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Surprisingly strong performance in 2019

Spread Compression vs. 10y MMD

• Performance has surpassed expectation - helped by rates, low 1H supply and inflows.

Source for all charts: Bloomberg Barclays Indices, Muni Market Dataline, Barclays Research
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Rich valuations

MMD-UST 10y

HY Muni Index Spreads

10s30s

• Ratios are low, curves are flat, IG spreads are tight; although HY spreads not as rich.

Source for all charts: Bloomberg Barclays Indices, Muni Market Dataline, Barclays Research
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Looking ahead: Brighter economic outlook

2020YE US Rate Expectations

• Expect stronger growth in 2020, rate expectations are too low. Less uncertainty. 

Source for all charts: Bloomberg, Barclays Research

Market-Implied Rate Changes

Global GDP 2020 Forecast
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Muni yields can become negative

Corporates Denominated in USD /EUR

• Theoretically, muni yields can become negative, as buyers expect price appreciation. 

Source for all charts: Bloomberg, Muni Market Dataline

MMD-UST vs Muni Yields (2000-20)

Global Share of Debt With Neg. Yield
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Looking ahead: Robust supply 

Tax-Exempt Supply

2020 Muni Issuance Forecast

Front-loaded Issuance in Election Years

Net Issuance

• Supply will likely remain heavy, and will likely be front-loaded. Positive net issuance.

* - YTD, ** - forecast. Source for all charts: SIFMA, Barclays Research
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Life without advance refundings
•Despite all the talk, advance refundings are unlikely to be resurrected any time soon.

•More innovative structures possible: Forward start deals and derivatives, although 
they are somewhat expensive to issuers, and may not be as many if rates are in 
check. Taxable advance refundings dominate taxable supply.

•Supply trends: Calls are getting shorter, but coupons are not really getting much 
lower, contrary to expectations; also, not as many 3% non-calls as some investors 
expected. 

Embedded Calls Getting Shorter Coupons Not Getting Much Lower

Source for all charts: Bloomberg, Barclays Research
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Taxable issuance trending higher

Annual Taxable Muni Supply

Outstanding Callable BABs

Taxable Advance Refundings Spiked

• Taxable issuance $80-90bn / $10-12bn corporate CUSIPs, but only if rates remain low.

Source for all charts: Bloomberg Barclays Indices, Barclays Research
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Technicals – delicately balanced

Fund Inflows

• More interest in taxable munis from institutional investors; likely, slower fund inflows.

Source for all charts: Bloomberg, Lipper, Fed Flow of Funds, Barclays Research
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Change in Muni Holdings (Q4 17 - Q3 19)

Changes in Holdings

-80

-60

-40

-20

0

20

40

60

80

2012 2013 2014 2015 2016 2017 2018 2019

$bn

-120

-90

-60

-30

0

30

60

90

120

150

Mkt. Size Banks P&C Life Retail Funds

$bn

-50

0

50

100

150

200

250

300

Treas. Mortg. Muni Corp. Loan Equity

$bn Banks P&C Life Retail

-15

-10

-5

0

5

10

15

20

25

-100 -75 -50 -25 0 25 50 75
y/y Change in 10y UST

Muni Flows

R2 = 58%
Corr = 76%

9



Restricted - External

Looking ahead: Politics

Coal Production (by State)

Corporate Yields vs. Muni Tax-Adj.

Sources of Health Insurance Coverage

State Tax Revenues Improved

• If elected, Senator Warren’s policies could have a profound effect on municipals.

Source for all charts: Muni Market Data line, Bloomberg Barclays Indices, Barclays Research
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Return expectations: Best days are behind us
• Clip your coupon in 2020. IG 2-2.5%, HY 3-3.5%, 1-1.5% excess returns for taxables. 

Source for all charts: Bloomberg, Lipper, Fed Flow of Funds

Low Yields Hamper Performance

Tax-exempt AAA Forecasted Returns

Rarely Two Strong Years in a Row
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Portfolio positioning: Credit pickers market

Muni Ratios in Rising Rate Environment

Taxable Munis vs. Long Credit

AMT vs Non-AMT

• Stay shorter, selectively down in credit quality. Taxable spreads have room to tighten. 

Source for all charts: Bloomberg Barclays Indices, Muni Market Dataline, Barclays Research
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Fundamental outlook

Spread Pickup over IG Index (1y)

Ratings Trends (Revenue)

Spread Pickup over HY Index (1y)

• Generally the outlook is positive, credit quality is solid, but valuations are compressed.

