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Fortunately, We’ve Still Got Seven and a Half More Years… 
By: Thomas N. Richmond Jr., Co-Head of Wasmer Schroeder Taxable Bond Strategies

As human beings we like to categorize things neatly, and we certainly like to sum up specific periods of time, like decades, in a 
word or two for ease of memory and historical relevance. Think the Roaring ‘20s, or the Excessive ‘80s. When it comes to 
establishing its legacy, however, the 2020s – let’s face it – are off to a miserable start. Sure, January and February of 2020 
weren’t bad, until a few headlines about a heretofore unknown virus caught everyone’s attention as March rolled around. We all 
know what followed; two years of various levels of pandemic and lockdowns left an indelible mark on society, mental well-being, 
and the global economy. As if that wasn’t enough, just as COVID slowly made a shift from pandemic to endemic, the world got its 
first taste of war in Europe in over 75 years – adding to already elevated levels of human suffering and mental anguish.

While not wanting to minimize the human toll of the current environment, we are in the business of focusing on the effects of
these events on the economy and our financial markets. Here we have a much more uneven story with a few key takeaways. 
Propelled by unprecedented levels of monetary and fiscal stimulus, economic growth, especially in the US, has been remarkably
resilient and the employment situation looks quite strong; wages are rising as more workers return to the workforce, although job 
openings continue to outpace the number of workers either looking for a job or having the necessary skill set to fill them. These 
forces have teamed up to create the perfect backdrop for the highest inflation readings in a generation, as supply chain 
bottlenecks and massive logistical challenges have run headlong into consumers and businesses flush with cash and feeling good 
about their financial conditions looking to buy very tight quantities of virtually all goods and services. Events in eastern Europe 
have only exacerbated this situation, making commodity goods like oil and wheat, which are large outputs of those economies, 
even scarcer.

Central bankers around the world have reacted to this scenario with almost unanimous hawkishness. Years of zero-bound or 
negative policy rates and massive waves of quantitative easing are starting to be unwound, in some cases quite quickly. This in 
turn led the world’s bond markets to reprice significantly over the course of the first quarter, including in the US. As you will read 
in the following paragraphs, and as you already know if you are a bond investor, the performance of fixed income assets across 
virtually all sectors was among the worst in history, as rates all along the maturity spectrum struggled to divine where policy rates 
might end up once the process of removing monetary accommodation is complete. If there were any silver linings in all of this, 
liquidity remained healthy despite the added volatility, risk assets held their own especially late in the quarter, and the yields now 
available in the market are the highest they have been in several years. 
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Will this decade be able to regain its footing and eventually take its place among other fondly remembered periods of 
history? Only time will tell. Maybe global peace will regain a foothold, or perhaps the world will find a cure for cancer 
in the coming years. More importantly for those of us in this business, perhaps the problems outlined here will be 
solved, this bout of inflation will recede as some experts expect, and the fixed income markets will get back to 
something more resembling ‘normal’. In the meantime, we can only hope for such an outcome and a much touted 
‘soft landing’ for the world’s economy, as we continue to look for the opportunities that these ‘abnormal’ times may 
present. We are all rooting for you 2020s…don’t let us down.

Tax Exempt Market
By: Jason D. Diefenthaler, Head of Wasmer Schroeder Municipal Bond Strategies

The Bloomberg Municipal Bond Index posted a total return of -6.23% during the first quarter, representing its worst
quarter of calendar performance since 1980. The muni market dealt with two primary influences to start the year:
higher Treasury yields and softening investor demand. The Treasury market was forced to grapple with a
combination of conflicting inputs, including continued supply chain issues, multi-decade highs in inflation, a hawkish
Federal Reserve eyeing as many as 8 rate hikes through year-end, and the Russian invasion of Ukraine. Rather than
a flight to quality move into Treasuries, concerns over inflation and monetary policy captured the minds of investors
as Treasury yields rose by 120 to 160 basis points (“bps”) on the short end, 83 bps on 10-year notes, and 55 bps on
30-year bonds. This move wasn’t just felt in Treasuries, as the dollar amount of global negative yielding debt fell by
74% during the quarter from $11.3 trillion to $3.0 trillion.

Tax exempt yields exhibited strong links to the move in Treasuries during the quarter, with the correlation of changes
in muni yields to Treasury yields at 90% compared to just 30% over the course of 2020 and 2021. Given the tighter
correlations, municipal bonds were tethered to the volatility we saw across the broader interest rate market and
experienced a significant increase in yields to start the year. According to Bloomberg, 2-year tax exempt yields were
154 bps higher, while 10-year and 30-year yields were 118 bps and 106 bps higher, respectively. For investors in the
top federal tax bracket, the taxable equivalent yields on AAA rated municipal bonds ended the quarter 20 to 50 bps
higher than A rated corporate bond yields, suggesting an attractive relative value environment for municipal bond
investors.

