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Strong 2026 Start
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* New York City: headlines vs. fundamentals

* QOutlook for federal support

Relative Performance

Municipals continued their constructive start to
2026, rallying across the curve even as
Treasuries moved in the opposite direction.
AAA BVAL yields declined 2 bps in 2s, 2-3 bps
in 5s and 10s, and more than 5 bps in 30s.
Treasuries, by contrast, sold off across the
curve, with yields rising roughly 5 bps in 2s,

3 bps in 5s, and nearly 2 bps in 10s.’

That divergence drove meaningful relative
outperformance for municipals. Muni-to-
Treasury ratios richened across the curve, with
the 2-year ratio declining 0.7 points to 59.45%,
the 5-year ratio falling 0.4 points to 57.97%,
and the 10-year ratio improving by roughly 0.4
points to 61.69%. Ratios in the front and
intermediate portions of the curve now sit near
the lower end of their recent ranges, reflecting
sustained demand for tax-exempt income even
amid Treasury volatility.’

What stands out is resilience. While Treasuries
gave back part of their recent rally, municipals
held firm and continued to grind lower in yield.
That dynamic reinforces the technical strength
of the asset class—steady reinvestment
demand, manageable supply, and disciplined
positioning continue to support valuations.

1. Source: Bloomberg

February 24, 2026

FIGURE 1: INDEX PERFORMACE

MTD YTD 2025%
Muni Bond 5-Year 0.68% 1.66% 5.03%
Muni Bond 10-Year 0.95% 2.13% 5.92%
Muni Bond 15-Year 1.01% 2.32% 5.31%
Muni Long Bond 1.07% 1.58% 1.95%
Muni Managed Money 0.97% 1.96% 3.94%
Data as of February 19, 2026.
Source: Bloomberg
FIGURE 2: MUNIS OUTPERFORM
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Year-to-date performance remains impressive. Municipals are still up over 1.80% in 2026, having
already delivered a substantial portion of their long-term average annual return in just the first
several weeks of the year. Relative to other major fixed income sectors, tax-exempts continue to
lead versus Treasuries on a total return basis.

Importantly, this week’s move underscores a broader theme: municipals are not simply riding
Treasury beta. They are demonstrating independent technical strength. When Treasuries rally
sharply, munis may lag modestly. When Treasuries sell off, munis are proving more stable. That
asymmetry is constructive.

We believe that with supply still manageable and demand intact, the setup remains favorable.
Ratios have compressed in the front end, but intermediate maturities continue to offer balanced
carry and roll-down. In a market still navigating macro crosscurrents and shifting Fed expectations,
municipals remain well positioned as both an income generator and a volatility dampener.

Technicals

As Mayor Zohran Mamdani begins advancing his policy agenda, New York City’s finances have
moved squarely into the headlines. Many of his campaign proposals require additional revenue, and
his preliminary $127 billion FY 2027 budget—which projects a $5.4 billion deficit—has intensified
public debate.

While the rhetoric has been forceful, the fiscal reality is more measured. The projected gap has
already narrowed meaningfully from the $12.6 billion forecast last November, largely due to
stronger personal income tax collections and additional state support. As in every year, the city is
legally required to adopt a balanced budget and publish an updated multi-year financial plan—an
important structural safeguard that limits fiscal drift.

REVENUE OPTIONS AND RESERVE MANAGEMENT
To close the remaining gap, the administration has outlined two paths:

1. Higher taxes on high earners and corporations, which would require approval from the New York
State Legislature; or

2. A 9.5% property tax increase, described as an option of last resort, combined with measured use
of reserves.

The property tax proposal would affect more than one million residential units and over 100,000
commercial properties. It also contemplates drawing $980 million from the Rainy Day Fund in FY
2026 and $229 million from the Retiree Health Benefits Trust in FY 2027. Even with these actions,
reserves would remain substantial—$6.3 billion in FY 2026 and $6.1 billion in FY 2027, or roughly
4.8% of the FY 2027 budget.

Importantly, reserve levels would remain intact by historical standards, underscoring continued
fiscal discipline.

