
The U.S. municipal bond market came under pressure 

during the COVID-19 Crisis. This reflected both general 

market conditions and concerns about the finances of 

municipalities in light of the impact of COVID-19 on both 

revenues and expenses. The latter concern led to selling 

pressure in both individual bonds and via redemptions from 

municipal bond funds, which peaked in March 2020. More 

recently, the municipal bond market has begun to 

normalize, which is most evident in supply-demand 

dynamics. In this ViewPoint, we explore various aspects of 

the U.S. municipal bond market ecosystem during the 

COVID-19 Crisis, the Federal response to provide 

assistance to municipalities, and the approach to liquidity 

risk management of municipal bond funds. We conclude 

with recommendations to further enhance the liquidity risk 

management toolkit for municipal bond fund managers and 

improve price discovery for investors.

Municipal bond ecosystem 
Mutual funds hold approximately 20% of outstanding 

municipal debt; 80% is held by other investors.1 As with 

many asset classes, municipal bonds are part of a broader 

ecosystem which includes a range of investors. According to 

the Federal Reserve Financial Accounts of the United States 

Z.1 Report, the household sector holds approximately 46% 

of outstanding municipal debt, banks hold approximately 

12%, property and casualty companies hold approximately 

7%, and life insurance companies hold 5%.2
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Typically, in periods of dislocation, the municipal market 

can offer significant relative value to nontraditional 

investors, which helps maintain market liquidity and can act 

as a backstop to some degree on price decrease. During the 

market pressure experienced in March and April 2020, 

insurance companies, banks, hedge funds, and family 

offices were buying municipal bonds, while individuals and 

mutual funds were selling them. In some cases, these 

investors are taxable and are referred to as “crossover 

buyers,” as they compare taxable and tax-exempt bonds 

and may switch between these asset classes based on 

market conditions and their outlook for future performance. 

In other periods, these investors have been net sellers of 

municipal bonds, e.g., following the Tax Cuts and Jobs Act 

of 2017 when the corporate tax rate was lowered from 35% 

to 21%. 

Following the dramatic selloff in March 2020, the municipal 

market regained a semblance of normalcy in April and has 

continued to normalize since then. Overall, market 

sentiment has remained cautious and investors have 

become more focused on issuer fundamentals as the 

economic impact of the COVID-19 pandemic has become 

clearer. As a result, municipal bonds underperformed U.S. 

Treasuries in the intermediate and long end of the yield 

curve in March and April. The S&P Municipal Bond Index 

finished the month of April down -1.18% and -1.75% year 

to date versus the S&P U.S. Treasury Bond Index return of 

0.50% and 7.78%, respectively. 



Key observations and recommendations 

1. The ecosystem for municipal bond investors includes individuals, insurance companies, banks, hedge funds, 

family offices and mutual funds. Mutual funds hold approximately 20% of outstanding municipal debt, with 80% 

held by other investors. Various buyers from these groups availed themselves of investment opportunities 

presented by the market pressure experienced in March and April 2020.  

2. In March, the municipal bond market experienced a dramatic selloff, which resulted in increased transaction 

costs for municipal bonds, a dearth of new issuance, and wider spreads on bonds that transacted. By June, the 

market had largely recovered.  

3. The Federal Reserve and Congress took actions to aid municipalities. These actions have also benefited the 

secondary market for municipal bonds.

• The Federal Reserve’s Municipal Liquidity Facility provides a backstop for issuers to help meet the cash 

shortfall from dramatically lower revenues.

• The CARES Act provided $150 billion in federal aid to state and local governments for COVID-19 relief efforts.

4. In March 2020, municipal bond mutual funds (which we refer to as “municipal bond funds” in this paper) 

experienced unusual levels of redemptions. High yield municipal bond funds, which invest in less liquid sectors 

of the market, were most impacted. Different fund managers used different approaches to meet redemptions. 

During the COVID-19 Crisis, all municipal bond mutual funds met 100% of redemption requests. 

