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Imagine that

As 5-year and 10-year U.S. Treasury rates rapidly approach 5% on the heels of 11 Fed 
Funds rate hikes in a 17-month span, the municipal yield curve has been significantly 
impacted as well. In this piece we will highlight how municipal yields, as measured by 
the BondWave Municipal AA QCurveTM, have moved in tandem with the U.S. Treasury 
yield curve and the rising rate environment of 2022-23.

The effect of the Federal Reserve’s tightening policy has differed across the term 
structure of municipal bond interest rates (Chart 1). As the general level of rates has 
increased, the difference between rates at the short end of the curve and rates at the 
long end of the curve has shrunk. And in some cases, the curve has even inverted.

The first signs of this municipal yield curve flattening emerged well before the Federal 
Reserve started raising rates in March 2022. At the beginning of 2022, the municipal 
yield curve flattened primarily in the 5- to 10-year portion. The 1- to 5-year portion of 
the curve followed suit within the next few months, by which time the Federal Reserve 
had already raised the Fed Funds rate four times. 

https://www.bondwave.com/
https://bondwave.com/data-lab/?tab=3?utm_source=Site-PDF&utm_medium=PDF&utm_campaign=tiv20&utm_content=qcurves
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Chart 1: BondWave Municipal AA QCurve 1-, 5-, and 10-Year Yields Time Series 

Ultimately, the municipal yield curve inverted December 12th, 2022. At this point the 1-year yield 
surpassed the 5-year yield and started to inch closer to the 10-year yield. The 10-year yield has since 
dipped below the 1-year yield, and the pattern has persisted well into 2023. The 1–5-year section of 
BondWave Municipal AA QCurve remained inverted at -49 bps as of July 26th, 2023 – the date of the last 
Fed Funds rate increase (Table 1). 

https://www.bondwave.com/
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Table 1: Fed Funds Rate Changes 2022 - 2023

Date Fed Rate Changes (bps)

Fed Funds Rate 
Range

BondWave Municipal AA 
QCurve Yield Slope (bps)

Min (%) Max (%) 1-5 Year 5-10 Year

17-Mar-22 First rate change: +25 bps 0.25 0.50 52 32

05-May-22 First change of +50bps 0.75 1.00 65 32

16-Jun-22 First change +75bps 1.50 1.75 68 56

14-Dec-22 First change of +50bps (after four consecutive 
changes of +75bps)

4.25 4.50 -13 11

03-May-23 Change of +25bps (the date where the 1–5-year 
slope was at its lowest in 2022-23)

5.00 5.25 -64 21

26-Jul-23 Last rate change: +25bps 5.25 5.50 -49 10

Table 1: The slope of BondWave Municipal AA QCurve from the date of the first to the last Federal Reserve rate increase.

U.S. Treasury yields have followed a similar trend but in a more pronounced manner due to their 
relationship with the Fed Funds rate (Chart 2).

Chart 2: U.S. Treasury 1-, 5-, and 10-Year Yields Time Series

https://www.bondwave.com/
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The peculiarity of this rate environment is most obvious in the Muni/Treasury ratio. Short-term municipal 
bonds were considerably cheaper than short-term U.S. Treasuries (Muni/Treasury ratio greater than 
100%) well past the market dislocations of 2020 (Chart 3). From a 2021 Muni/Treasury ratio high of 700% 
up to the first Fed Funds rate increase in March 2022, this began to change as the increase in short-term 
U.S. Treasury yields began to outpace the change in short-term municipal yields.

The 5- and 10-year portions of the curve reflected more normal Muni/Treasury ratios much earlier. By 
the beginning of 2021, the 5- and 10-year Muni/Treasury ratios had mostly returned to their normal 
levels (below 100%). 

Chart 3: Muni/Treasury Ratio at 1-, 5-, and 10-Year Time Series, 2020 to Present

https://www.bondwave.com/
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 The Federal Reserve’s rate changes finally brought the 1-year Muni/Treasury ratio below 100% in May 
2022. In the early days of tightening monetary policy, short-term municipal yields took a hit, making 
municipal bonds more expensive relative to comparable U.S. Treasuries, as reflected in the 1-year Muni/
Treasury ratio. By July 2022 the 1-year Muni/Treasury ratio dipped as low as 51% (Chart 4). After nearly 3 
years of extreme volatility the 1-, 5-, and 10-year Muni/Treasury ratios have settled into pre-pandemic 
levels near 70%.

Chart 4: Muni/Treasury Ratio at 1-, 5-, and 10-Year Time Series, 2022 to Present

https://www.bondwave.com/
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ABOUT BONDWAVE LLC

Founded in 2001, BondWave®, an affiliate of First Trust Portfolios L.P., is a financial technology firm specializing in fixed 
income solutions. We serve a wide range of users including traders, compliance professionals, and RIAs from the smallest 
to the largest firms in the industry who use our tools to provide a superior fixed income experience to their clients while 
supporting critical regulatory mandates.

Effi®, our Engine for Fixed Income, is the single platform through which we deliver all our solutions providing intuitive 
dashboards and insights into every fixed income position and transaction. Capabilities include portfolio analytics and 
reporting, custom alerts, and proposal generation, as well as tools that support best execution, fair pricing, and mark-up 
monitoring and disclosure on both a pre- and post-trade basis. BondWave leverages advanced technologies and data science 
to develop proprietary data sets that fuel our innovative solutions.

This material has been prepared by BondWave LLC (BondWave) and reflects the current opinion of the authors. It is based on sources and 
data believed to be accurate and reliable but has not been independently verified by BondWave. Opinions and forward looking statements 
are subject to change without notice. The material does not constitute a research report or advice and any securities referenced are for 
illustrative purposes only and not a recommendation to buy or sell any security.

To learn more, please visit www.bondwave.com, 
email info@bondwave.com 

or call 877.795.2929
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