Supply and Demand

The $92 billion of total municipal new issuance during the quarter was roughly 10% lower than the first quarter of
2021, however, issuance was roughly 9% higher than the average first quarter supply environment over the last ten
years.

Source: Bloomberg; 3/31/2022
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The other side of the supply story was faltering investor demand, with the muni market experiencing a remarkable
increase in muni mutual fund outflows following a record year of inflows during 2021. Citigroup noted that municipal
bond funds ended the quarter riding an 11-week outflow cycle totaling more than -$23 billion; to put that in context,
the outflow cycle in March/April of 2020 at the outset of the pandemic was 10 weeks and -$30 billion. However,
unlike the 2020 experience where liquidity quickly became challenging, the muni market was well behaved during
the first quarter of 2022. While bid/ask spreads widened throughout the quarter, portfolio managers were able to
trade efficiently despite the higher yields and investor outflows.

Muni-to-Treasury Ratios

As a result of the investor outflows and softening technicals, municipal-to-Treasury yield ratios were significantly
higher across the entire yield curve during the quarter. The short end of the curve continued to see the most
volatility given the low ratios and absolute yields entering the year. 2-year ratios began the year at 33% and ended
March at 76%. 5-year ratios rose from 45% to 82%, while 10-year ratios increased to 95% from 69%. 30-year ratios
saw the least amount of movement but still rose to 106%. These ratios are more in-line with historical averages and
indicate increased relative value opportunities for cross-over buyers that alternate investments in either taxable or
tax exempt securities depending upon market conditions.

Credit Trends

The Bloomberg BBB Municipal Index underperformed the AAA Index for the second consecutive quarter, trailing the
Bloomberg AAA Muni Index by 99 bps. However, most of that underperformance was driven by the higher average
duration of the BBB Muni Index (6.3 years vs. 5.6 years) rather than by widening risk premiums. According to
Municipal Market Data (MMD), credit spreads on A rated bonds widened by just 21 bps during the quarter while
BBB rated bonds widened by 23 bps.

The relative firmness of credit was somewhat remarkable given the price action across the broader municipal market 
during the quarter. Sharp sell-offs in municipal bonds have traditionally correlated with notable spread widening. 
The stability in credit spreads during the quarter highlighted not only the strong credit quality back-drop across the 
municipal market, but also reinforced the nature of the Treasury-driven sell-off that tax exempt bonds experienced. 
That said, the rise in absolute yields outpaced the increase in credit spreads, making the relative value of owning A 
and AA rated bonds potentially more attractive on a risk-adjusted basis as we look forward. 

Taxable Market
By: Brian Ferry, Senior Portfolio Manager

The corporate bond market had one of its more memorable quarters. The cost to borrow for issuers elevated as new 
issue concessions blew out, which caused secondary spreads to weaken. The positive; companies were not deterred 
and continued to borrow. In fact, it was the third busiest quarter of all time for the primary corporate market with 
$471 billion in new issuance. The market started to mount a comeback late in March, but it was too little too late. 
The Bloomberg Corporate Index underperformed Treasuries by 145 bps for the quarter and ended 23 bps wider at 
an option-adjusted spread (OAS) of 115 bps. 

Source: Bloomberg; 3/31/2022
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It was a tale of two quarters for the taxable municipal market. The first two months of the year supply was light, and 
spreads were able to hold firm relative to the poor performance in other credit sectors. January and February each 
had $5 billion in issuance, whereas March logged $12 billion in new issue supply. The sharp pickup allowed investors 
to demand higher spreads to more align with the widening that had occurred in other credit sectors. The OAS of the 
Bloomberg Taxable Municipal: AGG Eligible Index also widened exactly 23 bps in the first quarter like corporates. 
However, the longer duration of the index resulted in a larger underperformance of 1.99% against like duration 
Treasuries. 

The mortgage market underperformed in each of the first three months of 2022. The Bloomberg U.S. MBS Index 
lagged similar duration Treasuries by 71 bps in the first quarter. The one bright spot for the sector was the drastic 
slowdown in prepayments and the associated negative returns. The sharp rise in Treasury yields elevated mortgage 
rates to levels not seen in many years. However, higher interest rates are a double-edged sword for the mortgage 
market. The backup in rates extended the duration of the mortgage basis and led to poor price performance against 
their benchmark securities. 

Market participants might not be pleased with first quarter performance but when you factor in the recent experience 
of March/April 2020 when the new issue market was essentially closed, and secondary liquidity was scarce for a 
short period, both borrowers and investors might be happy with the somewhat orderly nature of this past quarter.  It 
could have been worse if credit markets didn’t hold it together. 

