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There’s nothing like an idiosyncratic global event to roil the municipal market. Following a strong start to the year, the 
muni market ran headfirst into a brick wall. For the week, two-, 10- and 30-year AAA yields rose 4, 17 and 11 basis 
points (bps), respectively. The Bloomberg Municipal Bond Index (the Index) returned –0.68% last week, bringing year-
to-date returns to 0.73%.  

• Why it matters: Early 2026 is eerily similar to early 2025, with the Index up 2.20% through February 2026 versus 
1.50% in 2025. In March 2025, the Index fell 1.69%, while so far in March 2026 it's down 1.44%. Although a 
similar return profile, the reasons are far different. The fear of limiting or eliminating municipal tax-exemption was 
the main reason in 2025, however, 2026 is being triggered by global issues. The impact of the current sell-off is 
that munis are cheapening relative to US Treasuries (Display 2) and parts of the curve that were steep are 
beginning to flatten. For example, the 10–20-year part of the curve this month has flattened from 130 bps to 114 
bps, while the 10–30-year curve has flattened from 163 bps to 150 bps. The long end of the curve remains the 
most attractive part, with yield plus roll exceeding 5% (Display 3). The question is, what to do now? We are 
advocates of a barbell maturity structure with the 15–20-year part of the curve being the most provocative. 
Assuming a 5.8-year duration profile, a barbell maturity structure will provide a higher yield (3.43%) and potentially 
higher total return versus a concentrated (3.10%) or laddered maturity structure (3.22%). In our opinion, it’s an 
opportune time to be a liquidity provider and invest in a market whose yields have increased 27 bps in just two 
weeks. Once we get through this period, we expect yields to fall and bonds to rally. 

On March 11, 2026, Moody’s revised the outlook on New York City to negative while affirming the city’s Aa2 debt ratings.  

• Why it matters: Moody’s cited concerns around sizable projected budget gaps pointing to a structural imbalance 
in the city’s finances. Despite the outlook revision, New York City continues to maintain credit ratings that are 
among the highest of major US cities. It is early in the budget season with the fiscal 2027 budget not due until July 
1. The budget gap has already been narrowed from an estimated $12 billion to $7.6 billion (assuming no increase 
in the property tax rate) based on personal income tax receipts being revised higher. And, historically, budget 
gaps have tended to organically narrow between the mayor’s initial budget proposal and the final budget. We 
expect Mamdani's eventual response to Moody's negative rating revision will be constructive and that he will work 
with the City Council and the Governor to find recurring revenues or savings to satisfy the agency's need for 
"progress toward restoring structural balance.” Further evidence to the contrary could change our opinion. 

US CPI for February was uneventful, with both core (0.2% month over month and 2.4% year over year) and headline 
(0.3% month over month and 2.5% year over year) landing right on expectations.  

• Why it matters: On a forward basis, the big issue for inflation today is the price of oil. If oil prices stay elevated, 
headline inflation will move higher almost immediately; the pass-through to gasoline is very rapid. While that won’t 
prompt the Fed to hike, this will give it pause as it assesses the stability of inflation expectations. Away from the 
impact of oil prices, the general trajectory of CPI has been fairly consistent—a very gradual deceleration that has 
left the overall series above the Fed’s target range. Tariffs pushed up the price of durable goods for a time, but we 
are now entering into a period in which the initial impact of tariffs should start to fade from the calculation. Given 
the war in Iran and the move higher in oil prices, the market has just 18 bps of Fed cuts priced into 2026 versus 60 
bps of cuts priced prior to the Iran war. 

Key Takeaways 
 

1. An idiosyncratic global event slams into the muni market.  
 
2. Moody’s revised its outlook on New York City to negative.  

 
3. US CPI for February landed right on expectations. 
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Displays of the Week: March 16, 2026 

 

 

 

 

 

 

 

 

 

 

   

 

 

  
Mar 13,  

2026 
Feb 27, 

2026 
Five-Year 
Average 

Two-Year –4 2 16 

Five-Year 7 1 20 

10-Year 35 19 41 

15-Year 63 52 65 

20-Year 111 113 77 

30-Year 146 143 99 
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As of March 13, 2026. Source: Municipal Market Data and AB 

As of March 13, 2026. Source: Bloomberg and AB  

Display 3: Yield Plus Roll  
Percent 
 
 

Display 2: Municipal/Treasury After-Tax Spreads  
Basis points 

The shorter end of the yield curve is expensive, 

whereas the long end remains cheap. 

Yield plus roll is maximized in the 17- to 20-year part 
of the curve.  

Display 4: Expected 12-Month Municipal Returns Scenario 
Analysis 
10-year US Treasury yield (percent) 

Past performance and historical analysis do not guarantee future results. 
Display reflects expected returns of the Index under three scenarios: 10-year US Treasury yields rise to 5.00%, remain the same or decline to 
3.50% over the next 12 months. 
As of March 13, 2026. Source: Bloomberg and AB 
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The municipal market continues to offer significant 
income. 

As of March 13, 2026. Source: Bloomberg and AllianceBernstein (AB) 
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The views expressed herein do not constitute research, investment advice or trade recommendations, and do not necessarily represent the 
views of all AB portfolio-management teams. Views are subject to change over time. 
 
A Word About Risk 
 
Market Risk: The market values of the Portfolio’s holdings rise and fall from day to day, so investments may lose value. Interest-Rate Risk: Fixed-
income securities may lose value if interest rates rise or fall—long-term securities tend to rise and fall more than short-term securities. The values of 
mortgage-related and asset-backed securities are particularly sensitive to changes in interest rates due to prepayment risk. Credit Risk: A bond’s 
credit rating reflects the issuer’s ability to make timely payments of interest or principal—the lower the rating, the higher the risk of default. If the issuer’s 
financial strength deteriorates, the issuer’s rating may be lowered, and the bond’s value may decline. Inflation Risk: Prices for goods and services 
tend to rise over time, which may erode the purchasing power of investments. Foreign (Non-US) Risk: Investing in non-US securities may be more 
volatile because of the political, regulatory, market and economic uncertainties associated with such securities. These risks are magnified in securities 
of emerging or developing markets. Currency Risk: If a non-US security’s trading currency weakens versus the US dollar, its value may be negatively 
affected when translated back into US-dollar terms. Diversification Risk: Portfolios that hold a smaller number of securities may be more volatile than 
more diversified portfolios, since the gains or losses from each security will have a greater impact on the Portfolio’s overall value. Derivatives Risk: 
Investments in derivative instruments such as options, futures, forwards or swaps can be riskier than traditional investments and may be more volatile, 
especially in a down market. Leverage Risk: Trying to enhance investment returns by borrowing money or using other leverage tools magnifies both 
gains and losses, resulting in greater volatility. Municipal Market Risk: Debt securities issued by state or local governments may be subject to special 
political, legal, economic and market factors that can have a significant effect on the Portfolio’s yield or value. An investor cannot invest directly in an 
index. Investment and Insurance Products: Not FDIC insured l Not a bank deposit l Not insured by any federal government agency l No bank 
guarantee l May lose value 
 
The [A/B] logo and AllianceBernstein® are registered trademarks used by permission of the owner, AllianceBernstein L.P. 
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