5. Municipal bond funds that are registered under the Investment Company Act of 1940 (the ‘40 Act) are subject to 

the SEC’s rule on Liquidity Risk Management Programs, which implemented specific requirements on how funds 

assess and manage liquidity risk. 

• Different managers may have more stringent internal guidelines around diversification, cash equivalent 

holdings, and limits on how much of an outstanding debt issue can be held by a fund.  

6. While municipal bond funds represent only 20% of the overall municipal bond market, these funds should be as 

resilient as possible in market stress scenarios. We recommend that the SEC work with the industry to consider 

implementing anti-dilution tools for open-end funds. We have used swing pricing effectively in some UCITS 

funds, and we recommend exploring how this tool could be implemented in ’40 Act funds to assist in managing 

redemptions consistent with investor protection principles.  

7. To further increase market efficiency, we recommend that the SEC, the Municipal Securities Review Board 

(MSRB),3 and the industry work together to promote trading electronification. Only about 12% to 15% of 

municipal bond trading is done electronically today.4 More electronification could improve price discovery for 

investors, while enhancing the ability of portfolio managers to estimate liquidity and transaction costs for 

municipal bonds. 
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Exhibit 1: Holders of Municipal Securities

Source: Federal Reserve, Financial Accounts of the United States, First Quarter (released Jun. 11, 2020), available at https://www.federalreserve.gov/releases/z1/20200611/z1.pdf. See 
table L.212 on Municipal Securities. Categories labeled hold 5% or more of outstanding securities.   

Federal government retirement funds (0%)

State and local government retirement funds (0%)

Money market funds (3%)

Mutual funds (20%)

Closed-end funds (2%)

Exchange-traded funds (1%)

Government-sponsored enterprises (0%)

Security brokers and dealers (0%)

Rest of the world (3%)

Households and nonprofits (46%)

Nonfinancial corporate business (0%)

Nonfinancial noncorporate business (0%)

State and local governments (0%)

U.S.-chartered depository institutions (12%)

Foreign banking offices in the U.S. (0%)

Banks in U.S.-affiliated areas (0%)

Credit unions (0%)

Property-casualty insurance companies (7%)

Life insurance companies (5%)



There was some recovery in May 2020, when the S&P 

Municipal Bond Index was up 2.99% for the month and 

1.19% year to date, versus the S&P U.S. Treasury Bond 

Index return of -0.17% in May and 7.60% year to date. 

Municipal bond issuance 
A key indicator of the health of the municipal bond market 

is the level of new issuance. As reflected in Exhibit 2, prior 

to the COVID-19 Crisis, the primary municipal bond market 

was issuing an average of $8.3 billion per week. During the 

last two weeks of March and the first week in April, total 

issuance for all three weeks combined was $5.0 billion, 

reflecting a handful of transactions. Since then, the new 

issuance market has rebounded with a weekly average in 

excess of $8.5 billion.5 As discussed below, the Federal 

Reserve and Congress have played a role in this 

turnaround. The market is currently functioning at pre-

COVID levels, reflecting normalization. However, a larger 

new issue calendar over time is likely to create wider 

concessions reflecting the sensitivity of this market to 

credit fundamentals. 

has been ongoing for some time. While investment grade 

spreads have tightened, riskier securities are attracting a 

more limited audience. 
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Exhibit 2: Weekly Municipal Bond Issuance in 
2020

Source: Calculations by BlackRock Municipal Primary Markets Group. As of 07/10/20. 

In March, the disrupted revenue streams put a strain on 

municipal governments and public authorities that 

ordinarily maintain limited cash balances. During normal 

conditions, these entities cover any revenue shortfalls by 

issuing interim notes or borrowing from banks. However, 

during the weeks in March when there was mass selling 

across financial markets, it was difficult for issuers to 

access short-term capital in the municipal markets, 

creating a temporary strain. 

