
Summary
•	 Tax-exempt yields rose approximately 30 basis points last week, materially 

strengthening the municipal opportunity we identified two weeks ago. 
•	 Municipal-to-Treasury ratios moved further above their 2026 averages, giving 

investors an opportunity for both higher tax-exempt income and better relative 
value.

•	 Burton Malkiel, the author of A Random Walk Down Wall Street, reached a similar 
conclusion in his recent Wall Street Journal commentary, writing that tax-exempt 
bonds now offer “unusually high returns.”

Significant Movement in Tax-Exempt Yields Last Week
The municipal opportunity we identified two weeks ago has become even more 
compelling as tax-exempt yields and relative value indicators moved decisively higher. 
Others are taking notice. 

Tax-exempt yields rose approximately 30 basis points last week, strengthening the 
municipal bond opportunity we first highlighted Sept. 14. Investors can now capture 
more tax-exempt income at more attractive relative valuations. The Bloomberg Municipal 
Bond Index was higher, closing Friday, Sept. 25, at 4.69%. Municipal-to-Treasury ratios 
also moved higher. We were enthusiastic about the opportunity two weeks ago. We are 
even more enthusiastic now.

The Rise in Tax-Exempt Yields Strengthens the Municipal Opportunity 
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The speed of the move higher in 
yields is important, because it 
increased the income available to 
investors over such a short period. 
Investors do not need to identify the 
exact market bottom to recognize 
that the opportunity is better than it 
was two weeks ago.

This steady improvement in M/T 
Ratios does make the municipal 
opportunity harder to overlook.

The Opportunity We Identified Two Weeks Ago Has Strengthened
The market entered 2026 expecting lower interest rates. That outlook has been overtaken 
by persistent inflation, the conflict in the Middle East, concerns about federal debt, and 
a Federal Reserve that has provided less support and guidance than investors expected. 
We examined that shift in our August 27 commentary, The Market Thought Lower Rates 
Were Coming. Since August 27 The Bloomberg Municipal Bond Index rose 78 basis 
points from 3.91%.

Much of the increase in yields occurred last week alone. Where the index jumped 32 
basis points to 4.69% from 4.37% the previous Friday. AAA Municipal Market Data (MMD) 
yields also rose sharply last week. The 2-year MMD yield jumped 42 basis points to 3.46%, 
the 10-year MMD yield rose 30 basis points to 4.05% and the 30-year MMD yield rose 18 
basis points to 5.05%.

The speed of the move higher in yields is important, because it increased the income 
available to investors over such a short period. Investors do not need to identify the exact 
market bottom to recognize that the opportunity is better than it was two weeks ago.

Others are noticing. Burton Malkiel, author of A Random Walk Down Wall Street, reached 
a similar conclusion in a recent Wall Street Journal commentary. “Tax-exempt bonds 
today offer unusually high returns,” he wrote in It’s a Good Time to Buy Bonds. 

Relative Value Has Improved Along With the Income Opportunity
The 10-year Municipal-to-Treasury ratio (M/T Ratio) ended last week near 78%, well 
above its 2026 average of approximately 68%. The 30-year ratio rose to about 92%, also 
above its 2026 average of approximately 88%. These are among the most attractive M/T 
Ratios we have seen in 2026.

Those M/T Ratios measure municipal yields relative to Treasury yields at comparable 
maturities. Higher ratios generally indicate that municipal bonds offer more yield relative 
to Treasuries. The recent increase therefore adds a second source of value. Investors are 
not only receiving higher absolute tax-exempt yields. They are also receiving better 
relative value in today’s market.

That combination could broaden demand beyond traditional tax-exempt buyers, 
particularly if ratios remain elevated. It does not eliminate interest-rate risk or the need 
for disciplined credit selection. This steady improvement in M/T Ratios does make the 
municipal opportunity harder to overlook.

https://www.hilltopsecurities.com/municipal_commentary/the-market-thought-lower-rates-were-coming/
https://www.hilltopsecurities.com/municipal_commentary/the-market-thought-lower-rates-were-coming/
https://www.wsj.com/opinion/its-a-good-time-to-buy-bonds-94e1c93e?mod=e2tw
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Investors have still added about $39 
billion to municipal mutual funds 
in 2026.

Strong demand defined the 
municipal market for much of 2026 
and remains an important source of 
support.

M/T Ratios Move Further Above Their 2026 Averages
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Source: LSEG Refinitiv and HilltopSecurities. 

Demand Rebounded, and the Opportunity Still Favors Buyers
Municipal mutual funds reported a $1.8 billion outflow, per Lipper data, during the 
week ending Sept. 17, briefly interrupting one of the municipal market’s most important 
sources of demand. Fund flows then reversed, with approximately $633 million returning 
to municipal mutual funds last week. Investors have still added about $39 billion to 
municipal mutual funds in 2026.

The quick rebound confirms that investor demand remains strong, but it does not 
erase the effects of higher yields and recent market volatility. New primary market 
issuance must now come to market at yields attractive enough to draw buyers. This 
gives investors more income, greater choice, and more room to be selective. The current 
market backdrop may also make primary-market execution more difficult for issuers in 
the coming days and weeks.

Strong demand defined the municipal market for much of 2026 and remains an 
important source of support. The more immediate investor story, however, is the 
opportunity created by the speed and scale of the recent increase in yields. We identified 
that opportunity two weeks ago. Last week’s move made it materially better.
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