ALBANY AND POLITICAL DYNAMICS

State approval would be required for any increase in personal or corporate income tax rates.
Governor Hochul has thus far pushed back against new or higher taxes on high earners and
corporations, and none are included in the State’s FY 2027 Executive Budget. That said, the state
has committed meaningful support to the city, including a $1.5 billion two-year package, reversals of
certain cost shifts, investments in youth programming, one-time unrestricted aid, and additional
school funding.
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At the local level, the City Council must approve the budget. Council leadership has voiced
opposition to a property tax increase, signaling that negotiations will likely shape the final outcome.

MARKET PERSPECTIVE
If headlines were translating into sustained credit concern, we would expect to see it reflected in
spreads. The chart below shows NYC 5- and 10-year AAA GO credit spreads over the past decade.

Spreads widened during stress periods—most notably in 2020 and again in late 2025—but have
since retraced. Currently, 10-year spreads are near 30 bps and 5-year spreads near 18 bps, both
around or below long-term averages.

The normalization suggests that, despite elevated political rhetoric, investors remain anchored by
fundamentals.

FIGURE 3: NYC SPREADS
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Data as of February 19, 2026.
Source: Bloomberg

Basis Points

ECONOMIC AND REVENUE BACKDROP

New York City’s underlying credit profile remains strong. Revenues are at record highs, with
personal income tax collections up 10% and corporate tax revenues up 5%. The labor market is
operating near full employment by historical standards, with private-sector employment exceeding
pre-pandemic levels by approximately 144,000 jobs.? Office visitation has also surpassed 2019
levels, signaling continued economic normalization.

BOTTOM LINE

The political process surrounding the FY 2027 budget will likely generate continued headlines.
However, the city’s diversified economy, record revenue performance, balanced-budget
requirement, and sizable reserves provide important counterweights to the noise.

In short, while rhetoric may drive volatility at the margin, the underlying credit fundamentals
continue to support stability. We will monitor developments in Albany and City Hall closely as
negotiations progress.

Q What's the outlook for federal support to states/localities over the next 12—18 months? Could
fraud enforcement change that?

Federal transfers (~38% of state revenues) have trended higher over time, and we do not
A expect a structural reversal. The main near-term disruption is Medicaid funding changes
beginning in 2027. Most states are more likely to scale programs than backfill lost federal
dollars. We believe expanded fraud enforcement should not materially alter the broader funding
trend given legal barriers to broad freezes and the historically limited scale of proven misuse.

2. Source: Bloomberg
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YTD TOTAL RETURNS BY SECTOR
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BLOOMBERG MUNICIPAL YIELD-TO-WORST
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Data as of Data as of February 18, 2026.
“Post GFC Average” measures the period from 1/1/2010 — 2/18/2026
Source: Bloomberg

MUNI YIELDS
Tenor 2/18/2026 2/11/2026 Change (+/-)
2-Year 2.06% 2.10% -0.04%
5 Year 2.11% 2.16% -0.04%
10 Year 2.51% 2.57% -0.05%
30 Year 4.14% 4.21% -0.06%
2 Year 3.47% 3.52% -0.05%
5 Year 3.66% 3.75% -0.09%
10 Year 4.09% 4.18% -0.09%
30 Year 4.71% 4.82% -0.11%

US Treasury & AAA Muni Curve Slopes’

2s10s 10s30s 2s30s
Us Treasury Curve Slope + 62 bps + 62 bps + 124 bps
AAA Muni Curve Slope + 45 bps + 163 bps + 208 bps

Data as of Data as of February 18, 2026.

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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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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DISCLOSURES

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. ©2026, 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 Investment Management” is the brand name and service mark used to represent a group of affiliated investment advisors of New York
Life Insurance Company, including New York Life Investment Management LLC, a registered investment advisor.

NOTE TO UK AND EUROPEAN UNION 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 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 Investment Management” is the brand name and service mark used to represent a group of affiliated investment advisors of New York
Life Insurance Company, including New York Life Investment Management LLC, a registered investment advisor.

NOTE TO CANADIAN RECIPIENTS

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 JAPANESE RECIPIENTS

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

COMPARISONS TO 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.
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SOURCE INFORMATION

“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.

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.

DEFINITION 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 DESCRIPTIONS

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.
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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.

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.
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