Looking at the credit spreads of Bloomberg Barclays 

Indices by quality, there was an increase in spreads in 

March 2020. Since then, higher quality yields have seen 

significant retracement. The riskiest yield tranche remains 

relatively wide, displaying the increase in quality bias that

Exhibit 3: Municipal Spreads by Credit Quality

Source: Bloomberg Barclays Indices. Data from 1/2/2020 through 7/13/2020. Highest 
quality yield defined as AAA, medium quality as AA and A, and riskiest defined as BBB and 
high yield. 

Actions by the Federal Reserve 
Bank and by Congress to aid 
municipalities
In March and early April, the municipal markets were under 

immense stress. Given the market conditions, there was 

concern about the ability of municipalities to fund their 

normal operations. On April 9, 2020, the Federal Reserve 

and the US Treasury announced the Municipal Liquidity 

Facility (MLF).6 Under the program as initially designed, the 

Federal Reserve Bank would lend on a recourse basis to a 

special purpose vehicle (SPV) to purchase up to $500 

billion of eligible notes from states, cities with a population 

exceeding 1,000,000 residents and counties with a 

population exceeding 2,000,000 residents. This program 

provides a backstop for issuers to help meet the cash 

shortfall from dramatically lower revenues. The focus of the 

program was the short end of the curve with eligible notes 

to include tax anticipation notes (TANs), tax and revenue 

anticipation notes (TRANs), bond anticipation notes 

(BANs), and other notes maturing in two years or less. 

The program was subsequently modified, and more details 

were provided as the program was operationalized. On April 

27, 2020, the term sheet was revised to expand eligible 

cities and counties by halving the population minimums 

and to extend the maturities to allow up to 3 years.7 On May 

11, 2020, the Federal Reserve updated the term sheet to 

include pricing, noting that federal income tax-exempt 

notes will be priced at a fixed interest rate based on the
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comparable maturity overnight index swap rate, plus a 

spread based on credit rating. Pricing for non-federal 

income tax-exempt notes will be determined by the tax-

exempt rate divided by 0.65.8 On May 15, 2020, the New 

York Federal Reserve released a Notice of Interest for 

Eligible Issuers to express interest in selling notes to the 

MLF SPV.9 On June 3, 2020, the Federal Reserve 

announced an expansion in the number and type of entities 

eligible to directly use the MLF so that all U.S. states will be 

able to have at least two cities or counties eligible to directly 

issue notes to the MLF SPV regardless of population. 

Governors of each state will also be able to designate two 

issuers in their jurisdictions whose revenues are generally 

derived from operating government activities to be eligible 

to directly use the facility.10

Under the MLF program, issuers place debt directly with 

the Federal Reserve. While the MLF program targets new 

issuance and not secondary market purchases, the 

introduction of this program sent a positive signal to the 

municipal bond market almost immediately upon being 

announced. It is too soon to assess the long-term impact of 

the MLF program on the municipal bond market, as the 

program is just beginning to be operationalized. 

COVID-19 has had a major impact on both the revenues 

and the expenses of states and other municipalities. 

Several states have reported massive projected deficits that 

could exceed $105 billion in fiscal year (FY) 2020 and $290 

billion in FY 2021,11 which would surpass the gaps 

experienced in 2009 ($130 billion) and 2010 ($230 billion). 

Initial reports have found that total state taxes declined 

49.4% in April 2020 compared to a year earlier.12 Prior to 

the COVID-19 Crisis, most states and municipalities were 

fundamentally in good fiscal health. Median reserves were 

at a record high (8.0% of FY 2020 budgets vs. 4.8% in FY 

2008),13 and state debt as a percent of personal income in 

FY 2020 was 2.0% compared to 2.4% in 2008. Many of the 

states and municipalities facing the most severe budget 

challenges coming out of the COVID-19 Crisis had existing 

budget deficits beforehand, making federal funding a 

controversial topic. While some municipalities can file 

bankruptcy when facing insolvency,14 states cannot. 

