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MacKay Municipal Managers’ Insights for 2023  

Top Five MacKay Municipal Managers’ Market Insights for 2023:  

    

❶ 

TAX-EXEMPT ACCRUAL 

PLAYS A KEY ROLE IN 

TOTAL RETURN 

Income has regained its prominence in municipal bond total return.  Municipal investors can now realize much higher income 

accruals due to 2022’s sharp rise in rates.  Top income tax bracket investors, and especially those living in high income tax 

states, should find the higher tax-exempt income levels attractive on a taxable equivalent basis versus other asset classes.  

Raising accrual rates tend to reward investors who reinvest their dividends through the compounding effect of buying more 

shares at relatively lower average prices.  We believe higher income levels can also better stabilize returns compared to the last 

several years, when low coupons and yields offered little cushion against price declines.    Additionally, we believe investors who 

remained in passive strategies have missed this opportunity while hoping the market would recover.  Raising accrual rates 

required actively replacing low book yield positions with much lower priced, higher yielding bonds trades typically known as tax 

swaps.  We believe investors can benefit from current market accrual rates in 2023 and beyond. 

❷ 

OVERWEIGHT 

GENERAL OBLIGATION 

AND ESSENTIAL 

SERVICE BONDS 

We believe essential investment grade sectors, such as General Obligation bonds and Water & Sewer bonds, will regain favor 

with investors in 2023.  We expect greater demand for traditional municipal bonds such as bonds backed by the taxing power of 

general obligation issuers or secured by the revenues of essential service providers like public water and sewer authorities.  We 

anticipate continued investor uncertainty over the path of inflation, the Federal Reserve’s policy decisions and the potential for a 

recession will be the reason why investors find comfort in the core municipal sectors.  In addition, investors should favor shifting 

to higher quality sectors that now pay higher accrual rates.  We believe core sectors of the municipal market outperform in 

2023. 

 

  

Preparation Seizes Opportunity – Higher Accruals Set the Pace 

MacKay Municipal Managers (MMM) is optimistic about the 2023 municipal market.  As we enter 2023, we believe 

our portfolios are positioned to earn more income while taking less risk and retain the capacity to add value through 

active relative value trading.  In 2022, MMM reset municipal portfolios’ total return profiles starting with higher 

accruals.  Income once again provides a meaningful base from which relative value decisions can enhance 

performance.  In our view, relative value investors who repositioned their credit, sector, structure and curve exposures 

should be rewarded in 2023.   Compared to the last few years, high quality municipal credits are in relatively strong 

financial condition and available at much higher yields.  As a result, portfolios should be tilted toward higher quality.  

In 2022, mutual fund redemptions overwhelmed traditional drivers of value in the municipal market.  We believe that 

investment discipline that goes beyond credit underwriting standards to include an appreciation for market structure 

and trading dynamics will differentiate performance results in 2023.  In our opinion, MMM’s core investment 

principles – prudently pricing risk, appreciating the municipal market’s unique structural aspects and combining long-

term experience with the willingness to think creatively – are essential to achieving investment objectives.  In 2023, we 

expect this approach succeeds upon encountering the following factors that we believe will impact the municipal 

market: 
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❸ 

IN A BIFURCATED  

HIGH YIELD 

MUNICIPAL MARKET 

LIQUIDITY DRIVES 

PERFORMANCE 

We believe a disciplined pursuit of liquidity will be rewarded in the 2023 high yield municipal market.  In 2022, the massive 

wave of high yield fund redemptions resulted in an equally sized sell-off of bonds as funds sought liquidity.  High yield municipal 

funds primarily sold their more widely held and better quality positions to meet those redemptions resulting in those more liquid 

bonds underperforming relative to holdings that did not trade throughout the year.  In anticipation of a healthier market in 2023, 

we believe those underperforming bonds now provide the opportunity to outperform as investment discipline re-emerges.  In our 

opinion, discipline in the high yield municipal market goes beyond credit research to include an understanding of liquidity, 

tradability and the investor base.  We expect inflows will return to the high yield municipal market and issuance will be light.  As a 

result, we believe the more liquid part of the high yield municipal market outperforms in 2023. 

❹ 

FUND FLOWS DRIVE 

RECOVERY IN LONG 

MUNICIPAL BOND 

PRICES 

We believe exposure to longer-term bonds drives return in 2023.  Municipal mutual funds and Exchange Traded Funds are the 

natural buyer of the long end of the municipal curve.  We expect a return to positive mutual fund flows results in the 

outperformance of longer-term bonds.  Additionally, mutual funds will likely seek to increase their distribution yields, causing them 

to extend the maturity and duration profile of purchases.   As a result, bond structures with long durations and discount prices 

enhance return potential relative to shorter duration, premium structures.   Finally, the municipal to Treasury yield ratio curve 

remains steep, indicating that the longer end of the municipal market offers better value opportunities.  Long municipal bonds 

with ratios in the mid 90% range are cheap on a relative basis.  We believe portfolios with exposure to longer maturities 

outperform. 

