
TREASURY YIELDS RISE FURTHER ON CENTRAL BANK
POLICY EXPECTATIONS

CREDIT MARKET VOLATILITY REMAINS LOW AWAITING
IMPACT OF THE FED’S POLICY SHIFT

Source: Bloomberg; Bureau of Economic Analysis; Federal Reserve; ICE BofA; Veritable, L.P.
All numbers are estimates. See Disclosures for index descriptions and additional information.
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Treasury Yield Curve: 8/31/21 (blue) vs. 9/30/21 (red)

Maturity
8/31/21
Treasury

9/30/21
Treasury Change

2-year 0.21% 0.28% +0.07%

5-year 0.78% 0.97% +0.19%

7-year 1.09% 1.29% +0.20%

10-year 1.31% 1.49% +0.18%

30-year 1.93% 2.05% +0.12%

1-10 Year IG Credit Spreads: Corporate (orange) 
and Taxable Municipal (white) September 2021

Segment
September

Return
YTD

Return

Bloomberg Barclays Intermediate 
Government Credit Index -0.57% -0.87%

ICE BofA 1-10 Year US Treasury Index -0.65% -1.14%

ICE BofA 1-10 Year US Inflation-Linked 
Treasury Index -0.51% 4.08%

ICE BofA 1-10 Year Corporate Index -0.54% -0.28%

ICE BofA 1-10 Year Taxable Municipal Index -0.82% 0.25%

• For the second consecutive month, the Treasury yield curve shifted
higher with 5-10-year rates increasing roughly 20 basis points, while
front and back-end yields rose around half that amount as near-term
Fed tapering became increasingly likely despite mixed economic
data.

o Institute for Supply Management surveys showed accelerated
manufacturing growth while the service sector continued to
expand but at a slightly slower pace compared to July’s record-
setting rate.

o Bureau of Labor Statistics reported just 235,000 jobs were
added in August, well below expectations of 733,000 and the
fewest since April.

› Zero jobs were added within the leisure and hospitality
segment.

› The unemployment rate fell to 5.2%, moving closer to the
3.5% pre-pandemic level, while wages increased 4.3%
year-over-year.

o Consumer indicators were more encouraging compared to the
previous month when sentiment declined, and spending fell
sharply due to concerns over the delta variant and inflationary
pressures.

› University of Michigan Consumer Sentiment index
increased slightly from nearly a decade-low level in
August.

› Retails sales increased 0.7% in August (expected: -0.7%).
o Pricing pressures showed signs of easing with the Consumer

Price Index (CPI) rising 0.3% in August (expected: 0.4%), the
lowest since January, while the core index increased just 0.1%
(expected: 0.3%).

› Prices on airline travel and used cars, which helped fuel
the sharp rise in the CPI, declined in August.

› As expected, year-over-year CPI remained elevated at
5.3%.

• Last month’s growing sentiment from Fed members that
accommodative policy removal may begin soon gained steam in
September with bond purchase tapering likely to begin before year-
end.

o September’s Federal Open Market Committee meeting
statement explicitly stated that asset purchase reduction “may
soon be warranted” if economic progress continues as
expected.

o During the post-meeting press conference, Chairman Powell
said a taper announcement could be made at the November
meeting with purchases concluding by the middle of 2022.

o Updated economic projections showed the median Fed
member expects rate hikes to now start in 2022, earlier than
previously anticipated.

• While continuing to outperform nominal Treasuries, Treasury
Inflation Protected Securities (TIPS) also lost value in September
due to rising real yields despite a slight increase in inflation
expectations and continued higher income from an elevated CPI.

• Investment grade credit largely followed benchmark Treasuries, as
risk premiums remain low despite the potential for increased volatility
from the pending Fed policy shift.

o BBB rated issuers provided slightly more alpha over Treasuries
compared to A and better names, although spreads remain
compressed across the ratings spectrum and may be reaching
a cyclical low.

o Despite relative weakness in September, taxable municipals
have outperformed corporate debt year-to-date.



MUNICIPAL YIELDS RISE ACROSS THE CURVE WITH
TREASURIES, POST MIXED RELATIVE PERFORMANCE
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Source: Bloomberg; JP Morgan; Refinitiv; Veritable, L.P.
All numbers are estimates. See Disclosures for index descriptions and additional information.

10-Year AAA Municipal-to-Treasury Yield Ratio: 2016-2021

Maturity
8/31/21

Muni
9/30/21

Muni Change

% of
U.S. Govt
9/30/21

2-Year 0.11% 0.17% +0.06% 60.71%

5-Year 0.40% 0.50% +0.10% 51.55%

7-Year 0.65% 0.83% +0.18% 64.34%

10-Year 0.92% 1.14% +0.22% 76.51%

15-Year 1.15% 1.30% +0.15% 79.75%

20-Year 1.33% 1.47% +0.14% 73.87%

30-Year 1.52% 1.67% +0.15% 81.46%

• Municipal yields moved higher in September along with Treasury
rates with the greatest price weakness expressed in intermediate
maturities.

