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The Duration Opportunity Through Taxable
Municipal Bonds

Taxable municipal bonds have traditionally exhibited a number of consistent characteristics including high-credit
quality, attractive yields relative to the investment-gtade spectrum, high coupon income for cash flow matching
purposes, and low default rates and sector diversification compared to corporate bonds. In the current environment,

these securities offer long duration availability, which can be appealing to insurance companies with liability matching
considerations.

Taxable municipal universe
Recent new issuance has slowed due to the elevated rate environment since 2022, causing new issue supply to fall to

USDS$41 billion in 2023 from an average of USD$118 billion per year between 2019 and 2022. These figures include
taxable municipals with corporate cusips.

Investment universe comparison

Market value Effective Effective Yield
(USD bn) Duration (years) Spread (bps) (%) Average Rating
Taxable
municipals 360 7.72 64 5.01 AA2
IG corporates 8,325 6.74 94 5.36 A3

Source: ICE. Based on ICE BofA Broad US Taxable Municipal Securities Index (TXMB) and ICE BofA US Corporate Index (COAO) as of 31 March 2024

DWS does not give tax advice. Tax treatment depends on individual circumstances and may be subject to change in the future. Past performance is not a reliable indicator
of future returns. For institutional investor and registered representative use only. Not to be shared with the public.
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Based on current analytics, other than the longer duration, the immediate benefits of taxable municipals are not appar-
ent with their lower spread and yield versus investment-grade (IG) corporates. However, by partitioning the two uni-
verses on a rating equivalent basis, taxable munis offer more duration, spread and yield especially with AA/A bonds.
Hence for investors, such as insurers, who prefer high quality assets due to regulatory capital charges, taxable munici-
pals become an interesting addition to their investment toolkit.!

Taxable municipals IG corporates
Rating Duration Yield (%) Spread (bps) Duration Yield (%) Spread (bps)
(years) (years)
AAA 7.07 4.80 40 9.31 4.80 38
AA 7.85 4.97 60 7.19 4.95 51
A 7.68 5.19 84 6.72 5.23 80
BBB 8.70 6.04 167 6.61 5.56 117
Overall 7.72 5.01 64 6.74 5.36 94

Analysis

For Life insurers, especially with long-dated liabilities, the general interest will be on the 10+ year part of the yield
curve. The taxable municipals universe has nearly 63% with maturities greater than 10 years compared to just 31% for
IG corporates. Their average rating is roughly a full rating higher than IG corporates (AA2/AA3 versus A3).

Taxable municipals IG corporates
Maturity Duration . Spread Average Duration . Spread Average
Yield (¥ . Yield (¥ .
(years) (years) feld (%) (bps) Rating (years) feld (%) (bps) Rating
10-15 7.15 4.97 76 AA2 8.76 5.44 120 A3
>=15 10.97 5.13 78 AA3 13.62 5.52 110 A3

Using monthly returns since January 2010, if we allocate some percentage of a long-dated IG corporate portfolio to tax-
able municipals, the historical results are:

Allocation

|G corporates 10+

100% 95% 90% 85% 80%
years
Taxable municipals

0% 5% 10% 15% 20%

10+ years
Annualized return 4.97% 5.00% 5.02% 5.05% 5.07%
Annualized volatility 10.64% 10.47% 10.31% 10.15% 10.00%

1 This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation.
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During this period, taxable municipals provided additional return pick-up and helped lower the portfolio volatility. Cor-
relation between the two long duration indices was 0.86 for the time period.

For general insurers with shorter liabilities in the range of 3-5 years, a similar analysis shows:

Intermediate duration universe comparison (by maturity)

Taxable municipals IG corporates
Maturit Duration . Spread Average Duration . Spread Average
Y vield (%) | P 28 vield (%) | P 28
(years) (years) (bps) Rating (years) (bps) Rating
3-5 3.16 4.70 31 AA2 3.50 5.18 80 A3
Source: ICE. Based on ICE BofA Broad US Taxable Municipal Securities Index (TXMB) and ICE BofA US Corporate Index (COAOQ) as of 31 March 2024
Intermediate duration historical asset allocation
Allocation
|G corporates 3 -5
100% 95% 90% 85% 80%
years
Taxable municipals 3-
0% 5% 10% 15% 20%
5 years
Annualized return 3.37% 3.35% 3.33% 3.31% 3.30%
Annualized volatility 3.70% 3.63% 3.57% 3.51% 3.45%

Source: ICE. Based on ICE BofA 3-5 Year US Taxable Municipal Securities Index (D2TM) and ICE BofA 3-5 Year US Corporate Index (C2A0) as of 31 December 2009 - 31

March 2024. Past performance is not a reliable indicator of future returns. Allocations are subject to change without notice.