In response to the COVID-19 Crisis, Congress included 

provisions in the Coronavirus Aid, Relief, and Economic 

Security Act (CARES Act) – which was enacted on March 27, 

2020 – for state and local governments to receive $150 

billion in federal aid for COVID-19 relief efforts.15 To 

address remaining funding challenges, states may use 

their fiscal tool kit to address the large gap projected for FY 

2021. Most states are required to “balance” their budgets 

every year, even in recession, and have many potential tools 

available to them. For example, states can tap into available 

reserves, cut spending and benefits, raise taxes, borrow, 

move the final payday of the FY, defer spending into the 

following year, sell assets, and/or defer pension payments. 

Different states are taking different approaches, depending 

on the status of their budgets prior to the crisis and how 

significantly they have been impacted by the crisis. Some 

states, like New Jersey, have announced they are moving 

their FY payments and may be implementing cuts in public 

employment to meet their needs.16 Others, like Illinois, are 

primarily relying on federal aid.17 A combination of funding 

from the CARES Act, state reserves of $75 billion,18 and 

potential borrowing under the MLF – which was not an 

option in 2009 – will help cover the current fiscal year 

shortfall. 

The Federal government may provide additional relief for 

municipalities. Democratic leadership in the House has 

included another round of federal funding for states in their 

latest COVID-19 relief bill, the Health and Economic 

Recovery Omnibus Emergency Solutions (HEROES) Act, 

which was approved by the House in May 2020.19 The bill 

includes substantial state and local fiscal relief, both by 

providing flexible grant aid and by extending the temporary 

increase in the federal share of Medicaid costs (first passed 

in the Families First Act in March 2020), which can alleviate 

state budget pressures. The path forward for the HEROES 

Act and additional federal funding for state and local 

governments is uncertain, as enacting additional 

legislation will depend on negotiations later this summer 

among the House, Senate, and the Administration. 

Municipal bond fund flows 
During March 2020, municipal bond funds20 experienced 

unusual levels of redemptions. This reflected the broad 

market sentiment around duration and credit as well as 

municipal bond performance, volatility, pricing, and a 

change in fundamental credit outlook for municipalities, 

given the sudden closing of the economy and the 

anticipated revenue and expense impacts in the 

months/quarters to follow.  

Outflows were initially witnessed in high yield (HY) 

municipal bond funds, though long-term and intermediate 

investment grade (IG) funds were not immune. Prior to 

COVID-19, municipal bond funds had experienced 60 

consecutive weeks of inflows totaling $116 billion. The 

onset of the pandemic quickly reversed these flows, and 

municipal bond funds experienced back-to-back weeks of 

record outflows.21 During the week of March 18, 2020, 

there were $19.0 billion of outflows, followed by $19.3 

billion during the week of March 25, 2020. Exhibit 4 below 

depicts municipal bond fund weekly flows during 2020. As 

illustrated in Exhibit 5, national, high yield, and state-

specific municipal bond funds all experienced outflows 

during March 2020, with especially large outflows in the 

last two weeks.22 High yield municipal bond funds were 

particularly impacted, experiencing the largest absolute 

outflows and the largest outflows as a percentage of AUM 

invested in these funds. 
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Exhibit 4: Weekly Municipal Bond Fund Flows 
in 2020 ($USD)

Source: ICI weekly fund flow data through 05/20/2020. 

(20,000,000)

(15,000,000)

(10,000,000)

(5,000,000)

0

5,000,000

5/1/19 9/1/19 1/1/20 5/1/20

Exhibit 5: Monthly Open-End Municipal Bond Funds

Source: Simfund. All AUM and NNB data in $ millions. Data for Feb ’20 as of 02/29/20, data for Mar ’20 as of 03/31/20 and data for Apr ’20 as of 04/30/20. Includes open-end 
municipal bond funds. Excludes money market funds, closed-end funds, and exchange-traded funds. Number of Funds as of 04/30/20. 

