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SUMMARY

+ Munis have significantly underperformed U.S. Treasury securities so far this year due to a combination of technical and
fundamental factors.

« As a result, muni valuations versus Treasury bonds have cheapened significantly, with some muni-to-Treasury (M-T) yield ratios
reaching their highest levels since 2022.

» We see some of the technical and fundamental pressures as temporary and believe muni valuations could be poised to rally later

this year.
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Municipal bonds significantly underperformed U.S. Treasury securities in Q1 (See Fixed
Income at a Glance above), and they have continued to underperform so far in April. Year-
to-date through April 8, the Bloomberg Municipal Bond Index was down -2.02% versus

a 2.63% gain in the Bloomberg U.S. Treasury Index. We attribute this underperformance
to a combination of technical and fundamental factors. Technical factors include strong
new issue supply, a seasonal lull in muni redemptions, and sales by some retail investors
to fund Tax Day liabilities. Fundamental factors are a flight-to-quality which began in late
February and accelerated after April 2 due to tariff-related economic growth and inflation
concerns, as well as, uncertainty about future federal aid to municipal issuers and the
future tax treatment of municipal bonds.

The above factors caused the municipal yield curve to twist steeper in Q1, whereas the
Treasury yield curve bull-flattened (Exhibit 1). So far in April, munis yields have continued
to rise more than Treasury yields. As a result, muni valuations, as measured by AAA muni-
to-Treasury (M-T) yield ratios, have cheapened materially. From December 31, 2024 to
April 8, 2025, the 5-year AAA M-T ratio rose from 65% to 81%, the 10-year AAA M-T
ratio rose from 67% to 83%, and the 30-year AAA M-T ratio rose from 81% to 96%.

With a seasonal increase in redemptions expected from May to August, the end of pre-
Tax Day selling after April 15, potentially stabilizing market and economic conditions, and
greater certainty to be gained with regards to future federal funding and tax policies, we
believe muni valuations could be poised to rally later this year.

Supply. Since 2023, muni supply has increased markedly due to economic resilience,
lower interest rates, significant infrastructure needs, and depleted pandemic stimulus
funds. 2024 was a record year for tax-exempt issuance, totaling $487 billion (39%
higher than 2023), and Q1 2025 issuance was 17% higher than Q1 2024 (Exhibit 2).

We believe tax-exempt issuance will continue to track higher than last year, especially
from private activity bond issuers, who could be at risk of losing their access to the tax-
exempt market after this year, as Congress considers ways to pay for extending expiring
provisions in the 2017 Tax Cuts and Jobs Act (TCJA) (see Uncertainty of Future Tax
Treatment of Municipal Bonds, next page).

Redemptions. Issuer redemptions on municipal debt tend to be seasonal. March and
April have disproportionately low redemptions, while the June to August period has
disproportionately high redemptions (Exhibit 3). We believe the lull in redemptions

in March, which reduced reinvestment demand, could explain some of the muni
underperformance during Q1, and the expected higher redemptions in the summer
months could pressure muni valuations richer.

Pre-Tax Day Selling. Some municipal investors tend to sell their muni holdings in March
and early April to fund their income tax liabilities. This “Tax Day effect” is inconsistent
from year to year, but we believe it has been especially strong this year due to stronger-
than-usual capital gains realized by investors in 2024. This technical pressure should
ease once such selling ends after April 15.

Flight to Quality. Most risk assets suffered a flight to quality beginning in late February
due to concerns about economic growth and inflation, causing the S&P 500 Equity Index
to correct by over 10% in just three weeks. After the announcement of tariff levels on
April 2, the sell-off in risk assets accelerated. Munis tend to perform well during flights
to quality, although not as well as Treasury securities. However, the underperformance

in munis was more significant this time, given the combination of concerns related to
tariffs, federal fiscal policy, and seasonal technical weakness.

Uncertainty about Federal Aid. We are following discussions in Washington, D.C.
with regard to potential reductions in federal spending that could affect municipal
credit quality. States and local governments receive over $1 trillion a year from the

Exhibit 1: Muni and Treasury Yield
Curves.
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Exhibit 2: Tax Exempt Municipal
Issuance.
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Exhibit 3: 2025 Principal and Coupon
Redemptions.
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federal government, and the money going to states accounts for over one-third of

state revenues. Recipients of federal transfers include Medicaid, the Children’s Health
Insurance Program, K-12 education, the Federal Highway Administration and the
Supplemental Nutrition Assistance Program (SNAP). This means that federal spending
cuts could affect the credit quality of states, hospitals, school districts, higher education
and transportation issuers. We would also note that cuts in federal jobs would likely have
a disproportionately negative effect on local governments in the Virginia, Maryland and
Washington, D.C. areas. Therefore, the discussions going on in Washington, D.C. could be
partly responsible for some of this year's muni underperformance. However, our base-
case expectation is that any actual changes to federal funding levels will ultimately be
manageable for the vast majority of municipal issuers, and, as that outcome becomes
clearer, it should have a richening effect on muni valuations.

