
Municipal bonds started the year strongly, with tax-exempt munis outperforming 
taxable fixed income as demand absorbed supply and technicals dominated 
market behavior.

Intermediate municipal yields ral l ied even as Treasury yields moved modestly 
higher, pushing relative valuations r icher and elevating the importance of 
structure, curve posit ioning, and discipl ined issuer selection.

It’s becoming a case of the “haves and have-nots” in municipal credit.  Smaller 
and more narrowly posit ioned issuers face growing pressure, particularly 
standalone hospitals,  smaller private col leges, and charter schools,  where 
r is ing operating costs,  weaker pricing power, and l imited f inancial  f lexibi l i ty 
persist.  Active management is now more important than ever. 
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MARKET MEETS THE NEW FED CHAIR 

At the end of January, President Trump nominated former Fed Governor Kevin 
Warsh to succeed Jerome Powell  as Fed Chair when Powell ’s term ends in May. 
Warsh was generally viewed as more hawkish during his prior Fed tenure from 
2006–2011, though his more recent public remarks have leaned more accommodative, 
al igning with the Trump administration’s preference for lower rates.

Perhaps more important for market implications than his views on short-term 
rates are Warsh’s  pr ior  comments regarding the need for  cont inued balance
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MUNIS OUTPERFORM WHILE 
TREASURY YIELDS RISE 

In line with typical seasonal patterns associated with the “January effect,” municipal 
bonds delivered a strong start to the year, with tax-exempt munis outperforming taxable 
alternatives in January. The ICE 1–12 Year Municipal Index returned 0.93% for the month, 
supported by declining intermediate municipal yields even as Treasury yields moved 
modestly higher.

Why the outperformance in munis? Two main reasons:

1. While municipalities continue to issue robust supply, January’s net supply was relatively 
flat, as new issue pricing was easily absorbed by redemptions from calls, maturities, and 
coupon payments that were quickly reinvested back into the market.

2. Strong fund inflows, particularly into municipal ETFs. 

Strong reinvestment demand and ETF inflows absorbed 
supply in January, al lowing munis to ral ly even as Treasury 
yields moved higher and long-end returns lagged.

sheet reduction. Any acceleration of quantitative tightening, particularly alongside 
elevated Treasury issuance needs, could place upward pressure on rate volatility over 
time. While Warsh has been an outspoken critic from outside the Fed, how those views 
translate into policy decisions once in the chair remains uncertain.

Monetary policy decisions, however, remain set by the full 12-person FOMC. While the 
market saw some volatility in the days around the nomination, the announcement did not 
materially disrupt fixed income markets during the month, with the MOVE Index (the “VIX 
of bonds”) at its lowest level since the zero-rate environment of October 2021. Markets 
will be closely watching Warsh’s comments while Powell remains Chair through May 15. 

The Fed also held its benchmark interest rate in a range of 3.5% to 3.75% at the January 
meeting, pausing its recent rate-cutting trend. In his post-meeting comments, Powell 
shared that it was “hard to look at the data and say that policy is significantly restrictive 
right now.” 
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STEEP TAXABLE-
EQUIVALENT 
YIELD PICKUP 
BETWEEN 10 
AND 20 YEARS

Source: 
The Municipal Market Monitor
(TM3) & U.S. Department of
the Treasury [January 31, 2026]

CARING FOR CLIENT PORTFOLIOS, BOND BY BOND  |   03

BULL STEEPENER IN JANUARY
The AAA muni curve “bull steepened” in January, with five- and 10-year yields 
declining by 14 and 10 basis points, respectively, while 30-year rates rose three 
basis points.

While taxable-equivalent yields remain compelling for high-net-worth investors, we 
believe relative value across the curve has become increasingly uneven, highlighting 
the importance of thoughtful structure and disciplined bond selection. As of January 
month-end, we are seeing a 226-basis-point pickup in taxable-equivalent yield 
between the 10-year and 20-year portions of the AAA curve for clients in the highest 
tax bracket. 
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R icher valuations elevate the importance of structure 
and curve posit ioning.
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MUNI ISSUANCE 
REMAINED 
ABOVE 
HISTORICAL 
AVERAGES

Source: 
Barclays Live [February 3, 2026]
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NEW ISSUE SUPPLY MODERATES, 
BUT STILL HIGHER THAN AVERAGE
Muni issuance totaled $34B for the month. While this was 8% lower than in the 
same period last year,  i t  was st i l l  higher than the $27B average supply for the 
month during the past f ive years.

