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MacKay Municipal Managers’ Insights for 2022 

Top Five MacKay Municipal Managers’ Market Insights for 2022: “Embrace Change”  

❶ 

TRANSITORY OR NOT: 

VIEW MUNICIPAL 

INVESTMENTS AS AN 

INFLATION HEDGE 

We believe credit-sensitive municipal bonds provide a larger cushion against inflation relative to other fixed income investments 

of similar quality because municipal bond credit tends to improve with inflation. Many taxes supporting municipal credits 

increase as asset prices rise. For example, general obligation issuers collect higher ad valorem taxes as real estate values grow. 

Dedicated tax bonds increase coverage ratios as the prices of taxed items rise. An array of municipal credits, including toll road 

financings and tobacco bonds, incorporate annual inflation adjustments in their covenants that increase revenues available to 

debt service. Adjusting fixed income exposures in favor of municipal bonds can help mitigate potential higher inflation. 

❷ 

ELEVATED TACTICAL 

TRADING DRIVES 

RETURNS 

Active management should differentiate performance outcomes in an expected lackluster 2022 municipal market. We believe 

one- to ten-year ladder strategies and/or SMAs will lag actively managed strategies, which may be counterintuitive to many 

municipal investors. We expect heightened levels of portfolio activity centered on tactical allocations among bond structures and 

credit qualities to produce meaningful alpha in portfolios. In addition, strategic cash allocations can balance portfolio duration 

and fund the purchases of securities in the event of volatility. In 2022, investors should be mindful of active strategy claims from 

managers whose trading is primarily tied to reinvestment. In our view, traditional passive municipal investors shifting to tactical 

active management in 2022 may improve outcomes. 

Embrace Change 

“Change is the law of life.  And those who look only to the past or present are certain to miss the future.” 

─John F. Kennedy 

The past two years’ events are undoubtedly altering the future direction of our lives: where we live, how we work, learn 

and communicate and how to prudently invest in municipal bonds. In many respects, pre-existing trends are 

accelerating. In higher education for example, acceptance of virtual instruction has vaulted forward and is shifting our 

relative value assessments. Passive buy and hold municipal strategies such as ladder portfolios and most separately 

managed accounts (SMAs) may have worked historically but now lack the flexibility to generate excess return in the 

evolving municipal market.  

We note these dramatic structural shifts in the market: taxable issuance likely exceeds $100 billion for the third year in 

a row, 5% plus coupon structures have declined from 63.2% issuance in 2017 to 34.6% today,1 and the Non-Rated 

percentage of the Bloomberg High Yield Municipal Index now exceeds 61% – up from 40.9% in 2017.2 This year’s five 

insights focus on the stark shifts occurring in the municipal bond market and provide our roadmap for embracing and 

capitalizing on the changes that lay ahead.   
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❸ 

MAINTAIN 

OVERWEIGHT IN  

HIGH YIELD THEN 

BEGIN TO TRADE UP  

IN QUALITY MID-YEAR 

We believe an overweight position in high yield municipals could drive outperformance through at least the first half of 2022. Any 

potential gains then may provide a buffer against an anticipated sluggish second half. Select – certainly not all – high yield 

municipal issuers emerged from lockdowns in strong financial condition as the ratio of ratings upgrades to downgrades in 2021 

hit its highest level since at least 2013.3 Therefore, investors can retain those high yield municipal credits with more confidence. 

In addition, those holdings stand to benefit from the market’s positive technical outlook. We see Puerto Rico’s emergence from 

bankruptcy producing a massive payout of cash that drives reinvestment demand in a market already short on supply. That 

demand tightens high yield spreads and contributes to strong relative returns compared to rate sensitive high grades in our view. 

Patient credit investors adjusting their strategy as the year progresses could be rewarded for their flexibility. 

❹ 

SHIFT FOCUS TO 

STRUCTURE AS  

FISCAL POLICY 

[SPENDING] GIVES 

WAY TO MONETARY 

POLICY 

While fundamental credit selection remains essential to generating favorable relative returns, we believe the main performance 

driver shifts from the federal spending support of municipal credit to the monetary policy impact on structure. For example, 

municipal investors must contend with the longer durations of lower coupon bonds. Since 2017, 2% and 3% coupons have risen 

from 16.1% to 29.8% of tax-exempt issuance as defensive coupon structures were refunded.4 We see patient, active investors 

generating alpha by trading around periods of rising volatility exacerbated by wider ownership of lower coupons and potentially 

rising rates. In addition, municipal expertise is essential to understanding the nuanced aspects of municipal structure. For 

example, holders of 2% and 3% coupons should be prepared for the Market Discount Rule (i.e. “de minimis”) impact on total 

return. In our view, investors modifying their strategy to incorporate structure decisions could discover new modes of potentially 

generating excess returns. 

