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Taxable municipals recorded solid returns in the first quarter but for the wrong reasons. Uncertainty related to
tariffs, growth, and inflation increased across markets. This led to a flight to safety that pushed rates down and
spreads wider. The 5-basis point move wider on the OAS for the Bloomberg Taxable Municipal index was more
than offset by the sharp move lower in Treasury yields. As a result, the Taxable Municipal index returned 2.99%
in the first quarter. This compares favorably to the returns of 2.31% for the U.S. Corporate Investment Grade
index, and -0.23% for the broad tax-exempt Municipal Bond index.

Figure 1 | 10-Year and 30-Year U.S. Treasury Yields
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Tax-exempts lagged across the curve, with the long end underperforming the most. The 5-year index returned
0.87%, while the 20-year index returned -1.31%. From a starting point of fairly rich valuations at the beginning of
the year, tax-exempts were pressured by heavy supply, weaker seasonal technicals, and fund outflows later in
the quarter. This caused ratios to adjust higher. The increase in tax-exempt yields relative to Treasuries explains
the weaker returns for tax-exempts despite lower rates across the curve. Ratios at the long end—a part of the
curve less favored by retail investors—fared the worst. The ratio of the AAA tax-exempt BVAL curve to the
Treasury yield in 5 years moved six percentage points higher in the quarter, while the same ratio at the 30-year
point on the curve moved 11 percentage points higher to 93%—the highest level since November 2023. For
reference, the average for the 30-year ratio over the last three years is 91%.2 This implies that valuations at the
end of the quarter were not “cheap”—just slightly cheaper than average.

Figure 2 | BVAL AAA Muni Yield % of Treasury 30-Year
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In our view, it makes complete sense that tax-exempt valuations appear more attractive than average considering
the potential threat to the very existence of the tax exemption. The House Ways and Means Committee recently
published a document outlining a laundry list of budget expenditures that could be reduced or eliminated as
“pay fors” to offset tax cuts and/or other policy priorities of the Trump administration. This document includes

a provision to “Eliminat[e] Exclusion of Interest on State and Local Bonds”, with reported savings of $250 billion
over 10 years. We continue to believe that a full repeal of the tax exemption is unlikely. It would require an act

of Congress, and such act would be unlikely to pass in our view, given the thin Republican majority and public
comments in support of the tax-exemption from several Republican representatives. Still, the risk is not zero, and
we think certain limitations on the tax-exemption, such as a 28% cap or eliminating the availability of the tax-
exemption for Private Activity Bonds (PABs), is much more plausible—call it 50/50. We wait for guidance from the
administration as budget reconciliation maneuvering get under way. For now, we are in the dark.

In taxables, the OAS on the Bloomberg Aggregate Eligible Taxable Municipal index broke through the upper
band of the narrow trading range that had persisted since October. The lower band of this trading range was
also the all-time tight OAS for the index, at 71 basis points. As was the case in tax-exempts, the starting point
was one of historically rich valuations that left very little margin of error for any kind of bad news. And bad
news is what the market got. Or at least, the post-election exuberance over DOGE and deregulation shifted to
uncertainty over tariffs and inflation as the extent of Trump’s policy agenda came into sharper focus.

Figure 3 | Taxable Municipal Spreads vs. IG Corporates
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Figure 4 | Yield on Bloomberg Aggregate — Eligible Taxable Municipal Index
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Unlike tax-exempts, however, the Bloomberg Taxable Municipal indices posted positive returns across the
curve, with longer maturities performing the best. Quarterly returns for the 1-5 year, Intermediate, and Long
indices were 1.92%, 2.47%, and 3.35%, respectively.® As expected, Build America Bonds (BABs) outperformed
non-BAB taxable municipals in a spread widening environment because BAB spreads were already considerably
wider than spreads for non-BAB taxable municipals. This is due to the fact that BAB spreads have been largely
tethered to +100 ERP* spread over the relevant Treasury yield. As such, non-BAB spreads “caught up” to BABs,
which caused the spread differential between the two to compress. The Bloomberg Taxable Municipal Build
America Bonds index returned 3.11%, while the Taxable Municipal ex Build America Bonds index returned 2.95%.
The difference in duration between the two indexes is less than 0.5 years,® so we attribute the difference in
performance primarily to structural characteristics (namely, the ERP) rather than to duration.

