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Key Takeaways

• Performance: Munis continued to gain in the third quarter, led by the long end of 
the curve. The intermediate part of the curve has led year-to-date

• Curve: The curve had a parallel shift lower during the quarter. Duration exposure 
was the primary driver of returns

• Technicals: Net flows have been moderate for the year on policy/rate volatility. 
Strong supply creates yield opportunity as we rebalance for 2026

• Fundamentals: Credit spreads have widened creating other opportunity for 
investors. Spreads are at historical average levels

• Valuations: Relative value normalized to average levels for maturities inside 10 
years
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State of the Markets

Municipal yields remain attractive. Intermediate municipal allocations 
provide a 4.4% tax-equivalent yield with almost two years less 
duration than the US Aggregate, which also yields 4.4%. With a 
steepening curve and ongoing long-end rate risk, the intermediate 
sector continues to offer strong risk-adjusted value. 
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Rates declined over the quarter, providing a tailwind for 
municipals across the curve. Long-duration municipals 
benefited most, while widening credit spreads tempered high-
yield performance. Year-to-date, intermediate maturities have 
led as the yield curve has steepened.
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Key Characteristics

Index

Yield to 

Worst TEY Duration

Municipal 1-3 Yr 2.6 4.2 1.7

Municipal 5 Yr 2.8 4.4 3.7

Municipal 3.6 5.8 6.3

HY Muni 5.7 9.0 10.2

Source: Factset, as of September 30, 2025.

Tax Equivalent Yield ("TEY") is calculated as yield/(1-tax rate), and 

assumes a 37% tax bracket. 



Tale of Two Markets

The municipal curve is also inverted on the short end, but its path has 
diverged from Treasuries. This reflects the retail-driven nature of the 
market and technical factors. Limited demand for long maturities has 
pushed yields higher, while inflows have favored intermediate 
maturities. Despite this curve twist, roll yield remains attractive for 
long-end exposure gained through dynamic managers. 
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Much has been made about the volatility in Treasury rates 
throughout the year. The front end of the US Treasury curve 
remains inverted, but rates have fallen across all maturities in 
2025 to varying degrees. Long-term yields remain elevated as 
investors weigh future inflation from tariffs and a resilient 
consumer.
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Mixed Valuations, Weaker Technicals

Flows in 2025 have been moderate following a strong 2024. Inflows 
continue into intermediate maturities and high-yield municipals, 
providing tailwinds for the asset classes. Supply remains on pace for 
a strong year which creates yield opportunity for portfolios as we get 
closer to 2026.
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Valuations are mixed. Long maturities appear cheap, short 
maturities are near historical averages, and intermediate 
maturities look richer, trading near levels seen at the start of the 
year.
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The Case for Intermediate Duration Allocations 

Let’s put that into context. Over the past two years, the average move 
higher in rates has been 59bps. With current breakeven level of about 
75bps, the asset class may be well positioned to absorb average rate 
volatility without producing negative returns. 
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Markets have been volatile. However, we find there to be 
historically meaningful downside protection in the intermediate 
part of the curve. It would take a rate increase of over 75bps to 
produce a negative return for the asset class. Intermediate 
breakeven change in yield remains the highest it has been since 
2020. 
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High Yield in Context

Credit spreads in key sectors have mostly been rangebound but have 
recently widened. The recent convergence of spreads indicates the 
market is pricing in higher systemic risk as investors weigh concerns 
over a slowing economy and rising costs. Despite spreads moving 
higher this year, levels remain benign, highlighting potential 
opportunities as the year closes.
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Relative yields rose during the quarter and are near historical 
averages, driven primarily by the higher duration of the high-
yield market and rising long-term rates.
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Manager Update



Key Updates

• Rates fell and credit spreads widened during 3Q25, however since the beginning of the 
year long rates rose higher

• Laddered strategies, Belle Haven and Breckinridge, performed in-line with peers 
during the quarter however slightly lagged the index

• Vanguard and PNC outperformed during the quarter due to longer key rate exposure 
and duration of 6.1yrs and 5. 5yrs respectively (average manager is <5yr)

• Baird Strategic Bond outperformed intermediate strategies due to longer duration 
position of 5yrs

• Mackay Muni Credit Opps has begun to rebound as their 9yr duration position was 
beneficial during the quarter
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New Battle Books:  Baird Strategic,  PIMCO Opp Value



Conceptual Platform

Duration
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Credit

For illustrative purposes only.
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Disclosures and Definitions

This document is intended for the exclusive use of clients or prospective clients of PCS Advisors. Any additional dissemination or distribution is strictly prohibited. 

