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The Fed’s December rate cut and internal dissent barely moved munis,  which 
f inished 2025 resi l iently with a 4.3% return, despite market volati l i ty and 
record-breaking supply.

Active management mattered, in our opinion. Muni market volati l i ty created 
year-round tax loss harvesting opportunit ies that reinforced the need for an 
active approach throughout the entire year rather than wait ing unti l  
year-end.

A steep yield curve continues to offer compell ing long-end taxable-equivalent 
value. APA remains positioned in a modified barbell structure to take advantage 
of the higher yields on the long end of the curve while preserving downside 
protection on the front end.

While we believe downgrades within the high-grade municipal credit universe 
are l ikely to remain isolated and most states and large issuers are st i l l  in far 
better shape than pre-pandemic, stress in the high-yield muni market is  
becoming more pronounced. I f  cl ients have outside holdings in the high-yield 
space that may raise concerns, please send them over to our team to review.
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MUNI MARKET SHRUGS OFF RATE CUT 

The Federal Reserve concluded 2025 with a third consecutive 25-basis-point 
rate cut, lowering the federal funds target range to 3.50%–3.75%.
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A NOISY YEAR FOR MUNIS, 
YET RETURNS HELD STEADY

Fu l l - yea r  per fo rmance  masks  the  range  o f  cha l l enges  mun ic ipa l  bonds  
nav iga ted  in  2025 .  Ea r l y  i n  the  yea r ,  renewed th rea t s  to  the  tax  exempt ion  
e m e r g e d ,  t a r i f f - r e l a t e d  c o n c e r n s  d r o v e  s h a r p  v o l a t i l i t y  i n  A p r i l ,  a n d  
p e r s i s t e n t  supp ly  p ressu res  we ighed  on  se lec t  pa r t s  o f  the  cu rve .  Desp i te  
these  headwinds ,  b road  re tu rns  underscored  the  res i l i ence  o f  mun ic ipa l s .

A  4 .3% ga in  i n  2025  fo r  the  B loomberg  Mun ic ipa l  Bond  Index  su rpassed  
the  outcomes  o f  s i x  o f  the  p r io r  10  yea r s .  A l though  four  months  pos ted  
losses ,  mos t  ga ins  were  concent ra ted  between  Augus t  and  October ,  and  
r i sk ie r  sec to r s  d id  not  cons i s ten t l y  bene f i t  f rom t igh te r  b idd ing  g i ven  the  
ava i l ab i l i t y  o f  generous  h igher -g rade  names .  Add i t iona l l y ,  the  IG  mun i  
i ndex  outper fo rmed the  HY  mun i  i ndex  in  2025  (4 .3% vs  2 .5%) .  

APA PROACTIVE TAX LOSS HARVESTING:
TIMING IS EVERYTHING

Even  w i th  so l id  mun i  r e tu rns  i n  2025 ,  t he  yea r ’ s  vo l a t i l i t y  r e i n fo r ced  the  
impor tance  o f  t ak ing  an  oppor tun i s t i c  yea r - round  approach  to  t ax - lo s s  
h a r v e s t i n g  r a t h e r  t h a n  w a i t i n g  u n t i l  y e a r - e n d ,  w h e n  k e y  w i n d o w s  t o  
h a r ves t  l o s ses  and  enhance  c l i en t  i ncome  may  a l ready  have  pas sed .

Bloomberg Municipal Bond Index surpasses 
six of the prior 10 years’ returns.

Committee views were divided: two members opposed further cuts, while one 
supported a 50-basis-point reduct ion.  December meeting minutes later 
highl ighted growing disagreement within the Fed.

Municipal bonds showed l itt le reaction. After the strong September–October 
ral ly,  the market remained stable in December, with the Bloomberg Municipal 
Bond Index returning 9 basis points for the month.
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MUNI
ISSUANCE 
HITS $579.94 
BILLION 
RECORD IN 
2025

Source: 
The Bond Buyer
[January 2026]
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RECORD SUPPLY IN 2025 -
AND THE CALENDAR ISN’T LETTING UP

After a record-breaking ~$580 billion of issuance in 2025, expectations point to 
another heavy year ahead, with forecasts ranging from $480B to $745B.
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Munis’ underperformance versus other fixed income sectors such as Treasuries 
and investment-grade corporates underscores the value of active, tax-efficient 
management. While year-end performance was strong, we feel that active, 
tax-efficient management throughout the year helps narrow that gap and continues 
to del iver  a  compel l ing advantage through higher taxable-equivalent  y ie lds.

