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KEY TAKEAWAYS

e While this discussion focuses on high yield municipal bonds, we believe they can also serve as a complementary allocation along-
side taxable high yield within a broader fixed income portfolio, particularly for investors seeking to optimize after-tax income.

e Historically, high yield municipal bonds have defaulted at about one-fourth of the rate of their corporate counterparts. When
municipals have defaulted, investors have realized greater recovery rates than those for corporate bonds.

e  Given those factors, we believe high yield munis offer compelling value on a tax-equivalent basis when returns are adjusted to
reflect the impact of taxes.

e Further, risk-adjusted returns for high yield munis (when adjusted for municipal bonds’ tax-free income) are higher than high yield
corporates and virtually all of the major fixed income sectors.

e Based on their larger risk premium, high yield municipal bonds offer an opportunity for high-earning investors to capture enhanced
income and risk-adjusted returns while potentially benefiting from munis’ inherent tax advantages.

High yield municipal bonds have lagged their investment-grade counterparts over the past year, primarily due to technical and
volatility-driven factors, rather than any issues with municipal bond market credit fundamentals. These dynamics are not unusual
during short-term periods of uncertainty.

Historically, however, such divergences have tended to be temporary. Looking beyond the short term, lower-rated municipal
bonds have consistently outperformed investment-grade municipals across longer trailing periods. As Figure 1 shows, over
three-, five-, 10-, and 15-year horizons, high yield municipals have led investment-grade municipals by a meaningful margin.
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Figure 1. Lower-Rated Municipal Bonds Have Consistently Outperformed Investment-Grade Counterparts
Index returns for the indicated periods

IG Muni 4.7% 3.2% 0.9% 2.3% 3.5%
BBB Muni 4.3% 4.3% 1.4% 3.3% 4.5%
HY Muni 2.7% 4.8% 2.0% 4.4% 5.4%

Source: Bloomberg. IG (investment grade) Muni = Bloomberg Municipal Bond Index. BBB Muni = Bloomberg Municipal Bond — BAA Index. HY (High Yield)
Muni = Bloomberg High Yield Municipal Bond Index.

For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged,
do not reflect the deduction of fees and expenses, and are not available for direct investment. Past performance is not a reliable indicator or guarantee
of future results.

More broadly, this outperformance of credit is not uncommon. Across many segments of the fixed income market, various credit
products have provided excess returns with minimal actual losses from defaults. High yield corporate bonds, in particular, have
become a strategic allocation in investor portfolios over the last few decades, as investors have increasingly recognized their
ability to deliver attractive income and excess return relative to the underlying risk.

We believe high yield municipal bonds can be viewed through a similar lens and, for many investors, may serve as a
complementary allocation alongside taxable high yield. Municipal bonds have historically offered attractive compensation per unit
of default risk, particularly in non-qualified portfolios. In a study on default risk in the municipal market, Michael Schwert found
that municipal bonds’ “average default spread and the extremely low historical default rate imply a default risk premium that is an
order of magnitude larger than estimates of the risk premium in the corporate bond market.”!

In this paper, we will take a closer look at this opportunity—and how investors can potentially take advantage of it. Let’s start by
breaking down the components of this excess credit compensation.

1. Default rates: Looking at average cumulative default rates of municipal bonds compared to corporate bonds, we
see part of the picture. Lower-rated, investment-grade municipals have recorded default rates anywhere from
one-twentieth to under one-third of those experienced by lower-rated, investment-grade corporates over the last
50 years, while high yield municipals have seen defaults at about one-fourth of the rate of their corporate
counterparts.

At a high level, the lower default rate of municipal credit is intuitive—some issuers in this high yield space are
backed by corporations that provide essential services or produce materials critical to infrastructure, energy
procurement, and global stability. Other high yield municipal issuers include hospital systems, charter schools,
regional colleges, and even some with dedicated tax revenues, such as sales tax and hotel taxes, which are used
to repay bondholders. In higher-quality municipals, the market is made up of a range of sectors including toll
roads, airports, electric utilities, schools, hospitals, and state and local governments. These are not subsectors of
the economy one would typically label as “cyclical,” which can be beneficial no matter how the overall economy
performs. This relative stability helps support the strong historical default experience observed in municipal credit

Figure 2 offers a closer look at munis’ default experience versus corporates. Keep in mind that the data is
cumulative over a 10-year period. In other words, A-rated municipal bonds have averaged about one basis point,
or 0.01%, of defaults a year over a decade.
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Figure 2. Municipal Bonds’ Historical Default Rates Are Much Lower than Those of Similarly Rated Corporates

Credit Quality Average 10-Year Cumulative Default Rates (1970-2024)
e )
A 0.10% 1.84%
Baa 1.04% 3.42%
Investment Grade 0.09% 214%
Ba 3.23% 15.32%
Non-Investment Grade 6.69% 29.71%
All Rated* 0.15% 10.82%

*Ratings are not assigned to all entities. Please see Glossary and Index Definitions, below, for additional information on credit ratings and rating agencies.
Source: Moody’s, “Moody’s U.S. Municipal Bond Default and Recovery Rates, 1970-2024,” August 2025. Data show the average 10-year cumulative default

rates of Moody'’s rated corporate and municipal bonds for a study covering the period 1970-2024.

For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Past performance is not a

reliable indicator or guarantee of future results.

