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Relative Performance 
Over the past week, municipal bonds outperformed U.S. 

Treasuries across the curve, as evidenced by a notable 

divergence in yield movements. While Treasury yields 

increased between 2.8 to 8.0 basis points across maturities, 

AAA municipal yields declined by 1.9 to 5.6 basis points. This 

inverse movement led to a sharp decline in municipal-to-

Treasury (M/T) ratios, signaling improved relative performance 

for tax-exempt bonds. The 30-year M/T ratio is still somewhat 

rangebound around 95%, down slightly from 96% in the prior 

week. The tightening of ratios across the yield curve speaks to 

heightened investor demand for longer-dated munis amid 

stable credit fundamentals and limited supply. Overall, the 

week highlighted municipals' resilience and appeal as a 

defensive allocation in a slowing economic environment. 

Market Technicals 
This week is less technically driven in nature and more macro 

focused, as we look at the One Big Beautiful Tax Bill Act, and 

how that will/will not impact the municipal market. The one key 

takeaway is that we have seen top line volatility from US 

Treasury rates come down since the passage of the bill, a fact 

which will help reduce headwinds to municipal performance 

going forward. Prior to the passage, 30-day volatility for the 

Bloomberg US Treasury index was subject to more frequent 

spikes, serving as a larger detractor to sustained periods of 

municipal bond positive performance throughout this year. 

With the muni tax exemption preserved and some policy 

uncertainty reduced, municipal bonds remain a compelling 

asset class. Strong credit fundamentals, attractive tax-

equivalent yields, and renewed institutional demand reinforce 

their role in diversified portfolios. As implementation of the One 

Big Beautiful Bill unfolds, we believe munis continue to offer 

stability, income, and long-term value. 

 

Tax Exemption for Munis Preserved and Slightly 
Expanded 
The One Big Beautiful Bill (OBBB) keeps the tax exemption for 

municipal bonds in place, which supports investor confidence. 

It also adds spaceports (a possible future infrastructure 

facility) (Source: Nixon Peabody) as a new eligible issuer, 

slightly expanding the market. 

 

Talkin’ Taxes 

▪ Munis and US Treasury directions diverge 

▪ With OBBBA completed, exemption uncertainty fades away 

▪ Some Muni sectors have post act headwinds 

▪  

 

MUNIS OUTPERFORM ACROSS THE CURVE 

60%

70%

80%

90%

100%

-10

-5

0

5

10

2 YR 5 YR 10 YR 30 YR

W
e

e
k

ly
 Y

ie
ld

 C
h

a
n

g
e

 |
 b

p
s

AAA BVAL Treasury

M/T (8/8/25) M/T (8/1/25)
 

Data as of August 8, 2025.  
Spot Muni, Spot AA rates 

Source: Bloomberg 

 

Our broader thoughts on this subject  matter are 

summarized below and  our most recent webinar 

on this topic  can be found here on MUNI360.com 
 

https://www.newyorklifeinvestments.com/events/tax-and-policy-muni-market-webinar
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BOOSTED RELATIVE  VALUE AMID STABLE  TAX POLICY  

With no changes to individual or corporate tax rates, muni 

bonds remain attractive. High yields and clearer tax policy 

make them easier to plan around for long-term investors. 

INCREASED INSTITUTIONAL DEMAND EXPECTED  

We have observed banks and insurance companies are 

returning to the muni market. Tax-equivalent yields are now 

higher than similarly rated corporates, especially on longer 

maturities, boosting appeal. 

HEALTHCARE SECTOR FACES CREDIT HEADWINDS  

Changes to Medicaid and ACA rules may pressure nonprofit 

healthcare issuers. While not a broad crisis, investors should 

watch credit quality closely. 

STRONG CREDIT BACKDROP FOR STATE AND LOCAL ISSUERS  

It is our view that states and cities are in a strong position with 

healthy reserves and revenue growth. Even with reduced 

federal funding, most general obligation issuers remain 

stable.( ) 

IMPLEMENTATION AND RULEMAKING POSE MEDIUM -TERM 

RISKS 

The bill’s full impact depends on future rules from the Treasury 

and IRS. States must also manage changes to programs like 

Medicaid and SNAP, which could create credit and operational 

risks over the next one to two years. 

