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Munis outperformed US Treasuries this week although returns were negative across the board. Two, 10- and 30-year 
AAA muni yields rose 7, 8 and 10 basis points (bps), respectively, while similar UST yields rose 12, 10 and 8 bps, 
respectively. The Bloomberg Municipal Bond Index was down 0.58%, bringing the year-to-date return to 0.59%.  

• Why it matters: A confluence of events, including inflation data, new Federal Reserve Chair Kevin Warsh and a 
$13 billion new issue calendar, generated volatility in munis. Despite this volatility the muni sell-off was highly 
orderly. The new issue calendar was well subscribed and inflows into the muni market were sizable. According to 
J.P. Morgan, municipal mutual funds and exchange-traded funds recorded another solid week of inflows totaling 
$1.3 billion. By maturity, inflows were decisively concentrated in the intermediate and long end of the curve, with 
$416 million into intermediate funds and $656 million into long-term funds. Credit quality remained skewed toward 
investment-grade funds (+$1.1billion), while high-yield funds also attracted incremental demand (+$218 million). 
On a year-to-date basis, municipal fund inflows now total $36.5 billion, marking the second-highest YTD level on 
record for this point in the year—surpassing 2019 and trailing only 2021. The continued strong demand for long 
bonds is evident in how much the long end of the curve has outperformed (Display 1). We anticipate the long end 
of the curve to continue to outperform over time given its current steepness. However, we may see additional 
volatility next week as the new issue calendar is once again sizable, totaling $14 billion. This could be a good time 
to put cash to work, as issuance the week of Memorial Day will likely be much lighter. Investors need to be patient 
given the recent bouts of volatility and take advantage of the high yields being offered by the market.   

US CPI rose 0.6% month over month (MoM) and 3.8% year over year (YoY) and core inflation rose 0.4% MoM and is up 
2.8% YoY as the impact of the war in Iran filters into prices.  

• Why it matters: The increase in prices will keep the Fed on hold for the time being. While core inflation normally 
gets the focus, we think it’s worth starting with headline inflation because it is the index most impacted by the 
surge in oil prices. Headline inflation has gone from 2.4% to 3.8% over two months, pushed higher by a surge in 
gasoline prices. Unless and until gasoline prices come down meaningfully, headline inflation is likely to stay 
elevated and even increase further. This increase, coupled with a producer price index that came in at a 6% 
annual rate, has caused UST yields to spike with the 10- and 30-year reaching 4.57% and 5.12%, respectively. 
Muni yields jumped as well, which should be viewed as an opportunity to be a liquidity provider as yield plus roll is 
near or above 5% for bonds with maturities in and around 20-years (Display 3). 

The State of California hit the AI/tech jackpot as tax revenues came in much higher than expected.  

• Why it matters: Governor Gavin Newsom’s May revision to the 2026–2027 California state budget introduces a 
$349 billion spending plan that fully eliminates the state’s projected deficit through July 2028, driven by $16.5 
billion in higher-than-expected tax revenues from a booming, tech-driven stock market. To insulate the state 
against future economic volatility, the updated plan avoids new ongoing spending and instead builds a massive 
$29.9 billion total reserve cushion. This comprehensive fiscal safety net includes $23 billion across core liquid 
accounts—headlined by a $14.4 billion rainy-day fund—alongside a newly created $5.8 billion surplus holding 
account designed to lock away current windfalls to protect the subsequent 2027–2028 fiscal year. 
  

Key Takeaways 
 

1. The muni market sold off hard due to a confluence of events.  
 
2. Yield plus roll is nearly 5% in certain parts of the yield curve.  

 
3. The State of California’s tax revenues come in well-above expectations. 
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Displays of the Week: May 18, 2026 

 

 

 

 

 

 

 

 

 

 

   

 

 

  
May 15,  

2026 
Feb 27, 

2026 
Five-Year 
Average 

Two-Year 15 3 16 

Five-Year 20 2 20 

10-Year 39 17 41 

15-Year 55 57 65 

20-Year 98 113 77 

30-Year 143 143 99 
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As of May 15, 2026. Source: Bloomberg and AB  

Display 3: Yield Plus Roll  
Percent 
 
 

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

Intermediate maturities are closer to fair value. The 

long end remains cheap. 

Yield plus roll is maximized in the 15- 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 Bloomberg Municipal Bond Index under three scenarios: 10-year US Treasury yields rise to 5.50%, 
remain the same or decline to 3.50% over the next 12 months. 
As of May 15, 2026. Source: Bloomberg and AB 
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Display 1: Year-to-Date Returns by Municipal Maturity Index  
Percent 
 
 
 
 
 
 
 
 
 
 

An intermediate-duration barbell approach has 
outperformed other maturity structures. 

As of May 15, 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. 
 
© 2026 AllianceBernstein L.P. 
SMA-938549-2026-05-15 
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