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Municipal rates drifted lower during the first two months 
of 2026 with support from net negative supply and 
strong technicals. This trend reversed course in March 
with the onset of the Iran conflict amid weaker 
reinvestment flows. The 10-year AAA MMD yield began 
at 2.76% and finished at 3.12%, after bottoming at 
2.52% in February, where it resided for nine 
consecutive days. The 2-year MMD yield began at 
2.39% and finished at 2.42%, bouncing off the 2.03% 
low set in early March. Ten-year Treasuries climbed late 
in the quarter as rising oil prices and sticky inflation 
affected market sentiment. The benchmark began at 
4.17% and finished at 4.30%, after hitting its low daily 
close of 3.94% on February 27. 

The 10-year prime municipal/Treasury ratio opened at 
66% and closed at 72%, after falling to 61% in early 
February. Two-year ratios began at 69% and finished at  
64%. The municipal yield curve steepened with the 2-
year y ield  rising  three  basis points and  10-year y ields  
rising 36 basis points, while Treasuries flattened, with  
2-year y ields  rising  33  basis points,  and  10-year y ields  
rising  13  basis points,  respectively.   

The all-muni funds category experienced inflows for the 
quarter and had 11 consecutive weeks of inflows to start 
the new year. LSEG Lipper reported a total inflow of 
$24.1 billion, with open-end funds +$14.2 billion, and 
ETF +$9.9 billion, respectively. 

Primary market issuance in the first quarter was $124.5 
billion (5% taxable), building on the record pace of 
2025. Large borrowers continued their strong presence 
with 10 deals greater than $1 billion, or 10% of overall 
new issuance. Secondary market selling mirrored that 
of the previous quarter with a daily average of $963 
million, with a steady uptick in volume but lower hit 
ratios at quarter-end. 

Federated Hermes CW Henderson was rate and spread 
sensitive early in the quarter as demand overwhelmed 
supply and created a somewhat overbought 
environment, pushing ratios to the lower boundaries of 
our threshold. This tends to occur at the beginning of 
the year when large reinvestment and strong fund 
inflow outstrip a light new issue slate that typically does 
not normalize until late January. With a deep bid-side in 
the market, we sold seasoned structure and 

repositioned further out the curve with new issue 
structure to take advantage of the upward sloping 
municipal yield curve. Late in the quarter, our portfolio 
managers were more active in the market as rising 
interest rates and ratios brought better buying 
opportunities. CWH continued to buy short-callable 
structures that offered significant yield pick-up versus 
non-callable bullets. Duration targets were mostly 
unchanged at 4.00 to 4.20 years. 

At its March policy-setting meeting, the Federal Reserve 
left interest rates unchanged at the 3.50% to 3.75% 
target range and signaled one rate cut this year due to 
increased uncertainty from the war in the Middle East. 
Projections for the federal funds rate remained 
unchanged from the December meeting at 3.40%, 
3.10%, and 3.10% for 2026, 2027, and 2028, 
respectively. The forecast for the unemployment rate in 
2026 was unchanged at 4.40%, 4.30% in 2027, up from 
4.20%, and 4.20% in 2028, unchanged from the 
previous estimate. The Fed now projects the median 
core PCE index to be 2.70% in 2026, up from 2.50%, 
2.20% in 2027, up from 2.10%, and no change, longer 
run at 2.00%. Real GDP was revised upwardly in 2026 
to 2.40% up from 2.30%, 2.30% in 2027, up from 
2.00%, and 2.10% in 2028, up from 1.90%. The FOMC 
will continue to increase the System Open Market 
Account holdings of securities through purchases of 
Treasury bills and, if needed, other Treasury securities 
with remaining maturities of three years or less to 
maintain an “ample” level of reserves. It will also 
reinvest all principal payments of agency and Treasury 
securities into Treasury bills. 

On March 20, two days after the adjournment of the Fed 
meeting, Treasury traders pivoted from the rate-cut 
conversation to Fed funds possibly needing to rise in 
2026 to combat further inflationary pressures as the 
conflict in Iran drags on and a noteworthy development 
as we head into the second quarter. 

