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Before & After the Cut

Market Insights

Late summer was defined by a singular market narrative: the
growing expectation that the Federal Reserve would soon begin
easing policy. That shift gained momentum after July’s
employment report revealed slower-than-expected job growth
and downward revisions to prior months. By the time
Chairman Powell addressed markets at Jackson Hole in
August, his acknowledgment of a softening labor market and
moderating inflation reinforced the market’s dovish
expectations.
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Ahead of the September FOMC meeting, August payroll data confirmed this trend. Markets quickly priced in a
25-basis-point rate cut at each of the remaining three meetings in 2025, with some forecasters speculating on
a larger initial move. When the Fed delivered a 25-basis-point cut in September, rates briefly rallied—until
Powell described the decision as a “risk management” step rather than the start of a full easing cycle. That
clarification prompted a reversal, leaving investors focused once again on incoming data to determine the
Fed’s next move.

Economic indicators released after the meeting pointed to resilience. Both GDP and jobless claims came in
stronger than expected, tempering expectations for aggressive easing. As of quarter-end, markets were fully
pricing in another 25-basis-point cut at the October meeting, with roughly three-quarters odds of a similar
move in December. The path forward appears increasingly data-dependent, emphasizing flexibility over
precommitment.
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The Fed After Powell

Market attention has also turned toward the longer-term trajectory of Fed leadership. Chairman Powell’s term
expires in May 2026, and speculation around potential successors is building. Recent appointee Stephen Miran
—who voted for a 50-basis-point cut in September—has emerged as a leading figure in the conversation,
signaling an openness to more accommodative policy. The contrasting stances among governors, including
Christopher Waller and Michelle Bowman, highlight the ideological diversity within the current FOMC.
Depending on future appointments, the post-Powell era could bring a measurable tilt toward a more pro-
growth, easing-oriented framework.
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A Constructive Rebound for Fixed Income

Municipal bonds staged a notable recovery in the third quarter, resulting in significant positive returns. The
Bloomberg Municipal Bond Index returned 2.64%, marking the year’s first positive quarterly performance.
Earlier weakness had been driven more by technical pressures—persistent mutual fund outflows and elevated
issuance—than by any deterioration in credit quality. Sentiment turned decisively in August as expectations of
Fed cuts supported inflows and stabilized performance across the curve.

The municipal yield curve steepened modestly,
particularly in the 10—20-year range, where
investors can now access tax-exempt yields north
of 4%. The spread between 10- and 20-year 600

maturities has widened to roughly 106 basis
points, providing an attractive entry point for 500
investors seeking incremental yield through
duration extension. -
Looking ahead, two technical headwinds bear
watching. The first is the ongoing federal o
government shutdown, which—while unlikely to
pose material credit risk—could weigh on 200
sentiment. The second is record issuance. Year-
to-date supply has exceeded $460 billion, with 100
projections of $100—$150 billion more in Q4.
Should that materialize, 2025 would mark the
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second consecutive year of record-breaking
issuance. While heavy supply could pressure

near-term pricing. it also offers selective *Note: Values in blue reflect issuance as of 9/30/2025
b & Source: Bloomberg, 9/30/2025
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opportunities for investors to add yield and
enhance diversification.

In both the tax-exempt and taxable municipal markets, we continue to see value in intermediate maturities,
where curve steepness enhances the potential for both income and performance. Reducing reinvestment risk
remains prudent for investors comfortable managing volatility, as longer positions currently offer superior risk-
adjusted returns relative to the front end. By contrast, shorter maturities continue to offer limited incremental
yield.

In the corporate bond market, spreads remain tight—investment-grade option-adjusted spreads hover near 75
basis points, and AA spreads around 40 basis points. However, dispersion is increasing at the lower end of the
credit spectrum. Investors have rotated toward higher-quality assets, supporting relative outperformance in
high-grade credit. In this environment, incremental yield is not adequately compensating for downgrade risk,
reinforcing a cautious stance on corporate exposure.

Taxable municipal bonds, by comparison, continue to offer compelling value. Strong underlying credit quality

and attractive spreads relative to corporates make the sector a meaningful alternative for investors seeking both
income and capital stability.
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Headline Risks and Fundamentals

CREDIT INSIGHTS

Federal Government Shutdown: Limited Municipal Exposure

Historical precedent—most notably the 35-day shutdown in 2018—suggests minimal direct credit impact to
municipal issuers. While short-term disruptions may occur in localities with high concentrations of federal
workers or defense contracts, broad municipal finances remain insulated. Belle Haven portfolios do not hold
credits lacking structural protections against prolonged federal funding lapses, and we continue to monitor at-
risk issuers for early signs of strain.

