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Muni Supply and Demand Dynamics 
Remain Unchanged  

Market Review

Given maturity, either the muni market giveth or taketh away in 2021’s fourth quarter. 
Overbought front-end conditions were unsustainable— yields increased by 8 basis 
points in 3 years and 5 basis points in 5 years. The long-end fared better— yields fell 8 
basis points in 10 years and 19 basis points in 30 years. 

The flatter muni curve paled in comparison to the 65 basis point Treasury flattener. 
Ergo, the ratio to Treasuries plummeted: the 3-year sank from 52% to 35%. 2021 issu-
ance was approximately $473 billion, up just over 1.5% versus 2020. December issu-
ance was strong, with more than $31 billion before the holidays and up 12% from last 
year according to Bloomberg.  

Inflows into municipal bonds helped support performance as the asset class expe-
rienced an amazing 51 weeks of inflows and 1 week of outflows year to date. Weekly 
inflows in the fourth quarter averaged $600 million according to Lipper. 

Watered down political policy has been neutral for municipal bonds as the Infrastruc-
ture Act did not contain any bond-centric policy. The Reconciliation Act also failed to 
pass in 2021. This Act was somewhat muni neutral—a potential increase in the SALT 
deduction would be offset by a surcharge tax on the wealthiest Americans. Many 
states have unspent COVID aid and are reporting higher revenue collections (income, 
sales, and property tax), so any loss of further Federal funding would not prove fatal. 

The fourth quarter experienced the most volatility since the start of the COVID out-
break, reaching a crescendo in November’s close and remaining in the higher end of 
the recent trading range. The Fed’s hawkish announcements concerning the end of 
quantitative easing and tightening provided the impetus for higher volatility.

Fourth Quarter Performance Highlights
 � The theme we discussed last year, The Ides of Fall, played out again this year as 

the front-end got crowded, underperformed, and forced participants to either 
consider lower rated paper, or move out the curve in search of yield. Inflows 
tend to fall after August, and this year the pattern continued, lending itself to 
late Q3 and early Q4 weakness. 

 � As we posited earlier this year, in times of a Fed rate tightening regime, the 
curve may initially steepen, but as the path to higher short-term rates becomes 
clearer, the muni curve usually flattens, favoring longer-dated positions. While 
we sold longer, low coupon positions to weed out underperformers, we con-
tinued to favor longer-dated maturities based on our observations. 

 � Recent new issue spreads in NJ, CT, and IL reinforced our decision to hold 
positions built in 2020/early 2021, as spreads to muni benchmark AAA curves 
continued to move tighter. We are willing to buy or sell, depending on where 
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we are in the credit/rate cycle. 
 � We added to pre-paid natural gas bonds and trans-

portation bonds to better mirror the index. The index 
has heavy weights in BBB bonds; the sector is rich, 
and our rebalancing is dependent on a sound entry 
point and issuers we are comfortable with. 

 � During the quarter, we bought cushion bonds (long 
final maturity with shorter calls). We believe they are 
becoming scarce, but aren’t yet fully trading as such, 
and their convexity profile/refundability offers more 
protection in a softer market. We also continued to 
buy 1yr/9-15year barbells—short percentages of 
Treasuries were better on the short leg, and curve 
steepness directed the long leg. 

Positioning and Outlook

The fourth quarter closed a year characterized by declining 
trading volume. Uncertainty surrounding central bank policy 
could be blamed, but we were firm believers that the Fed 
would adopt a hawkish stance in previous missives. We fur-
ther posited that gridlock in Washington DC would produce 
much ado about nothing, and policy proved neutral. 

Low yields, ratios and competition for bonds could be 
blamed for decreased volume. Customer purchases as a 
percentage of par value traded was the highest it’s been in 
six years, with monthly totals exceeding all but two previ-
ous months’ highs, set in October and November of 2020 
(the same months munis saw some of 2021’s worst perfor-
mance). Any downside should be limited given the breadth 

and depth of the customer base. With declining coupon 
structure becoming the norm, we believe some headwinds 
may arise: any market sell-off would increase duration faster 
on these newer bonds, and it’s for this exact reason that we 
have harped on buying fuller coupon structures throughout 
the year.