Information provided in this document is for informational and/or educational purposes only and is not, in any way, to be considered investment advice nor a 

recommendation of any investment product or service. Advice may only be provided after entering into an engagement agreement and providing PCS Advisors with all 

requested background and account information. In partnership with Fiducient Advisors, the included information has been obtained from a variety of sources believed to 

be reliable though not independently verified. Any forecasts represent future expectations and actual returns, volatilities and correlations will differ from forecasts. Past 

performance does not indicate future performance and there is a possibility of a loss.

Please visit www.pcsbd.net/disclosures for other important disclosures. Private Client Services is an SEC Registered Investment Advisor doing business as PCS 

Advisors.

When referencing asset class returns or statistics, the following indices are used to represent those asset classes, unless otherwise noted. Each index is unmanaged, and 

investors can not actually invest directly into an index: 

Intermediate Muni:  Bloomberg Municipal Bond 5 Year (4-6) Total Return Index 

High Yield Municipals:  Bloomberg Muni High Yield Total Return Index

AAA Yield Curve:   S&P US Muni AAA Curve

1-2 Y M/T:   ICE BofA US General Obligation Municipal Securities (1-2 Y) - Yield to Worst / US Benchmark Bond - 1 Year – Yield

4-6 Y M/T:   ICE BofA US General Obligation Municipal Securities (4-6 Y) - Yield to Worst / US Benchmark Bond - 5 Year – Yield

7-12 Y M/T:   ICE BofA US General Obligation Municipal Securities (7-12 Y) - Yield to Worst / US Benchmark Bond - 10 Year – Yield

17-22 Y M/T:   ICE BofA US General Obligation Municipal Securities (17-22 Y) - Yield to Worst / US Benchmark Bond - 20 Year – Yield

HYM – AAA Spread:   Bloomberg Muni High Yield Total Return Index Yield to Worst – Bloomberg Municipal Bond AAA Total Return Index Yield to Worst

AAA:   Bloomberg Municipal Bond AAA Total Return Index Yield to Worst

AA:   Bloomberg Municipal Bond AA Total Return Index Yield to Worst

A:   Bloomberg Municipal Bond A Total Return Index Yield to Worst

BBB:   Bloomberg Municipal Bond BBB Total Return Index Yield to Worst

HY:   Bloomberg Muni High Yield Total Return Index Yield to Worst

http://www.pcsbd.net/disclosures
http://www.pcsbd.net/disclosures
http://www.pcsbd.net/disclosures
http://www.pcsbd.net/disclosures
http://www.pcsbd.net/disclosures


Material Risks & Limitations

Fixed Income securities are subject to interest rate risks, the risk of default and liquidity risk. U.S. investors exposed to non-U.S. fixed income may also be subject to 

currency risk and fluctuations. 

Cash may be subject to the loss of principal and over longer period of time may lose purchasing power due to inflation.   



Disclosures – Index & Benchmark Definitions

Index & Benchmark Definitions

Fixed Income

• Bloomberg U.S. Aggregate Index covers the U.S. investment grade fixed rate bond 

market, with index components for government and corporate securities, mortgage pass-

through securities, and asset-backed securities.

• Bloomberg U.S. Corporate High Yield Index covers the universe of fixed rate, non-

investment grade debt. Eurobonds and debt issues from countries designated as emerging 

markets (sovereign rating of Baa1/BBB+/BBB+ and below using the middle of Moody’s, 

S&P, and Fitch) are excluded, but Canadian and global bonds (SEC registered) of issuers 

in non-EMG countries are included.

• The Bloomberg Municipal Bond 1-3 Year Index is another benchmark index used to 

track the performance of municipal bonds with maturities ranging from 1 to 3 years. 

Municipal bonds are debt securities issued by state and local governments to finance 

public projects such as roads, schools, and infrastructure.