The results suggests a diversification benefit with lower average volatility but no return pick-up. Correlation was 0.80
and therefore the taxable municipal investment story would appear to fit better with long duration portfolios.

Relative value

Currently, U.S. fixed income markets are showing elevated yields after two years of monetary policy tightening. But the

spread difference between taxable municipals and investment-grade corporates also suggests taxable municipals are
relatively more expensive at the moment.
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Taxable municipal spreads are near their lows given the tightening in corporate spreads as well as the light taxable
muni new issue calendar in 2024 so far. If there is more equity volatility, then corporate spreads could widen and taxa-
ble muni spreads to follow too. Most of the taxable municipal supply over the past few years was driven by issuer re-
funding activity. Given the outlook for Treasury rates remaining uncertain, a large increase in supply is not to be ex-
pected. Therefore, taxable municipal spreads are less likely to move wider or tighter in the near term.!

Reviewing the last 5 years of market data, we find that taxable municipal spreads widened less than those of |G corpo-
rate under stressed conditions.

Spread widening experience March 2019 — March 2024

March 2020 -12.35% 205 283 -78 109 160
September

B -9.21% 119 158 -38 5 18
April 2022 -8.72% 108 134 -26 12 20
June 2022 -8.26% 111 155 -44 -10 27
February

2020 -8.23% 96 123 -27 0 22

Source: As of 31 March 2024. Bloomberg Taxable Municipal Index and Bloomberg US Corporate Bond Index. Past performance is not a reliable indicator of future returns.

1 Forecasts are based on assumptions, estimates, views and hypothetical models or analyses, which might prove inaccurate or incorrect.

DWS does not give tax advice. Tax treatment depends on individual circumstances and may be subject to change in the future. Past performance is not a reliable indicator
of future returns.
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Default rate

Other than diversification, over time the cumulative default rate for municipals is much lower than investment grade
corporates. For BBB-rated bonds, the default rate was 1.05% for municipals compared to 3.64% for |G corporates. Thus
this helps with the investor’s decision to include taxable municipals in an |G corporate portfolio.

Historical cumulative default rate (1970 — 2022)

400 3.64%
3%
2% 1.90%

(v]

1.05%
1% 0.75%
0.34%
0.00% 0.02% 0.10%
0%
AAA AA A Baa
= Municipals Global Corporates

Source: Moody’s U.S. Municipal Defaults and Recoveries 1970-2022.

More about the taxable municipals universe

Within the taxable municipal universe, the states with the most debt outstanding are California, New York and Texas.

Geographic split
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California has a large and diverse economy that is the largest in the U.S. as measured by GDP for 2023 and ranks as the
fifth-largest economy in the world. The state has a large exposure to high income taxpayers and as a result has a “boom
or bust” revenue collection pattern. Due to lower-than-expected tax revenues, the state is facing a very large budget
deficit of between USD$58 and USDS73 billion. Although DWS is more cautious about California’s credit outlook, the
state has a large amount of reserves that can be used to help cushion downturns in revenues.

For New York state, a majority of issuance is backed by dedicated taxes. As a result, 88% of the New York bonds in the
taxable muni index are rated AA or higher. Within that exposure, New York City faces challenges with commercial prop-
erty valuations and costs associated with the migrant situation. However, DWS expects the city’s credit fundamentals
to remain stable as they manage through these challenges by using their strong management, fiscal oversight, and ex-
perience dealing with past crisis.!

Lastly, issuers from the state of Texas are benefiting from a strong economy as it is one of the fastest growing states in
the country. The state’s general obligation rating is AAA by all three rating agencies due to its large and diverse econ-
omy. It is the second-largest state in the U.S by GDP as of 2023. With the state’s affordable cost of living and business-
friendly environment, DWS expects the state to grow at a faster pace than the nation.

Conclusion

Investing in taxable municipals is an interesting addition for IG-focused portfolios. For insurers with long-dated liabili-
ties, including taxable municipals as part of the investment universe is worth the consideration. Taxable munis can help
by increasing diversification and ratings quality, adding some return pick-up and lowering volatility. The case for adding
taxable municipals to shorter-duration IG corporate portfolios is more mixed, however, as the long-term analysis did
not show additional return, just reduced overall portfolio volatility.?

1 Forecasts are based on assumptions, estimates, views and hypothetical models or analyses, which might prove inaccurate or incorrect.

2 This information is subject to change at any time, based upon economic, market and other considerations and should not be construed as a recommendation.
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Important risk information
Bond investments are subject to interest rate, 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.

Bond and loan investments are subject to interest-rate, 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. Floating rate loans tend to be rated
below-investment grade and may be more vulnerable to economic or business changes than issuers with investment-grade credit. Bond investments
are subject to interest-rate, 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.

