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The second quarter opened with a surge in volatility following the April 
2nd “Liberation Day” tariff announcements. Equities sold off sharply, 
and although there was an initial flight to quality, bond yields moved 
higher amid uncertainty and potential inflation concerns.

Over a three-day trading period beginning April 7th, the AAA municipal 
curve experienced a dramatic adjustment, with yields rising by an 
average of 90 basis points, marking the largest three-day increase 
outside the COVID-19 shock. In comparison, Treasury yields of one year 
and longer rose just 29 basis points over the same period, as 
municipal-specific supply and demand imbalances weighed on the asset 
class. Bid lists in the secondary market hit $3 billion in a single day, the 
highest total since March 2020.

Municipal mutual funds experienced significant pressure at the start of 
the quarter, with seven consecutive weeks of outflows, resulting in net 
redemptions of $8.7 billion for April. However, this underperformance 
improved relative value and quickly garnered investor attention, as the 
10-year muni/Treasury ratio briefly reached 90%, ending the month at 
80%, the highest sustained level in some time.
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Following the White House’s April 9th announcement of a 90-day pause 
on tariffs, bonds rebounded sharply into month-end. Ultimately, 
municipal yields moved higher by 24, 16, 9, and 14 basis points in the 
2-, 5-, 10-, and 30-year spots, respectively.

Municipals staged a rebound in May, reversing April’s selloff. A 
resurgence in demand was fueled by attractive absolute and relative 
yields, resulting in municipal outperformance versus Treasuries for the 
month. Fund flows turned positive, with municipal mutual funds 
receiving $4.8 billion in net inflows for the month. Meanwhile, 
Treasuries sold off as concerns around fiscal deficits and policy 
uncertainty intensified. Moody’s responded by downgrading U.S. 
sovereign debt to Aa1.

Notably, the first draft of the federal tax bill preserved the municipal 
tax exemption, which eased investor anxiety and supported demand for 
tax-exempt securities.

At its May meeting, the Federal Reserve kept the benchmark rate 
unchanged, while acknowledging heightened risks to both inflation and 
employment, partly attributed to ongoing trade tensions.

Municipal new issue supply totaled $50 billion during the month, 39% 
above the previous five-year average of $36 billion. The curve 
steepened meaningfully, as short-term rates declined while 
intermediate to long-dated yields moved higher. By month-end, yields 
had adjusted by -15, -18, -1, and +14 basis points in the 2-, 5-, 10-, and 
30-year maturities, respectively.

In June, investor focus shifted from trade policy to signs of a weakening 
economy. First-quarter GDP was revised down to -0.5%, while inflation 
remained muted. The May CPI report, released in June, showed 
monthly increases of just 0.08% (headline) and 0.13% (core), both below 
expectations. The unemployment rate ticked up to 4.2%, a notable 
increase from January’s 3.7% and reaching its highest level since 
November 2021.

Despite the softer data, the Fed held rates steady at its June FOMC 
meeting. However, market participants began pricing in greater odds of 
rate cuts in the second half of 2025, with futures indicating 2–3 cuts by 
year-end and the first expected as early as September. This shift 
broadly supported fixed-income performance, particularly in short- and 
intermediate-maturity securities.

Municipals benefited from this tailwind, with yields adjusting by -19, 
-17, -7, and +2 basis points in the 2-, 5-, 10-, and 30-year spots, 
respectively. With the curve steepening that took place throughout the 
quarter, the 2- to 10-year slope closed the period at +68 basis points, 
recovering from the inversion seen through mid-2024. More 
meaningfully, the 5- to 30-year slope ended at +187 basis points, up 49 
basis points from the start of the period.
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Historic April Volatility: April opened with a surge in volatility 
following tariff announcements, triggering the largest three-day 
yield spike on the AAA muni curve (up 90 bps) since the 
COVID-19 shock.

Fund Flow Reversal: After $8.7 billion in outflows during April, 
municipal mutual funds saw a rebound, with nine consecutive 
weeks of inflows to close the quarter, including $4.8 billion in 
inflows in May and $2.3 billion in June.

Surge in Supply: Despite a temporary slowdown in issuance amid 
April’s market volatility, Q2 new issuance totaled $161 billion, 
pushing year-to-date volume to $281 billion, 15% ahead of 
2024’s record pace, with full-year projections of $550–600 
billion.

Yield Curve Steepening: The municipal yield curve steepened 
meaningfully during the quarter, with the MMD 2s/10s spread 
widening from 58 to 68 basis points and the 5s/30s slope 
increasing from 138 to 187 basis points, reflecting a repricing of 
Fed expectations, defensive SMA demand in shorter maturities, 
and investor caution at the long end amid inflation and supply 
concerns.

Fed Holds, Markets Price Cuts: The Federal Reserve kept rates 
steady at both the May and June FOMC meetings, but weakening 
economic data and rising unemployment (4.2%) led markets to 
price in 2–3 rate cuts by year-end, supporting muni performance, 
especially in short and intermediate maturities.
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MUNI & TREASURY YIELD CURVES

Source: Municipal Market Data, US Treasury
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Q2 2025 YIELD MOVES (bps)

Source: Municipal Market Data, US Treasury

Source: Investment Company Institute (ICI)
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Following seven consecutive weeks of outflows and $8.7 billion in net 
redemptions in April, municipal mutual funds experienced a rebound in 
demand over the final two months of the quarter. Funds recorded nine 
consecutive weeks of inflows to close the second quarter, including 
$4.8 billion in May and an additional $2.3 billion in June, which partially 
offset earlier weakness, resulting in net flows for the quarter of -$1.68 
billion.
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SUPPLY

Despite a temporary slowdown in issuance amid April’s market volatility, 
municipal supply remained at a torrid pace throughout the second 
quarter. New issue volume totaled $161 billion for the period, bringing 
year-to-date issuance to $281 billion, or 15% ahead of last year’s 
record-setting pace. Looking ahead, the forward calendar remains 
robust, with full-year projections ranging from $550 to $600 billion.

