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Relative Performance 
After a strong run in tax-exempt markets, the rally appears to 

be losing steam as September draws to a close. The good 

news: even with a modest reversal in rates over recent 

sessions, this month is still on track to deliver one of the 

strongest returns since 2009, when the Bloomberg Muni Index 

posted a 3.59% gain. 

While on the road meeting with clients this week, we received 

many questions about municipal total returns. Our focus was 

on the long end of the curve, where performance has been 

notably strong. The Bloomberg Long Muni Index (LM22TR) has 

returned 4.10% month-to-date, compared to just 0.24% for the 

front end (LM01TR). 

Importantly, municipals are now outperforming taxable 

counterparts on a tax-adjusted basis. With durations aligned 

around six years, the Bloomberg US Aggregate Index (LBUSTR) 

has returned 6.06% year-to-date, versus 4.05% for the 

Bloomberg Muni 10 Year Index (LM10TR). After adjusting the 

US Agg for the top federal tax rate of 40.8%, its return drops to 

3.58%—giving municipals a clear advantage for high-net-worth 

investors. 

Market Technicals 
In fixed income, there’s rarely a free lunch—but AMT bonds1 

may offer a compelling “snack.” Since the 2017 tax reform, the 

number of filers subject to the alternative minimum tax has 

dropped from nearly 5 million to just 200,000.2 While AMT 

bonds still carry a yield penalty, they have historically   

 

 
1. AMT Bonds = Alternative Minimum Tax Bonds - certain municipal bonds where the interest is not fully tax-free. Instead, the interest counts toward your 

income if you’re subject to AMT. 

2. Source: https://www.bankrate.com/taxes/alternative-minimum-tax/ 

 
outperformed. (see Figure 2 on next page) While this year, AMT 

and non-AMT bonds are neck in neck in returns, we continue 

to believe the AMT exposed bonds, offer attractive relative 

value for investors unconstrained by AMT exposure. 

AMT Bonds: A Window Reopens 
For years, investor hesitation around AMT bonds was rooted in 

one word: uncertainty. The 2017 tax reform, while expansive, 

came with a sunset clause that threatened to reinstate 

pre2018 AMT rules by the end of 2025. That looming 

possibility kept many investors sidelined.-

No Free Lunches, But Muni Snacks Do Exist 

▪ Muni performance takes a step backwards 

▪ Wading into active waters for alpha snacks 

▪ Keeping watchful eye on post tax bill credit landscape 

 

FIGU RE 1:  MUNIS  OUTPERFORMED TREASURIES 
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Data as of September 26, 2025. Spot Muni, Spot AA rates 

Source: Bloomberg 
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Fast forward to today, and the fog has lifted. The newly enacted 

One Big Beautiful Bill Act extends key provisions of the 2017 

tax cuts—this time, without a sunset clause. That includes the 

narrowed scope of the AMT. While some tweaks to the code 

may modestly expand the AMT filer base, the overall footprint 

remains well below pre-reform levels. 

From a market perspective, the tax overhang has largely 

dissipated. Yet, pricing hasn’t caught up. (See Figure 3 below) 

That disconnect creates a tactical opportunity for investors 

willing to revisit AMT exposure—assuming they’ve confirmed 

their tax posture with a qualified advisor. 

In short: the policy risk has shifted, but the market hasn’t fully 

priced it in. That’s where the edge lies. 

Snack Time in Muniland 
Despite fading tax concerns, AMT bonds continue to trade at a 

meaningful discount. One way to quantify the opportunity is 

through spread pickup. Using yield-to-worst data: 

▪ Bloomberg AMT Muni Index (I00043US) offers +50 bps over 

the Bloomberg A Index (LMA1TR). 

▪ The spread widens to +88 bps over the Bloomberg AA Index 

(LMA2TR). 

Both are several standard deviations above long-term 

averages. 

So why does this dislocation persist? It’s structural. Sectors 

like airports—frequent AMT issuers—continue to tap the 

market. Meanwhile, passive ETF complexes and some SMAs 

benchmarked to AMT-free indices systematically avoid these 

bonds. That leaves a gap. 

For active managers, this is a classic case of mispriced risk. 

The tax overhang is gone. The spreads remain. The opportunity 

is real. 