Federal Funding Reductions: Gradual Implementation

The majority of spending reductions under the One Big Beautiful Bill Act (OBBBA) are deferred until 2027,
allowing state and local governments ample time to adjust budgets and revenue structures. Historically,
municipalities have managed similar fiscal transitions through a combination of revenue increases, spending
adjustments, and reserve utilization. We do not expect elevated default activity tied to these changes, and the
extended timeline supports measured fiscal adaptation.
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While the national debt continues to make headlines, state and local governments remain comparatively
disciplined. Statutory debt limits, balanced budget requirements, and voter approval processes have constrained
borrowing. As a share of GDP, state and local debt has declined from 17.4% in 2015 to just 11.4% in early 2025
—a trend that provides capacity and flexibility for future capital needs.

State & Local Debt as a % of GDP ( 2025 Q2 - 2025 Q1)
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Source: Federal Reserve Economic Data (FRED) State and Local Governments Debt / United States Gross
Domestic Product Quarterly as of December 2024

Municipal credit quality remains sound, supported by prudent fiscal management and conservative borrowing
practices. While political and fiscal uncertainty can drive short-term volatility, we view the market’s underlying
fundamentals as durable. Heading into 2026’s budget season, our credit team is focused on monitoring reserve
usage, structural balance, and demographic trends that may shape long-term fiscal trajectories.

In this environment, disciplined active management remains essential—balancing technical entry points, yield
curve dynamics, and credit selectivity to optimize tax-exempt income and preserve capital.
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Disclaimer

Risk is inherent in all investing. Investing in securities involves risk of loss that clients should be prepared to bear. Risks factors may vary based on the investment
strategy and the specific securities held in a client’'s account. Past performance is no guarantee of future results.

Belle Haven Investments, L.P., (“Belle Haven” or the “Firm”) is defined as a fixed income manager of separately managed and sub-advised portfolios. The Firm
manages taxable and tax-sensitive accounts which invest in U.S. municipal, corporate, government, and treasury securities. Not included in the “Firm” is the
broker/dealer group Belle Haven Investments, L.P. Belle Haven Investments, L.P.’s investment philosophy seeks to capitalize on structural inefficiencies in the fixed
income market through a bottom-up approach, identifying undervalued securities due to transaction size, optionality, and/or credit, among other characteristics.

The views and opinions expressed are as of the date of publication (or as otherwise noted) and are subject to change without notice. This material is provided is for
educational purposes only and is not intended to be relied upon as a forecast, research, or investment advice, nor should it be considered as a recommendation,
offer, or solicitation for the purchase or sale of any security, or to adopt a specific investment strategy. Information presented, including any links to third-party
websites or content, is obtained from sources believed to be reliable, but its accuracy or completeness is not guaranteed. References or links to third-parties are
provided for informational purposes only and do not constitute an endorsement or approval of the content, products, services, or opinions expressed therein.

This material may include forward-looking statements based on certain assumptions about future events. Actual outcomes may differ from those projected.
Investment decisions should be made based on an investor’s objective and circumstances, and in consultation with their professional tax, financial, or legal advisor.

This material should not be considered tax or legal advice, and investors should contact their tax professional for information regarding their tax situation. Investing in
municipal bonds for the purpose of generating tax-exempt income may not be appropriate for investors in all tax brackets or for all account types. There may be less
public information available on municipal fixed income securities than found on public corporations. Municipal bonds may be less liquid than corporate bonds. A
portion of the income may be taxable by state or local taxing authorities. Municipal bond holders may also be subject to capital gains taxes and interest income may
be subject to alternative minimum tax. In addition, bonds incur ongoing fees and expenses. An investment in a portfolio involves various risks, including the risk that
an investor can lose money. Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, inflation, and liquidity risk. While the
Manager strives to attain the investment objective of the strategy through research and portfolio management skills, there is no guarantee of successful performance,
that the objective can be reached or that a positive return can be achieved. Past performance is no guarantee of future results.

This material is not directed to, or intended for, distribution or to use by any person or entity if Belle Haven Investments, L.P. is prohibited or restricted by any
legislation or regulation in any jurisdiction from making it available to such person or entity. This report may not be reproduced, re-distributed, or passed to any other
person or published in whole or in part for any purpose without the prior consent of Belle Haven Investments, L.P.

Belle Haven Investments, L.P. is registered with the Securities Exchange Commission (“SEC”) and a member of the Financial Industry Regulatory Authority ("FINRA”)
and Municipal Securities Rulemaking Board (“MSRB”). Additional information about Belle Haven Investments is also available on the SEC’s website at
www.adviserinfo.sec.gov.

© Copyright Belle Haven Investments, L.P. 2025. All rights reserved.
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@ www.bellehaven.com Rye Brook, New York 10573
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