It  is our view that active portfol io management with 
year-round tax-loss harvesting can capture opportunities 
to boost taxable-equivalent yields for cl ients.
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FUND FLOWS REMAIN SOLID
Muni fund f lows totaled about $4B for the month, driven primari ly by inf lows 
from National,  ETF, and Intermediate strategies. This brought total  2025 f lows 
to $49B, with ETFs contributing $35B compared to $14B from mutual and 
closed-end funds.

STEEP CURVE CONTINUES

The yield curve remains notably steep, creating opportunit ies for investors to 
capture addit ional yield on a taxable-equivalent basis.  As of year-end, 20-year 
AAA munis  of fered roughly  +185 bas is  points  over  comparable-matur i ty  
Treasur ies ,  highl ighting the relative value avai lable in the long end of the 
muni curve. 
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However, taxable munis told a different story. Issuance declined 12% last year, 
helping drive a 7.8% return for the sector in 2025. The new year could bring a 
shift in issuance if rates decline and refunding opportunities resurface. In 2020, 
taxable munis represented 30% of total municipal supply, but preliminary 
full-year 2025 figures show that share down to just 6%.

Looking ahead, we expect supply to pick back up after the lull of late December 
and early January. If rates remain rangebound on the short end, we could also see 
an increase in taxable municipal issuance as advance-refunding candidates come 
back on the table.

The yield curve remains notably steep.



TAX-EQUIVALENT 
MUNI YIELDS 
OUTPACE 
TREASURIES 
ACROSS 
THE CURVE

Source: 
The Municipal Market Monitor 
(TM3) & U.S. Department of 
the Treasury [December 2025]
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We continue to posit ion c l ient accounts in a modif ied barbel l  structure,  
balancing downside protection with the yield pickup available on the long end 
of the curve.
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KNOW WHAT YOU OWN
The th ree  ma jor  ra t ing  agenc ies  downgraded $187B in  par  va lue  in  2025  
compared to  $111B in  2024  and $97B in  2023 .  Schoo l  d i s t r i c t s ,  a  sec tor  
w e  h a v e  r e p e a t e d l y  h i g h l i g h t e d  i n  p r e v i o u s  p u b l i c a t i o n s ,  l e d  t h e  
d o w n g r a d e s  by  sec tor  w i th  $38B.

In  the  overa l l  market ,  2025  saw a  l a rger  va lue  o f  c red i t s  upgraded a t  
$364B o f  par  va lue .  H o w e v e r ,  a f t e r  a  d e e p e r  r e v i e w ,  w e  b e l i e v e  t h i s  
w e i g h t i n g  i s  skewed by  a  few benchmark  c red i t s  and  does  not  d imin i sh  
the  impor tance  o f  knowing  what  c l ients  own on  an  ind iv idua l  
bond-by-bond bas i s  go ing  in to  2026 .



Cracks are emerging in the high-yield space.
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A S S E T  P R E S E R V A T I O N
A D V I S O R S

The opinions expressed herein are those of Asset Preservation Advisors (“APA”) as of the date of publication and are 
subject to change without notice. APA reserves the right to modify its current investment strategies and techniques based 

on changing market dynamics or client needs. Materials presented have been derived from sources considered to be 
reliable, but accuracy and completeness cannot be guaranteed. Past performance is not indicative of future results. 

Investing involves risk including the potential loss of principal. This material is not financial advice or an offer to sell any 
product.  It should not be assumed that any of the securities transactions, holdings or sectors discussed were or will prove 

to be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will 
equal the investment performance of the securities discussed herein.

APA is an investment adviser registered with the U.S. Securities and Exchange Commission. Registration does not imply a 
certain level of skill or training. More information about APA, including its investment strategies and objectives, can be 
found in its Form ADV Part 2 and/or Form CRS, which can be obtained by visiting www.assetpreservationadvisors.com.

APA-2601-16
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For high-yie ld muni  investors,  December underscored credit  r isk as Br ight l ine 
T ra in  F lo r ida  LLC’s  sen ior  bonds  were  cut  f i ve  notches  by  S&P Globa l  
Rat ings ,  wh ich  now ant i c ipates  a  defau l t  by  ear l y  2027 .

Downgrades in  the h igh-grade munic ipa l  un iverse wi l l  l i ke ly  remain i so lated,  
as most states and large issuers are st i l l  in far better shape than pre-pandemic.  
Yet ,  more  concern ing  a re  the  c racks  emerg ing  in  the  h igh-y ie ld  mun i  
space, where defaults and distress have moved sharply higher in historical ly 
r isky sec tors  and ,  more  impor tant l y ,  i n  funds  concent ra ted  in  on ly  a  few 
names .