❺ 

TAXABLE MUNICIPALS 

OUTPERFORM … 

AGAIN 

In 2022, we believe taxable municipal bonds will extend ten years of inflation-adjusted outperformance versus most of the 

investment grade U.S. market.5 We expect growing investor demand for high quality, monopoly-like municipals drives this 

outperformance. Issuers’ ability to raise taxes and fees on their essential services maintains adequate debt service coverage, 

stabilizes credit ratings and reduces bond price sensitivity to rising rates and higher inflation. As a result, the price correlation 

between taxable municipal bonds and other taxable market segments can decline. The investment grade taxable market, as 

measured by the Bloomberg Aggregate Bond Index, is approximately 44% U.S. Treasury and Government related securities4 and 

investors traditionally tracking this benchmark are facing significant exposure to both interest rate and inflation risk. In 2022, 

expected higher taxable municipal supply and trading volumes will likely attract new, non-traditional investors looking for low-

correlation, high quality assets. As a result of these factors, we expect taxable municipals to reward investors who increase 

exposure to the asset class within their fixed income allocations.  

1. Source: Bloomberg.  2. Source: FactSet.  3. Source: Moody’s, Barclays Research.  4. Source: Bloomberg.  5. Source: Morningstar.   

D IS C L O SU RE S  

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. ©2022, 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. 

Alpha measures a fund’s risk adjusted performance and is expressed as an annualized percentage.  
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The de minimis rule states that if a discount is less than 0.25% of the face value for each full year from the date of purchase to maturity, then it is too small 

(that is, de minimis) to be considered a market discount for tax purposes. Instead, the accretion should be treated as a capital gain. 

C O M PAR ISO NS  T O  AN  IN D EX  

Comparisons to a financial index are provided for illustrative purposes only. Comparisons to an index are subject to limitations because portfolio holdings, 

volatility and other portfolio characteristics may differ materially from the index. Unlike an index, portfolios within the composite are actively managed and may 

also include derivatives. There is no guarantee that any of the securities in an index are contained in any managed portfolio. The performance of an index may 

assume reinvestment of dividends and income, or follow other index-specific methodologies and criteria, but does not reflect the impact of fees, applicable 

taxes or trading costs which, unlike an index, may reduce the returns of a managed portfolio. Investors cannot invest in an index. Because of these differences, 

the performance of an index should not be relied upon as an accurate measure of comparison. 

SOURCE: ICE DATA INDICES, LLC (“ICE DATA”), IS USED WITH PERMISSION. ICE® IS A REGISTERED TRADEMARK OF ICE DATA OR ITS AFFILIATES, AND BOFA® IS 

A REGISTERED TRADEMARK OF BANK OF AMERICA CORPORATION LICENSED BY BANK OF AMERICA CORPORATION AND ITS AFFILIATES ("BOFA") AND MAY NOT 

BE USED WITHOUT BOFA'S PRIOR WRITTEN APPROVAL. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE THIRD PARTY SUPPLIERS DISCLAIM ANY AND ALL 

WARRANTIES AND REPRESENTATIONS, EXPRESS AND/OR IMPLIED, INCLUDING ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR 

PURPOSE OR USE, INCLUDING THE INDICES, INDEX DATA AND ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM. NEITHER ICE DATA, ITS 

AFFILIATES NOR THEIR RESPECTIVE THIRD PARTY SUPPLIERS SHALL BE SUBJECT TO ANY DAMAGES OR LIABILITY WITH RESPECT TO THE ADEQUACY, 

ACCURACY, TIMELINESS OR COMPLETENESS OF THE INDICES OR THE INDEX DATA OR ANY COMPONENT THEREOF, AND THE INDICES AND INDEX DATA AND 

ALL COMPONENTS THEREOF ARE PROVIDED ON AN “AS IS” BASIS AND YOUR USE IS AT YOUR OWN RISK. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE 

THIRD PARTY SUPPLIERS DO NOT SPONSOR, ENDORSE, OR RECOMMEND MACKAY SHIELDS LLC, OR ANY OF ITS PRODUCTS OR SERVICES.  

“Bloomberg®”, “Bloomberg Indices®”, Bloomberg Fixed Income Indices, Bloomberg Equity Indices and all other Bloomberg indices referenced herein are 

service marks of Bloomberg Finance L.P. and its affiliates, including Bloomberg Index Services Limited (“BISL”), the administrator of the indices (collectively, 

“Bloomberg”) and have been licensed for use for certain purposes by MacKay Shields LLC (“MacKay Shields”). Bloomberg is not affiliated with MacKay Shields, 

and Bloomberg does not approve, endorse, review, or recommend MacKay Shields or any products, funds or services described herein. Bloomberg does not 

guarantee the timeliness, accurateness, or completeness of any data or information relating to MacKay Shields or any products, funds or services described 

herein. 

The following indices may be referred to in this document: 

BL O O M BE R G  H IG H Y IE L D  M U NIC IPAL  IND E X  

Bloomberg High Yield Municipal Index covers the high yield portion of the USD-denominated long-term tax-exempt bond market. The index has four main 

sectors: state and local general obligation bonds, insured bonds, and pre-refunded bonds. 

BL O O M BE R G  U .S .  AG GR E G AT E  BO ND  IND EX  

Bloomberg U.S. Aggregate Bond Index is a broad-based benchmark that measures the investment-grade, U.S. dollar-denominated, fixed-rate taxable bond 

market, including Treasuries, government-related and corporate securities, mortgage-backed securities (agency fixed-rate and hybrid adjustable-rate mortgage 

pass-throughs), asset-backed securities, and commercial mortgage-backed securities. 

 