Source: Bloomberg; 3/31/2022

Source: Bloomberg; 3/31/2022

0

100,000

200,000

300,000

400,000

500,000

600,000

700,000

800,000

2019 Q2 2019 Q3 2019 Q4 2020 Q1 2020 Q2 2020 Q3 2020 Q4 2021 Q1 2021 Q2 2021 Q3 2021 Q4 2022 Q1

Is
su

an
ce

 (i
n 

M
ill

io
ns

 $
)

Quarterly Corporate Investment Grade Issuance

0.80

0.85

0.90

0.95

1.00

1.05

1.10

1.15

1.20

1.25

O
A

S
Bloomberg US Corporate Index Option-Adjusted Spread (OAS)



Wasmer Schroeder Strategies / 600 5th Ave S Ste 210, Naples, FL 34102 / T 239-263-6877 / F 239-263-8146 / wasmerschroeder.com

Disclosure: Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are subject to 
various other risks including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax ramifications and 
other factors.

Tax exempt bonds are not necessarily a suitable investment for all persons. Information related to a security's tax‐exempt status (federal and in‐state) is 
obtained from third‐parties and Charles Schwab Investment Management, Inc. (CSIM), dba Schwab Asset Management, does not guarantee its accuracy. 
Tax‐exempt income may be subject to the Alternative Minimum Tax (AMT). Capital appreciation from bond funds and discounted bonds may be subject to 
state or local taxes. Capital gains are not exempt from federal income tax.

Past performance is no guarantee of future results. 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 Charles Schwab Investment 
Management, Inc. (CSIM), and the data available at the time of the presentation which may be subject to change depending on current market conditions. 
This presentation does not purport to be a complete overview of the topic stated, nor is it intended to be a complete discussion or analysis of the topic or 
securities discussed. All opinions and views constitute our judgments as of the date of writing and are subject to change at any time without notice. CSIM does 
not accept any liability for any loss or damage arising out of the use of all or any part of this presentation. This report should not be regarded by recipients as a 
substitute for the exercise of their own judgment and may contain numerous assumptions. Different assumptions could result in materially different 
outcomes. Please contact CSIM for more complete information, including the implications and appropriateness of the strategy or securities discussed herein 
for any particular portfolio or client.

Please refer to the CSIM Disclosure Brochure for additional information. Schwab Asset Management is a registered investment adviser and an affiliate of 
Charles Schwab & Co., Inc. (“Schwab”). Both Schwab Asset Management and Schwab are separate entities and subsidiaries of The Charles Schwab 
Corporation. Diversification strategies do not ensure a profit and do not protect against losses in declining markets. Investments in managed accounts should 
be considered in view of a larger, more diversified investment portfolio. There are risks associated with any investment approach, the Wasmer Schroeder 
Strategies have their own set of risks. The Wasmer Schroeder Strategies invests primarily in fixed income instruments and as such the strategies are subject to 
various risks including but not limited to interest rate risk, reinvestment risk, credit risk, default risk and event risk. Wasmer Schroeder Strategies are available 
through Schwab's Managed Account Connection® program ("Connection"). Please read Schwab's disclosure brochure for important information and 
disclosures relating to Connection and Schwab's Managed Account Services®.

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 own all proprietary rights in the Bloomberg Indices. Neither Bloomberg nor Bloomberg’s licensors 
approves or endorses this material, or guarantees 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 incur management fees, costs and expenses, and cannot be invested in directly.

About the Firm: More than 30 years ago, the Wasmer Schroeder philosophy was founded on the principles of an unwavering commitment to service and a 
dedication to managing fixed income. From its beginning, management of the Wasmer Schroeder Strategies has held steadfast in its spirit of collaboration—
doing what’s right for the advisors, investors, and institutions for whom we manage money. We do right by doing right by them—knowing their businesses, 
understanding their goals, and consistently finding strategies to help meet their needs. Originally founded by Martin Wasmer and Michael Schroeder, the 
Strategies have grown significantly. We remain dedicated to uncovering opportunities and delivering results for our clients—working together every step of 
the way. As an active fixed income manager of tax exempt and taxable strategies, we are dependable, collaborative, and insightful in our approach. 

©2022 Charles Schwab Investment Management, Inc. All rights reserved.
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Brian Ferry
Senior Portfolio Manager

Brian Ferry is a Senior Portfolio Manager, and he is responsible for co-managing taxable Wasmer Schroeder Strategies at CSIM. 

Brian earned his BS in Finance from Miami University. He was awarded the CFA Charter in 2016 and is a member of both the CFA Institute and 
the CFA Society of Cleveland. 

Thomas N. Richmond Jr. 
Co-Head of Wasmer Schroeder Taxable Bond Strategies

Thomas Richmond is a Senior Portfolio Manager and Co-Head of Taxable Bond Strategies supporting the Wasmer Schroeder Strategies at 
Schwab Asset Management.

Tom earned his B.S in Computer Science and his M.S. in Applied Mathematics from Rensselaer Polytechnic Institute, where he also minored in 
Economics and Management. 

Jason D. Diefenthaler
Head of Wasmer Schroeder Municipal Bond Strategies

Jason Diefenthaler is a Senior Portfolio Manager and the Head of Municipal Bond Strategies supporting the Wasmer Schroeder Strategies at 
Schwab Asset Management.

Jason earned his B.S. in Finance from Florida State University.
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