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Investors should take advantage of the increased supply of bonds ahead of the redemption season (UBS).

How can investors benefit from
recent muni trends?
02 July 2024, 6:17 pm CEST, written by UBS Editorial Team

June's declining yields have pushed investment-grade munis into positive territory for the year, with the yield
curve showing signs of normalization. Despite rich valuations relative to Treasuries, high-quality long-duration
bonds remain attractive, especially for investors in high-tax states.

June gains brings muni returns into positive territory

On a year-to-date (YTD) basis, IG munis are now posting a gain of 0.1%, helped by declining yields in June. Over the
past month the 2s10s on AAA muni curve has continued to steepen while the 10s30s flattened some more. The shape
of the curve continues to normalize, although the 2s10s portion remains inverted. Despite softening yields, the long end
still looks attractive to us given our lower rate outlook by year-end. Valuation continues to skew rich with the 10-year
muni, as the Treasury ratio is now at 66%, compared to its three-year average of 72%. However, taxequivalent yields on
high-quality bonds, particularly in high tax states such as New York and California, remain attractive from a long-term
investment perspective.

Outlook

Lower inflation and favorable summer technicals, powered by heavy bond redemptions, should help near-term
performance, albeit tempered by strong supply and still rich valuations relative to Treasuries. The municipal credit outlook
remains stable given our expectation of a soft landing. A and BBB spreads remain tight relative to historical levels. We
continue to favor long duration high-quality bonds.

As the Presidential election draws near and the politics of fiscal deficits and national debt assume more prominence,
we expect more headlines about the federal tax exemption on municipal bonds being at risk of elimination. However,
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despite the heightened focus, we believe the municipal tax exemption will remain, albeit with some potential limited
modifications. Finally, hurricane season is upon us. Given the rising frequency and cost of weather-related events, we
encourage investors to consider physical climate risk factors when building a balanced and diversified municipal bond
portfolio by state and sector, avoiding home state bias.

RECOMMENDATIONS AND PREFERENCES

• Take advantage ahead of the redemption season and increased supply: In the near term, we continue to see an
opportunity to place assets into the muni market ahead of a heavy wave of seasonal bond redemptions expected this
summer. Robust supply might temper performance but also helps investors with a wider choice of bonds in which
to invest.

• Lock-in high taxable equivalent yields (TEYs):TEYs on longer-dated munis of around 7.5% for investors in top tax
brackets in New York and California are particularly attractive.

• Curve positioning: We favor longer-dated high-quality bonds for a more durable source of income with capital gains
potential. Investors could also consider some smaller allocations to the short end to create barbell portfolios and the
intermediate portion of the curve to take advantage of recent steepening of the 2s10s.

• Credit quality and sectors: Given relatively tight spreads on lower-rated bonds we see better value in higher-quality
issuers.
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Read the full report Yield and Income: Summer simmer 27 June 2024

Important information
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and
Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and brokerage
services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different
laws and separate contracts. It is important that you carefully read the agreements and disclosures UBS provides to you about
the products or services offered. For more information, please visit our website at www.ubs.com/workingwithus.
© UBS 2024. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors. The
two sources operate independently and may therefore have different recommendations. The various research content provided
does not take into account the unique investment objectives, financial situation or particular needs of any specific individual
investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of UBS AG
and an affiliate of UBS International Inc.
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