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When rates are steady,

munis will be ready

Bottom line up top

What to expect when you’re expecting rate cuts. As any first-time

parent can attest, the reality of caring for a new baby may be a far cry from

what you expected, no matter how confident you felt in your assumptions
nine months earlier. Today’s equity markets seem to be exhibiting similar
bravado in anticipation of another “blessed event” — the delivery of U.S.
Federal Reserve rate cuts by the end of 2023. Although we believe the Fed
will hike once more in May before pausing, expectant investors may be
overly confident about the timing of an actual pivot. Their certitude shows
in stock prices that look frothy in the face of higher-for-longer interest
rates and increased odds of a (mild) recession.

Munis may outperform before rate cuts become the norm.
Unlike equity markets, which are pinning hopes of a bull run on
lower interest rates, municipal bond markets are poised to hit their
stride once rates stabilize. In a majority of prior rate hike cycles,
municipals outperformed significantly in the six months following
a pause in Fed rate increases relative to the six months leading

up to the pause (Figure 1). While there are no guarantees similar
results will be repeated, fundamentals appear healthy and vibrant,
with municipalities collecting revenues and building reserves to
levels not seen in more than 40 years. What’s more, with credit
spreads currently exceeding long-term historical averages, high
yield municipal bonds may be well positioned to deliver compelling
total returns over the rest of 2023. In contrast, equities could face
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High yield
municipal bonds
further downside risk for the rest of the year — especially heading into may be well

a recession — if the Fed keeps interest rates steady but elevated and

: : positioned to
decides to start cutting later rather than sooner.

deliver compelling
total returns

FIGURE 1: MUNICIPAL BOND RETURNS HAVE TYPICALLY over the rest
IMPROVED AFTER THE FED STOPPED HIKING of 2023.

Bloomberg Municipal Bond Index total returns before and after Fed pauses (%)

Il 6 months before I 6 months after

8.0
59 6.3
4.7 4.3 4.3
3.3
1.4 1.6 0.7
| [ ] - 23,
-0.1

1984 1989 1995 2000 2006 2018

Data source: Bloomberg, L.P, 31 Dec 2022. Performance data shown represents past performance and does not predict or guarantee future
results. Fed pause dates: 31 Aug 1984, 28 Feb 1989, 28 Feb 1995, 28 Apr 2000, 30 Jun 2006 and 31 Dec 2018. Index returns include reinvestment
of income and do not reflect investment advisory and/ or other fees that would reduce performance in an actual client account.

Portfolio considerations

Across the municipal bond landscape, we prefer pairing credit risk with
duration risk. Municipal credit has strengthened, and a steeper curve relative
to Treasuries favors longer-duration, high yield exposure. For example, the
short-to-intermediate part of the curve shows municipal-to-Treasury ratios
between 60% — 65%, while longer-end ratios are around 90% (Figure 2). The
asset class also offers a taxable-equivalent yield north of 9% — surpassing
yields on almost all credit sectors in the taxable fixed income space.

High yield municipal credit spreads were quite resilient last quarter, rising
just 12 basis points (bps) despite turmoil in the banking sector that roiled
most credit markets in March. Although we expect a mild recession near the
end of the year, we believe municipal credit spreads will again demonstrate
resilience. Given strong underlying fundamentals and the telegraphed
nature of the Fed’s policy actions, spreads should hold relatively well even if
economic conditions worsen.
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On the technical side, municipal issuance has remained muted, falling 29%
year-over-year in the first quarter. Issuance should pick up slightly as the
year progresses, with interest rates stabilizing once the Fed pauses its hiking
cycle. That said, issuance will likely stay somewhat muted compared to levels
over the past five years. Additionally, the combined effects of record-high tax

receipts and several large federal aid programs have left municipalities flush
with cash.

FIGURE 2: THE MUNI YIELD CURVE FAVORS LONG-END EXPOSURE

Municipal-to-Treasury ratio: AAA municipal bonds value relative to Treasuries
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Data source: Bloomberg L.P, 15 Apr 2023. Performance data shown represents past performance and does not predict or guarantee future
results. Fair value Municipal 10- and 30-Year Index AAA General Obligation bonds, 10- and 30-year U.S. Treasury yields. Represents the relative
value of municipal yields to Treasury yields.
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About Nuveen’s Global Investment Committee

Nuveen’s Global Investment Committee (GIC) brings together the most senior
investors from across our platform of core and specialist capabilities, including

all public and private markets.

Regular meetings of the GIC lead to published outlooks that offer:

« macro and asset class views that gain consensus among our investors

« insights from thematic “deep dive” discussions by the GIC and guest experts
(markets, risk, geopolitics, demographics, etc.)

guidance on how to turn our insights into action via regular commentary

and communications

For more information, please
visit nuveen.com.

Endnotes

Sources
Al market and economic data from Bloomberg, FactSet and Morningstar.

This material is not intended to be a recommendation or investment advice, does
not constitute a solicitation to buy, sell or hold a security or an investment strategy,
and is not provided in a fiduciary capacity. The information provided does not take
into account the specific objectives or circumstances of any particular investor, or
suggest any specific course of action. Investment decisions should be made based
on an investor’s objectives and circumstances and in consultation with his or her
financial professionals.

The views and opinions expressed are for informational and educational purposes
only as of the date of production/writing and may change without notice at any
time based on numerous factors, such as market or other conditions, legal and
regulatory developments, additional risks and uncertainties and may not come to
pass. This material may contain “forward-looking” information that is not purely
historical in nature.

Such information may include, among other things, projections, forecasts, estimates
of market returns, and proposed or expected portfolio composition. Any changes to
assumptions that may have been made in preparing this material could have a material
impact on the information presented herein by way of example. Past performance
does not predict or guarantee future results. Investing involves risk; principal
loss is possible.

All'information has been obtained from sources believed to be reliable, but its accuracy
is not guaranteed. There is no representation or warranty as to the current accuracy,
reliability or completeness of, nor liability for, decisions based on such information
and it should not be relied on as such. For term definitions and index descriptions,
please access the glossary on nuveen.com. Please note, it is not possible to invest
directly in an index.

Important information on risk

All investments carry a certain degree of risk and there is no assurance that an
investment will provide positive performance over any period of time. Equity investing
involves risk. Investments are also subject to political, currency and regulatory risks.
These risks may be magnified in emerging markets. Diversification is a technique to
help reduce risk. There is no guarantee that diversification will protect against a loss of
income. Debt or fixed income securities are subject to market risk, credit risk, interest
rate risk, call risk, derivatives risk, dollar roll transaction risk and income risk.

As interest rates rise, bond prices fall. Real estate investments are subject to various
risks, including fluctuations in property values, higher expenses or lower income than
expected, and potential environmental problems and liability. Please consider all risks
carefully prior to investing in any particular strategy. A portfolio’s concentration in the
real estate sector makes it subject to greater risk and volatility than other portfolios that
are more diversified and its value may be substantially affected by economic events in
the real estate industry.

Nuveen provides investment advisory services through its investment specialists.

This information does not constitute investment research as defined under MiFID.
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