We bel ieve this environment supports continued use of our modif ied barbel l  
structure,  a l lowing cl ient accounts to benefit  f rom elevated long-end yields 
whi le retaining downside protect ion on the short end and improving future 
income potential .
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Looking ahead, we expect supply to pick up in the coming months, which 
should coincide with higher secondary market activity and seasonal investor 
rebalancing ahead of tax t ime. 
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WIDENING CREDIT DISPERSION 
HIGHLIGHTS THE VALUE 
OF ACTIVE MANAGEMENT

Whi le  mun ic ipa l  c red i t  fundamenta l s  rema in  broad ly  s tab le ,  suppor ted  by  
modest  revenue  growth  a t  the  s ta te  and loca l  leve l  and  a  s t i l l - res i l i ent  
consumer backdrop, credit dispersion is increasing across sectors, reinforcing 
a “haves and have-nots” dynamic as cost pressures and policy uncertainty 
weigh unevenly on issuers.

La rger ,  we l l - resourced i s suers—inc lud ing  s ta tes ,  l a rge  loca l  governments ,  
mu l t i - s ta te  hea l thcare  sys tems ,  and  ma jor  pub l i c  un ivers i t ies—cont inue  to  
demonst ra te  greater  res i l i ence  due  to  sca le ,  d ivers i f ied  revenue  s t reams ,  
and  s t ronger  ba lance  sheets .

Recent rat ing act ions reinforce the growing divide 
between wel l -resourced municipal  issuers and more 
constrained credits.
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A S S E T  P R E S E R V A T I O N
A D V I S O R S

The opinions expressed herein are those of Asset Preservation Advisors (“APA”) as of the date of publication and are 
subject to change without notice. APA reserves the right to modify its current investment strategies and techniques based 

on changing market dynamics or client needs. Materials presented have been derived from sources considered to be 
reliable, but accuracy and completeness cannot be guaranteed. Past performance is not indicative of future results. 

Investing involves risk including the potential loss of principal. This material is not financial advice or an offer to sell any 
product.  It should not be assumed that any of the securities transactions, holdings or sectors discussed were or will prove 

to be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will 
equal the investment performance of the securities discussed herein.

APA 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 APA, including its investment strategies and objectives, can be 
found in its Form ADV Part 2 and/or Form CRS, which can be obtained by visiting www.assetpreservationadvisors.com.

APA-2602-6 
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S m a l l e r  a n d  m o r e  n a r r o w l y  p o s i t i o n e d  i s s u e r s  f a c e  g r o w i n g  p r e s s u r e ,  
p a r t i c u l a r l y  s t a n d a l o n e  h o s p i t a l s ,  s m a l l e r  p r i v a t e  c o l l e g e s ,  a n d  c h a r t e r  
s choo l s ,  whe re  r i s i ng  opera t i ng  cos t s ,  weake r  p r i c i ng  power ,  and  l im i ted  
f i n a n c i a l  f l e x i b i l i t y   p e r s i s t .  R e c e n t  r a t i n g  a c t i o n s  a c r o s s  p r i v a t e  h i g h e r  
e d u c a t i o n  a n d  t h e  c h a r t e r  s c h o o l  s e c t o r — i n c l u d i n g  X a v i e r  U n i v e r s i t y  
a n d  G r e a t  H e a r t s  T e x a s  C h a r t e r  S c h o o l — u n d e r s c o r e  t h e  g r o w i n g  
d i v e r g e n c e  b e t w e e n  w e l l - r e s o u r c e d  i s s u e r s  a n d  m o r e  c o n s t r a i n e d  
c r e d i t s .

L o o k i n g  a h e a d ,  i n c r e a s e d  i s s u a n c e  i n  s e c t o r s  s u c h  a s  p u b l i c  p o w e r  a n d  
h o u s i n g  m a y  p l a c e  u p w a r d  p r e s s u r e  o n  s p r e a d s  a n d  c o n t r i b u t e  t o  
m o r e  d i f f e r e n t i a t e d  c r e d i t  o p p o r t u n i t i e s ,  r e i n f o r c i n g  t h e  i m p o r t a n c e  
o f  d i s c i p l i n e d  i s s u e r  s e l e c t i o n  b y  y o u r  m a n a g e r .  S h o u l d  y o u  o r  y o u r  
c l i e n t s  h a v e  a n y  c o n c e r n s  w i t h  o u t s i d e  h o l d i n g s ,  p l e a s e  s e n d  t h e m  
o v e r  t o  o u r  r e s e a r c h  t e a m  f o r  r e v i e w .  