 

BROADER RATE VOLATILITY  TICKING LOWER; GOOD NEWS FOR MUNIS  

 
Data as of August 8, 2025.  
Source: Bloomberg 
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FEDERAL POLICY  IMPACT  
 

  

MATU RITY 
EXP ECTED MU NICIP AL   
MARKET IMP ACT MTD RETU RN 

TAX EXEMP TION Neutral (Marketwide) 

Market structure faces no  

negative changes. 

The law preserves the federal tax exemption for municipal bond interest and 

makes permanent the 37% top marginal income tax rate. No restrictions were 

imposed on tax-exempt issuance, including Private Activity Bonds. The law 

expands eligibility by adding spaceports to PAB categories and lowering the tax-

exempt financing threshold for 4% Low-Income Housing Tax Credit deals from 

50% to 25%. 

OTHER TAX P OL ICY─   
SAL T AND AMT 

Neutral (Demand) 

Demand for tax-exempts preserved 

Positive (State and local GO) 

GO credit slightly helped 

The SALT deduction cap was raised to $40,000 for joint filers earning up to 

$500,000. The cap remains unchanged for higher earners, who comprise the 

majority of municipal bondholders. Thus, the incentive to seek tax -exempt 

income remains largely intact, while the increased cap for most filers could 

alleviate opposition to new state and local taxes, helping GO credits. The law also 

permanently extends elevated AMT exemption thresholds, further reducing the 

number of investors affected. This supports demand for AMT-exposed bonds, 

including certain housing and transportation credits.  

MEDICAID AND ACA 
F U NDING 

Neutral (State GO) 

State governments can pass cuts 

through their budgets 

Negative (Healthcare) 

Credit pressure for healthcare 

providers 

Kaiser Family Foundation (KFF) estimates that the Senate reconciliation bill 

would reduce federal Medicaid spending by $1 trillion over ten years, with 

additional cuts to ACA subsidies. The cuts include new work requirements and 

redetermination rules expected to reduce coverage by 8–11 million people. This 

is likely to increase uncompensated care burdens on hospitals, especially rural 

and safety-net providers, elevating credit risk in the healthcare sector. States are 

expected to reduce program scope to avoid backfilling with general funds. 

Additionally, Managed Care Organization taxes face new limits. Those taxes are 

small, but they are beneficial to both state governments and healthcare 

providers. 

HIGHER EDU CATION 

ENDOWMENT TAX 

Neutral (Higher Ed) 

A small list of universities will  

face higher taxes, but all have high 

credit quality and ample liquidity 

The Act raises the endowment excise tax on wealthy private universities from 

1.4% to a graduated scale topping out at 8%, based on per-student endowment 

size. Institutions are only subject to the tax if they enroll at least 3,000 tuition-

paying students, at least half of whom must reside in the U.S.  (former minimum 

was 500 students). 

P U ERTO RICO AND U .S.  
VIRGIN ISL ANDS─RU M 
COVER- OVER 

Positive (Excise Tax Revenue) 

Increased stability for  

Rum Tax Bonds 

The law makes permanent the federal “cover -over” payments of $13.25 per 

proof gallon of distilled spirits to Puerto Rico and the U.S. Virgin Islands. These 

payments, previously subject to periodic reauthorization, are now a stable 

revenue source. The change improves fiscal predictability and supports credit 

quality for the two territories, particularly the U.S. Virgin Islands, where debt 

service capacity has been closely tied to this revenue stream. 

SNAP ─SU P P L EMENTAL  
NU TRITION ASSISTANCE 
P ROGRAM 

Neutral (State GO) 

Reduction in federal aid to states 

can be avoided. If not avoided, 

impact would be manageable. 

The law modifies SNAP by imposing financial penalties on states with persistently 

high payment error rates, creating a modest cost shift. While the program 

remains primarily federally funded, these changes could increase state exposure 

in some cases. However, states have two years to improve their systems to avoid 

penalties. If they cannot avoid penalties, the scale of potential state liabilities is 

small relative to general fund budgets in most states, and state governments 

would be expected to absorb these costs without significant fiscal strain.  

 

Data as of August 8, 2025.  

Source: MacKay Shields 
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Questions from the Field 

Q Given the recent steepening of the AAA municipal benchmark curve and the Fed’s rate cut expectations, how are you 

positioning portfolios across the curve, and what’s your outlook for long-duration munis in the face of elevated issuance 

and tariff-driven inflation risk? 

A The steepening of the AAA muni curve—now showing a 230bps spread between 2-year and 30-year maturities—has 

opened up compelling opportunities in the intermediate and long ends of the curve. We're selectively adding duration 

where credit fundamentals are strong and spreads justify the risk. 