Looking ahead, municipal yields have risen over the past 
month, and the market is entering a weaker seasonal 
period, which should present attractive entry points for 
new dollars. Second quarter net positive supply 
projections are north of $50 billion and a return to 
palatable ratios would be a welcome development 
before market technicals strengthen in the summer 



      
 
 

    

 

 

 

      
     

      
      
      
      

        
       
      

     
       
     
          

 
    

   
    
  

 

   
     

     
       

      
     

       
    

     
   

       
    

      
    

     
    

        
      

    
      

     
       

        
     
       

      
  

      
         

 

     
     

     
    

       
     
         

  

       
      

 

   
      

    
      

  

      
        

   

    
  

  

months. If municipal rates remain elevated from the 
past few months, we anticipate an uptick in our tax-loss 
harvesting program and will diligently monitor customer 
accounts for any swap opportunities. 

Market Yields 
3/31/2026 12/31/2025 9/30/2025 6/30/2025 

1 yr. AAA Muni 2.39 2.46 2.38 2.57 
5 yr. AAA Muni 2.67 2.41 2.32 2.67 
10 yr. AAA Muni 3.12 2.76 2.92 3.26 
30 yr. AAA Muni 4.47 4.24 4.24 4.54 
10 yr. U.S. Treasury 4.30 4.17 4.15 4.23 
10 yr. Muni/UST Ratio 72% 66% 70% 77% 

Sources: Bloomberg and The Bond Buyer 

Key Market Points & Commentary 
• Supply was $124.5 billion in the first quarter. 
• The all-muni funds category net inflows totaled $24.1 billion. 
• The municipal yield curve steepened, with 2-year yields rising 3 basis points and 10-year yields rising 36 basis 

points. 
• As always, Federated Hermes CW  Henderson’s focus remains on high-quality, liquid and thoroughly researched 

credits with good management teams. Credits owned are monitored on a regular basis. 
• Intermediate product portfolio durations are targeted at 4.00 - 4.20 years. 
• Ultra Short product portfolio durations are targeted at about 0.65 years. 

DISCLOSURES 

The material provided is for informational purposes 
only and contains no investment advice or 
recommendations to buy or sell any specific securities. 
The statements contained herein are based upon the 
opinions of Federated Hermes CW Henderson. The 
views expressed by Federated Hermes  CW Henderson 
on financial market trends are as of the date of this 
publication, based on current market conditions and 
are subject to change without notice. This newsletter 
contains materials from outside sources that we 
consider reliable. However, no representation is made 
to its completeness or accuracy. Please contact 
Federated Hermes CW Henderson for more complete 
information, including the implications and 
appropriateness of the strategy or securities discussed 
herein for any portfolio or client. 

Views are as of the date above and are subject to 
change based on market conditions and other factors. 
These views should not be construed as a 
recommendation for any specific security or sector. 

Bond credit ratings measure the risk that a security 
will default. Credit ratings of A or better are considered 
to be high credit quality; credit ratings of BBB are good 
credit quality and the lowest category of investment 
grade; credit ratings of BB and below are lower-rated 
securities; and credit ratings of CCC or below have 
high default risk. 

Bond prices are sensitive to changes in interest rates, 
and a rise in interest rates can cause a decline in their 
prices. 

Duration is a measure of a security's price sensitivity 
to changes in interest rates. Securities with longer 
durations are more sensitive to changes in interest 
rates than securities of shorter durations. 

Yield Curve: Graph showing the comparative yields of 
securities in a particular class according to maturity. 
Securities on the long end of the yield curve have 
longer maturities. 

Municipal bond income may be subject to the federal 
alternative minimum tax (AMT) and state and local 
taxes. 

Personal Consumption Expenditure (PCE) Index: A 
measure of inflation at the consumer level. 

For more information on the Federated Hermes CW  
Henderson SMAs, visit the Product section of 
FederatedHermes.com/us. 

Effective 9/30/22, CW Henderson & Associates, Inc.  
was acquired by Federated Hermes, Inc. and renamed 
Federated Hermes CW Henderson. 

Federated Hermes CW  Henderson, a division of 
Federated Investment Counseling 

26-20084 (4/26) 

https://www.federatedinvestors.com/products.do?productType=3
https://FederatedHermes.com/us
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