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As we enter the New Year, inflation pressures are easing, and the U.S. Federal Reserve appears to be near the end of its rate hiking 
cycle. Although growth will likely slow from strong levels in the third quarter, the U.S. economy is expected to expand this year, and 
municipal bond credit quality should remain strong. While there may be bouts of rate volatility ahead, we expect the aforementioned 
factors, along with higher starting yields and the steep municipal bond yield curve, to be supportive for municipal market performance 
in 2024. 

Even after the significant rally at the end of 2023, the yield-to-worst of the Bloomberg Municipal Bond Index, a common bellwether for 
the muni market, is near levels not seen since the heights of the so-called “taper tantrum” in 2013. (See Figure 1.)
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supply/demand dynamics should continue to improve.
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Key Points

• Positive U.S. economic fundamentals, along with the higher yields available to investors, should be supportive for the 
municipal bond market in the New Year.

• Improving technical conditions, such as higher flows into muni-bond funds, may represent another tailwind. The strong credit 
quality of the broad muni market should also be a plus.

• Other factors to watch in 2024 include the pace of state tax collections, the health of the commercial real estate market, and 
sentiment among retail investors.
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This greater carry provides cushion for total returns should rate volatility continue. And although municipal bonds generated positive 
performance in 2023, most of which occurred in the fourth quarter, the market has still not fully recovered from the 2022 repricing, 
and we believe the current environment should remain an attractive entry point. 

As rate volatility declines, we expect a continued recovery in demand and a resumption of steady municipal bond fund inflows. While 
positive flows into separately managed accounts have shown relative consistency in 2023, mutual fund flows were flat to slightly 
negative over the last year, primarily due to redemptions in short-term funds. We expect supply to pick up somewhat in 2024, though 
it likely will remain below average given the higher level of rates and significant reserves of municipal issuers. 

We believe the fundamental backdrop of the municipal market will remain resilient. Although year-over-year growth of tax receipts 
slowed for parts of the country in 2023, tax collections are coming off a historic base in 2022 and moderating from the strong growth 
and stimulus since the pandemic. Municipal credit-rating upgrades significantly outpaced downgrades overall in 2023, and while we 
expect the positive momentum to continue into the New Year, we believe this trajectory will slow somewhat going forward. Finally, we 
expect that municipal defaults will remain very low and isolated to specific sectors of the high yield segment. 

Aside from a resurgence in inflation and rate volatility or unexpected market shocks, one of the primary risks to broader market 
performance may be investor sentiment. Retail investors, who represent a significant proportion of the municipal market, could 
become more pessimistic about the market amid headlines of slowing growth, even if credit remains strong. We would see such a 
shift as an opportunity, and we continue to monitor the market for signs of fundamental weakening. We are paying close attention to 
broader secular trends that began during pandemic, such as the deterioration of fundamentals in sectors of commercial real estate 
and the resulting effects on tax collections by local governments; hybrid working arrangements and their impact on mass transit 
passenger volumes; and the broader demographic shifts impacting higher education, among other areas. So far, these risks appear 
contained and idiosyncratic, leaving broad fundamental strength as the primary driver of performance in 2024.
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Figure 1. Municipal Bond Yields Remain Near Multi-Year Highs
Yield-to-worst on the Bloomberg Municipal Bond Index, December 31, 2008–December 20, 2023

Source: Bloomberg. Data for the Bloomberg Municipal Bond Index as of indicated dates. Yield-to-worst refers to the lesser of a bond’s (a) yield-to-
maturity or (b) the lowest yield-to-call calculated on each scheduled call date.
Past performance is not a reliable indicator or guarantee of future results. For illustrative purposes only and does not represent any specific portfolio 
managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees and expenses, and are not available 
for direct investment. 
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Unless otherwise noted, all discussions are based on U.S. markets and U.S. 
monetary and fiscal policies.

References to fund yields are for informational purposes only and are not meant 
to represent any specific Lord Abbett bond fund or portfolio.