Source for all charts: US Census Bureau, Moody's, Barclays Research
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Sector outlooks and credit picks

See Municipal Outlook  for 2020, 6 December 2019. Source for all charts: Barclays Research

Sector Outlooks for 2020

Selective Credit Picks

Credit Sector 2020 Outlook Credit Characteristics 

State GO Positive Strong economy; TCJA support for high tax states; strong governance
Local GO Caution Pension liabilities; tax fatigue; negative TCJA effect for housing; some school districts under pressure
Special Tax Neutral Dedicated tax; strong underlying economy; strong structure
Leasing Caution Marginal credits tied to outsized pension liabilities; prefer strong legal structure; alternative to high GO debt load
Healthcare Positive Strong regional or national systems; stable margins; 36 expansion states; low tax-exempt supply
Private Higher Ed Neutral Strong upper and high quality middle tiers only. Cautious on small suburban and rural colleges
Public University Neutral Consistent state aid; pension exposure; preference for strong research faculty; stable admissions
Transportation Positive Robust user trend; major growth projects; diverse revenue base; minimal trade war impact to date
Water & Sewer Neutral Diverse customer base; self regulated; strong financials; capex projects for strategic and climate upgrades
Public Power Neutral Self regulated rates; varied fuel strategies affect capital programs; strong base
Housing Positive Stable rate environment will keep prepayment speeds within PAC collars; issuance likely to increase
Tobacco Positive Withdrawal of rules on nicotine reduction; increased regulatory focus on e-cigarettes; attractive carry
Prepay/Corp Backed Positive Strength in corporate sector should translate well for corporate-backed munis
Territories (PR) Neutral PREPA may have upside from current levels; COFINA offers good carry, CABs are cheap
Territories (USVI) Caution Improved liquidity and financial profile offset by looming retirement system depletion by FY23
CCRCs Caution Slowing home price appreciation, tighter labor markets, potentially increased leverage

Commonwealth of Illinois NJ Transportation Trust Commonspirit Taxable Beth Israel Lahey Health

Stanford University University of Miami

Miami Dade County Wtr & Swr MEAG M COFINA PREPA

Guam Waterworks   

Denver  Airport South Jersey Port Black Belt Energy Main Street Natural Gas (Puts)

Miami International Airport Port Everglades Patriots Energy Main Street Natural Gas (NC)

OH, NC, CT HFAs IL Housing Dev. Authority Tobacco Settlement Fin Corp/VA Northern Tobacco Securitization Corp/AK

Housing

State GO/ Appropriation Healthcare

Utilities/Power Puerto Rico

Transportation Prepay Gas

HY Tobacco
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Agency of Japan. Registered Number: Kanto Zaimukyokucho (kinsho) No. 143.

Asia Pacific (excluding Japan): Barclays Bank PLC, Hong Kong Branch is distributing this material in Hong Kong as an authorised institution regulated by the Hong Kong Monetary Authority.
Registered Office: 41/F, Cheung Kong Center, 2 Queen's Road Central, Hong Kong.

All Indian securities-related research and other equity research produced by Barclays’ Investment Bank are distributed in India by Barclays Securities (India) Private Limited (BSIPL). BSIPL is a
company incorporated under the Companies Act, 1956 having CIN U67120MH2006PTC161063. BSIPL is registered and regulated by the Securities and Exchange Board of India (SEBI) as a
Research Analyst: INH000001519; Portfolio Manager INP000002585; Stock Broker/Trading and Clearing Member: National Stock Exchange of India Limited (NSE) Capital Market INB231292732,
NSE Futures & Options INF231292732, NSE Currency derivatives INE231450334, Bombay Stock Exchange Limited (BSE) Capital Market INB011292738, BSE Futures & Options INF011292738;
Depository Participant (DP) with the National Securities & Depositories Limited (NSDL): DP ID: IN-DP-NSDL-299-2008; Investment Adviser: INA000000391. The registered office of BSIPL is at 208,
Ceejay House, Shivsagar Estate, Dr. A. Besant Road, Worli, Mumbai – 400 018, India. Telephone No: +91 2267196000. Fax number: +91 22 67196100. Any other reports produced by Barclays’
Investment Bank are distributed in India by Barclays Bank PLC, India Branch, an associate of BSIPL in India that is registered with Reserve Bank of India (RBI) as a Banking Company under the
provisions of The Banking Regulation Act, 1949 (Regn No BOM43) and registered with SEBI as Merchant Banker (Regn No INM000002129) and also as Banker to the Issue (Regn No
INBI00000950). Barclays Investments and Loans (India) Limited, registered with RBI as Non Banking Financial Company (Regn No RBI CoR-07-00258), and Barclays Wealth Trustees (India) Private
Limited, registered with Registrar of Companies (CIN U93000MH2008PTC188438), are associates of BSIPL in India that are not authorised to distribute any reports produced by Barclays’ Investment
Bank.

This material is distributed in Singapore by the Singapore branch of Barclays Bank PLC, a bank licensed in Singapore by the Monetary Authority of Singapore. For matters in connection with this
material, recipients in Singapore may contact the Singapore branch of Barclays Bank PLC, whose registered address is 10 Marina Boulevard, #23-01 Marina Bay Financial Centre Tower 2, Singapore
018983.

