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U.S. Municipal Bond Market
Investors are Choosing Stability, Tax-Exempt Income,
and the Bonds that Finance America’s Infrastructure
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accelerated in 2026 as investors prioritized stability, tax-exempt income, and yields
that have become more compelling.

o Key drivers of demand are likely to remain durable through the end of the year.
Money market balances are leveling off and some of that cash appears to be
extending into longer duration assets, the tax-exemption remains a powerful
incentive for high income buyers, and the narrowing gap between expected stock
returns and bond yields could be nudging more capital toward fixed-income,
including municipals.

Demand Has Been the Defining Municipal Bond Market Story of 2026

The story of 2026 so far is a clear shift of capital into U.S. municipal bonds. Nearly
$25 billion has flowed into municipal mutual funds, according to Lipper data. It is an
important signal of investor preference.

Demand began to build back in the beginning of May 2025. By 2026, weekly municipal Nearly $25 billion has flowed into
fund flows had nearly doubled, on average, as investors sought stability, tax-free income, municipal mutual funds, according
and attractive yields. This increase in demand has surprised some investors and market to Lipper data.

observers. The first five months of 2026 have been volatile. The result has not been broad

losses, but a shift in what investors are now choosing to value.

Growing Municipal Bond Demand
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The macro-outlook has shifted. In January most were expecting interest rates to move
lower, tax policy to support growth, and technology spending would continue to drive
the economy.

Early in the year, markets focused on the economic impact of technology. In January
and February, investors were seriously considering the consequences of Al as a general
purpose technology. We watched closely as flows were loud to begin the year and then
capital chose stability & U.S. Infrastructure, even in mid-February. Interest rates were
slowly declining, until Washington escalated the conflict with Iran, and yields started
their climb higher.

Memorial Day weekend marks the beginning of summer and often serves as a natural
checkpoint. It is a time for investors to account for what has changed and what could
come next. An important change is that Kevin Warsh was sworn in as Federal Reserve
Chair last week. He faces unigue challenges. A Middle East peace agreement is possible
but a peace plan remains both uncertain and elusive. U.S. federal debt as a percentage
of GDP is now over 100%. Oil prices have eased slightly in recent days, as have yield:s.
However, both remain elevated compared to the beginning of the year.

What Investors are Actually Doing

One of the most important and underappreciated stories of 2026 is that investors are
choosing stability and tax-exempt income, alongside increasingly attractive yields, in the
market that finances American infrastructure. This bears repeating. The details, and the
reasons behind this shift, matter.

Investors have deposited almost $25 billion into municipal mutual funds so far in 2026
per Lipper data. In 2025 the net total inflow was only $4 billion through a comparable
period. From June through December 2025, investors added nearly $20 billion more.

In total, roughly $49 billion has moved into municipal funds since the beginning of May
2025.

Last week, more than $1.5 billion flowed into municipal mutual funds alone, marking the
19th positive week out of 21 so far in 2026.

Investment Dollars are Flowing into Municipal Mutual Funds
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This is Not Just a Trade

This is not just a short-term trade for most municipal investors. The $25 billion of fund
inflows in 2026 is more than a technical signal.

It is a message delivered in parts.
o Stability matters.
o Tax-exempt income matters.
o Public entities still need capital, potentially in another record amount this year or

close to it, and those entities can still attract it.

As a reminder, municipal bonds remain one of the primary ways America finances
schools, transportation, housing, utilities, and hospitals. The stability of the market and
the tax-exemption are important features.

Why Demand Has Grown
Several forces are driving what is shaping up to be the defining municipal bond story of
2026. Others will likely be uncovered as well. This is what we are seeing now.

A key reason is that investment dollars in money market funds that has grown in recent
years is finally starting to level off. We think investors are seeking duration with some

of these investment dollars through municipal bond investments. This could continue,
especially if yields remain attractive or become even more attractive in coming weeks.

Money Market Balances Have Leveled Off
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Tax-exempt income in the form of the municipal bond tax-exemption remains a central
draw, especially for higher income investors focused on income they prefer to keep
from a tax perspective. This is likely to remain a durable source of demand. The threat to
the tax-exemption was severe in 2025, it remains elevated now, but we do not see an
immediate, or imminent threat to the municipal bond tax-exemption in the near term.

Itis also possible that investors have rebalanced out of other asset classes and into
municipal bonds since the start of the year. This driver could also continue to play out
throughout the rest of 2026.
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Finally, a Wall Street Journal front-page article, just above the fold, this week captured the
growing dynamic between equities and fixed-income well. The article argues, “A rough
gauge of stocks’expected returns is only slightly higher than what ultrasafe government
bonds would produce!This dynamic is likely playing an important factor in demand for
municipals and very well could continue though the remaining months of 2026.

Since these drivers of demand are likely to persist, we would be surprised if the
municipal bond story of 2026 so far does not continue through the rest of the year.
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