
Taxable Municipals navigated calmly and steadily through the rate volatility and the Fed policy uncertainty in 
the third quarter. The OAS on the Bloomberg U.S. Aggregate-eligible Taxable Municipal Index drifted within 
a narrow range of five basis points and ended the quarter two basis points wider at 87 basis points—just two 
basis points off the year to date and historical tights of 85 basis points. For the quarter, the index posted a total 
return of 0.40% and an excess return of 0.17% relative to duration-matched Treasuries. This compares to an 
excess return of -0.15% for the Bloomberg U.S. Corporate Index. Revenue bonds outperformed GOs, with excess 
returns of 0.29% and -0.07%, respectively.i The steady performance in Taxable Municipals can be attributed to 
a combination of factors that include the constructive credit outlook for Municipals, modest issuance of Taxable 
Municipals ($33.6 billion in the quarter including municipal issuers with corporate CUSIPs),i and the strong 
demand for high quality long duration assets in the global reach for yield.
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Municipal Market Dashboard*

9/30/2021 6/30/2021 Change

10-Year U.S. Treasury 1.49% 1.47% 0.02%

30-Year U.S. Treasury 2.04% 2.09% -0.05%

Bloomberg Aggregate Eligible Taxable Muni Index OAS (bps) 87 85 2

Bloomberg U.S. Corporate Index OAS (bps) 84 80 4

Quarterly Taxable Municipal Issuance ($Bn)** $34 $37 -$3
*	 Bloomberg
**	 J.P. Morgan. Includes Municipals issues with corporate CUSIPs.
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Year to date, the OAS on the Taxable Municipal index tightened 40 basis points, resulting in excess returns of 
5.45%.ii Taxable Municipals significantly outperformed investment grade corporate on a year-to-date basis, 
in large part due to the fact that the OAS on the Bloomberg U.S. Aggregate-eligible Taxable Municipal Index 
started the year 31 basis higher than the Bloomberg U.S. Corporate Index as very heavy new issue supply 
of Taxable Municipals in the fourth quarter of 2020 weighed on spreads.iii For context, the average spread 
difference between the two indexes over the last three years is 14 basis points.iv In terms of issuance, the supply 
of Taxable Municipals stands at $98.5 billion through the end of the quarter. This trails the record year of taxable 
issuance in 2020 by 26%, driven by a decline in taxable advanced refundings of tax-exempt debt.v Still, taxable 
issuance year-to-date is multiples higher than the average full-year issuance of Taxable Municipals over the 
previous five years. While we believe that the market has the capacity to efficiently absorb substantially higher 
supply, we view annual issuance above $100 billion as a favorable outcome in terms of adding depth, liquidity, 
and opportunity to the Taxable Municipal market. Further, we strongly believe that taxable Build America Bonds 
(or equivalent) should be reinstated as part of President Biden’s Build Back Better infrastructure plan.

Tax-exempt Municipals experienced somewhat of a correction in the quarter from historically rich levels, as the 
move higher in rates in September slowed the relentless inflows into tax-exempt funds. Ratios of AAA-rated 
tax-exempt municipals to Treasuries climbed well above the year-to-date lows, although they remain rich in a 
historical context. For example, the 10-year closed the quarter at 76%, which is sharply higher than the low of 
54% set in February but still well below the three-year average of 91%.vi 

Low rates and tight spreads will likely prove challenging for returns in the fourth quarter, with Taxable Municipal 
spreads just two basis points off the historical tights as of September 30th, and with rates on the 10-year still 
26 basis points below our year-end target of 1.75%. Cross-market valuations indicate that Taxable Municipals 
are somewhat rich. As shown in figure 1, the Bloomberg U.S. Aggregate-eligible Taxable Municipal Index is 
only three basis cheap relative to the Bloomberg U.S. Corporate Index, as compared to the three-year average 
of 14 basis points.vii Also, the confluence of important policy deadlines in December, which include the debt 
limit and the expiration of government funding, could lead to increased anxiety in the final days of the year and 
limit the market’s appetite to add risk. Accordingly, the path of least resistance through the end of the year is 
for spreads to drift modestly wider, in our view. We are positioning to nudge down risk in the portfolio with an 
increased allocation to Treasuries and a lower beta relative to the index. At the same time, we reason that any 
spread widening in Taxable Municipal spreads is likely to be modest, particularly if rates gravitate toward our 
1.75% forecast as sudden rate backups are consistently being met with renewed interest from yield buyers, both 
domestic and overseas. Also, our fundamental outlook for Municipals remains constructive. Declining COVID 
cases and a well-telegraphed Fed taper leave no clear catalyst to derail that outlook through the end of the year. 
We are prepared to be buyers of high-quality Taxable Municipals on a temporary backup in spreads. 

Figure 1  |  Taxable Municipals relative to Investment Grade Corporates

Tax Muni Index - IG Corp Index IG Corp Index Taxable Muni Index

Source: Bloomberg
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Endnotes
i	 Bloomberg
ii	 Bloomberg
iii	 Bloomberg
iv	 Bloomberg
v	 J.P. Morgan
vi	 Bloomberg
vii	 Bloomberg

About MetLife Investment Management  |  Public Fixed Income
MetLife Investment Management’s1 Public Fixed Income Group has over $381.5 billion2 in assets under 
management. We offer institutional clients around the world a bottom-up, fundamental security selection 
approach to fixed income investing. We have a deep and experienced team of over 140 Public Fixed Income 
investment professionals averaging 18 years of industry experience with 19 portfolio managers averaging 23 
years. The investment decisions and idea generation are informed by a team-based culture with portfolio 
managers, credit analysts and traders contributing to trade ideas, and risk management is layered into every 
step of the portfolio construction process and supplemented by independent oversight. We seek to build 
long-lasting relationships through a comprehensive approach to understanding each of our client’s needs and 
objectives, and constructing a fixed income portfolio that best meets their goals. 