Category
# of 

Funds
Feb '20 
AUM

Feb '20 
AUM %

2019 
NNB

Mar '20 
NNB

Mar '20 
NNB as a 
% of Feb 
'20 AUM

Apr '20 
NNB

Apr '20 NNB 
as a % of 

Feb '20 AUM

Muni National Interm 98 257,991 30.1% 39,195 (9,974) -3.9% (673) -0.3%

Muni National Short 63 139,810 16.3% 5,756 (8,661) -6.2% 160 0.1%

Muni National Long 49 132,182 15.4% 15,537 (5,041) -3.8% 502 0.4%

High Yield Muni 49 130,768 15.3% 18,208 (11,587) -8.9% (1,780) -1.4%

Muni California Long 27 47,502 5.5% 4,335 (1,881) -4.0% (174) -0.4%

Muni California Intermediate 26 33,437 3.9% 4,821 (1,649) -4.9% (307) -0.9%

Muni New York Long 19 25,107 2.9% 1,114 (930) -3.7% (197) -0.8%

Muni Single State Long 61 23,929 2.8% 1,734 (557) -2.3% (99) -0.4%

Muni Single State Interm 58 11,693 1.4% 492 (259) -2.2% (46) -0.4%

Muni Pennsylvania 18 9,942 1.2% 462 (235) -2.4% (53) -0.5%

Muni Single State Short 16 9,483 1.1% 17 (274) -2.9% (51) -0.5%

Muni Massachusetts 14 8,210 1.0% 730 (303) -3.7% (46) -0.6%

Muni New York Intermediate 17 8,068 0.9% 1,290 (334) -4.1% (109) -1.3%

Muni New Jersey 15 7,203 0.8% 382 (274) -3.8% (65) -0.9%

Muni Minnesota 14 5,691 0.7% 521 (113) -2.0% (10) -0.2%

Muni Ohio 10 5,337 0.6% 265 (126) -2.4% (6) -0.1%

Muni Target Maturity 3 117 0.0% 5 (8) -6.6% 1 1.1%

Grand Total 557 856,472 100.0% 94,864 (42,206) -4.9% (2,952) -0.3%

Liquidity risk management in 
municipal bond funds
As with other mutual funds regulated under the ’40 Act, 

municipal bond funds are subject to SEC oversight, which 

is important to consider in the context of how funds 

managed liquidity risk during the COVID-19 Crisis. 

The SEC’s 2016 rule on Investment Company Liquidity Risk 

Management Programs (Rule 22e-4 under the ’40 Act, 

referred to as the Liquidity Rule),23 requires all open-end 

funds to have a written liquidity risk management program 

approved and reviewed by the fund’s board, which is 

intended to manage the risk that a fund would not be able 

to meet redemption requests without diluting the interests 

of remaining shareholders. In accordance with its liquidity 

risk management program, a fund must assess, manage, 

and periodically review its liquidity risk. As part of this



assessment, a fund must consider whether trading varying 

portions of a position in a particular portfolio investment, in 

sizes that the fund would reasonably anticipate trading, 

would impact the liquidity of such investment. 

In addition, a fund must classify the liquidity of each of its 

investments based on the number of days in which the fund 

reasonably expects the investment to be convertible into 

cash without significantly changing the market value of the 

investment. A fund is required to determine a minimum 

percentage of net assets that must be invested in highly 

liquid investments (e.g., cash), as well as procedures to 

respond to a shortfall in highly liquid assets. In addition, a 

fund is not permitted to purchase additional illiquid 

investments if more than 15% of net assets is categorized 

as illiquid. These requirements related to the level of highly 

liquid investments and illiquid investments provide 

guardrails for portfolio managers such that using cash on 

hand and/or selling highly liquid investments to meet 

redemption requests will not ultimately dilute the value of 

remaining shareholders’ interests in the fund’s remaining 

portfolio investments.

The Liquidity Rule did not fundamentally alter how 

municipal bond funds were managing liquidity risk, though 

it did provide a clear framework for risk management and 

ensure robust oversight procedures for all funds. Within the 

SEC’s framework, different municipal bond funds employ 

different approaches to liquidity risk management. For 

example, different managers have different approaches to 

diversification and limits on how much of an issue can be 

held. More diversified portfolios, with limits on how much 

outstanding debt of an issuer can be held by a fund, can 

help mitigate liquidity risk, since smaller position sizes may 

be more readily convertible into cash. 