Municipal securities are subject to the risk that litigation, legislation or other political events, local business or economic conditions or the bankruptcy
of the issuer could have a significant effect on an issuer’s ability to make payments of principal and/or interest. The market for municipal bonds may
be less liquid than for taxable bonds and there may be less information available on the financial condition of issuers of municipal securities than for
public corporations.

Index performance is shown for illustrative purposes only and is not intended to represent historical or to predict future performance of any specific
investment or DWS’s. DWS products may have experienced negative performance over these time periods. Past performance is not indicative of
future results. Investments are subject to risk, including possible loss of investment capital.

The comments, opinions and estimates contained herein are for informational purposes only and sets forth our views as of this date. The underlying
assumptions and these views are subject to change without notice. Past performance or any prediction or forecast is not indictive of futures results.
No assurance can be given that any forecast or target will be achieved.

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 and its affiliates to enter into or arrange any type of transaction as a consequence of any information
contained herein.

Please note that this information is not intended to provide tax or legal advice and should not be relied upon as such. DWS does not provide tax, legal
or accounting advice. Please consult with your respective experts before making investment decisions.

Neither DWS nor any of its affiliates, gives any warranty as to the accuracy, reliability or completeness of information which is contained. Except
insofar as liability under any statute cannot be excluded, no member of DWS, the Issuer or any officer, employee or associate of them accepts any
liability (whether arising in contract, in tort or negligence or otherwise) for any error or omission or for any resulting loss or damage whether direct,
indirect, consequential or otherwise suffered.

This document is intended for discussion purposes only and does not create any legally binding obligations on the part of DWS and/or its affiliates.
Without limitation, this document 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 to enter into or arrange any type of transaction as a consequence of any
information contained herein. The information contained in this document is based on material we believe to be reliable; however, we do not
represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions contained in this document constitute our
judgment as of the date of the document and are subject to change without notice. Past performance is not a guarantee of future results. Any
forecasts provided herein are based upon our opinion of the market as at this date and are subject to change, dependent on future changes in the
market. Any prediction, projection or forecast on the economy, stock market, bond market or the economic trends of the markets is not necessarily
indicative of the future or likely performance. Investments are subject to risks, including possible loss of principal amount invested.

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 US and world economies and markets, which may lead to increased market volatility and may have significant
adverse effects on the fund and its investments.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.

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering products
or services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and its officers and
employees (collectively “DWS”) are communicating this document in good faith and on the following basis.

This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a
transaction and should not be treated as investment advice.

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations requiring
the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projections,
opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonableness or completeness
of such forward looking statements. Past performance is no guarantee of future results.

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, completeness or
fairness of such information. All third party data is copyrighted by and proprietary to the provider. DWS has no obligation to update, modify or amend
this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set
forth herein, changes or subsequently becomes inaccurate.
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Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents.

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of
assumptions which may not prove valid.

DWS does not give taxation or legal advice.
This document may not be reproduced or circulated without DWS’s written authority.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary to
law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not currently met within such
jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such restrictions.

© 2024 DWS International GmbH /DWS Investment GmbH
Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority.

© 2024 DWS Investments UK Limited
In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by the Securities
and Futures Commission.

© 2024 DWS Investments Hong Kong Limited
In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the Monetary
Authority of Singapore.

© 2024 DWS Investments Singapore Limited
In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this document has
not been reviewed by the Australian Securities and Investments Commission.

© 2024 DWS Investments Australia Limited
In Latin America, for institutional investors only. Further distribution of this material is strictly prohibted.

For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits
of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion purposes only and
does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not constitute an offer, an
invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you should rely solely on the final
documentation relating to the transaction you are considering, and not the [document — may need to identify] contained herein. DWS Group is not
acting as your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you. Any transaction(s) or products(s)
mentioned herein may not be appropriate for all investors and before entering into any transaction you should take steps to ensure that you fully
understand such transaction(s) and have made an independent assessment of the appropriateness of the transaction(s) in the light of your own
objectives and circumstances, including the possible risks and benefits of entering into such transaction. You should also consider seeking advice from
your own advisers in making this assessment. If you decide to enter into a transaction with DWS Group you do so in reliance on your own judgment.
The information contained in this document is based on material we believe to be reliable; however, we do not represent that it is accurate, current,
complete, or error free. Assumptions, estimates and opinions contained in this document constitute our judgment as of the date of the document
and are subject to change without notice. Any projections are based on a number of assumptions as to market conditions and there can be no
guarantee that any projected results will be achieved. Past performance is not a guarantee of future results. The distribution of this document and
availability of these products and services in certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part,
without our express written permission.

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda only in
compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda. Additionally,
non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such persons are permitted to
do so under applicable Bermuda legislation.

DWS Distributors, Inc.
222 S. Riverside Plaza, 34 Floor
Chicago, IL 60606-5808 USA

1-101273-1 (5/24) (ORIG: 101029 (May 2024))