For more information, visit: investments.metlife.com/public-fixed-income 

1	 MetLife Investment Management (“MIM”) is MetLife, Inc.’s institutional management business and the marketing name for subsidiaries 
of MetLife that provide investment management services to MetLife’s general account, separate accounts and/or unaffiliated/third party 
investors, including: Metropolitan Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment Management 
Limited, MetLife Investments Limited, MetLife Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitada, MetLife 
Asset Management Corp. (Japan), and MIM I LLC. 

2	 As of June 30, 2021. Includes all public fixed income assets managed by MIM.estimated fair value. Includes MetLife general account and 
separate account assets and unaffiliated/third party assets

https://investments.metlife.com/investment-strategies/public-fixed-income/
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Disclosure

This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for 
distribution with Retail Investors.

This document has been prepared by MetLife Investment Management (“MIM”)1 solely for informational purposes and does not constitute a 
recommendation regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement of, offer 
for sale or subscription of, solicitation or invitation of any offer or recommendation to purchase or subscribe for any securities or investment 
advisory services. The views expressed herein are solely those of MIM and do not necessarily reflect, nor are they necessarily consistent 
with, the views held by, or the forecasts utilized by, the entities within the MetLife enterprise that provide insurance products, annuities and 
employee benefit programs. The information and opinions presented or contained in this document are provided as the date it was written. It 
should be understood that subsequent developments may materially affect the information contained in this document, which none of MIM, 
its affiliates, advisors or representatives are under an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may not 
rely on this document as providing, a recommendation with respect to any particular investment strategy or investment. Affiliates of MIM may 
perform services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including derivatives) 
of any company mentioned herein. This document may contain forward-looking statements, as well as predictions, projections and forecasts 
of the economy or economic trends of the markets, which are not necessarily indicative of the future. Any or all forward-looking statements, as 
well as those included in any other material discussed at the presentation, may turn out to be wrong.

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results. 
Property is a specialist sector that may be less liquid and produce more volatile performance than an investment in other investment sectors. 
The value of capital and income will fluctuate as property values and rental income rise and fall. The valuation of property is generally a 
matter of the valuers’ opinion rather than fact. The amount raised when a property is sold may be less than the valuation. Furthermore, 
certain investments in mortgages, real estate or non-publicly traded securities and private debt instruments have a limited number of 
potential purchasers and sellers. This factor may have the effect of limiting the availability of these investments for purchase and may also 
limit the ability to sell such investments at their fair market value in response to changes in the economy or the financial markets.

In the U.S. this document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities Exchange Commission 
registered investment adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment Management. Registration with the 
SEC does not imply a certain level of skill or that the SEC has endorsed the investment advisor.

This document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and regulated by the UK Financial 
Conduct Authority (FCA reference number 623761), registered address Level 34 One Canada Square London E14 5AA United Kingdom. This 
document is only intended for, and may only be distributed to, investors in the EEA who qualify as a Professional Client as defined under the 
EEA’s Markets in Financial Instruments Directive, as implemented in the relevant EEA jurisdiction. The investment strategy described herein 
is intended to be structured as an investment management agreement between MIML (or its affiliates, as the case may be) and a client, 
although alternative structures more suitable for a particular client can be discussed.

For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the various 
jurisdictions) only. The recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf Cooperation 
Council (“GCC”) or the Middle East has reviewed or approved this document or the substance contained within it, (2) this document is not 
for general circulation in the GCC or the Middle East and is provided on a confidential basis to the addressee only, (3) MetLife Investment 
Management is not licensed or regulated by any regulatory or governmental authority in the Middle East or the GCC, and (4) this document 
does not constitute or form part of any investment advice or solicitation of investment products in the GCC or Middle East or in any 
jurisdiction in which the provision of investment advice or any solicitation would be unlawful under the securities laws of such jurisdiction 
(and this document is therefore not construed as such).

For investors in Japan: This document is being distributed by MetLife Asset Management Corp. (Japan) (“MAM”), a registered Financial 
Instruments Business Operator (“FIBO”).

For Investors in Hong Kong: This document is being issued by MetLife Investments Asia Limited (“MIAL”), a part of MIM, and it has not 
been reviewed by the Securities and Futures Commission of Hong Kong (“SFC”).

For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of 
the Corporations Act 2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the 
Act in respect of the financial services it provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different 
from Australian law.
1	� MetLife Investment Management (“MIM”) is MetLife, Inc.’s institutional management business and the marketing name for subsidiaries of 

MetLife that provide investment management services to MetLife’s general account, separate accounts and/ or unaffiliated/third party 
investors, including: Metropolitan Life Insurance Company, MetLife Investment Management, LLC, MetLife Investment Management 
Limited, MetLife Investments Limited, MetLife Investments Asia Limited, MetLife Latin America Asesorias e Inversiones Limitada, MetLife 
Asset Management Corp. (Japan), and MIM I LLC.
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