the performance of state general obligation bonds. State general obligation bonds 

are municipal bonds issued by state governments and backed by the full faith and credit of 

the issuing state. They are considered one of the safest types of municipal bonds because 

they are backed by the taxing power of the state government.

• The Bloomberg Local General Obligation (GO) Index is a benchmark index used to 

track the performance of local general obligation bonds. Local general obligation bonds are 

municipal bonds issued by local governments, such as cities, counties, or other local 

authorities, and backed by the full faith and credit of the issuing local government.

• The ICE BofA US General Obligation Municipal Securities (1-2 Y) Index, formerly 

known as the Merrill Lynch US General Obligation Municipal Securities (1-2 Y) Index, is a 

benchmark index used to track the performance of US general obligation municipal 

securities with maturities ranging from 1 to 2 years. 

• The ICE BofA US General Obligation Municipal Securities (4-6 Y) Index, formerly 

known as the Merrill Lynch US General Obligation Municipal Securities (4-6 Y) Index, is a 

benchmark index used to track the performance of US general obligation municipal 

securities with maturities ranging from 4 to 6 years. 

Index & Benchmark Definitions

Fixed Income

• The ICE BofA US General Obligation Municipal Securities (7-12 Y) Index, formerly 

known as the Merrill Lynch US General Obligation Municipal Securities (7-12 Y) Index, 

is a benchmark index used to track the performance of US general obligation municipal 

securities with maturities ranging from 7 to 12 years. 

• The ICE BofA US General Obligation Municipal Securities (17-22 Y) Index, formerly 

known as the Merrill Lynch US General Obligation Municipal Securities (17-22 Y) Index, 

is a benchmark index used to track the performance of US general obligation municipal 

securities with maturities ranging from 17 to 22 years. 

• The Bloomberg Municipal Bond AAA Total Return Index is a benchmark index used 

to track the performance of AAA-rated municipal bonds in the United States. Municipal 

bonds are debt securities issued by state and local governments to finance public 

projects such as roads, schools, and infrastructure. Bonds with AAA ratings are 

considered to have the highest credit quality, indicating a low risk of default.

• The Bloomberg Municipal Bond AA Total Return Index is a benchmark index used 

to track the performance of AA-rated municipal bonds in the United States. Municipal 

bonds are debt securities issued by state and local governments to finance public 

projects such as roads, schools, and infrastructure. Bonds with AA ratings are 

considered to have high credit quality, indicating a lower risk of default compared to 

lower-rated bonds.

• The Bloomberg Municipal Bond A Total Return Index is a benchmark index used to 

track the performance of A-rated municipal bonds in the United States. Municipal bonds 

are debt securities issued by state and local governments to finance public projects 

such as roads, schools, and infrastructure. Bonds with A ratings are considered to have 

a relatively high credit quality, indicating a lower risk of default compared to lower-rated 

bonds.

• The Bloomberg Municipal Bond BBB Total Return Index is a benchmark index used 

to track the performance of BBB-rated municipal bonds in the United States. Municipal 

bonds are debt securities issued by state and local governments to finance public 

projects such as roads, schools, and infrastructure. Bonds with BBB ratings are 

considered to have a moderate credit quality, indicating a higher risk of default 

compared to higher-rated bonds.
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