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MARKET REVIEW 

 

The municipal bond market experienced elevated volatility relative to 

Treasuries in April, as a tariff-induced bond selloff coincided with a 

seasonally weak period for supply and demand. May and June conditions 

improved as municipal bond performance recovered in line with Treasuries, 

supported by seasonally strong demand. For the second quarter, municipal 

bonds overall underperformed other fixed income markets, in part due to 

record-setting new issue supply and muted mutual fund demand. During 

2Q25, total issuance topped $160billion (bn), up 13% compared to 2Q24. Year-to-date taxable municipal 

issuance held steady at approximately $18bn compared to the first quarters of last year. Demand from retail 

investors was mixed as municipal open-ended mutual funds experienced $2.6bn in net outflows (per Investment 

Company Institute (ICI)) compared to ETFs which attracted $8.8bn of inflows during 2Q25. 

 

 

 Average Annual Total Returns (6/30/25)      

Share Class / Inception Date 3 Month YTD 1 Year 3 Year 5 Year 10 Year 

Fund at NAV 9/23/87* -2.82% -4.72% -3.40% 1.36% -0.17% 2.27% 

Fund at Market Price 9/23/87** -2.26% -0.05% 0.43% 0.65% -0.96% 2.18% 

Bloomberg U.S. Municipal Bond 
Index 

-0.12% -0.35% 1.11% 2.50% 0.51% 2.20% 

 
The performance data quoted represents past performance, which is no guarantee of future results. Share price, yield and 
investment return fluctuate and an investor’s shares may be worth more or less than original cost upon redemption. 

Current performance may be lower or higher than the performance quoted. Returns are net of fund expenses, and assume 

reinvestment of distributions. Investors who purchase shares of the fund through a financial professional may separately 
pay a fee to that service provider. The returns do not reflect broker sales charges or commissions. Performance for periods 

less than 1 year is not annualized. 

 
*A fund’s NAV is the sum of all its assets less any liabilities, divided by the number of shares outstanding. **Market Price 
performance is determined using the bid/ask midpoint at 4:00 p.m. Eastern time, when the NAV is typically calculated. Market 
performance does not represent the returns you would receive if you traded shares at other times. 
 

 
1Gross expenses is the total annual operating expense ratio for the fund before any fee waivers or expense reimbursements. 
2Net Expenses is the total annual operating expense ratio for the fund, after any applicable fee waivers or expense 
reimbursements. The Net Expenses is the actual fund expense ratio applicable to investors.  

 

 

 

 

 

Total Expenses (6/30/25)      

Share Class Gross1 Net2 

LEO 1.08% 0.98% 

“Elevated financial market volatility 

is likely to continue amid ongoing 

uncertainty around tariffs, 

geopolitical alliances, and overall 

policy change prospects tied to 

federal funding, among others.” 
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MARKET REVIEW continued 

During the second quarter, the AAA municipal yield curve continued to steepen as short-term yields decreased, 

while intermediate and longer maturity bond yields increased. Municipal AAA yields decreased 5 to 15 basis 

points (bps) for two-to-five maturities, while yields increased by 1 to 26 bps for ten- to- thirty-year maturities. 

The 2y and 30y AAA municipal curve steepened 31bps in 2Q25 to 188bps. Similarly, US treasury curve 

steepened, with yields from two- to- five-year maturities decreasing 13 to 16 bps, while yields from ten-to-thirty 

years increased 6 to 25bps. The Muni-Treasury ratio, a key gauge of relative value, lost value slightly during 

2Q25 across all maturity tenors. The 10Y AAA Muni-to-Treasury ratio increased slightly to 76%, while the 30Y 

ratio cheapened slightly to 95% from 92%, still looking inexpensive compared to historical levels from the past 

few years.  During the recent quarter, longer duration municipal bonds underperformed their shorter 

counterparts, reflected in the Bloomberg Municipal Long Index return of -1.94%, compared to the Bloomberg 

Municipal 3-year and 10-year Index returns of +1.05% and +0.78% respectively. 

From a quality perspective during 2Q25, the lower rated segments delivered relatively weaker performance, 

reflected by the Bloomberg Municipal BBB & A Index return of -0.64% and -0.24% respectively, 

underperforming the Bloomberg Municipal AAA & AA Index returns of -0.09% and -0.04% respectively. From a 

sector perspective, the revenue sector underperformed general obligation (GO) bonds. Tobacco, housing, and 

industrials sub-sectors remained to be the outperformers during the quarter, while hospital, education, and 

water and sewer sub-sectors were generally weaker performers. Credit spreads continued to widen during 

2Q25 as rate volatility, macro-economic, and tax policy uncertainty was heightened. The Bloomberg Municipal 

High-yield Index returned -1.14% during 2Q25, underperforming the investment-grade Bloomberg Municipal 

index, which returned -0.12%. The Bloomberg Taxable Municipal Index returned +0.81% during the second 

quarter, compared to the Bloomberg US Treasury Index return of +0.85% and the Bloomberg U.S. Corporate 

Index return of +1.82%.  

