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Market review
The municipal (muni) bond market, as measured by the Bloomberg Municipal Bond Index,1 posted a slightly negative return for the first quarter of 
2025 (Q1). January and February saw positive returns supported by healthy inflows of funds and steady demand, while returns posted in 
March reversed those gains. Data for US fourth-quarter 2024 gross domestic product showed an annualized increase of 2.4% for the 
quarter, a deceleration from the third quarter’s 3.1% expansion. Growth was driven primarily by consumer and government spending 
increases, while investments declined. Against this backdrop, the benchmark 10-year US Treasury (UST) note's yield ended Q1 36 basis points 
(bps)2 lower, at 4.21%.

Outlook & Strategy

There was a significant swing in market sentiment across Q1 as participants digested the first few months of US President Donald Trump’s new 
administration. January saw positive excess returns across a number of sectors as market sentiment moved higher in anticipation of new 
business friendly initiatives. This was replaced by a negative shift in risk appetite during February and March as unclear tariff policies became 
the market’s focus. Throughout the quarter, investment-grade munis underperformed USTs. Despite modest outflows in March, muni funds 
overall benefited from steady inflows earlier in the quarter.

Muni credit fundamentals remain broadly stable, with signs of improvement even in sectors that struggled post-pandemic, though revenue 
growth is moderating, and economic tailwinds are slowing. High reserves and fiscal flexibility continue to support most issuers, and credit ratings 
are expected to remain steady over the next six months, though sector-specific challenges persist. Potential policy changes under the Trump 
administration, such as the possible elimination of tax exemptions for certain bonds and the cancellation of federal leases, are adding 
uncertainty to the muni market outlook, alongside broader concerns about how federal decisions may impact local economies. At the same 
time, US consumer sentiment is softening, and overall uncertainty around the economic growth outlook has increased in response to the 
administration’s proposed reforms and policy direction.

However, hard data continues to indicate a resilient US economy. The labor market appears to have reached an equilibrium of a low level of both 
new additions and layoffs, with a still-low unemployment rate, and economic activity remains solid. Going forward, our economists are looking to 
deregulation and tax reforms to support growth over the medium term. The heightened uncertainty surrounding the administration’s trade 
policy and the impact on US businesses makes US Federal Reserve policy difficult to predict. It remains to be seen whether risks are skewed 
toward a significant slowdown in growth or higher inflation. However, our economists remain optimistic on US growth, considering that the 
economy remains on solid footing and pro-growth measures are still expected. Consequently, we are penciling in only one 25-bp rate reduction 
in 2025, though an absence of rate cuts this year is also possible.

1 The Bloomberg Municipal Bond Index is a broad measure of the municipal bond market with maturities of at least one year. Source: Bloomberg Indices. Important data provider notices and 
terms available at www.franklintempletondatasources.com. All data is subject to change.
2 A basis point (bp, or bps) is one one-hundredth of one percent (1/100% or 0.01%).
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Consider these risks before investing: All investments involve risks, including possible loss of principal. Fixed income securities involve 
interest rate, credit, inflation and reinvestment risks, and possible loss of principal. As interest rates rise, the value of fixed income securities falls. 
Portfolios focused on a single state are subject to greater risk of adverse economic and regulatory changes in that state than a geographically 
diversified fund. Changes in the credit rating of a bond, or in the credit rating or financial strength of a bond’s issuer, insurer or guarantor, may 
affect the bond’s value. An investor may be subject to the federal Alternative Minimum Tax, and state and local taxes may apply. These and other 
risks are discussed in the fund’s prospectus.

Important data provider notices and terms available at www.franklintempletondatasources.com. All data is subject to change.

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or 
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be 
reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may 
change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ 
from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every 
material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock 
market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go down as 
well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of 
future performance. All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that 
connection and, as such, is provided to you incidentally. Data from third party sources may have been used in the preparation of this material and 
Franklin Templeton ("FT") has not independently verified, validated or audited such data.  Although information has been obtained from sources 
that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or 
condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be 
construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any) is 
not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this information 
and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their 
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for 
further information on availability of products and services in your jurisdiction.
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