 

 

FIGURE 2:  AMT VS NON-AMT RETURNS  

 
 

Data as of September 25, 2025 
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FIGURE 3:  AMT VS NON-AMT Y IELD/SPREADS  

 
Data as of September 25, 2025 

Source: Bloomberg 
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Questions from the Field 

Q Are you concerned about the state of muni credit if the economy slows? 

A If—and it’s still a big if—the economy slips into recession, we believe municipals should once again prove their value as a 

haven asset class. During the GFC, munis held up well relative to corporates, and we expect similar behavior if cracks 

emerge in credit markets. 

Historically, munis have outperformed in Fed easing cycles, with Muni/Treasury ratios tightening each time. We see no 

reason this cycle should be different. 

We remain constructive on the muni market overall but acknowledge stress in sectors touched by the One Big Beautiful 

Bill—notably healthcare and higher education. 

▪ HEALTHCARE:  Rural and single-site hospitals may feel Medicaid reductions faster than multi-state systems or 

university-affiliated networks. 

▪ HIGHER ED :  The sector faces demographic headwinds and a post-pandemic rethink of the traditional 4-year 

model. Smaller liberal arts schools with thin funding and declining enrollment are potentially more vulnerable in 

a downturn. 

Bottom line: It is our view that munis offer relative safety and diversification, but sector selection will matter more than 

ever. 
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INDEX Y IELDS  
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Data as of September 25, 2025.  

1. Using 40.8% federal tax rate, including 3.8% Net Investment Income Tax. 

Source: Bloomberg 
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Data as of September 25, 2025.  

Using 40.8% federal tax rate, including 3.8% Net Investment Income Tax. 

Source: Bloomberg 
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Data as of September 25, 2025. 
Using 40.8% federal tax rate, including 3.8% Net Investment Income Tax. 

Source: Bloomberg 



W E E K L Y  T H E M E  |  M A C K A Y  M U N I C I P A L  M A N A G E R S T M   
AUTHORS:  ER IC KAZATSKY AND ERIC SNYDER,  CFA,  CL IENT PORTFOLIO MANAGERS  

 

   

 

 

 

 
5 

 
 

 

 

 

 
  

 

YTD TOTAL RETURNS BY SECTOR  
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Data as of September 25, 2025. 

Source: Bloomberg 
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Data as of September 25, 2025. 

Source: Bloomberg 

 

YTD TOTAL RETU RNS BY COU PON 
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Data as of September 25, 2025. 

Source: Bloomberg 
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BLOOMBERG MUNICIPAL YIELD -TO-WORST  
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Data as of September 25, 2025.  

“Post GlFC Average” measures the period from 1/1/2010 – 7/4/2025 

Source: Bloomberg 

 

MUNI Y IELDS  

Tenor 9/18/2025 9/25/2025 Change (+/-)

2 YEAR 2.02% 2.20% 0.18%

5 YEAR 2.13% 2.27% 0.14%

10 YEAR 2.85% 2.92% 0.07%

30 YEAR 4.24% 4.30% 0.07%

2 YEAR 3.57% 3.64% 0.07%

5 YEAR 3.67% 3.75% 0.08%

10 YEAR 4.11% 4.18% 0.07%

30 YEAR 4.72% 4.75% 0.03%

2s10s 10s30s 2s30s

US TREASURY CURVE SLOPE + 54 bps + 57 bps 111 bps

AAA MUNI CURVE SLOPE + 73 bps + 138 bps 211 bps

US TREASURY RATE YIELDS

US TREASURY & AAA MUNI CURVE SLOPES¹

BLOOMBERG AAA MUNI KEY RATE YIELDS

 

Data as of September 25, 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 YIELD |  AAA YIELD DIFFERENTIAL  
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Data as of September 25, 2025.  

Source: Bloomberg 
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Data as of September 25, 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: Bloomberg 
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Data as of September 25, 2025. 

Source: Bloomberg 
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DISCLO SURES  

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. ©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 (“Registered 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 EURO PEAN  UNION INVESTOR S  

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 in 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 manager of alternative investment funds 

under the Alternative Investment Fund Managers Directive (Directive 2011/61/EU) and (ii) to provide the services of individual 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 C ANADI AN RECIP IE NTS  

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 reliance on applicable 

exemptions to adviser registration requirements. 

