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Turn of Spreads Set to Lure High Yield Muni Tourists

= President Trump signs into law the “One Big Beautiful Bill Act”

= Municipals fail to follow post tax bill rate dump

= High Yield Muni spreads look to normalize from cycle tights

Rate Rally Rolls On As Munis Ignore Macro

Taxable US Treasuries and tax-free municipals appeared to be
operating in two very different economic and tax regimes over
the past five trading days. While we most often can note that
taxables lead and municipals follow directionally, it is a rarer
occurrence whereby municipals fail to follow the path set forth
by their taxable equivalents. Much of the weakness in US
Treasuries can be attributed to the passing of the One Big
Beautiful Bill Act, which is set to add close to $3 trillion to the
deficit, according to figures from the Committee for a
Responsible Federal Budget. While some outlooks are calling
for interest rates to rise under the new OBBA provisions, the
limited time left on the term clock for the current Federal
Reserve Chair, Jerome Powell could signal to the markets that
some relief, at least in terms of short end curve management,
could be on the docket for 2026.

July Has the Greenest History on Its Side
Last week we discussed the seasonal technicals that should

be a guiding force in terms of positive tailwinds for the tax-
exempt asset class over the next 60-days. However, many of
us are visual learners, and while past performance is truly not
indicative of future results. July has been a historically
strong(er) month for munis.

In fact, looking at the monthly index performance heat map,
July is the only month over the past decade which has yet to
record a single monthly loss. Aside from November, July also
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has the highest average monthly returns at just under 1% over
the past ten years. With the all clear for municipals now
signhaled after the passing of the OBBA and some clarity on
absolute tax rates, our belief is that fund flows should
moderate on the 2H of 2025. We are additionally constructive
at the return of banks and insurance companies re-engaging
with the long end of the curve at these still elevated ratios.
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Water Looks Warm in High Yield Munis . . . But Careful

on the Entry

Like the mayor of Amity Island, we want nothing more than to
signal the all clear for muni tourists and beach goers to jump
back in the unrated waters with little cares. However, as
prudent financial stewards and evaluating the risk/reward
dynamics of true high yield munis in the market place, we try
and strike a balance between opportunity on a macro level and
risk adjusted spreads offered in the market.

What do we mean by this? From a pure data perspective,
current ratios are showing that relative to high yield corporates,
high yield municipals haven’t looked this cheap since the start
of the pandemic. IE, the water is indeed warm. Hitting that
point visually, in the below chart, we looked at a simple ratio of
the tax-equivalent yield of the Bloomberg High Yield Muni Index
to the duration adjusted yield of the Bloomberg High Yield
Corporate Index. Placing these two indices on a like-to-like
basis, we are showing that the current ratio of 115% is indeed
at the highest since 2020 and over 1.5 standard deviations
above the long term average.

It is important to note that the ratio (see Current Spreads)
involves two pieces. And a higher ratio, in this instance is
driven by the decline in yield of high yield corporate rates,
much more than the increase in high yield municipal rates. The
compression of spreads, and suppression of rates for credits
down the ratings spectrum has certainly been a challenge for
both exempts and corporates over the past several years and
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is one of the main factors in leading to our shift higher in credit
quality during this current rate cycle.

This is not to say we see no value in lower rated and non-rated
high yield. The reality is quite the opposite, but our portfolio
management philosophy anchors around a belief that larger
projects, with diversified ownership interest will only add to the
liquidity profile of an investment down the line.
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We Still See Sector Dorsal Fins Circling in the Distance
One of the most interesting trends we have observed of late
has been the rush of creation of new product offerings for tax-
exempts focused on the high yield portion of the market. An
efficient market will typically absorb new market entrants and
competition. However, the allure of high yield on a spread basis
still leaves much to be desired (See chart below). While we see
a move toward some spread widening in high yield munis, we
still appear rich compared to longer term averages. More
sharks to feed in shallower water might exacerbate further
spread tightening in the sector.

Finally, a last point we wanted to touch on has been the recent
test of liquidity in the market place for non-rated paper and an
unfortunate cautionary tale for market participants.

HIGH YIELD MUNI FUND PLUNGES NEARLY 50% IN SALES DUMP

As explained by high yield, PM Michael Perilli in our most recent
MUNIZ60.com podcast, our philosophy at MacKay Municipal
Managers has always been centered around deep
fundamental credit research, diversification, and prudent
liquidity management.

To manage liquidity, we focus on avoiding leverage in open-end
funds, avoiding ownership of entire deals, especially smaller
non-rated deals where prices become stale and may require
self-pricing since there typically won’'t be any trading or

Questions from the Field
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markets in those securities. We judiciously manage our NR
exposures and focus more on liquid, readily quoted names that
are marked to market on a regular basis. Diversification is a
key consideration in portfolio construction asa risk mitigation
tool. Lastly, we believe in maintaining a cash buffer with high
quality, liquid securities that can quickly be converted to cash
without impacting valuations.

Q Are taxable munis similar to the tax-exempt market in terms of any call protections/provisions?

A The callability surrounding exempts does not translate exactlythe same to the taxable municipal market. While some of
the taxable municipal market has similar 10-year call provisions, and some is non-callable, there are other portions of

the market that are subject to make-whole call provisions.

A make-whole call allows the issuerto redeem the bond before maturity by paying a price reflective of the present value
of the remaining payments, IE the bond holder is made whole. This is much different than an exempt muni which could
be trading at a significant premium, but called away by the issuer at par. Another point to note regarding taxable
municipals versus exempts is that the high economic hurdle for an issuer to proceed with a make whole call refunding,
limits the amount that these types of bonds are actually called/redeemed.

