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Weekly Fixed Income Update

High Grade Municipals Outperformed High Yield

Fixed income in general continued to rally this past week, with 
municipals outperforming government bonds.2 This was partly 
due to lasting global unrest, as the U.S. economy is actually 
continuing to improve. Municipals have been cheap relative to 
U.S. Treasuries, and last week cross over buyers capitalized on 
this inefficiency.3 Municipal ratios are now in the fair value range 
versus Treasuries. Municipal bond funds experienced inflows of 
$16.5 million.4 The new issue calendar remains manageable, with 
this week’s supply totaling $6.8 billion.3 

High yield municipal funds net flows remained positive last week 
at $60 million.4 This brings year-to-date flows to $5.3 billion.5 
Absolute yields decreased but spreads widened as high yield 
municipals failed to keep pace with the more aggressive high 
grade bond rally. The more volatile sectors of Puerto Rico and 
tobacco were stable for the week.2 The yield ratio of high yield 
municipals to high yield corporates retreated to historical highs as 
high yield corporates rebounded after a large sell-off during the 
prior week. ▪
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Fixed Income Rally Continued; Global 
Risks Drove Treasury Yields Lower

High Yield Taxable Sector Bounced Back

We believe stable growth and subdued inflation will allow the 
Federal Reserve to cease asset purchases this year and begin raising 
rates in mid-2015. As this occurs, interest rates will likely be 
volatile but increase only modestly. Near term, the yield curve 
could steepen with long yields moving higher. Longer term, we 
expect 2- to 5-year maturities to underperform. 

Market uncertainty generally caused investors to shun non-
Treasury sectors. Falling yields supported positive total returns, 
but almost all of the sectors underperformed Treasuries.2 The 
single exception was high yield, which staged a recovery. The 
sector underperformed in previous weeks, dragged down by 
investor outflows.2 The outflows continued at a record pace last 
week,3 but investor support appeared later in the week when 
valuations looked more attractive. Overall, longer sectors posted 
higher total returns due to the larger decline in long maturity 
yields.2 Despite positive returns, these sectors could not keep pace 
with the long Treasury rally. 

Last week’s performance illustrated the volatility that technical 
forces can create. Over shorter time periods these factors can 
overwhelm fundamentals. It is important to be respectful of 
technical issues and manage risk with this in mind, but we believe 
longer-term positioning should emphasize fundamental analysis. 
For example, recent high yield performance has been volatile, 
but the sector’s fundamental factors (default rates, balance sheet 
health, etc.) have not changed significantly. This leads us to 
believe that – with continued low defaults and a meaningful yield 
advantage – high yield remains a relatively attractive sector.  ▪

1 Source: Bloomberg. 2 Barclays Live. 3 The Bond Buyer, August 8, 2014. 4 Source: Lipper Fund Flows. 5 Investment Company Institute.
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Last week’s geopolitical uncertainty appeared to cause investors to seek the 

safety of U.S. Treasuries. Strong demand pushed rates lower across the curve 

with the sharpest drops occurring Wednesday and Thursday. The 10- and 

30-year Treasury yields reached year-to-date lows on Thursday at 2.41% and 

3.22%, respectively. These are the lowest levels since May/June 2013. The 

trend reversed on Friday as all maturities saw increasing yields, but the modest 

movement did not offset the previous declines.1
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Any reference to municipal credit ratings refers to the highest rating given by one of the 
following national rating agencies: S&P, Moody’s or Fitch. Credit ratings are subject to 
change. AAA, AA, A and BBB are investment grade ratings; BB, B, CCC, CC, C and D are 
below-investment grade ratings. 
Barclays Municipal Index covers the USD-denominated tax-exempt bond market. Barclays 
High Yield Municipal Index covers the USD-denominated, below investment grade tax-exempt 
bond market. S&P Short Duration High Yield Municipal Index tracks the high yield municipal 
bond market with maturities from 1 to 12 years. Barclays U.S. Aggregate Index covers the U.S. 
investment grade fixed rate bond market. Barclays U.S. Treasury Index includes public obliga-
tions of the U.S. Treasury. Barclays U.S. Government-Related Index includes debt guaranteed, 
owned and sponsored by the U.S. government; it does not include debt directly issued by the 
U.S. government. Barclays U.S. Corporate Index is a broad-based benchmark that measures the 
investment grade, fixed-rate, taxable corporate bond market. Barclays U.S. Securitized Index 
is a composite of asset-backed securities, collateralized mortgage-backed securities (ERISA-
eligible) and fixed rate mortgage-backed securities. BofA Merrill Lynch Preferred Stock Fixed 
Rate Index is designed to replicate the total return of a diversified group of investment-grade 
preferred securities. Barclays High Yield 2% Issuer Capped Index measures the market of USD-
denominated, non-investment grade bonds and limits each issue to 2% of the index. Barclays 
Global Aggregate Unhedged Index measures the performance of global bonds. It includes 
government, securitized and corporate sectors and does not hedge currency.

