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As we're halfway through 1st quarter, interest rates have moved higher since the beginning of the year. What's been the impact 
to the municipal asset class? What is the current state of the market given the effects of the pandemic? These questions are 
best answered in a broad municipal discussion. While there have been some structural changes to the municipal market, they 
continue to perform well and remain an important strategy for clients 
focused on tax advantaged bonds. We look to highlight several topics 
including: 

Key Themes: 

Performance year to date 
Technicals in the municipal market 
Credit quality/deterioration during the Pandemic 
Our approach and investment style 
What to expect for the rest of 2021 

1 . Performance 
Treasury and corporate bonds have significantly 
widened since the start of the year, but municipal 
performance has been a positive outlier. Longer 
dated municipal yields (green bars, Figure 1) have 
outperformed. The 10 & 30 year maturities reflect 
the more significant move in corporates and 
treasury bonds. The most recent yield change has 
helped top rated AAA tax-exempt municipals 
generate an absolute return of -.77% versus 
corporates (-4.01 %) and treasuries (-2.81 %) year 
to date. 
2. Technicals 
A meaningful driver of the municipal 
outperformance is the negative issuer supply and 
positive investor demand dynamics in the market. 
On the supply side, primary issuance of municipal 
bonds remains muted as most states and local 
issuers have seen reasonable tax collections with 
higher property taxes offsetting lower sales tax 
capture (Figure 2). Many have curtailed spending 
and reduced budgetary demands. Stimulus from 
Washington is also of note as it has moved (on 
aggregate) budgets to a surplus. 
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Figure 3 

As for the need of many issuers to increase their budgets to address the pandemic, the proposed $1.9 trillion stimulus package 
from the Biden Administration should provide sufficient funding. Congress is advocating the distribution of approximately $325 
billion of additional aid to state and local governments with: 

$195 billion to state municipalities, distributed based on a percentage of total unemployed 
$130 billion to local municipalities, distributed based on a percentage of total population 

The initial stimulus provided a cushion to budgets. This has precluded many issuers from the need or desire to come to market. 
Additionally, primary issuance overall was lower than the amount of municipal bonds maturing, creating a negative supply 
dynamic. 
Mutual fund investors continue to show a meaningful appetite for tax advantaged assets. In January alone there was almost 
$14B in fund flows into municipals as higher taxes and re-allocation of gains from equities sparked demand. 

A quick way to check valuations in the municipal market is to compare yield ratios between municipals and treasuries. 
Historically, the higher the ratio, the more attractive the asset becomes. Conversely, the lower the ratio, the less attractive the 
asset. 
The Bloomberg Barclays AM Muni Yield % of 10-year treasury index (Figure 4) has reached a historical low. On a yield basis, 
municipals typically earn less than treasuries. However, the real benefit of investing in municipal bonds is their tax 
advantageous nature that offsets lower yields. 
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3. Credit Quality/Deterioration 
Many investors envisioned a significant number of state downgrades as issuers were viewed to be at risk due to the pandemic. 
Those fears have not come to light as only 3 states (New York, New Jersey, and Hawaii) to date have downgraded. Bond purchase 
programs out of the Federal Reserve and the first wave of stimulus provided a floor to many issuers. The Federal Reserve also 
began direct lending with a number of lower rated issuers taking advantage of the program. The state of Illinois and New York 
City Mass Transit are borrowers of note. Recently, many outlooks have been revised negatively with two (Louisiana and Oklahoma) 
losing their upgrade chances. 

New York Downgraded to Aa2 from Aa1 by Moody's 
New Jersey Downgraded to BBB+ from A- by S&P 
Hawaii Downgraded to AA from AA+ by Fitch 
Louisiana Outlook Revised to Stable from Positive by Moody's 
Oklahoma Outlook Revised to Stable from Positive by S&P 
Illinois Outlook Revised to Negative from Stable by Moody's 
New Jersey Outlook Revised to Negative from Stable by Moody's 
Nevada Outlook Revised to Negative from Stable by Moody's 
New York Outlook Revised to Negative from Stable by S&P 

Vermont Outlook Revised to Negative from Stable by S&P 
Municipal issuers should benefit from continued stimulus and many have gotten creative in capturing new sources of revenue 
including taxes for online gambling winnings. Outlook changes are typically addressed by the agencies in approximately 18 
months from the announcement. While there could potentially be more added, the downgrade path appears to be slight. As the 
economy embraces a post-COVID world, we would expect credit deterioration to subside and municipal credit quality to begin an 
upward trajectory. 
4. Approach & Investment Style 
We take aconservative approach to the actively managed municipal strategies. Protection of principal keeps our focus on general 
obligations and revenue bonds for essential services. 
Certificates of participation or limited 
obligation issues are avoided as there 
could be some subjectivity of payments to 
investors. We avoid certain states entirely 
when they do not meet our fiscal discipline 
requirements. States lacking diversified 
revenue sources, such as Oklahoma, are 
also avoided. As a rule, we do not 
purchase issuers below Aa2/AA ratings. 
They must be rated by both Moody's and 
S&P as it improves liquidity. We also prefer 
higher coupon issues of 4 or 5% to 
generate elevated current yield for 
investors. Our dashboard (Figure 5) gives a 
cursory view of atypical account snapshot. 
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5. What to Expect for the Rest of 2021 
We would expect municipals to continue to perform well as favorable technicals greatly benefit the asset class. Stimulus from 
Washington will continue to quell budgetary fears surrounding states and local borrowers. Downgrades by the ratings agencies 
will likely be limited with lower rated issuers most at risk. Our up in quality mantra positions us well in a downgrade scenario. 
While ratios are at historic lows, negative supply dynamics provide a solid backdrop for investors. 
To sum up the "state" of the municipal market, it is fairly certain that the lingering impact of COVID-19 will remain. Municipals 
will continue serving as atax advantaged, income generating strategy for investors. We believe purchasing high quality municipals 
with afocus on nearer term maturities makes the most sense.This strategy should continue to benefit investors as treasury rates 
rise and municipal ratios return to normal, likely when investors have greater visibility into changes in the tax code. 
Figure 1 1493 GO AAA Baseline Yields, BI550 US Govt. Treasury Yields, BS73 Corporate AA Yields from Bloomberg 
Figure 2 Bloomberg 
Figure 3 NNCFMBEW Index Bloomberg 
Figure 4 BVAL AAA Muni Yield %of Treasury 10 Year MUNSMT10 
Figure 5 First Citizens Wealth Management Capital Management Group 
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The views expressed are those of the author(s) at the time of writing and are subject to change without notice. First Citizens does not assume any liability for losses 
that may result from the information in this piece. This is intended for general educational and informational purposes only and should not be viewed as investment 
advice or recommendation for asecurity, investment product or personal investment advice. 

Your investments in securities, annuities and insurance are not insured by the FDIC or any other federal government agency and may lose value. They are not a 
deposit or other obligation of, or guaranteed by any bank or bank affiliate and are subject to investment risks, including possible loss of the principal amount invested. 
Past performance does not guarantee future results. 

First Citizens Wealth Management is a registered trademark of First Citizens Bancshares, Inc. First Citizens Wealth Management products and services are offered 
by First-Citizens Bank & Trust Company, Member FDIC; First Citizens Investor Services, Inc., Member FINRA/SIPC, an SEC-registered broker-dealer and investment 
advisor; and First Citizens Asset Management, Inc., an SEC-registered investment advisor. 

Brokerage and investment advisory services are offered through First Citizens Investor Services, Inc., Member FINRA/SIPC. First Citizens Asset Management, Inc. 
provides investment advisory services. 
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