One of the positive points of the taxable municipals vs othertaxable options is that if the Federal Reserve does become
active and rates fall, it reasons that there will be more pre-pay risk in US Agg based products vs more rate stability in

taxable municipals.
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MUNI YIELDS

Tenor 6/27/2025 7/4/2025 Change (+/-)
2 YEAR 2.63% 2.58% -0.04%
5 YEAR 2.73% 2.68% -0.05%
10 YEAR 3.22% 3.21% -0.01%
30 YEAR 4.53% 4.56% +0.03%
2 YEAR 3.73% 3.88% +0.15%
5 YEAR 3.83% 3.94% +0.11%
10 YEAR 4.29% 4.35% +0.06%
30 YEAR 4.85% 4.86% +0.01%

2s10s 10s30s 2s30s

US TREASURY CURVE SLOPE +0.56 bp +0.56 bp +1.12 bp
AAA MUNI CURVE SLOPE +0.60 bp +1.31 bp +1.91 bp

Data as of July 4, 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

Past performance is no guarantee of future results, which will vary. It is not possible to invest directly in an index.
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BLOOMBERG MUNICIPAL HIGH YIELD | AAA YIELD DIFFERENTIAL
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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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Past performance is no guarantee of future results, which will vary. It is not possible to invest directly in an index.

&

MACKAY SHIELDS

ANEW YORK LIFE INVESTMENTS COMPANY



http://www.ici.org/

WEEKLY THEME
MACKAY MUNICIPAL MANAGERS™

DISCLOSURES

Availability of this document and products and services provided by MacKay Shields LLC may be limited by applicable laws and regulations in certainjurisdictions
and this documentis provided onlyfor persons to whomthis documentand 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 jurisdictio nwhere such offering would be
contrary to local law or regulation. It does not constitute investment advice and should not be construed as anoffer to buy securities. The contents of this document
have notbeen reviewedby 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 materialis 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 orinvestment product. Information contained herein has been obtained fromsources 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 bereproducedin any form, or referredto 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 anyfunds registered underthe 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" isboth a service mark, and the common trade name of certain investmentadvisers 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 UK AND EUROPEAN UNION INVESTORS

This documentisintended only for the use of professionalinvestors as definedin the Alternative Investment Fund Manager's Directiveand/orthe UK Financial
ConductAuthority’s Conduct of Business Sourcebook. To the extent this document has beenissued i n the United Kingdom, it has beenissued 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 extentthis document has
beenissued in the EEA, ithas been issued by NYL Investments Europe Limited, 77 Sir John Rogerson's Quay, Block C Dublin DO2 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 | 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 &ffiliateswill 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" isboth a service mark, and the common trade name of certain investmentadvisers 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 RECIPIENTS

The information in these materialsis notan 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 offeror sale of securities will be madein accordance with applicable exemptions to dealer and investment fund manager registration
requirements, as wellas under an exemptionfrom the requirementto file a prospectus,and any advice given on securities will be madein reliance on applicable
exemptions to adviser regjstration requirements.

NOTE TO JAPANESE RECIPIENTS

Thisis 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 institutionalinvestors only. As costs and/orfees to be
borne by investors vary depending on circumstances such as products, services, investment period and market conditions, the total amountnor 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/orinformation set forth in Article 37-3 of the Financial Instruments and Exchange Act carefully before making
investment decisions

COMPARISONS TO AN INDEX

Comparisons to a financial index are providedfor illustrative purposes only. Comparisons to an indexare subject to limitati onsbecause portfolio holdings, volatility
and other portfolio characteristics may differ materially from the index. Unlike an index, portfolios withinthe composite are actively managed and may alsoincdude
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
reinvestmentof 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, mayreducethe returns of a managed portfolio. Investors cannotinvestin an index. Be cause of these differences, the performance
of an index should not be relied upon as an accurate measure of comparison.

SOURCE INFORMATION:

“Bloomberg®”, “Bloomberg Indices®”, Bloomberg Fixed Income Indices, Bloomberg Equity Indices and all other Bloombergindices referenced herein are senvice
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 usefor certain purposes by MacKay Shields LLC (“MacKay Shields”). Bloombergis 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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SOURCE INFORMATION (CONT'D)

All ICE Data indices referenced herein (each such index, the “Index”), are products of ICE data indices, LLC (“ICE Data”), and are used with permission. ICE®is a
registered trademark of ICE Data or its affiliates, and BofA® is a regjstered 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 res pective third party suppliers disclaimany
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 anydata includedin, related to, or derived therefrom. Neither ICE Data, its affiliates northeir respective third party suppliers shall be
subjectto any damages or liability with respect to the adequacy, accuracy, timeliness or completeness of the indices orthe indexdata or any component thereof,
and the indices and index data and all components thereof are providedon an “asis” basis and your useis atyourown risk.Inclusion of a security within an index
isnot a recommendation by ICE Data to buy, sell, or hold such security, nor isitconsidered to be investmentadvice. 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.

INDEX DESCRIPTIONS

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. Includedin 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 includesstate and
local general obligation bonds and revenue bonds.

Bloomberg Municipal Bond Total Return Index

The Bloomberg Municipal Bond Total Returnindex is a broad, market-weighted indexthat tracks the performance of the long-term, tax-exempt bond market in the

United States. Itincludes general obligation bonds, revenue bonds, insured bonds, and pre+efundedbonds, and is designed to be a benchmark for investors in
this market.
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