A WORD ON RISK
Investing involves risk; principal loss is possible. Debt or fixed income securi-
ties are subject to market risk, credit risk, interest rate risk, call risk, derivatives 
risk, dollar roll transaction risk and income risk. As interest rates rise, bond 
prices fall. Below investment grade or high yield debt securities are subject to 
liquidity risk and heightened credit risk. Preferred securities are subordinated 
to bonds and other debt instruments in a company’s capital structure and 

therefore are subject to greater credit risk. Foreign investments involve addi-
tional risks, including currency fluctuation, political and economic instability, 
lack of liquidity and differing legal and accounting standards. Asset-backed 
and mortgage-backed securities are subject to additional risks such as prepay-
ment risk, liquidity risk, default risk and adverse economic developments.
Investors should contact a tax advisor regarding the suitability of tax-exempt 
investments in their portfolio. If sold prior to maturity, municipal securities are 
subject to gain/losses based on the level of interest rates, market conditions 
and the credit quality of the issuer. Income may be subject to the alterna-
tive minimum tax (AMT) and/or state and local taxes, based on the state of 
residence. It is important to review your investment objectives, risk tolerance 
and liquidity needs before choosing an investment style or manager.
This information represents the opinion of Nuveen Asset Management, LLC 
and is not intended to be a forecast of future events and this is no guarantee 
of any future result. It is not intended to provide specific advice and should 
not be considered investment advice of any kind. Information was obtained 
from third party sources which we believe to be reliable but are not guar-
anteed as to their accuracy or completeness. This report contains no recom-
mendations to buy or sell specific securities or investment products. There is 
no assurance that an investment will provide positive performance over any 
period of time. 
Nuveen Asset Management, LLC is a registered investment adviser and an 
affiliate of Nuveen Investments, Inc.

For more information or to subscribe, please visit nuveen.com.

U.S. Treasury Market
% Change

Maturity Yield Week Month-to-Date Year-to-Date 
2-year 0.45 -0.03 –0.08 0.06
5-year 1.62 -0.04 –0.13 –0.12

10-year 2.42 -0.07 –0.14 –0.61
30-year 3.23 -0.05 –0.09 –0.74

Source: Bloomberg. As of August 8, 2014. Past performance is no guarantee of future results.

Municipal Market
% Change

Maturity Yield to Worst Week  Month-to-Date Year-to-Date 
2-year 0.32 0.00 0.01 –0.01
5-year 1.18 –0.06 –0.04 –0.06

10-year 2.15 –0.12 –0.11 –0.62
30-year 3.20 –0.10 –0.10 –0.99

Source: Municipal Market Data. As of August 8, 2014. Yields are for AAA-rated general obliga-
tion bonds. Past performance is no guarantee of future results.

Yield Ratios
Ratio (%)

10-year AAA Municipal vs Treasury 88
30-year AAA Municipal vs Treasury 99
High Yield Municipal vs High Yield 
Corporate 119

Source: Bloomberg, Barclays Live, Thompson Reuters. As of 
August 8, 2014. AAA municipals represented by the MMD 
scale. The high yield ratio equals the yield-to-worst for the 
Barclays High Yield Municipal Index divided by the yield-
to-worst for the Barclays High Yield Corporate Index. Past 
performance is no guarantee of future results.

Characteristics and Returns

Index
Yield  

to Worst (%)
Spread 
(bps)

Effective 
Duration 

(years)

Returns (%)

Week Month- 
to-Date

Year- 
to-Date

Municipal 2.28 -- 7.05 0.46 0.47 6.68
High Yield Municipal 6.80 3851 10.39 0.12 0.13 8.34
Short Duration High Yield Municipal2 6.30 465 4.38 0.37 0.40 6.89
U.S. Aggregate Bond 2.26 433 5.66 0.28 0.52 4.20
U.S. Treasury 1.40 -- 5.40 0.34 0.61 3.18
U.S. Government Related 2.10 613 5.42 0.16 0.30 4.64
U.S. Corporate Investment Grade 2.93 1033 7.14 0.34 0.50 6.15
U.S. Securitized 2.78 393 4.94 0.19 0.48 3.83
BofA Merrill Lynch Preferred Stock 
Fixed Rate 4.83 2313 6.47 0.32 -0.15 11.58

High Yield 2% Issuer Capped 5.73 4053 4.26 0.48 -0.06 3.99
Global Aggregate (unhedged) 1.77 433 6.45 0.32 0.58 4.60

1 Yield difference between the Barclays High Yield Municipal Index and the 20-year AAA MMD scale. 2 Data is a subset of the 
S&P Short Duration Municipal Yield Index that is below investment grade/nonrated. Spread is the yield difference between this 
subset and the subset rated AAA. 3 Option-adjusted spread to Treasuries.
Source: Morningstar Direct; Barclays Live; Bloomberg. As of August 8, 2014. Past performance is no guarantee of future 
results. Unless otherwise noted, the index is Barclays. All index returns are shown in U.S. dollars. Yield to worst is the lowest 
potential yield that can be received on a bond without the issuer actually defaulting. Effective duration (expressed in years) 
measures the price sensitivity of a fixed-income investment to a change in interest rates, considering that expected cash flows will 
fluctuate as interest rates change. Index performance is shown for illustrative purposes only. Index returns include reinvestment 
of income and do not reflect investment advisory and other fees that would reduce performance in an actual client account. All 
indices are unmanaged and unavailable for direct investment.
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