The excess return for the broad Bloomberg Taxable Municipal index was 0.91% related to duration-matched
Treasuries in the first quarter. Excess returns were positive for every sector with a benchmark weight of at least
1%. Housing was the best performing sector by far, with excess returns of 2.29%. The other top performing
sectors—again with a benchmark weight of at least 1%—were Pre-Refunded (1.10%), and Local GOs (1.01%).
The weakest performing sectors were Healthcare (0.53%), Corporate Municipals (0.58%), and Transportation
(0.73%).° The underperformance in healthcare aligns with concerns that the Trump administration may target
Medicaid reimbursements to states in budget negotiations, which if passed would pressure hospital margins, all
else equal.

Figure 5 | Taxable Municipal Issuance
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Outlook

MIM Chief Market Strategist Drew Matus sees a 60% probability of a recession in 2025. In that context, the
OAS of 86 basis points on the Bloomberg Aggregate Eligible Taxable Municipal index as of March 31 strikes us
as rather tight. It is only 15 basis points wider than the all-time tights of 71 basis points set in November 2024.

It is 14 basis points through the average index OAS over the last three years, and it is miles away from the peak
OAS of 262 basis points at the height of the COVID pandemic. What do we make of this in a macro landscape
plagued with uncertainty (with respect to policy, tariffs, trade, growth, inflation, etc.)? We think it’s time to play
offense in the municipal market.

Our thesis is as follows: Yields are relatively high (5.20% for the Bloomberg Aggregate Eligible Taxable Municipal
index as of March 31%), taxable supply is likely to remain relatively muted, demand for high quality assets with
spread and duration continues to be robust, and we expect municipal fundamentals to remain resilient. As such,
we like the idea of playing offense—disciplined offense—if municipal valuations cheapen further, whether it be
from an outflow-driven dislocation in tax-exempts, an adverse policy development related to the tax-exemption,
a surge in taxable supply, or from a general risk off stance in the market. Opportunities to buy taxable municipals
at attractive spreads have been few and far between in the last 12 months. We think future opportunities are
likely to be short-lived because they will eventually (if not quickly) be met with demand. Municipals are regional
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entities, by definition. As such their exposure to international trade issues is a second or third order credit impact.
The biggest driver of municipal credit quality is likely to be macroeconomic in nature, away from idiosyncratic
issues. If the economy enters a recession, tax revenues will decline and state budgets will be more constrained.
But whether tariffs on global trading partners are 10% or 145%, traffic on Texas toll roads isn’t likely to change
sufficiently to alter the credit profile. Similarly, hospitals will continue to treat patients that require care, and
households will still pay their utility bills to have access to electricity and clean drinking water.

We caution yield-based investors against waiting for ever wider spreads because this may come at the expense
of lower yields, especially if the impetus for wider spreads is weaker prospects for the economy. In either case,
we think municipal credit will muddle through with relative stability. We like somewhat wider spreads at still
elevated yields now versus much wider spreads at much lower yields /ater. But these two are also not mutually
exclusive. If there’s cash to invest now, we would not shy away from the market, save for a few areas where

we would tread more carefully, like weaker hospital operators, seaports (on account of uncertainty related to
global trade flows), and universities that do not have crystal clear business profiles to compete either on quality
(the top tier universities) or cost (flagship public universities). If spreads do move materially wider, we advocate
for opportunistically buying more and locking in spreads that reflect broad macro weakness rather than credit
deterioration specific to municipals. At the same time, in volatile markets we think it makes sense to reduce
portfolio beta in periods of strength in order to free up capital to buy high quality bonds in periods of weakness.

We also think it’s worth keeping an eye on the tax-exempt market for adverse policy developments related

to the tax exemption that could trigger a herd mentality among retail investors. Tax-exempt bonds at nominal
yields (not tax-adjusted) that compare favorably to yields on similar taxable securities have historically been
very attractive buying opportunities. Until then, we are mindful of policy risks on the horizon that could make a
“cheap” bond look like a bad idea the very next day.