Asset allocation or diversification does not guarantee a profit or protect against 
loss in declining markets.

No investing strategy can overcome all market volatility or guarantee future 
results.

The value of investments and any income from them is not guaranteed and may 
fall as well as rise, and an investor may not get back the amount originally 
invested. Investment decisions should always be made based on an investor’s 
specific financial needs, objectives, goals, time horizon, and risk tolerance.

Market forecasts and projections are based on current market conditions and 
are subject to change without notice.

Projections should not be considered a guarantee.

Dividends are not guaranteed and may be increased, decreased, or suspended 
altogether at the discretion of the issuing company.

Dividend policy: A stock is classified as a dividend payer if it paid a cash dividend 
any time during the previous 12 months; a dividend grower if it initiated or raised 
its cash dividend at any time during the previous 12 months; and a non-dividend 
payer if it did not pay a cash dividend at any time during the previous 12 months.

Equity Investing Risks

The value of investments in equity securities will fluctuate in response to general 
economic conditions and to changes in the prospects of particular companies 
and/or sectors in the economy. While growth stocks are subject to the daily ups 
and downs of the stock market, their long-term potential as well as their volatility 
can be substantial. Value investing involves the risk that the market may not 
recognize that securities are undervalued, and they may not appreciate as 
anticipated. Smaller companies tend to be more volatile and less liquid than 
larger companies. Small cap companies may also have more limited product 
lines, markets, or financial resources and typically experience a higher risk of 
failure than large cap companies.

Fixed-Income Investing Risks

The value of investments in fixed-income securities will change as interest rates 
fluctuate and in response to market movements. Generally, when interest rates 
rise, the prices of debt securities fall, and when interest rates fall, prices generally 
rise. High yield securities, sometimes called junk bonds, carry increased risks of 
price volatility, illiquidity, and the possibility of default in the timely payment of 
interest and principal. Bonds may also be subject to other types of risk, such as 
call, credit, liquidity, and general market risks. Longer-term debt securities are 
usually more sensitive to interest-rate changes; the longer the maturity of a 
security, the greater the effect a change in interest rates is likely to have on its 
price. There is a risk that a bond issued as tax-exempt may be reclassified by 
the IRS as taxable, creating taxable rather than tax-exempt income. Municipal 
bonds may be affected by local, state, and regional factors. These may include, 
for example, economic or political developments, erosion of the tax base, and 
the possibility of credit problems.

The credit quality of fixed-income securities in a portfolio is assigned by a 
nationally recognized statistical rating organization (NRSRO), such as Standard 
& Poor’s, Moody’s, or Fitch, as an indication of an issuer’s creditworthiness. 
Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds rated ‘BBB’ or above 
are considered investment grade. Credit ratings ‘BB’ and below are lower-rated 
securities (junk bonds). High-yielding, non-investment-grade bonds (junk bonds) 
involve higher risks than investment-grade bonds. Adverse conditions may 
affect the issuer’s ability to pay interest and principal on these securities.

Glossary & Index Definitions

Treasuries are debt securities issued by the U.S. government and secured by 
its full faith and credit. Income from Treasury securities is exempt from state and 
local taxes.

A basis point is one one-hundredth of a percentage point.

Carry is the difference between the yield on a longer-maturity bond and the cost 
of borrowing.

The U.S. Federal Reserve (Fed) is the central bank of the United States. The 
federal funds (fed funds) rate is the target interest rate set by the Fed at which 
commercial banks borrow and lend their excess reserves to each other 
overnight.

Taper tantrum is a term popularly used to describe the 2013 increase in U.S. 
Treasury yields which resulted from the U.S. Federal Reserve’s use of tapering 
to gradually reduce the amount of monetary stimulus in the economy.