We believe municipal credit conditions remain solid, supported by high reserves and cash balances that have 

accumulated over the last few years. A number of executive actions taken by the Trump Administration, if 

allowed to stand, could have negative credit implications across large segments of public finance. Tariffs, 

federal job cuts, and the mass deportation of illegal immigrants are likely to slow economic growth, which could 

have a negative impact on income and sales tax receipts. At the same time, cuts in federal spending in areas 

such as Medicaid, “green” infrastructure initiatives, and federal disaster relief could pressure state/local 

budgets.  

The US economy has moved into a ‘falling’ growth regime led by recent tariff policy uncertainty which should 

drive a softer economic backdrop for 2H25. Inflation data over recent months has re-affirmed the slow, but 

gradual disinflation regime that we have been in for several years. We expect the Fed to remain patient and 

resume easing by year-end in response to moderating growth and a weaker labor market. Muni yields should 

follow Treasuries with the prospect of a further steepening yield curve led by the pull of expected Fed rate cuts 

on the short-end. 

 

PERFORMANCE REVIEW 
 

Longer duration relative to the benchmark and a bias towards longer maturity bonds detracted from 
performance as rates rose in the back end of the curve for the period.  Security selection detracted with 
issues in hospital, special tax, and water & sewer being the notable underperformers.  Sector allocation 
decisions contributed to a modest underperformance. 
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MARKET OUTLOOK 

Elevated financial market volatility is likely to continue amid ongoing uncertainty around tariffs, geopolitical 

alliances, and overall policy change prospects tied to federal funding, among others. We remain vigilant with 

focus on well diversified, high-quality portfolios consisting of solid fundamental credits that we believe are well-

positioned to withstand pressures from potential policy changes in Washington. We also would view any market 

dislocation stemming from federal policy uncertainty as a potential buying opportunity.  

  

Uncertain changes to federal policy could drive heightened volatility in credit conditions as we move through 

2025. We believe a more cautious approach to credit selection would be prudent, with an increased emphasis on 

balance sheet strength, liquidity and operating flexibility. Essential service sectors, including public power and 

water/sewer, remain relatively sound investments due to their predictable and stable cash flows through economic 

cycles. Healthcare is facing potential headwinds stemming from potential cuts to Medicaid, which could have an 

outsized negative impact on smaller, rural hospitals. Threatened cuts to federal grants and potential changes to 

endowment tax rates are driving negative headlines among many of the higher rated colleges and universities, yet 

we believe these institutions have substantial resources to withstand the cuts and would view any spread 

widening as a buying opportunity. We continue to see value in the transportation sectors although airports with 

heavy reliance on international travel could see some softening in demand. 

 

Our duration posture is targeted neutral to modestly long versus respective benchmarks. The recent backup in 

municipal yields along with yield curve steepening has made the current environment more attractive for modest 

duration extension. The prospect for transitory impacts of higher inflation from fiscal and tariff policy from the new 

administration along with the Fed’s dovish bias may keep the slope of the curve elevated and rangebound in the 

near term. 

  
 

 

Investors should consider the investment objectives, risks, charges and expenses of a mutual fund 

carefully before investing. To obtain a prospectus, or a summary prospectus, if available, that contains 

this and other information about a fund, contact your financial professional or visit 

bny.com/investments. Read the prospectus carefully before investing. Not all classes of shares may be 

available to all investors of through all broker-dealer platforms. Past performance is no guarantee of 

future results.  

Risks 

Bonds are subject generally to interest-rate, credit, liquidity, call, and market risks, to varying degrees. Generally, all other 

factors being equal, bond prices are inversely related to interest-rate changes and rate increases can cause price declines. 

High yield bonds involve increased credit and liquidity risk than higher-rated bonds and are considered speculative in terms 

of the issuer’s ability to pay interest and repay principal on a timely basis. Municipal income may be subject to state and local 

taxes. Some income may be subject to the federal alternative minimum tax for certain investors. Capital gains, if any, are 

taxable. The use of derivatives involves risks different from, or possibly greater than, the risks associated with investing 

directly in the underlying assets. Derivatives can be highly volatile, illiquid, and difficult to value and there is the risk that 

changes in the value of a derivative held by the portfolio will not correlate with the underlying instruments or the portfolio's 

other investments. Shares of closed-end funds (CEF) are sold in the open market through a stock exchange. Shares may 

only be purchased or sold through registered broker/dealers. Closed-end funds, unlike open-end funds, are typically not 

continuously offered. An investment in CEFs presents a number of risks and is not appropriate for all investors. Investors 

should carefully review and consider potential risks before investing. Closed End Funds (CEFs) are exposed to much of the 

same risk as other exchange traded products, including liquidity risk on the secondary market, credit risk, concentration risk 

and discount risk. Shares of closed-end funds frequently trade at a market price that is below their net asset value. This is 

commonly referred to as “trading at a discount”. This characteristic of shares of closed-end funds is a risk separate and distinct 
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from the risk that the fund’s net asset value may decrease. Asset allocation and diversification cannot ensure a profit or 

protect against loss in declining markets. 