Endotes

" Information in this paragraph sourced from Bloomberg LP
2 Information in this paragraph sourced from Bloomberg LP
3 Barclays Live

4 Refers to the Extraordinary Redemption Price in all Build America Bond indentures, whereby the issuer has the option to redeem the
bonds at a price equivalent to the Treasury yield plus 100 basis points upon the occurrence of an Extraordinary Event, which includes a
reduction in the BAB subsidy from the federal government to the issuer.

5 Barclays Live
¢ Barclays Live

Disclaimer

This material is intended solely for Institutional Investors, Qualified Investors and Professional Investors. This analysis is not intended for
distribution with Retail Investors.

This document has been prepared by MetLife Investment Management (“MIM”)' solely for informational purposes and does not constitute a
recommendation regarding any investments or the provision of any investment advice, or constitute or form part of any advertisement of, offer
for sale or subscription of, solicitation or invitation of any offer or recommendation to purchase or subscribe for any securities or investment
advisory services. The views expressed herein are solely those of MIM and do not necessarily reflect, nor are they necessarily consistent

with, the views held by, or the forecasts utilized by, the entities within the MetLife enterprise that provide insurance products, annuities and
employee benefit programs. The information and opinions presented or contained in this document are provided as of the date it was written.
It should be understood that subsequent developments may materially affect the information contained in this document, which none of MIM,
its affiliates, advisors or representatives are under an obligation to update, revise or affirm. It is not MIM’s intention to provide, and you may not
rely on this document as providing, a recommendation with respect to any particular investment strategy or investment. Affiliates of MIM may
perform services for, solicit business from, hold long or short positions in, or otherwise be interested in the investments (including derivatives)
of any company mentioned herein. This document may contain forward-looking statements, as well as predictions, projections and forecasts
of the economy or economic trends of the markets, which are not necessarily indicative of the future. Any or all forward-looking statements, as
well as those included in any other material discussed at the presentation, may turn out to be wrong.

All investments involve risks including the potential for loss of principle and past performance does not guarantee similar future results.
Property is a specialist sector that may be less liquid and produce more volatile performance than an investment in other investment sectors.
The value of capital and income will fluctuate as property values and rental income rise and fall. The valuation of property is generally a
matter of the valuers’ opinion rather than fact. The amount raised when a property is sold may be less than the valuation. Furthermore,
certain investments in mortgages, real estate or non-publicly traded securities and private debt instruments have a limited number of
potential purchasers and sellers. This factor may have the effect of limiting the availability of these investments for purchase and may also
limit the ability to sell such investments at their fair market value in response to changes in the economy or the financial markets.
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For investors in the U.S.: This document is communicated by MetLife Investment Management, LLC (MIM, LLC), a U.S. Securities
Exchange Commission registered investment adviser. MIM, LLC is a subsidiary of MetLife, Inc. and part of MetLife Investment
Management. Registration with the SEC does not imply a certain level of skill or that the SEC has endorsed the investment advisor.

For investors in the UK: This document is being distributed by MetLife Investment Management Limited (“MIML”), authorised and
regulated by the UK Financial Conduct Authority (FCA reference number 623761), registered address One Angel Lane 8th Floor London
EC4R 3AB United Kingdom. This document is approved by MIML as a financial promotion for distribution in the UK. This document is only
intended for, and may only be distributed to, investors in the UK who qualify as a “professional client” as defined under the Markets in
Financial Instruments Directive (2014/65/EU), as per the retained EU law version of the same in the UK..

For investors in the Middle East: This document is directed at and intended for institutional investors (as such term is defined in the various
jurisdictions) only. The recipient of this document acknowledges that (1) no regulator or governmental authority in the Gulf Cooperation
Council (“GCC”) or the Middle East has reviewed or approved this document or the substance contained within it, (2) this document is not
for general circulation in the GCC or the Middle East and is provided on a confidential basis to the addressee only, (3) MetLife Investment
Management is not licensed or regulated by any regulatory or governmental authority in the Middle East or the GCC, and (4) this document
does not constitute or form part of any investment advice or solicitation of investment products in the GCC or Middle East or in any
jurisdiction in which the provision of investment advice or any solicitation would be unlawful under the securities laws of such jurisdiction
(and this document is therefore not construed as such).