With the Fed signaling a potential rate cut in September, we anticipate a supportive environment for longer-duration 

munis. However, we remain cautious given the elevated issuance—July alone saw $50B in new supply—and the potential 

inflationary effects of tariff uncertainty. These factors could pressure yields and widen bid-ask spreads, especially in the 

secondary market. 

To manage this, we're: 

▪ Prioritizing liquidity by focusing on larger, more actively traded names and 

▪ Monitoring credit closely. 

Overall, we see long-duration munis as attractive, but we're being tactical—leaning into credits with strong cash flows 

while avoiding overexposure to sectors vulnerable to unforeseen policy shocks 

 

 

  

 

INDEX Y IELDS 
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Data as of August 8, 2025.  
1. Using 40.8% federal tax rate, including 3.8% Net Investment Income Tax.  
Source: Bloomberg, UBS 

 

AAA MUNI TAX -EQUIV ALENT Y IELD CURV E 
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Data as of August 8, 2025.  
Using 40.8% federal tax rate, including 3.8% Net Investment Income Tax.  

Source: Bloomberg, UBS 
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Data as of August 8, 2025. 
Using 40.8% federal tax rate, including 3.8% Net Investment Income Tax.  

Source: Bloomberg, UBS 
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YTD TOTAL RETURNS BY  SECTOR  
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Data as of August 8, 2025. 

Source: Bloomberg, UBS 
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Data as of August 8, 2025. 

Source: Bloomberg, UBS 

 

YTD TOTAL RETURNS BY  COUPON  
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Data as of August 8, 2025. 

Source: Bloomberg, UBS 

 

YTD TOTAL RETURNS BY  RATING CATEGORY  
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BLOOMBERG MUNICIPAL Y IELD -TO-WORST 
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Data as of August 8, 2025.  
“Post GlFC Average” measures the period from 1/1/2010 – 7/4/2025 

Source: Bloomberg 

 

MUNI Y IELDS 

Tenor 8/1/2025 8/8/2025 Change (+/-)

2 YEAR 2.33% 2.28% -0.06%

5 YEAR 2.47% 2.43% -0.04%

10 YEAR 3.20% 3.17% -0.03%

30 YEAR 4.63% 4.61% -0.02%

2 YEAR 3.69% 3.76% 0.07%

5 YEAR 3.77% 3.84% 0.07%

10 YEAR 4.23% 4.27% 0.04%

30 YEAR 4.81% 4.85% 0.04%

2s10s 10s30s 2s30s

US TREASURY CURVE SLOPE + 51 bps + 58 bps + 109 bps

AAA MUNI CURVE SLOPE + 87 bps + 143 bps + 230 bps

US TREASURY RATE YIELDS

US TREASURY & AAA MUNI CURVE SLOPES¹

BLOOMBERG AAA MUNI KEY RATE YIELDS

 

Data as of August 8, 2025.  

1. 2s10s – is spread between 10yr and 2yr yield; 10s30s – refers to spread between 30yr and 10yr yield; 2s30s – refers to spread between 30yr and 2yr yield 
Source: Bloomberg 
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BLOOMBERG MUNICIPAL HIGH Y IELD | AAA Y IELD DIFFERENTIAL  
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Data as of August 8, 2025.  
Source: Bloomberg 

 

TAXABLE MUNICIPAL AND CORPORATE CREDI T  
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Data as of August 8, 2025. 
The spread, better known as the option-adjusted spread (OAS) is the 
measurement of the yield of a fixed income security over that of a risk-free rate of 

return, which is adjusted to take into account an embedded option.  
Source: ICE Data 
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Data as of August 8, 2025. 
Source: Investment Company Institute (ICI). http://www.ici.org. 

http://www.ici.org/
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DISCL OSU RES 

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 serv ices 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 jurisdictio n 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 Mun icipal Managers™ team of MacKay 
Shields LLC but not necessarily those of MacKay Shields LLC. The opinions expressed herein are subject to change without noti ce. 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. ©2025, MacKay Shields LLC. All Rights Reserved. 

MacKay Shields LLC does not offer or sponsor any funds registered under the Investment Company Act of 1940, as amended (“Regi stered Funds”). MacKay 
Shields LLC serves in the capacity as investment manager of certain Registered Funds through sub -advisory arrangements. 