In a stressed market environment, municipal bond fund 

managers have several tools to meet redemptions: cash on 

hand, selling in the secondary market, and, in some 

circumstances, lines of credit.24 Different fund managers 

took different approaches when redemptions spiked in 

March 2020. In the COVID-19 Crisis, all municipal bond 

mutual funds met 100% of redemption requests. 

To meet redemptions during stressed market conditions, 

portfolio managers make decisions on what assets to sell, 

with a goal of minimizing realized losses for fund 

shareholders. Given that the price of buying and selling is a 

function of market conditions, sometimes portfolio 

managers will sell cash equivalents and other more liquid 

assets that can be sold with fewer losses on price than 

other assets in the fund, which may be more expensive to 

sell. In March 2020, the market conditions caused a larger 

than normal deviation in pricing. 
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Selling cash and cash equivalents, in addition to other 

assets, was one way that portfolio managers managed 

redemptions while protecting fund investors from realized 

losses. Investment grade municipal bond funds generally 

hold some cash in their portfolios and were able to use cash 

as an initial tool to meet redemptions in addition to selling 

investment grade bonds. High yield municipal bond funds 

generally do not hold as much cash, given that their primary 

objective is high income; however, these funds do hold 

some investment grade bonds that many funds sold to 

meet redemptions in addition to selling high yield bonds. 

When funds received redemption requests, managers used 

“bid wanteds” to sell in the secondary market by putting 

securities out for bid and allowing the market to set a 

clearing level. Bid wanteds were the most prevalent avenue 

amongst portfolio managers to obtain pricing information 

in March 2020. As illustrated in Exhibit 6, bid wanteds

activity spiked during the COVID-19 Crisis as many 

portfolio managers looked to sell. Fund managers sold to 

meet current and anticipated future redemptions. As 

Exhibits 7 and 8 show, the average daily trading volumes 

(ADV) increased for both high yield and investment grade 

municipal bonds in March and early April, reflecting 

increased selling and buying of bonds. In late March when 

redemptions peaked, one high yield municipal bond fund 

manager received financial support from its parent 

company, which stepped in to purchase shares of the 

fund.25

Exhibit 6: Bid Wanted Activity 2020
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Exhibit 7: Average Daily Trading Volume for Investment Grade Municipal Bonds

Source: BlackRock estimates. Reflects trading activity for CUSIPs in Muni IG index (MBINDEX), excluding retail trades. Data from 1/1/2020-6/8/2020.
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The transaction cost model estimates the expected cost 

to transact municipal bonds as a percentage change in 

price. The model forecasts the liquidity, market impact 

and transaction cost of trading a municipal bond in the 

secondary market using empirical transaction data and 

intraday reference prices, as well as bond attributes, to 

estimate a fixed cost and a market impact component.

BlackRock’s Financial Modeling Group (FMG), in 

partnership with Risk and Quantitative Analysis (RQA), 

has developed proprietary models in Aladdin26 to 

forecast daily trading volumes and transaction costs 

under normal market conditions for high yield and 

investment grade municipal bonds. BlackRock’s risk 

managers and portfolio managers use these models as 

one input to the liquidity risk management process. 

Exhibit 8: Average Daily Trading Volume for High Yield Municipal Bonds

Source: BlackRock estimates. Reflects trading activity for CUSIPs in Muni HY Index (MBHYINDEX), excluding retail trades. Data from 1/1/2020-6/8/2020.
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During times of market stress, it can be more expensive to 

