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The municipal bond market experienced a volatile first quarter, starting with 
strong performance driven by favorable seasonal dynamics before reversing 
amid a sharp rate repricing later in the period. Rising yields and heavier 
supply pressured intermediate maturities, resulting in pronounced curve 
steepening, while front-end rates remained well anchored and the long end 
proved comparatively resilient. Despite negative total returns, credit 
fundamentals held firm, with modest spread compression signaling steady 
demand and limited signs of stress. Overall performance was driven by rate 
volatility rather than credit deterioration.

On the quarter, the strategy was largely flat in terms of total return. We 
continue to harvest yield from diversified sources, with a particular focus on 
non-core municipal and traditional bond sectors. We continue to believe the 
coupon income from bonds will serve as the investor’s primary source of 
total return this year.

The yield on aggregate investment grade municipal debt ended the quarter 
at 3.77%, while the average yield on high-yield municipal bonds was 5.66%.

Global markets struggled in the first quarter as the Iran war and resulting 
energy shock weighed on both equities and fixed income. Markets entered the 
quarter already contending with concerns around AI margins and private 
credit, but the escalation of the conflict in Iran triggered a sharp rise in energy 
prices, a deeper equity correction, and higher rates driven by near-term 
inflation fears. Inconsistent messaging from the Trump Administration 
amplified volatility in oil prices and broader markets, though by quarter-end, 
the damage, while widespread, remained modest. Global equities fell 3.3% for 
the quarter, while US investment grade bonds were roughly flat. Fortunately 
for the strategy, income-oriented equities outperformed and were positive on 
the quarter.

The MAI strategy was flat on the quarter. The best-performing segment was 
income equities, which proved resilient during market volatility. Additionally, 
the strategy’s securitized allocation and high-yield corporates contributed 
positively to the strategy. Mortgage REITs, which we added during the quarter, 
experienced a drawdown given sharply higher rates due to the energy shock, 
although we believe the outlook for the segment remains positive given our 
outlook for a steepening yield curve and the segment’s elevated yields.
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