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.  

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

NOTE TO U K AND EU ROP EAN U NION INVESTORS  
This document is intended only for the use of professional investors as defined in the Alternative Investment Fund Manager’s Directive and/or the UK Financial 
Conduct Authority’s Conduct of Business Sourcebook. To the extent this document has been issued i n the United Kingdom, it has been issued by NYL Investments 
UK LLP, 200 Aldersgate Street, London UK EC1A 4HD, which is authorised and regulated by the UK Financial Conduct Authority.  To the extent this document has 
been issued in the EEA, it has been issued by NYL Investments Europe Limited, 77 Sir John Rogerson's Quay, Block C Dublin D02 VK60 Ireland. NYL Investments 

Europe Limited is authorized and regulated by the Central Bank of Ireland (i) to act as an alternative investment fund manage r of alternative investment funds 
under the Alternative Investment Fund Managers Directive (Directive 2011/61/EU) and (ii) to provide the services of individua l portfolio management, investment 
advice and the receipt and transmission of orders as defined in Regulation 7(4) of the AIFMD Regulations to persons who meet the definition of “professional 
client” as set out in the MiFID Regulations.  It has passported its license in additional countries in the EEA.  

This document only describes capabilities of certain affiliates of New York Life Investments and/or MacKay Shields LLC.  No such affiliates will accept subscriptions 
in any funds not admitted to marketing in your country or provide services to potential customers in your country, including discretionary asset management 
services, except where it is licensed to do so or can rely on an applicable exemption.  

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.  

NOTE TO CANADIAN RECIP IENTS 
The information in these materials is not an offer to sell securities or a solicitation of an offer to buy securities in any jurisdiction of Canada.  In Canada, any offer 
or sale of securities or the provision of any advisory or investment fund manager services will be made only in accordance with applicable Canadian securities 
laws.  More specifically, any offer or sale of securities will be made in accordance with applicable exemptions to dealer and investment fund manager registration 
requirements, as well as under an exemption from the requirement to file a prospectus, and any advice given on securities will be made in relian ce on applicable 
exemptions to adviser registration requirements. 

NOTE TO JAP ANESE RECIP IENTS 

This is issued by New York Life Investment Management Asia Limited (Financial Instruments Business Operator, Kanto Local Finance Bureau (FIBO) No. 2964, 
Member of Japan Investment Advisers Association and Type 2 Financial Instruments Firms Association) for  institutional investors only. As costs and/or fees to be 
borne by investors vary depending on circumstances such as products, services, investment period and market conditions, the total amount nor the calculation 
methods cannot be disclosed in advance. All investments involve risks, including market fluctuation and investors may lose the principal amount invested. 
Investors should obtain and read the prospectus and/or information set forth in Article 37-3 of the Financial Instruments and Exchange Act carefully before making 
investment decisions 

COMP ARISONS TO AN INDEX 
Comparisons to a financial index are provided for illustrative purposes only. Comparisons to an index are subject to limitati ons 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 perform ance 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. Be cause of these differences, the performance 
of an index should not be relied upon as an accurate measure of comparison.  

SOU RCE INF ORMATION:  

“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 ser vices described herein. 
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SOU RCE INF ORMATION (CONT’D)  

All ICE Data indices referenced herein (each such index, the “Index”), are products of ICE data indices, LLC (“ICE Data”), an d are 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 u se, 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. Inclusion of a security within an index 
is not a recommendation by ICE Data to buy, sell, or hold such security, nor is it considered to be investment advice. ICE Da ta, its affiliates and their respective 

third party suppliers do not sponsor, endorse, or recommend MacKay Shields LLC, or any of its products or services.  

INDEX DESCRIP TIONS 

Bloomberg Municipal Bond High Yield Index  
The Bloomberg Municipal Bond: High Yield Index is a flagship measure of the US municipal tax -exempt non-investment grade bond market. Included in the index 

are securities from all 50 US States and four other qualifying regions (Washington DC, Puerto  Rico, Guam, and the Virgin Islands). The index includes state and 
local general obligation bonds and revenue bonds.  

Bloomberg Municipal Bond Total Return Index 
The Bloomberg Municipal Bond Total Return Index is a broad, market-weighted index that tracks the performance of the long-term, tax-exempt bond market in the 
United States. It includes general obligation bonds, revenue bonds, insured bonds, and pre -refunded bonds, and is designed to be a benchmark for investors in 
this market. 