This material is distributed to persons in Australia by Barclays Bank PLC. None of Barclays Bank PLC, nor any other Barclays group entity, holds an Australian financial services licence and instead
relies on an exemption from the requirement to hold such a licence. This material is intended to only be distributed to “wholesale clients” as defined by the Australian Corporations Act 2001. This
material is distributed in New Zealand by Barclays Bank PLC, but it has not been registered, filed or approved by any New Zealand regulatory authority or under or in accordance with the Financial
Markets Conduct Act of 2013, and this material is not a disclosure document under New Zealand law.

Middle East: Nothing herein should be considered investment advice as defined in the Israeli Regulation of Investment Advisory, Investment Marketing and Portfolio Management Law, 1995
(“Advisory Law”). This document is being made to eligible clients (as defined under the Advisory Law) only. Barclays Israeli branch previously held an investment marketing license with the Israel
Securities Authority but it cancelled such license on 30/11/2014 as it solely provides its services to eligible clients pursuant to available exemptions under the Advisory Law, therefore a license with
the Israel Securities Authority is not required. Accordingly, Barclays does not maintain an insurance coverage pursuant to the Advisory Law.

This material is distributed in the United Arab Emirates (including the Dubai International Financial Centre) and Qatar by Barclays Bank PLC. Barclays Bank PLC in the Dubai International Financial
Centre (Registered No. 0060) is regulated by the Dubai Financial Services Authority (DFSA). Principal place of business in the Dubai International Financial Centre: The Gate Village, Building 4, Level
4, PO Box 506504, Dubai, United Arab Emirates. Barclays Bank PLC-DIFC Branch, may only undertake the financial services activities that fall within the scope of its existing DFSA licence. Related
financial products or services are only available to Professional Clients, as defined by the Dubai Financial Services Authority. Barclays Bank PLC in the UAE is regulated by the Central Bank of the
UAE and is licensed to conduct business activities as a branch of a commercial bank incorporated outside the UAE in Dubai (Licence No.: 13/1844/2008, Registered Office: Building No. 6, Burj Dubai
Business Hub, Sheikh Zayed Road, Dubai City) and Abu Dhabi (Licence No.: 13/952/2008, Registered Office: Al Jazira Towers, Hamdan Street, PO Box 2734, Abu Dhabi). This material does not
constitute or form part of any offer to issue or sell, or any solicitation of any offer to subscribe for or purchase, any securities or investment products in the UAE (including the Dubai International
Financial Centre) and accordingly should not be construed as such. Furthermore, this information is being made available on the basis that the recipient acknowledges and understands that the
entities and securities to which it may relate have not been approved, licensed by or registered with the UAE Central Bank, the Dubai Financial Services Authority or any other relevant licensing
authority or governmental agency in the UAE. The content of this report has not been approved by or filed with the UAE Central Bank or Dubai Financial Services Authority. Barclays Bank PLC in the
Qatar Financial Centre (Registered No. 00018) is authorised by the Qatar Financial Centre Regulatory Authority (QFCRA). Barclays Bank PLC-QFC Branch may only undertake the regulated
activities that fall within the scope of its existing QFCRA licence. Principal place of business in Qatar: Qatar Financial Centre, Office 1002, 10th Floor, QFC Tower, Diplomatic Area, West Bay, PO Box
15891, Doha, Qatar. Related financial products or services are only available to Business Customers as defined by the Qatar Financial Centre Regulatory Authority.

Russia: This material is not intended for investors who are not Qualified Investors according to the laws of the Russian Federation as it might contain information about or description of the features
of financial instruments not admitted for public offering and/or circulation in the Russian Federation and thus not eligible for non-Qualified Investors. If you are not a Qualified Investor according to the
laws of the Russian Federation, please dispose of any copy of this material in your possession.
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Disclaimer (continued)
IRS Circular 230 Prepared Materials Disclaimer: Barclays does not provide tax advice and nothing contained herein should be construed to be tax advice. Please be advised that any discussion of
U.S. tax matters contained herein (including any attachments) (i) is not intended or written to be used, and cannot be used, by you for the purpose of avoiding U.S. tax-related penalties; and (ii) was
written to support the promotion or marketing of the transactions or other matters addressed herein. Accordingly, you should seek advice based on your particular circumstances from an independent
tax advisor.

© Copyright Barclays Bank PLC (2020). All rights reserved. No part of this publication may be reproduced or redistributed in any manner without the prior written permission of Barclays. Barclays 
Bank PLC is registered in England No. 1026167. Registered office 1 Churchill Place, London, E14 5HP. Additional information regarding this publication will be furnished upon request. US36062
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