This surge in issuance marks a continued expansion of the tax-exempt 
market, with many participants now expecting nearly $200 billion in net 
supply for a second consecutive year. After years of relatively flat 
growth, the municipal market has grown to over $4 trillion in size. While 
still small compared to the rapidly growing Treasury market, this 
expansion—along with the sector’s strong credit quality—has supported 
tighter ratios, particularly in the intermediate part of the curve.

OUTLOOK

Despite the quarter’s volatility, one theme remained consistent: a 
steeper municipal yield curve. As the quarter progressed, we observed 
a notable shift in market dynamics, whether it be a repricing of FOMC 
expectations, a more defensive posture from separately managed 
account (SMA) participants capitalizing on still-attractive 
short-to-intermediate yields, or investor caution at the long end amid 
inflation uncertainty and the potential for increased supply. This 
changing demand landscape was reflected in performance: the ICE 1-10 
Year Index returned +1.22% for the quarter, while the ICE 10+ Year 
Index declined by -1.07%.
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Curve steepening was also evident in MMD data. The 2s/10s slope 
widened from 58 basis points at the start of the quarter to 68 basis 
points by June 30. More significantly, the 5s/30s curve steepened from 
138 bps to 187 bps—one of the most significant shifts in recent 
quarters.

As outlined in prior commentaries, we have deliberately positioned 
portfolios to withstand a steeper curve environment, employing a 
modified ladder structure with an emphasis on shorter-call bonds. This 
part of the curve has seen the heaviest secondary market activity, and 
we've used that dislocation to generate yield and carry, while keeping 
longer-term flexibility intact.

Looking ahead to the second half of the year, we believe the current 
shape of the curve provides room to be more constructive. Specifically, 
we see opportunities to build portfolios with longer bullet maturities 
and extended call protection as part of our defensive income strategy. 
Even if the rate outlook remains uncertain, our internal view is that 
sustained elevated supply levels could limit the potential for a strong 
muni rally. That said, we believe taxable-equivalent yields in the 
longer-intermediate portion of the curve remain compelling and worth 
locking in.

We expect the average effective maturity across our composites to shift 
modestly longer, reflecting a tilt toward these more attractive 
intermediate to long-term opportunities, which we believe will position 
clients to benefit from both customized active management and today's 
favorable market opportunities.

*Data presented as of 6/30/2025.
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Source: Municipal Market Data (MMD)
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Asset Preservation Advisors (APA) is a registered investment  
advisor founded in 1989. APA specializes in managing high quality 
tax-exempt and taxable municipal bond portfolios for other 
registered investment advisors, family wealth offices and  
institutional clients.

Since its founding, Asset Preservation Advisors is committed to 
delivering a high level of service, quality and wealth preservation. APA 
believes our growth in assets under management can be attributed to a 
consistent investment process and corresponding trading discipline. 

We value highly the trust our clients have shown in APA and remain 
committed to adhering to a high level of ethical, moral and business 
standards first envisioned at our founding in 1989. Asset Preservation 
Advisors (APA) is a registered investment advisor founded and 
specializes in managing high quality, tax-exempt and taxable municipal 
bond portfolios for other registered investment advisors, family wealth 
offices and institutional clients. 

ABOUT APA

3344 Peachtree Road, Suite 2050
Atlanta, GA 30326

400 Madison Ave, Suite 9D
New York, NY 10017

contactus@assetpreservationadvisors.com
Phone: 404.261.1333 | 800.833.8985

CONTACT US

https://www.youtube.com/watch?v=9o8_HxKmOSo&t=1s
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DISCLOSURES 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. The actual 
characteristics with respect to any particular client account will vary 
based on a number of factors, including but not limited to: (i) the size 
of the account; (ii) investment restrictions applicable to the account, if 
any, and (iii) market exigencies at the time of investment. 

The opinions expressed herein are those of Asset Preservation Advisors 
(“APA”) as of the date of publication and are subject to change without 
notice. Asset Preservation Advisors, Inc. reserves the right to modify its 
current investment strategies and techniques based on changing 
market dynamics or client needs. This is not a recommendation to buy 
or sell a particular security. Information was obtained from third party 
sources which we believe to be reliable, but are not guaranteed as to 
their accuracy or completeness.

ICE U.S. Broad Municipal Index (MUNI) – This index tracks the 
performance of U.S. dollar-denominated, investment grade (IG), 
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 day remaining to final maturity, at 
least 18 months to final maturity at the time of issuance, a fixed coupon 
schedule and an IG rating (based on an average of Moody’s, S&P and 
Fitch). Minimum size requirements vary based on the initial term to 
final maturity at time of issuance.

APA is an investment adviser registered with the U.S. Securities and 
Exchange Commission. Registration does not imply a certain level of 
skill of 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.apabonds.com.
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