NOTE TO J AP ANESE REC IP IE NTS  

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 

COMPARIS ONS T O AN  INDEX  

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 INFORM ATION  

“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. 
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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 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. 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 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. 

DEFIN IT ION  OF  TERMS  

Option-Adjusted Spread 
The option-adjusted spread (OAS) measures the spread between a bond's rate and the risk-free rate, while adjusting for any embedded options like callables or 
mortgage-backed securities. 

Standard Deviation 
Standard deviation is a statistical measurement that looks at how far discrete points in a dataset are dispersed from the mean of that set. It is calculated as the 
square root of the variance. 

Tax Equivalent Yield 
The tax-equivalent yield is the return a taxable bond needs to equal the yield on a comparable tax-exempt municipal bond. Investors use this calculation to 
compare the returns between a tax-free investment and a taxable alternative. 

Tax Equivalent Yield to Worst 
Tax Equivalent YTW is calculated by dividing the tax-exempt yield by one minus the marginal income tax. this is used to compare YTW on a tax-exempt investment 
to a taxable investment. 

Volatility 
Volatility is a measurement of how varied the returns of a given security or market index are over time. It is often measured from either the standard deviation or 
variance between those returns. In most cases, the higher the volatility, the riskier the security. 

Yield to Worst 
Yield to worst is a measure of the lowest possible yield that can be received on a bond that fully operates within the terms of its contract. It is a type of yield that 
is referenced when a bond has provisions that would allow the issuer to close it out before it matures. YTW helps investors manage risks and ensure that specific 
income requirements will still be met even in the worst scenarios. 

INDEX DESCRIP TIONS  

Bloomberg U.S. Taxable Municipal Bond Index 
The Bloomberg U.S. Taxable Municipal Bond Index is a rules-based, market-value-weighted index engineered for the long-term taxable bond market. To be included 
in the index, bonds must be rated investment-grade (Baa3/BBB- or higher) by at least two of the following ratings agencies if all three rate the bond: Moody's, 
S&P, Fitch. If only two of the three agencies rate the security, the lower rating is used to determine index eligibility. If only one of the three agencies rates a security, 
the rating must be investment grade. They must have an outstanding par value of at least $7 million and be issued as part of a transaction of at least $75 million. 
The bonds must be fixed rate and must be at least one year from their maturity date. Remarketed issues (unless converted to fixed rate), bonds with floating 
rates, and derivatives, are excluded from the benchmark. 

Bloomberg Municipal AMT index 
The Bloomberg Municipal AMT index refers to a specific Bloomberg municipal bond index that includes bonds subject to the Alternative Minimum Tax (AMT). Unlike 
most municipal bond indices, which exclude AMT-subject securities, these indices contain bonds that typically offer higher yields to individuals who are subject to 
the AMT 

Muni IG AMT ex Territories Index 
The Muni IG ex. AMT and ex Territories Index is the Bloomberg Municipal Bond Index excluding AMT and US. Territory exposure. 

Bloomberg Municipal Bond Index 
A rules-based, market-value-weighted index engineered for the long-term tax-exempt bond market. To be included in the index, bonds must be rated investment-
grade (Baa3/BBB- or higher) by at least two of the following agencies: Moody's, S&P, Fitch. If only two of the three agencies rate the security, the lower rating is 
used to determine index eligibility. If only one of the three agencies rates a security, the rating must be investment-grade. They must have an outstanding par 
value of at least $7 million and be issued as part of a transaction of at least $75 million. The bonds must be fixed rate, have a date-date after December 31, 
1990, and must be at least one year from their maturity date. Remarketed issues, taxable municipal bonds, bonds with floating rates, and derivatives, are excluded 
from the benchmark. The index has four main sectors: general obligation bonds, revenue bonds, insured bonds (including all insured bonds with a Aaa/AAA rating), 
and pre-refunded bonds. Most of the index has historical data to January 1980. In addition, sub-indices have been created based on maturity, state, sector, 
quality, and revenue source, with inception dates later than January 1980. 