Yield is the income returned on an investment, such as the interest received 
from holding a security. The yield is usually expressed as an annual percentage 
rate based on the investment’s cost, current market value, or face value. Yield-
to-maturity (YTM) represents the expected return (expressed as an annualized 
rate) from the bond’s future cash flows, including coupon payments over the life 
of the bond and the bond’s principal value received at maturity. Yield-to-worst 
refers to the lesser of a bond’s (a) yield-to-maturity or (b) the lowest yield-to-call 
calculated on each scheduled call date.

The tax-equivalent yield is the pretax yield that a taxable bond needs to 
possess for its yield to be equal to that of the tax-exempt yield on a municipal 
bond. This calculation can be used to fairly compare the yield of a tax-free bond 
to that of a taxable bond to see which bond has a higher applicable yield.

The Bloomberg Municipal Bond Index is a rules-based, market-value-
weighted index engineered for the long-term tax-exempt bond market. The 
index is a broad measure of the municipal bond market with maturities of at least 
one year. Bonds must have an outstanding par value of at least $7 million and 
be issued as part of a transaction of at least $75 million.

The Bloomberg High Yield Municipal Bond Index is an unmanaged index 
consisting of non-investment-grade, unrated or below Ba1 bonds. 

Bloomberg Index Information: Source: Bloomberg Index Services Limited. 
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and 
its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s licensors, 
including Barclays, own all proprietary rights in the Bloomberg Indices. 
Bloomberg does not approve or endorse this material, or guarantee the 
accuracy or completeness of any information herein, or makes any warranty, 
express or implied, as to the results to be obtained therefrom and, to the 
maximum extent allowed by law, neither shall have any liability or responsibility 
for injury or damages arising in connection therewith.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and 
are not available for direct investment.

This material may contain assumptions that are “forward-looking statements,” 
which are based on certain assumptions of future events. Actual events are 
difficult to predict and may differ from those assumed. There can be no 
assurance that forward-looking statements will materialize or that actual returns 
or results will not be materially different from those described here.

The views and opinions expressed are as of the date of publication, and do not 
necessarily represent the views of the firm as a whole. Any such views are 
subject to change at any time based upon market or other conditions, and Lord 
Abbett disclaims any responsibility to update such views. Lord Abbett cannot 
be responsible for any direct or incidental loss incurred by applying any of the 
information offered.

This material is provided for general and educational purposes only. It is not 
intended as an offer or solicitation for the purchase or sale of any financial 
instrument, or any Lord Abbett product or strategy. References to specific asset 
classes and financial markets are for illustrative purposes only and are not 
intended to be, and should not be interpreted as, recommendations or 
investment advice.

Please consult your investment professional for additional information 
concerning your specific situation.

This material is the copyright © 2024 of Lord, Abbett & Co. LLC. All Rights 
Reserved. 

Important Information for U.S. Investors

Lord Abbett mutual funds are distributed by Lord Abbett Distributor LLC.

FOR MORE INFORMATION ON ANY LORD ABBETT FUNDS, CONTACT 
YOUR INVESTMENT PROFESSIONAL OR LORD ABBETT DISTRIBUTOR 
LLC AT 888-522-2388, OR VISIT US AT LORDABBETT.COM FOR A 
PROSPECTUS, WHICH CONTAINS IMPORTANT INFORMATION ABOUT A 
FUND’S INVESTMENT GOALS, SALES CHARGES, EXPENSES AND 
RISKS THAT AN INVESTOR SHOULD CONSIDER AND READ CAREFULLY 
BEFORE INVESTING.
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01/24 NOT FDIC INSURED–NO BANK GUARANTEE–MAY LOSE VALUE

The information provided is not directed at any investor or category of investors 
and is provided solely as general information about Lord Abbett’s products and 
services and to otherwise provide general investment education. None of the 
information provided should be regarded as a suggestion to engage in or refrain 
from any investment-related course of action as neither Lord Abbett nor its 
affiliates are undertaking to provide impartial investment advice, act as an 
impartial adviser, or give advice in a fiduciary capacity. If you are an individual 
retirement investor, contact your financial advisor or other fiduciary about 
whether any given investment idea, strategy, product or service may be 
appropriate for your circumstances.