• Tax-exempt bond investors preferred the safety of the short-end of
the curve given Treasury volatility and expensive municipal
valuations.

o Relative to their taxable counterpart, the front-end of the
municipal curve was the best performer in September as AAA
municipal yields rose 5-10 basis points versus comparable-
maturity Treasury rates rising 7-19 basis points.

o The front-end was also the top performing maturity sector from
an absolute yield change perspective. 1-5-year AAA municipal
yields rose 5-10 basis points compared to longer-dated tax-
exempt rates increasing 14-22 basis points.

o The 10-year AAA municipal yield rose 22 basis points over the
month, while the 10-year Treasury rate increased 18 basis
points, pushing the yield ratio to 76.5%.

o In September, the tax-exempt yield curve bear steepened led by
a rise in longer-term yields, as the spread between 2-year and
10-year AAA municipal rates increased 16 basis points to 97
basis points, the largest term premium since 2017.

• According to Refinitiv Lipper, weekly reporting municipal bond funds
experienced inflows totaling $4.3 billion in September, recording the
30th consecutive week of positive net flows, although the pace
decelerated into month-end.

o Investors pulled $103 million from high yield municipal bond
mutual funds in the final week of September, the first outflow
since March.

o We continue to track fund flows for a potential outflow trend
creating a negative feedback loop, as retail investors react to
underwhelming quarterly statement returns in the face of
elevated inflation, Fed taper risk, and fiscal policy uncertainty.

• While relative valuations remain historically expensive, municipal
underperformance pushed the 10-year relative valuation to its highest
point since March and above the 2021 average.

• For traditional tax-exempt investors preferring the safety of the short-
end of the curve, we continue to identify crossover opportunities in the
2-5-year range where relative valuations are ultra-rich compared to
taxable alternatives.

• JP Morgan projects net supply to remain positive in October (+$5
billion) before turning negative in November and December.

o The stronger technical environment could support municipals
into year-end especially with an improved value proposition, but
we are surveilling for supply pressures to potentially overwhelm
demand.

• The reach for yield and positive credit sentiment continued in the third
quarter as the yield spread between 20-year AAA and BBB rated
municipals fell to just 29 basis points to end September compared to
a pandemic high of 142 basis points in March 2020, according to
Bloomberg data.

• The selling pressure in Treasuries flowed through to tax-exempt debt
during the month, resulting in in the ICE BofA 1-12 Year Municipal
Securities Index producing a -0.53% total return in September (year-
to-date: 0.35%), the second-worst month of performance for 2021.

• Municipal yields will likely continue to be tethered to their taxable
counterparts with factors such as inflation expectations and Fed policy
impacting directional movement. However, multiple idiosyncratic
events could specifically impact tax-exempts with investors keeping a
close eye on fiscal policy particularly fluid changes to the fiscal year
2022 reconciliation budget bill.
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D I S C L O S U R E S

This Summary reflects the views of Veritable's Fixed Income Desk and is for your general information. It is not intended to provide personal
investment advice and does not take into account the unique investment objectives and financial situation of the reader. Investors should only seek
investment advice from their individual financial adviser. Investments in fixed income securities involve the risk of loss that investors should be
prepared to bear. Forecasts may not be realized due to a variety of factors, including changes in economic growth, corporate profitability,
geopolitical conditions, and inflation.

All information presented is based on available data at the time of publication and is obtained from various sources that Veritable believes to be
reliable, but Veritable makes no representation or warranty with respect to the accuracy or completeness of such information. Past performance is
no guarantee of future results.

Index Descriptions (Investors cannot invest directly in an index)

Bloomberg Barclays Intermediate Government Credit Index is a total returns index of U.S. dollar denominated U.S. Treasuries, government-
related securities, and investment grade U.S. corporate securities that have a remaining maturity of greater than or equal to 1 year and less than 10
years. Securities must have $250 million or more of outstanding face value and must be fixed rate and non-convertible.

ICE BofA 1-10 Year US Treasury Index is a subset of ICE BofA Treasury Index including all securities with a remaining term to final maturity
greater than or equal to 1 year and less than 10 years.

ICE BofA 1-10 Year US Inflation-Linked Treasury Index is a subset of ICE BofA US Inflation-Linked Treasury Index including all securities with a
remaining term to final maturity greater than or equal to 1 year and less than 10 years.

ICE BofA 1-10 Year Corporate Index measures the performance of investment grade corporate bonds of both U.S. and non-U.S. issuers that are
U.S. dollar-denominated and publicly issued in the U.S. domestic market with a remaining term to final maturity greater than or equal to 1 year and
less than 10 years.

ICE BofA 1-10 Year Taxable Municipal Index is designed to track the performance of U.S. dollar-denominated taxable municipal debt publicly
issued by U.S. states and territories, and their political subdivisions, in the U.S. market with a remaining term to final maturity greater than or equal
to 1 year and less than 10 years.

ICE BofA 1-12 Year Municipal Securities Index is a subset of ICE BofA Municipal Securities Index including all securities with a remaining term to
final maturity less than 12 years. The ICE BofA Municipal Securities Index is market capitalization weighted and tracks the performance of U.S.
dollar denominated investment grade tax-exempt debt publicly issued by U.S. states and territories, and their political subdivisions, in the U.S.
domestic market. Qualifying securities must have at least one-year remaining term to final maturity, at least 18 months to final maturity at the time of
issuance, a fixed coupon schedule and an investment grade rating (based on an average of Moody’s, S&P and Fitch).

Consumer Price Index (CPI) is a measure of the average change over time in the prices paid by urban consumers for a market basket of
consumer goods and services. The yearly (or monthly) growth rates represent the inflation rate. The CPI is published by the US Bureau of Labor
Statistics on a monthly basis.
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