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In mid-December, the Federal Reserve’s Federal Open Market Committee (FOMC) met and made the decision to end its asset

purchase program more rapidly than originally announced.  Prior to December, the stated plan had been to begin tapering

asset purchases (U.S. Treasuries and agency mortgage-backed securities) in January with the expectation to wrap up the

program entirely by summer of 2022.  At that time the FOMC would then potentially turn to increases in the target range for

the fed funds rate.  The FOMC voted unanimously at the December meeting to end the program by March.  Though the FOMC

didn’t provide speci�c guidance on the anticipated timeline for increases to the fed funds rate other than consistently

communicating it would only come after the end of the asset purchase program, the expectation is that one to three rate

increases can be anticipated prior to the end of 2022.  Fed funds futures pricing currently indicates a 75% chance of three

quarter-point rate increases by the end of the calendar year.  The FOMC has always speci�ed that any future increases to the

fed funds rate are entirely data dependent.

The minutes of the December FOMC meeting, released on January 5 , o�ered more speci�cs.  The �rst increase to the federal

funds target rate could come as soon as the FOMC’s second policy meeting of the year, scheduled for mid-March.  The

minutes also revealed that the members discussed the idea of shrinking the Fed’s balance sheet, in addition to increasing the

target rate, in order to address in�ation.  The size of the Fed’s balance sheet is maintained when it purchases securities in an

amount equal to those maturing and can be reduced by purchasing less in securities than the amount of securities maturing,

or even outright sales of its holdings (sales would be highly unlikely).

Between the mid-December FOMC meeting and the release of the minutes from that meeting that further detailed the

collective desire to accelerate tightening of monetary policy, U.S. Treasuries (UST) experienced some volatility with a trend of

increasing yields across the maturity spectrum while municipal bond yields held relatively steady.  Prior to the onset of the

pandemic, there was a predictable relationship between U.S. Treasury yields and municipal bond yields.  Since that time,

however, the two paths have diverged.  The Bond Buyer reports that the 10-year UST closed 2021 at 1.51% and was up 12 basis

points (1 basis point = 0.01%) on the �rst trading day of January – the single largest daily increase in three years in that

benchmark.  The 10-year Treasury note currently yields about 1.75%.  Movement in muni bonds was muted and, according to

Bloomberg, the 10-year AAA yield was down 5 basis points since the last week in November.
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The relationship between treasury yields and municipal bond yields is represented by the Muni-to-Treasury ratio.  For the past

month, change in that ratio was driven mainly by upward movement in Treasury yields.  Re�nitiv reports the 10-year Muni-to-

UST ratio at 63%, while ICE Data Services had the ratio at 65%, down from approximately 70% as of our last Market

Commentary.

2021 Stock Market Wrap Up and Response to the Release of Fed Minutes
Broad U.S stock market indices were all higher for the month of December, rallying through the end of 2021, with the three

major U.S. stock indices increasing between 3% to 7%.  The Dow Jones Industrial Average and the S&P 500 reached record

highs at the start of 2022 and Apple was the �rst company to reach the $3 trillion mark in market value.  Even with

uncertainties associated with the pandemic and speculation that Omicron could continue to put a drag on the supply chain,

further major disruptions are not widely anticipated at this point due to the less severe nature of the variant, despite being

highly contagious.

Following the release of the FOMC minutes this week, signi�cant declines in the stock market ensued.  Market participants

digested the news of the mid-December meeting and fully anticipated a response to rising in�ation.  The surprise in the

details of the minutes, at least according to the markets, appears to be the faster than expected timeline and the additional

notion of potentially reducing the Fed’s balance sheet at some point in the future.  The rapid rise in bonds yields this week also

took its toll on some more speculative stocks and risk assets.

Municipal Issuance and the January Effect
In 2021, total municipal bond issuance was a remarkable $475.3 billion, though down from the total issuance in 2020, which

was a record year.  Breaking down the market further into the components of municipal issuance, new money borrowing was

up, while refundings were down.  Tax-exempt issuance increased year-over-year, while taxable issuance declined.

The spread between taxable and tax-exempt yields was narrower in 2020 than in most of 2021.  Increases in taxable yields

outpaced increases in tax exempt yields, which played a role in the decrease in taxable issues, notably taxable advance

refundings, between calendar year 2020 and 2021.  This is in direct correlation to the dynamic of very low ratios of tax-

exempt yields to comparable taxable Treasury yields.  Also, with that widening spread and the continuation of very low yields

on the short end of the interest rate curve, forward purchases to achieve tax-exempt current refundings grew in popularity

and total volume, both in the public and private markets.

The �rst quarter of the calendar year represents a period with large amounts of scheduled principal payments and optional

redemptions for municipal bonds.  This puts cash into the hands of investors looking to reinvest those dollars.  Therefore, the

supply and demand imbalance can be highly pronounced this time of year, with the bene�t accruing to municipal issuers. 

Many market watchers and prognosticators believe this dynamic will manifest again this year.



We look forward to partnering with you on your capital �nancing plans for 2022.  Here’s to a great New Year for all our readers!
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