The Bloomberg US Municipal Bond Index is a widely accepted, unmanaged total return performance benchmark for the long-term, 

investment-grade, tax-exempt bond market. Reflects investments of dividends and, where applicable, capital gain distributions. The 

Bloomberg US Treasury Index measures US dollar-denominated, fixed-rate, nominal debt issued by the US Treasury. Treasury bills 

are excluded by the maturity constraint but are part of a separate Short Treasury Index. The Bloomberg U.S. Corporate Index 

measures the performance of the investment-grade, fixed-rate, taxable corporate bond market within the United States. The 

Bloomberg Municipal Managed Money Long Index is a rules-based, market-value-weighted index that measures the performance 

of publicly traded, USD-denominated, long-term, tax-exempt municipal bonds, including general obligation bonds, revenue bonds, 

insured bonds, and pre-refunded bonds. The Bloomberg 3-Year Municipal Bond Index is a benchmark that tracks the performance 

of a specific segment of the municipal bond market. It includes fixed-rate, investment-grade, tax-exempt bonds with remaining 

maturities between two and four years. The Bloomberg 1-10 Year Municipal Bond Index tracks the performance of investment-

grade municipal bonds with maturities between 1 and 10 years. Bloomberg Municipal Bond AAA, AA, A and BBB Indices are 

subsets of the Bloomberg Barclays Municipal Bond Index. The Bloomberg Municipal High Yield Index is a benchmark that tracks 

the performance of the non-investment grade, tax-exempt municipal bond market in the United States. It includes bonds that are rated 

below investment grade (Ba1 or lower) or are unrated and are U.S. dollar-denominated and fixed-rate. The Bloomberg Municipal 

Taxable Bonds Index measures the performance of the U.S. municipal taxable investment-grade bond market. It includes bonds 

issued by state and local governments that are subject to federal income tax. Investors cannot invest directly in any index.   
 

A yield curve is a line that plots the yields or interest rates of bonds that have equal credit quality but different maturity dates. The 

slope of the yield curve predicts the direction of interest rates and the economic expansion or contraction that could result. 

Duration is a measure of the sensitivity of the price of a bond or other debt instrument to a change in interest rates. A bond's 

duration is easily confused with its term or time to maturity because they are both measured in years. However, a bond's term is a 

linear measure of the years until repayment of principal is due; it does not change with the interest rate environment. Duration, on 

the other hand is non-linear and accelerates as time to maturity lessens. Dovish describes a monetary policy stance that favors 

lower interest rates to stimulate economic growth and potentially increase employment, even if it means accepting a higher level of 

inflation. The Muni/Treasury ratio is a measure that compares the yield of municipal bonds to that of U.S. Treasury bonds. It's a 

key metric for assessing the relative value of municipal bonds, particularly for investors considering the tax benefits of munis. 
Green infrastructure refers to a network that provides the “ingredients” for solving urban and climatic challenges by building with 

nature. 

 

Definitions 

 

Q is quarter. NAV is Net Asset Value. YTD is Year to Date. FDIC is Federal Deposit Insurance Corp. 

 
This material has been provided for informational purposes only and should not be construed as investment advice or a 

recommendation of any particular investment product, strategy, investment manager or account arrangement, and should not serve 

as a primary basis for investment decisions.  Prospective investors should consult a legal, tax or financial professional in order to 

determine whether any investment product, strategy or service is appropriate for their particular circumstances. Views expressed 

are those of the author stated and do not reflect views of other managers or the firm overall. Views are current as of the date of this 

publication and subject to change. This information contains projections or other forward-looking statements regarding future 

events, targets or expectations, and is only current as of the date indicated. There is no assurance that such events or expectations 

will be achieved, and actual results may be significantly different from that shown here. The information is based on current market 

conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. References to specific 

securities, asset classes and financial markets are for illustrative purposes only and are not intended to be and should not be 

interpreted as recommendations. Information contained herein has been obtained from sources believed to be reliable, but not 

guaranteed. No part of this material may be reproduced in any form, or referred to in any other publication, without express written 

permission. 

Investment advisory services in North America are provided by Insight North America LLC, a registered investment adviser and 

regulated by the U.S. Securities and Exchange Commission (SEC). Insight North America LLC is associated with other global 

investment managers that also (individually and collectively) use the corporate brand Insight Investment and may be referred to as 

"Insight" or "Insight Investment."  

BNY Mellon Adviser, Inc., Insight North America, LLC (the fund’s sub-adviser) and BNY Mellon Securities Corporation are 

companies of BNY. BNY is the corporate brand of The Bank of New York Mellon Corporation and may be used to reference 

the corporation as a whole and/or its various subsidiaries generally. © 2025 BNY Mellon Securities Corporation, distributor, 

240 Greenwich Street, 9th Floor, New York, NY 10286. 
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