Bloomberg 5-Year Muni Index 
The Bloomberg 5 Year Municipal Bond Index is a capitalization weighted bond index created by Bloomberg intended to be representative of major municipal 
bonds of all quality ratings with an average maturity of approximately five years. 

Bloomberg Municipal 1-10 Year Blend 1-12 Year Index 
The Bloomberg Municipal 1-10 Year Blend 1-12 Year Index measures the performance of short and intermediate components of the Municipal Bond Index — an 
unmanaged, market value-weighted index which covers the U.S. investment grade, tax-exempt bond market. 

Bloomberg Municipal Long Bond 22+ Index 
The Bloomberg Municipal Long Bond 22+ Index (often referred to as the Bloomberg Long-Term Municipal Bond Index) tracks the performance of long-term, tax-
exempt U.S. municipal bonds with maturities of 22 years or longer. This index serves as a benchmark for high-quality municipal debt and covers various sectors, 
including general obligation, revenue, insured, and pre-refunded bonds. 

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.  
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Bloomberg U.S. Aggregate Bond Index 
The Bloomberg U.S. Aggregate Bond Index measures the performance of investment grade, U.S. dollar-denominated, fixed rate taxable bond market, including 
Treasuries, government-related and corporate securities, MBS (agency fixed-rate and hybrid ARM pass-throughs), ABS, and CMBS. It rolls up into other flagship 
indices, such as the multi-currency Global Aggregate Index and the U.S. Universal Index, which includes high yield and emerging markets debt. 

Bloomberg U.S. Corporate Bond Index 
The Bloomberg US Corporate Index measures the investment grade, fixed-rate, taxable corporate bond market. It includes USD-denominated securities publicly 
issued by US and non-US industrial, utility, and financial issuers. The index is a component of the US Credit and US Aggregate Indices, and provided the necessary 
inclusion rules are met, US Corporate Index securities also contribute to the multi-currency Global Aggregate Index. The index includes securities with remaining 
maturity of at least one year.  

Bloomberg U.S. Treasury Index 
The Bloomberg U.S. Treasury Index measures the performance of public obligations of the U.S. Treasury, including securities that roll up to the U.S. Aggregate, 
U.S. Universal, and Global Aggregate Indices. 

Bloomberg U.S. Mortgage-Backed Security Index 
The US MBS Index is formed by grouping the universe of individual TBA-deliverable MBS pools into pool cohorts and then applying the index inclusion rules at the 
cohort level. Each cohort is a representation of its mapped individual pools and contributes their total amount outstanding to the US MBS Index.  

Bloomberg U.S. Corporate High Yield Index 
The Bloomberg US Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market. Securities are classified as 
high yield if the middle rating of Moody's, Fitch and S&P is Ba1/BB+/BB+ or below.  

Bloomberg Global Aggregate Bond Index 
The Bloomberg Global Aggregate Index is a flagship measure of global investment grade debt from twenty-seven local currency markets. This multi-currency 
benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds from both developed and emerging markets issuers. 

Bloomberg Securitized Bond Index 
The Bloomberg U.S. Securitized: MBS, ABS, and CMBS Index tracks all USD-denominated, investment grade, securitized issues within the “Parent Index”. MBS 
must have a weighted average maturity of at least one year. CMBS and ABS must have a remaining average life of at least one year. 

Bloomberg US Municipal Bond Index Total Return Index Value Unhedged 
The Bloomberg U.S. Municipal Index covers the USD-denominated long-term tax-exempt bond market. The index has four main sectors: state and local general 
obligation bonds, revenue bonds, insured bonds and pre-refunded bonds 

Bloomberg US Aggregate Total Return Value Unhedged 
The Bloomberg US Aggregate Total Return Value Unhedged Index (LBUSTRUU:IND) is a benchmark that measures the performance of the U.S. investment-grade, 
fixed-rate, taxable bond market, excluding any currency hedging. It tracks a broad universe of U.S. dollar-denominated securities, including U.S. Treasuries, 
government-related debt, corporate bonds, mortgage-backed securities (MBS), and asset-backed securities (ABS). 

Bloomberg US Treasury Total Return Unhedged 
The Bloomberg US Treasury Index measures US dollar-denominated, fixed-rate, nominal debt issued by the US Treasury. 


