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High yield returns are not created equal

- High yield municipal bonds as a category have outperformed the broader market since the financial crisis of
2008.
- However, returns by sector within the high yield municipal market have varied widely over that period.

- In turn, manager decisions around sector selection can have a material impact on the outcome for investors.

Since the 2008 financial crisis, the high yield segment of the municipal bond market has been the best performer
over that period. Additionally, the Bloomberg Municipal High Yield Index return bested the Bloomberg Municipal
Index in 11 of those 16 years. When it did underperform, it only lagged investment grade returns by roughly 2%, on
average, in those calendar years. On the contrary, in years when high yield outperformed investment grade
municipal bonds, the additional return was more than 6%, on average. Since 2008, the compounded annual return
of the Bloomberg Municipal High Yield Index was 2.2% more than the Bloomberg Municipal Index.

Growth of $100 in Bloomberg Municipal High Yield Index vs. Bloomberg Municipal Index
(12/31/08 — 12/31/24)
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Source: Bloomberg as of 12/31/24. Past performance is no guarantee of future results. Index returns assume reinvestment of all
distributions and do not reflect fees or expenses. It is not possible to invest directly into an index.
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One aspect overlooked by many investors is the uniqueness of the municipal bond market given the large breadth
of sectors, issuers and structures. This is especially true when looking at the high yield segment of the market. In
2024, the Bloomberg Municipal High Yield Index outperformed the Bloomberg Municipal Index by more than
5.25%. However, not all sectors of the high yield index experienced such robust performance. The range of
outcomes by sector was significant with senior living bonds on the high end, returning 12%, and tobacco
securitization bonds on the low end, returning 0.08%. Breaking down the individual returns within sectors is even
more dramatic. Not all the performance was credit driven, as duration played a role in a year when benchmark
interest rates increased.

The range of returns for sectors in the Bloomberg High Yield Index in each of the past two years has been
approximately 12%, which was elevated over what was experienced in 2021 and 2022. In the past 14 years, the
dispersion of sector returns has been even greater in certain years and averaged close to 20%. In 2017, the
difference in returns for the best and worst sectors was more than 45% and has exceeded 30% in three years.

When drilling down into the specific bond returns within sectors, the differences become even more dramatic.
Senior living, the best performing sector in 2024, had two issues which had a return dispersion of almost 80%!
The top performing issue was for a Washington State care facility that returned 48.6%, while the worst performing
issue was for a troubled care facility in Colorado that was down 31.3%. This highlights the importance of robust
sector and security analysis for providing attractive returns and downside protection to investors.

Bloomberg High Yield Municipal Index Best and Worst Sector Returns
(12/31/11 - 12/31/24)
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Source: Bloomberg as of 12/31/24. Past performance is no guarantee of future results. Index returns assume reinvestment of all distributions
and do not reflect fees or expenses. It is not possible to invest directly into an index.
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Bringing this into more practical terms for most investors, similar return dispersions can be seen when looking at
the range of returns in the Morningstar High Yield Muni category, highlighting how different manager styles can
have real impacts on end investors.

Over the past ten years, calendar year return differentials between the best and worst performing mutual
funds/ETFs in the Morningstar High Yield Municipal Bond category have ranged between 10% to 49%. Most
investors may be surprised by this fact given the view that municipal bond investments are typically considered
less volatile. All-the-more reason for investors to have a good understanding of how a municipal bond manager
allocates to the market.

High Yield Category Return Differential
(12/31/09 — 12/31/24)
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Source: Morningstar as of 12/31/24. ©2025 Morningstar. All Rights Reserved. The information herein: (1) is proprietary to Morningstar
and/or its content providers; (2) may not be copies or distributed; and (3) is not warranted to be accurate, complete or timely. Neither
Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information. Past performance
is no guarantee of future results. Index returns assume reinvestment of all distributions and do not reflect fees or expenses. It is not possible
to invest directly into an index.

Conclusion

When reviewing high level index returns, it can be tempting to think those index returns are easily achievable and
fair representations of actual experience. Yet, considering how disaggregated the municipal market is with
numerous sectors and thousands of issuers, it is important to remember how different returns can be, even for
bonds in the same sector. This is especially relevant when looking at the high yield part of the market, where credit
risk can cause large performance deviations. Not surprisingly, within the high yield mutual fund/ETF universe,
returns also vary widely as active manager weightings can lead to wide variations in returns for investors. As the
return differences reveal, all high yield is not created equal.
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Important information

All opinions and claims are as of December 2024 and may not come to pass. This information is subject to change
at any time, based upon economic, market and other considerations and should not be construed as a
recommendation. Past performance is not indicative of future returns.

Bond investments are subject to interestrate, credit, liquidity and market risks to varying degrees. When interest
rates rise, bond prices generally fall. Credit risk refers to the ability of an issuer to make timely payments of
principal and interest. Investments in lower-quality ("junk bonds") and non-rated securities present greater risk of
loss than investments in higher- quality securities. Investing in derivatives entails special risks relating to liquidity,
leverage and credit that may reduce returns and/or increase volatility.

The material was prepared without regard to the specific objectives, financial situation or needs of any particular
person who may receive it. It is intended for informational purposes only and it is not intended that it be relied on
to make any investment decision. It is for professional investors only. It does not constitute investment advice or a
recommendation or an offer or solicitation and is not the basis for any contract to purchase or sell any security or
other instrument, or for DWS Group and its affiliates to enter into or arrange any type of transaction as a
consequence of any information contained herein.

War, terrorism, sanctions, economic uncertainty, trade disputes, public health crises and related geopolitical
events have led, and, in the future, may lead to significant disruptions in U.S. and world economies and markets,
which may lead to increased market volatility and may have significant adverse effects on investments.

Investment products: No bank guarantee | Not FDIC insured | May lose value

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries such as DWS Distributors,
Inc., which offers investment products, or DWS Investment Management Americas, Inc. and RREEF America
L.L.C., which offer advisory services.
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