❺ 

THINKING OUTSIDE 

THE BOX – USING 

SHORT TAXABLE 

MUNICIPALS TO 

ENHANCE AFTER-TAX 

PERFORMANCE 

We believe shorter-term taxable municipal bonds provide better after-tax value than comparable maturity tax-exempt bonds.  

Investing in shorter term municipal bonds, a tactic used to add liquidity and/or manage duration in a portfolio, becomes more 

difficult when such bonds are overpriced.  Shorter-term tax-exempt bonds have risen in price beyond fair value primarily due to 

passive investor demand.  In 2023, we expect demand for shorter-term tax-exempt bonds to continue unabated and we do not 

expect that new issuance sufficiently offsets that demand.  As a result, we believe shorter-term tax-free municipal to Treasury 

yield ratios remain rich through the year.  Comparable maturity taxable municipal yields, however, offer better value on an after-

tax basis.  The taxable municipal market’s continuing expansion, in both size and breadth, has brought a new dimension to 

relative value trading in the municipal market.  We believe investors should favor shorter-term taxable municipal bonds because 

they provide competitive after-tax yields, attractive spreads to Treasuries and the same high credit quality of the tax-exempt 

municipal asset class. 

D ISCLOSURES  

Availability of this document and products and services provided by MacKay Shields LLC may be limited by applicable laws and regulations in certain 

jurisdictions and this document is provided only for persons to whom this document and the products and services of MacKay Shields LLC may otherwise 

lawfully be issued or made available. None of the products and services provided by MacKay Shields LLC are offered to any person in any jurisdiction where 

such offering would be contrary to local law or regulation. It does not constitute investment advice and should not be construed as an offer to buy securities. The 

contents of this document have not been reviewed by any regulatory authority in any jurisdiction. This material contains the opinions of the MacKay Municipal 

Managers™ team of MacKay Shields LLC but not necessarily those of MacKay Shields LLC. The opinions expressed herein are subject to change without notice. 

This material is distributed for informational purposes only. Forecasts, estimates, and opinions contained herein should not be considered as investment advice 

or a recommendation of any particular security, strategy or investment product. Information contained herein has been obtained from sources believed to be 

reliable, but not guaranteed. Any forward-looking statements speak only as of the date they are made and MacKay Shields assumes no duty and does not 

undertake to update forward-looking statements. No part of this document may be reproduced in any form, or referred to in any other publication, without 

express written permission of MacKay Shields LLC. ©2023, MacKay Shields LLC. All Rights Reserved.   

Note to European Investors: This document is intended for the use of professional and qualifying investors (as defined in the Alternative Investment Fund 

Manager’s Directive) only. Where applicable, this document has been issued by MacKay Shields Europe Investment Management Limited, Hamilton House, 28 

Fitzwilliam Place, Dublin 2 Ireland, which is authorized and regulated by the Central Bank of Ireland. 

MacKay Municipal Managers is a trademark of MacKay Shields LLC.  

MacKay Shields LLC is a wholly owned subsidiary of New York Life Investment Management Holdings LLC, which is wholly owned by New York Life Insurance 

Company. "New York Life Investments" is both a service mark, and the common trade name of certain investment advisers affiliated with New York Life 

Insurance Company. Investments are not guaranteed by New York Life Insurance Company or New York Life Investments. 

Past performance is not indicative of future results. It is not possible to invest directly into an index.   

Active management is the use of a human element, such as a single manager, co-managers or a team of managers, to actively manage a fund’s portfolio. 

Active management strategies typically have higher fees than passive management. 

Distribution yield is the ratio of all the distributions a fund paid in the past 12 months divided by the current share price of the fund.  

Muni treasury ratio is computed by dividing a given municipal bond’s yield by the yield on a comparable maturity Treasury security.  The yield ratio curve is an 

array of ratios for given maturities, typically 1 to 30 years. 
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当資料は、一般的な情報提供のみを目的としています。 

当資料は、投資助言の提供、有価証券その他の金融商品の売買の勧誘、または取引戦略への参加の提案を意図するものではありません。 

また、当資料は、金融商品取引法、投資信託及び投資法人に関する法律または東京証券取引所が規定する上場に関する規則等に基づく開示書類または運用報告書で

はありません。New York Life Investment Management Asia Limitedおよびその関係会社は、当資料に記載された情報について正確であることを表明または保証するもので

はありません。 

当資料は、その配布または使用が認められていない国・地域にて提供することを意図したものではありません。 

当資料は、機密情報を含み、お客様のみに提供する目的で作成されています。New York Life Investment Management Asia Limitedによる事前の許可がない限り、当資

料を配布、複製、転用することはできません。 

New York Life Investment Management Asia Limited 

金融商品取引業者 登録番号 関東財務局長（金商）第2964 号 

一般社団法人日本投資顧問業協会会員 

一般社団法人第二種金融商品取引業協会会員 