For investors in Japan: This document is being distributed by MetLife Investment Management Japan, Ltd. (“MIM JAPAN”), a registered
Financial Instruments Business Operator (“FIBO”) conducting Investment Advisory Business, Investment Management Business and Type

Il Financial Instruments Business under the registration entry “Director General of the Kanto Local Finance Bureau (Financial Instruments
Business Operator) No. 2414” pursuant to the Financial Instruments and Exchange Act of Japan (“FIEA”), and a regular member of the

Japan Investment Advisers Association and the Type Il Financial Instruments Firms Association of Japan. In its capacity as a discretionary
investment manager registered under the FIEA, MIM JAPAN provides investment management services and also sub-delegates a part

of its investment management authority to other foreign investment management entities within MIM in accordance with the FIEA. This
document is only being provided to investors who are general employees’ pension fund based in Japan, business owners who implement
defined benefit corporate pension, etc. and Qualified Institutional Investors domiciled in Japan. It is the responsibility of each prospective
investor to satisfy themselves as to full compliance with the applicable laws and regulations of any relevant territory, including obtaining any
requisite governmental or other consent and observing any other formality presented in such territory. As fees to be borne by investors vary
depending upon 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 the potential for loss of principle and past performance
does not guarantee similar future results. Investors should obtain and read the prospectus and/or document set forth in Article 37-3 of
Financial Instruments and Exchange Act carefully before making the investments.

For investors in Hong Kong S.A.R.: This document is being distributed by MetLife Investments Asia Limited (“MIAL”), licensed by the
Securities and Futures Commission (“SFC”) for Type 1 (dealing in securities), Type 4 (advising on securities) and Type 9 (asset management)
regulated activities in Hong Kong S.A.R. This document is intended for professional investors as defined in the Schedule 1to the SFO and
the Securities and Futures (Professional Investor) Rules only. Unless otherwise stated, none of the authors of this article, interviewees

or referenced individuals are licensed by the SFC to carry on regulated activities in Hong Kong S.A.R. The information contained in this
document is for information purposes only and it has not been reviewed by the Securities and Futures Commission.

For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of
the Corporations Act 2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the
Act in respect of the financial services it provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different
from Australian law.

For investors in Australia: This information is distributed by MIM LLC and is intended for “wholesale clients” as defined in section 761G of
the Corporations Act 2001 (Cth) (the Act). MIM LLC exempt from the requirement to hold an Australian financial services license under the
Act in respect of the financial services it provides to Australian clients. MIM LLC is regulated by the SEC under US law, which is different
from Australian law.

For investors in the EEA: This document is being distributed by MetLife Investment Management Europe Limited (“MIMEL”), authorised
and regulated by the Central Bank of Ireland (registered number: C451684), registered address 20 on Hatch, Lower Hatch Street, Dublin 2,
Ireland. This document is approved by MIMEL as marketing communications for the purposes of the EU Directive 2014/65/EU on markets in
financial instruments (“MiFID I1”). Where MIMEL does not have an applicable cross-border licence, this document is only intended for, and
may only be distributed on request to, investors in the EEA who qualify as a “professional client” as defined under MiFID I, as implemented
in the relevant EEA jurisdiction. The investment strategies described herein are directly managed by delegate investment manager affiliates
of MIMEL. Unless otherwise stated, none of the authors of this article, interviewees or referenced individuals are directly contracted with
MIMEL or are regulated in Ireland. Unless otherwise stated, any industry awards referenced herein relate to the awards of affiliates of
MIMEL and not to awards of MIMEL.

' As of March 31, 2025, subsidiaries of MetLife, Inc. that provide investment management services to MetLife’s general account, separate
accounts and/or unaffiliated/third party investors include Metropolitan Life Insurance Company, MetLife Investment Management,
LLC, MetLife Investment Management Limited, MetLife Investments Limited, MetLife Investments Asia Limited, MetLife Latin America
Asesorias e Inversiones Limitada, MetLife Investment Management Japan, Ltd., MIM | LLC, MetLife Investment Management Europe
Limited and Affirmative Investment Management Partners Limited.
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