find liquidity in the high yield municipal bond market; this 

is especially pronounced in smaller issue sizes where a 

manager holds most or all of the issue. As one tool to help 

manage redemptions in stressed market conditions, high 

yield municipal bond funds can hold investment grade 

bonds in addition to high yield bonds (depending on the 

investment strategy of the fund), recognizing that 

transaction costs to trade high yield bonds generally 

increase more during stressed markets. Having investment 

grade bonds in a portfolio can enable high yield municipal 

bond fund managers to sell those investment grade bonds 

at more favorable prices than they would be able to sell 

high yield bonds. Given the market conditions in March 

2020, high yield municipal bond funds sought liquidity in 

bonds with a bid, which was most often found in higher 

quality bonds. The selling of investment grade bonds by 

high yield municipal bond funds created some degree of 

pressure in the investment grade space. Exhibit 9 

illustrates the increase in bid-ask spreads for both high 

yield and investment grade municipal bonds, with a more 

pronounced increase in high yield bonds. The widening of 

bid-ask spreads was reflected in wider transaction costs. 

Exhibits 10 and 11 depict expected and realized 

transaction costs for municipal bonds, reflecting the 

increased cost of liquidity during the stressed market 

environment. 

Looking forward
As we move further away from March 2020, the municipal 

bond markets continue to adjust back to normalized levels. 

Given the unknown factors around credit in the current 

environment, valuation adjustments could continue to take 

place over time. In addition, the impacts of the Federal 

Reserve’s Municipal Liquidity Facility remain to be seen as 

this program is operationalized. 

Within the Liquidity Rule framework for assessing and 

managing liquidity risk, municipal bond funds were able to 

meet all redemption requests during the COVID-19 Crisis. 

To further strengthen the liquidity risk management toolkit 

available to municipal bond fund managers, BlackRock 

recommends that the SEC work with the industry to 

consider implementing additional anti-dilution tools for 

open-end funds. 

BlackRock has long supported permitting mutual funds to 

have mechanisms to allocate transaction and market 

impact costs associated with the sale (or purchase) of fund 

assets to redeeming (or subscribing) shareholders. Such 

mechanisms are a way to reimburse or economically buffer 

a fund’s remaining shareholders, while at the same time 

providing a price signal to subscribing and redeeming fund 

shareholders of the genuine economic cost of obtaining 

liquidity. In several European jurisdictions, fund managers 

can adopt a swing pricing mechanism that does this by
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forecasted and the realized cost, a stressed version of our model aligned better with the 
dislocated markets.
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Exhibit 10: Transaction Cost to Trade 
Investment Grade Municipal Bonds

Exhibit 11: Transaction Cost to Trade High 
Yield Municipal Bonds

Source: BlackRock estimates for bonds in the Muni HY Index (MBHYINDEX). Data from 
1/1/2020-6/8/2020. Given that the forecasted cost scale for high yield during the 
stress period is broadly in-line with the realized cost scale, we did not require an additional 
stressed version of the expected cost forecast. 

Exhibit 9: Bid-Ask Spreads for High Yield and 
Investment Grade Municipal Bonds

Source: IDC Continuous Evaluated Pricing. Data from 1/1/2020-6/8/2020.



allowing the net asset value (NAV) calculation to “swing” to 

either the bid or offered side of the market depending on 

the net inflows or outflows from the fund.27 We encourage 

the SEC to consider the operational infrastructure 

necessary to implement a similar mechanism in the U.S. 

To enable further evolution in the municipal bond 

markets, we recommend that regulators, the industry, 

and the MSRB work together to advance 

electronification of municipal bond markets. At present, 

only about 12% to 15% of municipal bond trading is done 

electronically.28 The continuous evaluated pricing enabled

9

by electronic trading in other fixed income markets, such as 

corporate bond markets, has provided transparency to 

investors. Greater electronification could further increase 

market efficiency and improve price discovery for investors, 

while also ultimately enhancing the ability of portfolio 

managers to estimate liquidity and transaction costs for 

municipal bonds. 

Each of these measures would provide benefits to investors 

in municipal bond funds and further strengthen the ability 

of these funds to operate smoothly during stressed market 

environments. 

Related Content
For access to our full collection of public policy commentaries, including the ViewPoint series and comment letters to 
regulators, please visit https://www.blackrock.com/publicpolicy.

• BlackRock Municipal Market Monthly, July 2020
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