Most pundits forecasting 2022 supply, whether more or less 
than 2021, all agree that the volume of traditional invest-
ment-grade exempt bonds will be limited. Some are calling 
for 8% of muni bonds to be called or mature next year, and 
30% within 5 years. Combined with taxable munis cannibal-
izing exempt issuance, the universe of exempt bonds is 
growing slower than headline supply estimates infer. In the 
short term, we believe supply pressure will be particularly 
acute during the first quarter of 2022. 

As stated last quarter, we were bearish on uncertainty, but 
bullish on clarity surrounding the Fed, policy, and muni sup-
ply. As the curve approached its 3rd and 4th quarter slope 
and volatility nadir, we added longer final maturity, callable 
bonds, 8 to 10-year bullets, and weighted barbells in antici-
pation of the coming flattening. October saw bear flattening 
and another great buying opportunity we took advantage of 
while November saw aggressive bull flattening. December 
was quiet with a marginal nod to muni high yield perfor-
mance as demand is still very deep. Our buys in August and 
September hurt us in Q3, but continued shopping in October 
and the market’s about-face proved fortuitous in later Q4. 
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The views expressed are those of the author(s) and do not necessarily reflect 
the views of Clark Capital Management Group. The opinions referenced are 
as of the date of publication and are subject to change due to changes in the 
market or economic conditions and may not necessarily come to pass. There 
is no guarantee of the future performance of any Clark Capital investments 
portfolio. Material presented has been derived from sources considered to be 
reliable, but the accuracy and completeness cannot be guaranteed. Nothing 
herein should be construed as a solicitation, recommendation or an offer to 
buy, sell or hold any securities, other investments or to adopt any invest-
ment strategy or strategies. For educational use only. This information is not 
intended to serve as investment advice. This material is not intended to be 
relied upon as a forecast or research. Investors must make their own decisions 
based on their specific investment objectives and financial circumstances. Past 
performance does not guarantee future results. 

This document may contain certain information that constitutes forward-look-
ing statements which can be identified by the use of forward-looking terminol-
ogy such as “may,” “expect,” “will,” “hope,” “forecast,” “intend,” “target,” “believe,” 
and/or comparable terminology (or the negative thereof). Forward looking 
statements cannot be guaranteed. No assurance, representation, or warranty 
is made by any person that any of Clark Capital’s assumptions, expectations, 
objectives, and/or goals will be achieved. Nothing contained in this document 
may be relied upon as a guarantee, promise, assurance, or representation as 
to the future.

The volatility (beta) of a client’s portfolio may be greater or less than its respec-
tive benchmark. It is not possible to invest in these indices.

Index returns include the reinvestment of income and dividends. The returns 
for these unmanaged indexes do not include any transaction costs, manage-
ment fees or other costs. It is not possible to make an investment directly in 
any index.

Fixed income securities are subject to certain risks including, but not limited 
to: interest rate (changes in interest rates may cause a decline in market value 
or an investment), credit, prepayment, call (some bonds allow the issuer to call 

a bond for redemption before it matures), and extension (principal repayments 
may not occur as quickly as anticipated, causing the expected maturity of a 
security to increase). 

Municipal securities can be affected by adverse tax, legislative or political 
changes and the financial conditions of the issuers of the municipal securities.

Municipal bonds can be significantly affected by political and economic 
changes, including inflation, as well as uncertainties in the municipal market 
related to taxation, legislative changes, or the rights or municipal security 
holders. Municipal bonds have varying levels of sensitivity to changes in inter-
est rates. Interest rate risk is generally lower for shorter-term municipal bonds 
and higher for long term municipal bonds.

Treasury yield is the return on investment, expressed as a percentage, on the 
U.S. government’s debt obligations. Looked at another way, the Treasury yield 
is the effective interest rate that the U.S. government pays to borrow money for 
different lengths of time.

S&P’s AAA rating is the highest that can be assigned to any issuer of debt. It 
is the same as the Aaa-rating issued by Moody’s. This rating is assigned to 
investment-grade debt that has a high level of creditworthiness. Debt issuers 
with the highest ratings have the strongest capacity to repay investors. Their 
strong financial positions give them the lowest chance of default.

S&P’s BBB ratings indicate that expectations of default risk are currently low. 
The capacity for payment of financial commitments is considered adequate, 
but adverse business or economic conditions are more likely to impair this 
capacity.

Clark Capital Management Group, Inc. is an investment adviser registered with 
the U.S. Securities and Exchange Commission. Registration does not imply a 
certain level of skill or training. More information about Clark Capital’s advisory 
services and fees can be found in its Form ADV which is available upon 
request. CCM-508


