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Market Overview  
Market volatility continued during the first quarter as the market responded to swings in economic and inflation data, with central banks 
struggling to control the wheel. Then, in March, the collapse of two large commercial banks triggered a significant repricing of risk and 
sparked a flight to quality in fixed-income markets, driving yields across the curve lower. Over the quarter, the Federal Reserve 
increased interest rates twice, by 25 basis points (b.p.) each, in February and March.  

Similarly, municipal bond market performance ebbed and flowed throughout the quarter. The quarter began with a strong January, 
which was then followed by negative performance in February, only to culminate with a strong finish in March. For the quarter, the 
municipal index returned 2.78%—the second consecutive quarter of positive performance—after posting 4.10% in 4Q 2022. In addition 
to a more favorable macroeconomic backdrop for fixed income, the municipal market has been bolstered by more supportive technical 
factors. Demand, following 2022’s record-breaking outflows, has finally returned to the market. According to Morningstar, combined 
mutual fund and ETF flows for municipal strategies totaled $6.2 billion. This increase in demand has been met with relatively low supply; 
tax-exempt new issue supply is down 22% year over year and down 12% versus the trailing five-year average. 

As the past few quarters have shown, market technicals can be a major catalyst for performance—particularly over the short term—
given the concentrated buyer base of municipals. Even with the recent rally, the opportunity for fixed-income investors remains 
attractive. The yield to worst on the Bloomberg Municipal Bond Index is 3.25%, 5.49% taxable equivalent yield, well above the trailing 
10-year average for the index.  

Over the quarter, longer maturity bonds and municipal credit indices outperformed. While the municipal market has begun to find its 
footing, there continues to be dislocation in certain parts of the market, creating pockets of opportunity for municipal investors with 
flexible mandates. For example, the municipal credit market, in our view, remains dislocated from the continued improvement in 
underlying fundamentals. The fourth quarter of 2022 marked the eighth consecutive quarter of improved fundamental strength, with 
issuer upgrades representing 76% of rating revisions, dramatically outpacing downgrades, according to Moody’s. Most notable of these 
upgrades was the State of Illinois, which was upgraded by both S&P and Moody’s to A–, a significant improvement from its BBB– rating 
back in 2021. Despite stronger fundamentals, A-rated credit spreads remain wide relative to long-term averages, creating an opportunity 
for investors to increase the total return profile of strategies going forward. The average A-rated municipal spread is currently 73 b.p., 
over 30% higher than the five-year average. Adding to municipal credit increases portfolio yield while offering the potential upside for 
credit spread compression as investor flows continue into the municipal market. 

Portfolio Performance 
The AB Municipal High Quality Portfolio underperformed its benchmark, the Bloomberg Municipal Managed Money Intermediate 1-17 
Index, for the quarter, both gross and net of fees. Gross of fees, the Strategy’s yield-curve positioning slightly detracted from performance. 
Security selection within Guaranteed and Airport bonds contributed to returns, while our positions in Local and State G.O. bonds detracted. 

Outlook 
The municipal bond market is off to a strong start in 2023. Current yield levels, market technicals and valuations, particularly in municipal 
credit, point to continued momentum within the asset class. Add in the likelihood that the Fed is soon to enter a “pause” period in regard to 
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its rate-hike cycle, fixed income is well positioned to continue to perform well. While volatility can remain in the interim, we anticipate 
municipals will return to the role they have historically played in asset allocations: providing income and offsetting equity volatility.  

With expectations regarding a US economic recession increasing, a common question is how municipalities will hold up in a recessionary 
environment. The answer to that question is that municipal credit fundamentals remain sound. States and municipalities have learned their 
lessons from the 2008 crisis, have bolstered reserves and are in their strongest fiscal position in recent memory. States are sitting on record 
reserves after years of strong revenues and federal aid. Their ability to withstand a recession is further improved as a result of pension 
reforms enacted in the years since the financial crisis. As we look forward, we anticipate that many state and local governments will face 
some fiscal challenges, but generally they have the flexibility to work through them. States have a wide-ranging toolkit—including the ability 
to reduce or delay expenditures, raise revenues, shift priorities and borrow both internally and externally. For example, during the quarter, 
the State of California announced a $22.5 billion projected budget deficit due to a slowing economic environment for its next fiscal year. 
However, California has already strategically delayed funding and shifted spending to close the gap without having to tap into its massive 
$36 billion reserve fund. 

Looking ahead, we are targeting a neutral duration position versus our benchmark, and we will selectively add to single A-rated bonds as 
opportunities present themselves. These allocations are designed to increase Portfolio yield, while providing the additional opportunity for 
excess total return resulting from credit spread compression. The shape of the municipal yield curve is unique, with shorter-maturity yields 
often yielding more than intermediate-maturities, yet longer-maturity (10-plus years) yields remain somewhat attractive. Given the shape of 
the curve, we are employing a barbelled maturity structure. This barbell structure allows the Portfolio to maximize yield and improve the 
total return profile while maintaining our neutral overall duration. As always, we will continue to look to execute tax swaps and harvest 
Portfolio losses—creating a tax benefit while reinvesting into similar municipal bonds at higher yields. It is ever important to remain active 
and proactively adjust Portfolio positioning as market conditions change. 

Please refer to the following legal disclosures.

 

Based on a model portfolio as of 03/31/23. Net of a maximum 1.5% annual managed account fee, which includes transaction costs, custodial service fees 
and investment advisory fees. Actual returns to an individual investor or client would be reduced by any such fees and expenses. Portfolio holdings, 
characteristics and weightings will vary over time. Contact your financial advisor for a complete list of portfolio holdings. 
The value of an investment can go down as well as up, and investors may not get back the full amount they invested. Capital is at risk. Past performance does 
not guarantee future results. 

There is no assurance that a separately managed account will achieve its investment objective. Separately managed accounts are subject to market risk, 
and the market values of securities owned will fluctuate so that your investment, when redeemed, may be worth more or less than its original cost. 

Investment Products Offered: • Are Not FDIC Insured • May Lose Value • Are Not Bank Guaranteed 

Past performance does not guarantee future results. There is no guarantee that any forecasts or opinions in this material will be realized. Information 
should not be construed as investment advice. 

References to specific securities are presented to illustrate the application of our investment philosophy only and are not to be considered recommendations by AB. 
The specific securities identified and described in this presentation do not represent all the securities purchased, sold or recommended for the Portfolio, and it should 
not be assumed that investments in the securities identified were or will be profitable.  

MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI 
data may not be further redistributed or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed or produced by 
MSCI. 

AllianceBernstein Investments, Inc. is a unit of AllianceBernstein L.P., the manager of the Portfolio, and is a member of FINRA. 

The [A/B] logo is a service mark of AllianceBernstein and AllianceBernstein® is a registered service mark used by permission of the owner, AllianceBernstein L.P. 
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