Uncertainty about Future Tax Treatment of Municipal Bonds. The market has also
begun questioning whether the municipal bond tax exemption is at risk, which may have
had a dampening effect on demand. In January, the U.S. House of Representatives Ways
and Means Committee released a list of possible options to pay for extending current tax
rates. Eliminating the municipal bond tax exemption is on that list, with the 10-year cost
of the exemption estimated at $250 billion for states and local governments and $114
billion for private activity and other municipal bond issuers. State and local government
officials have been lobbying members of Congress to remind them that the municipal
bond tax exemption is an essential tool for the country to maintain and modernize its
infrastructure. In fact, the Government Finance Officers Association estimates that
eliminating the exemption would increase borrowing costs to municipal issuers by $833
billion over 10 years, far more than the savings to the federal government. We believe
the municipal tax exemption will ultimately remain largely intact, although it is possible
that Congress may consider disallowing tax-exempt financings for issuers from certain
subsectors, e.g., private activity bonds. We are aware of speculation that Congress could
choose to cap the value of the muni tax exemption at a level below the top marginal tax
rate, which would affect the value of future and outstanding tax-exempt bonds. While we
cannot completely rule out this possibility, it is not our base case expectation. We believe
any changes to the municipal bond tax exemption would be on a prospective basis, with
the tax exemption on existing bonds “grandfathered,” as in the last two times there

were changes to the muni tax exemption in 1986 and 2017. In fact, any legislation that
reduces tax-exempt issuance should eventually cause valuations of outstanding muni
bonds to richen due to their increased scarcity value.

Conclusion. With a potential stabilization in market and economic conditions, greater
certainty to be gained with regards to federal spending and tax policy, and seasonally
stronger technical conditions, we believe muni valuations could be poised to rally later
this year.
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Asset Class Proxies and Index Definitions

Securities indexes assume reinvestment of all distributions and interest payments. Indexes are unmanaged and do not take into account fees or expenses. It is not possible to
invest directly in an index. Indexes are all based in dollars.

S&P 500 Equity Index includes a representative sample of 500 leading companies in leading industries of the U.S. economy. Although the index focuses on the large-cap segment of the
market, with approximately 75% coverage of U.S. equities, it is also an ideal proxy for the total market.

U.S. Financials/U.S. Industrials/AA-Credit/BBB-Credit/A-Credit/ICE BofA U.S. Corporate Index tracks the performance of U.S. dollar denominated investment grade corporate debt
publicly issued in the US domestic market.

U.S. Municipals/Bloomberg Muni Bond Index measures the performance of the Bloomberg U.S. Municipal bond market, which covers the USD- denominated Long-Term tax-exempt bond
market with four main sectors: state and local general obligation bonds, revenue bonds, insured bonds, and pre-refunded bonds.

U.S. High Yield/BB-Credit/B-Credit/CCC-Credit/Bloomberg U.S. Corporate High Yield Index: The Bloomberg U.S. 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.

U.S. Municipal High Yield/Bloomberg High Yield Municipal Index is a benchmark that covers the high yield portion of 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.

Emerging Market/Bloomberg Emerging Market USD Index is a flagship hard currency Emerging Markets debt benchmark that includes USD-denominated debt from sovereign, quasi
sovereign, and corporate EM issuers.

Cash/U.S. Treasury/Bloomberg U.S. Treasury Index Total Return measures U.S. dollar-denominated, fixed-rate, nominal debt issued by the U.S. Treasury. Treasury bills are excluded by the
maturity constraint, but are part of a separate Short Treasury Index. STRIPS are excluded from the index because their inclusion would result in double-counting.

U.S. Mortgage-backed Securities (MBS)/ABS/Bloomberg U.S. Mortgage-backed Securities Index is the U.S. MBS component of the U.S. Aggregate index. The MBS Index covers the
mortgage-backed pass-through securities of Ginnie Mae (GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC).

U.S. Corporates/Bloomberg U.S. Corporate Index measures the investment grade, fixed-rate, taxable corporate bond market. It includes U.S. dollar-denominated securities publicly issued by
U.S. and non-U.S. industrial, utility and financial issuers. The U.S. Corporate Index is a component of the U.S. Credit and U.S. Aggregate Indices.

Bloomberg Capital Asset-Backed Securities (ABS) Index is composed of debt securities backed by credit card, auto and home equity loans that are rated investment grade or higher by Moody’s.
Bloomberg U.S. Commercial Mortgage Backed Securities (CMBS) Index is the Bloomberg Non-Agency Investment Grade CMBS: BBB Total Return Index Unhedged.

Muni High Yield/Bloomberg Muni High Yield Index is a market-value-weighted index that tracks the performance of the U.S. dollar-denominated, tax-exempt, non-investment grade
municipal bonds issued by U.S. states, the District of Columbia, U.S. territories, and local governments or agencies.

ICE BofA Investment-grade Index tracks the performance of U.S. dollar-denominated, investment grade (1G), asset-backed securities publicly issued in the U.S. domestic market.
ICE BofA High Yield tracks the performance of U.S. dollar denominated below investment grade corporate debt publicly issued in the U.S. domestic market.
ICE BofA U.S. Corporate Index tracks the performance of U.S. dollar denominated investment grade and sub-investment grade corporate debt publicly issued in the U.S. domestic market.