• The Bloomberg Municipal Bond 5-Year (4-6) Index is a benchmark index used to track 

the performance of municipal bonds with maturities ranging from 4 to 6 years. Municipal 

bonds are debt securities issued by state and local governments to finance public projects 

such as roads, schools, and infrastructure.

• Bloomberg Muni Index is a rules-based, market-value-weighted index engineered for the 

long-term tax-exempt bond market. Bonds must be rated investment-grade by at least two 

ratings agencies.

• Bloomberg High Yield Municipal Bond Index covers the universe of fixed rate, non-

investment grade debt.

• The Bloomberg Municipal Revenue Bond Index is a benchmark index used to track the 

performance of municipal revenue bonds. Municipal revenue bonds are a type of municipal 

bond that is backed by the revenue generated from specific projects or facilities, such as 

toll roads, airports, utilities, hospitals, or other revenue-generating infrastructure.

• The Bloomberg State General Obligation (GO) Index is a benchmark index used to 

track the performance of state general obligation bonds. State general obligation bonds 

are municipal bonds issued by state governments and backed by the full faith and credit of 

the issuing state. They are considered one of the safest types of municipal bonds because 

they are backed by the taxing power of the state government.

• The Bloomberg Local General Obligation (GO) Index is a benchmark index used to 

track the performance of local general obligation bonds. Local general obligation bonds are 

municipal bonds issued by local governments, such as cities, counties, or other local 

authorities, and backed by the full faith and credit of the issuing local government.

• The ICE BofA US General Obligation Municipal Securities (1-2 Y) Index, formerly 

known as the Merrill Lynch US General Obligation Municipal Securities (1-2 Y) Index, is a 

benchmark index used to track the performance of US general obligation municipal 

securities with maturities ranging from 1 to 2 years. 

• The ICE BofA US General Obligation Municipal Securities (4-6 Y) Index, formerly 

known as the Merrill Lynch US General Obligation Municipal Securities (4-6 Y) Index, is a 

benchmark index used to track the performance of US general obligation municipal 

securities with maturities ranging from 4 to 6 years. 

Index & Benchmark Definitions

Fixed Income

• The ICE BofA US General Obligation Municipal Securities (7-12 Y) Index, formerly 

known as the Merrill Lynch US General Obligation Municipal Securities (7-12 Y) Index, 

is a benchmark index used to track the performance of US general obligation municipal 

securities with maturities ranging from 7 to 12 years. 

• The ICE BofA US General Obligation Municipal Securities (17-22 Y) Index, formerly 

known as the Merrill Lynch US General Obligation Municipal Securities (17-22 Y) Index, 

is a benchmark index used to track the performance of US general obligation municipal 

securities with maturities ranging from 17 to 22 years. 

• The Bloomberg Municipal Bond AAA Total Return Index is a benchmark index used 

to track the performance of AAA-rated municipal bonds in the United States. Municipal 

bonds are debt securities issued by state and local governments to finance public 

projects such as roads, schools, and infrastructure. Bonds with AAA ratings are 

considered to have the highest credit quality, indicating a low risk of default.

• The Bloomberg Municipal Bond AA Total Return Index is a benchmark index used 

to track the performance of AA-rated municipal bonds in the United States. Municipal 

bonds are debt securities issued by state and local governments to finance public 

projects such as roads, schools, and infrastructure. Bonds with AA ratings are 

considered to have high credit quality, indicating a lower risk of default compared to 

lower-rated bonds.

• The Bloomberg Municipal Bond A Total Return Index is a benchmark index used to 

track the performance of A-rated municipal bonds in the United States. Municipal bonds 

are debt securities issued by state and local governments to finance public projects 

such as roads, schools, and infrastructure. Bonds with A ratings are considered to have 

a relatively high credit quality, indicating a lower risk of default compared to lower-rated 

bonds.

• The Bloomberg Municipal Bond BBB Total Return Index is a benchmark index used 

to track the performance of BBB-rated municipal bonds in the United States. Municipal 

bonds are debt securities issued by state and local governments to finance public 

projects such as roads, schools, and infrastructure. Bonds with BBB ratings are 

considered to have a moderate credit quality, indicating a higher risk of default 

compared to higher-rated bonds.
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