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Fundamentals

Municipal market overview

As of December 12, 2022.

Technicals Valuation

We believe municipal bonds are a valuable part of a diversified portfolio and important for long-term investors in 

need of tax-free income, but municipal bonds are not immune to bouts of volatility.

• Fundamentals continue to be favorable 

as unprecedented Federal support 

during Covid-19 & strong U.S. 

economic growth have aided Muni 

credit.

• State & local tax receipts are up +18% 

year-over-year (as of July 2022). 

“Rainy Day Funds” are at 11% of 

revenues, which is the highest point in 

30 years.

• Even during recessions, state & local 

tax revenue performance is resilient, 

and the sector is better positioned for a 

recession than they have been in 

previous economic cycles due to 

unprecedented levels of reserves.

• Although pension funding will likely fall 

in 2022 due to capital market returns, 

most large public pensions entered 

2022 in the best fiscal shape in over 

10 years.

• Muni defaults continue to run below 

average in 2022 and remain a very 

small % of the market

• YTD, Muni market technicals are 

negative for both HY and IG. Outflows 

have dominated thus far as over 

$115bn has exited muni mutual funds.

• We continue to think stabilization of 

U.S. Treasury rates and reduced 

outflows will improve market returns.

• At the beginning of December, new 

issue supply was -18% Y/Y. Tax 

exempt supply was down 9% Y/Y 

while taxable muni supply was -53% 

Y/Y.

• Overall market sentiment has been 

negatively impacted by very weak 

Muni Index returns (-8% as of 12/9/22), 

elevated inflation, and markets pricing 

in an aggressive Fed in 2022.

• Seasonals are constructive as we 

move into winter and reinvestment 

flows should outpace issuance. 

• Strong muni market technicals in 2020 

and 2021 allowed for refinancing of 

higher cost debt, aiding muni

borrowers. 

• 10yr AAA Muni/UST ratios, a 

commonly used valuation metric, are 

neutral/slightly rich on a longer-term 

basis. While 30yr AAA ratios are 

neutral/slightly cheap at 97% as of

12/9/22.

• AAA Muni/UST ratios don’t tell the 

entire story as credit spreads, even for 

highly rated AA bonds, have widened 

during 2022. We feel AA-BBB continue 

to represent the best opportunities in 

the Muni market.

• Muni index yield has risen 231bps 

YTD to 3.42% (as of 12/9/22).

• Muni index taxable equivalent yield is 

at 5.78% (as of 12/9/22) – it was at its 

highest point in 10 years in October.

• Muni credit spreads have widened 54-

119bps (most in HY) YTD. We believe 

this spread widening is due primarily to 

negative market technicals and not a 

deterioration of muni credit 

fundamentals.
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Sources: Bureau of Economic Analysis, Putnam, as of 9/1/22.

*Seasonally adjusted at annual rates

State and local tax receipts are up 18% year-over-year, and “Rainy 
Day Funds” are currently at 11% of revenues, which is the highest 
point in the last 30 years
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Municipal mutual fund flows are the worst year on record as outflows 
have dominated the market so far this year

Source: JP Morgan, as of 11/30/22. 
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Municipal credit spreads have widened during the sell-off as rates 
have risen

Source: Putnam, as of 11/25/22. 

Investment-grade municipal bond YTW spread to maturity October 1, 2010 – November 25, 2022
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Muni Taxable Equivalent Yield (TEY) is currently at one of the more 
attractive levels compared to TEY over the last 10 years

Sources: Bloomberg, Putnam 11/25/22.

Muni TEY is 

at 6.16% as 

of 11/25/22

Taxable Equivalent Yield 2012 – Present 
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Muni Taxable Equivalent Yield (TEY) has reached its highest point
in the last 10 years during this sell-off

Sources: Bloomberg, Putnam 11/25/22.
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Sources: Bloomberg, Putnam, as of 11/25/22.

As Muni credit spreads have widened this year, IG spreads remain 
relatively narrow compared to HY spreads

HY Muni Index yield minus IG Muni index yield
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Putnam Retail Management 

putnam.com

For informational purposes only. Not an investment recommendation.

The views and opinions expressed are those of Putnam Investments, are subject to change with market conditions, and are not meant as investment 

advice.

Consider these risks before investing: Capital gains, if any, are taxed at the federal and, in most cases, state levels. For some investors, 

investment income may be subject to the federal alternative minimum tax. Income from federally tax-exempt funds may be subject to state and local 

taxes. 

Bond investments are subject to interest-rate risk (the risk of bond prices falling if interest rates rise) and credit risk (the risk of an issuer defaulting on 

interest or principal payments). Bond investments may be more susceptible to downgrades or defaults during economic downturns or other periods of 

economic stress. Interest-rate risk is generally greater for longer-term bonds, and credit risk is generally greater for below-investment-grade bonds. 

Unlike bonds, funds that invest in bonds have fees and expenses. The fund may invest significantly in particular segments of the tax-exempt debt 

market, making it more vulnerable to fluctuations in the values of the securities it holds than a more broadly invested fund. Interest the fund receives 

might be taxable. 

The value of investments in the fund’s portfolio may fall or fail to rise over extended periods of time for a variety of reasons, including general 

economic, political, or financial market conditions; investor sentiment and market perceptions; government actions; geopolitical events or changes; 

and factors related to a specific issuer, geography, industry, or sector. These and other factors may lead to increased volatility and reduced liquidity 

in the fund’s portfolio holdings. 

Our investment techniques, analyses, and judgments may not produce the outcome we intend. The investments we select for the fund may not 

perform as well as other securities that we do not select for the fund. We, or the fund’s other service providers, may experience disruptions or 

operating errors that could have a negative effect on the fund. You can lose money by investing in the fund.

The fund’s performance will be closely tied to the economic and political conditions in the state, and can be more volatile than the performance of a 

more geographically diversified fund. To the extent the fund invests in securities of issuers located outside of state, the fund may also be exposed to 

the risks affecting other states. 

BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s 

licensors own all proprietary rights in the Bloomberg Indices. Neither Bloomberg nor Bloomberg’s licensors 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, neither shall have any liability or responsibility for injury or damages arising in connection 

therewith.

Your clients should carefully consider the investment objectives, risks, charges, and expenses of a fund before investing.  For a prospectus, or a 

summary prospectus if available, containing this and other information for any Putnam fund or product, call the Putnam Client Engagement Center at 

1-800-354-4000. Your clients should read the prospectus carefully before investing. 