Important Disclosures

Investing involves risk, including the possible loss of principal. Past performance is no guarantee of future results.

This material does not take into account a client’s particular investment objectives, financial situations, or needs and is not intended as a recommendation, offer, or solicitation for the
purchase or sale of any security or investment strategy. Merrill offers a broad range of brokerage, investment advisory (including financial planning) and other services. There are important
differences between brokerage and investment advisory services, including the type of advice and assistance provided, the fees charged, and the rights and obligations of the parties. It is
important to understand the differences, particularly when determining which service or services to select. For more information about these services and their differences, speak with your
Merrill financial advisor.

Bank of America, Merrill, their affiliates, and advisors do not provide legal, tax, or accounting advice. Clients should consult their legal and/or tax advisors before making any financial decisions.

This information should not be construed as investment advice and is subject to change. It is provided for informational purposes only and is not intended to be either a specific offer by Bank
of America, Merrill or any affiliate to sell or provide, or a specific invitation for a consumer to apply for, any particular retail financial product or service that may be available.

The Chief Investment Office (CIO) provides thought leadership on wealth management, investment strategy and global markets; portfolio management solutions; due diligence; and solutions
oversight and data analytics. CIO viewpoints are developed for Bank of America Private Bank, a division of Bank of America, N.A,, (“Bank of America’) and Merrill Lynch, Pierce, Fenner & Smith
Incorporated (“MLPF&S” or “Merrill’), a registered broker-dealer, registered investment adviser and a wholly owned subsidiary of BofA Corp.

The Global Wealth & Investment Management Investment Strategy Committee (GWIM ISC) is responsible for developing and coordinating recommendations for short-term and long-term
investment strategy and market views encompassing markets, economic indicators, asset classes and other market-related projections affecting GWIM.

BofA Global Research is research produced by BofA Securities, Inc. (“BofAS”) and/or one or more of its affiliates. BofAS is a registered broker-dealer, Member SIPC, and wholly owned subsidiary
of Bank of America Corporation.

All recommendations must be considered in the context of an individual investor’s goals, time horizon, liquidity needs and risk tolerance. Not all recommendations will be in the best interest
of all investors.

Asset allocation, diversification and rebalancing do not ensure a profit or protect against loss in declining markets.

Investing in fixed-income securities may involve certain risks, including the credit quality of individual issuers, possible prepayments, market or economic developments and yields and share
price fluctuations due to changes in interest rates. When interest rates go up, bond prices typically drop, and vice versa. Income from investing in municipal bonds is generally exempt from
Federal and state taxes for residents of the issuing state. While the interest income is tax-exempt, any capital gains distributed are taxable to the investor. Income for some investors may be
subject to the Federal Alternative Minimum Tax (AMT). Tax-exempt investing offers current tax-exempt income, but it also involves special risks. Single-state municipal bonds pose additional
risks due to limited geographical diversification. Interest income from certain tax-exempt bonds may be subject to certain state and local taxes and, if applicable, the alternative minimum tax.
Any capital gains distributed are taxable to the investor. Investments in high-yield bonds (sometimes referred to as “junk bonds’) offer the potential for high current income and attractive total
return but involve certain risks. Changes in economic conditions or other circumstances may adversely affect a junk bond issuer’s ability to make principal and interest payments. Treasury bills
are less volatile than longer-term fixed income securities and are guaranteed as to timely payment of principal and interest by the U.S. government. For investments in Agency Mortgage-backed
Securities (AMBS) and Mortgage-backed Securities (MBS), generally, when interest rates decline, prepayments accelerate beyond the initial pricing assumptions, which could cause the average
life and expected maturity of the securities to shorten. Conversely, when interest rates rise, prepayments slow down beyond the initial pricing assumptions, and could cause the average life and
expected maturity of the securities to extend, and the market value to decline. Most senior/leveraged loans are made to corporations with below investment-grade credit ratings and are subject
to significant credit, valuation and liquidity risk. The value of the collateral securing a loan may not be sufficient to cover the amount owed, may be found invalid or may be used to pay other
outstanding obligations of the borrower under applicable law. There is also the risk that the collateral may be difficult to liquidate, or that a majority of the collateral may be illiquid. Investments
in a certain industry or sector may pose additional risk due to lack of diversification and sector concentration. Investments in real estate securities can be subject to fluctuations in the value of
the underlying properties, the effect of economic conditions on real estate values, changes in interest rates, and risk related to renting properties, such as rental defaults.

The credit quality ratings represent those of Moody’s Investors Service, Inc. (“Moody’s”) or Standard & Poor’s Corporation (“S&P”) and/or Fitch Ratings (“Fitch”) credit ratings. The ratings represent
their opinions as to the quality of the securities they rate. Ratings are relative and subjective and are not absolute standards of quality. The security’s credit quality does not eliminate risk. For
information regarding the methodology used to calculate the ratings, please visit Moody’s at www.moodys.com, S&P at www.standardandpoors.com and/or Fitch at www.fitchratings.com.
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