2. Recovery rates: When municipals have defaulted, investors have realized greater recovery rates than those for
corporate bonds. This is partially due to the fact that many municipal bonds are secured by revenue streams from
real assets or state and local governments with substantial taxing authority. The issuer most often cannot just
shut down like a corporation, so they can continue to pay some amount of interest. Figure 3 shows data from
Moody’s comparing recovery rates of municipal bonds to those of senior unsecured corporates.

Figure 3. Municipal Bonds Have Experienced Higher Recovery Rates than Corporates
Data for the periods 1970-2025 (municipal bonds) and 1987-2025 (corporate bonds)
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Source: Moody’s. The recovery rate is the percentage of defaulted debt a lender can recover.

For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment.

Past performance is not a reliable indicator or guarantee of future results. Municipal bond recovery rate is represented by the

average issuer-weighted recoveries on Moody’s-rated municipal bonds since 1970. Senior Unsecured Corporate recovery rate

is based on issuer-weighted average ultimate recovery rate for senior unsecured bonds of North American corporate issuers since 1987.
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3. Yields: With fewer defaults and higher recoveries, one might surmise that municipal credit should carry
meaningfully lower yields than corporates for a given rating. While corporates provide more compensation
in the lower-quality, investment-grade and non-investment-grade segments relative to their municipal
counterparts, based upon the stated yield on the bonds, investors may be surprised that the differential is
not greater and actually is often smaller when considering how much of the income is subject to taxation.
When adjusted for the tax-exempt nature of municipal income, things look a lot more interesting.? Credit spreads
reflect a similar dynamic.

Figure 4. Yield Differential Relative to Corporates Points to Attractive Opportunity in Municipal Bonds
Data as of January 31, 2026
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Source: Bloomberg. YTW = yield-to-worst. High Yield Corporates = Bloomberg US High Yield Index. High Yield Municipals = Bloomberg High Yield Municipal
Bond - 5 Year Index. As of 1/31/2026, the modified adjusted duration of the Bloomberg US High Yield Index is 2.84 years, and the modified adjusted
duration of the Bloomberg High Yield Municipal Bond — 5 Year Index is 2.69 years.

For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged,
do not reflect the deduction of fees and expenses, and are not available for direct investment. Past performance is not a reliable indicator or guarantee
of future results.

Considering that municipals and corporates are graded by the same lettered credit ratings, and corporates have
default rates many times higher than municipals (in the case of A-rated bonds, almost 20x) and lower recovery
rates, we observe an inefficiency here: The compensation per unit of credit risk in tax-exempt debt appears
abnormally large.

4. Performance: It's no surprise that given the factors we’ve detailed here, high yield municipals generate
comparable returns over the long term relative to high yield corporates. Keep in mind however, these returns are
before taxes. When grossing up the coupon component of municipal bonds’ return, since they are not subject to
federal income tax, and in some cases, state taxes, high yield municipal bonds become even more attractive.
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Figure 5. High Yield Municipals Have Posted Comparable Performance
to Corporate Counterparts on a Pretax Basis ...
Data for the period December 31, 2010-December 31, 2025
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Source: Bloomberg.

For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged,

do not reflect the deduction of fees and expenses, and are not available for direct investment. Past performance is not a reliable indicator or guarantee
of future results.
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5. Risk-adjusted returns: Any true market inefficiency is best illustrated by risk-adjusted returns. Looking across
the fixed income universe, Figure 6 shows that the Sharpe Ratio for high yield municipals (when adjusted for
municipal bonds’ tax-free income) is competitive relative to many major fixed income sectors, particularly on a
tax-equivalent basis.

Figure 6. How High Yield Munis’ Sharpe Ratios Stack Up Against Other Fixed Income Categories
Ten-year Sharpe ratios for indicated indexes for 2015-2025
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Source: Bloomberg Finance L.P., J.P. Morgan. Muni HY (High Yield) = Bloomberg High Yield Municipal Bond Index. Municipal IG (Investment Grade) =
Bloomberg Municipal Bond Index. US Corp. HY = Bloomberg US Corporate High Yield Index. Russell 2000 = Russell 2000® Index. US IG Corporate =
Bloomberg US Corporate Bond Index. US Aggregate = Bloomberg US Aggregate Bond Index. US Agency = Bloomberg US Agencies Index. US MBS
(Mortgage-Backed Securities) = Bloomberg US MBS Index. US Treasury = Bloomberg US Treasury Index. GA Treasuries = Bloomberg Global Aggregate
Treasuries Index. Sharpe Ratios from 2015 — 2025. Note: 1-3 month U.S. T-bill index used and the risk-free rate for calculating Sharpe ratio for municipal
indexes. Sharpe for remaining indexes directly from Bloomberg. Taxable-equivalent returns are calculated after grossing up the coupon return by the top tax
rate prevalent during the period.

For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged,
do not reflect the deduction of fees and expenses, and are not available for direct investment. Past performance is not a reliable indicator or guarantee
of future results.

A Deeper Dive into Historical High Yield Muni Outperformance

Academics have hypothesized why this opportunity exists. Most theories are rooted in the inefficiencies of the market and the
dominance of individual rather than institutional investors in parts of the municipal market, due to the tax exemption that affects
various investors differently and does not benefit institutions as much.

How do these differences play out? Institutional investors, who are at most taxed at roughly half the rate of the highest-earning
individuals, tend to be less involved in the tax-exempt market compared to taxable bond markets. Furthermore, municipal
investors who receive the maximum tax benefit are predominantly higher earning and potentially more financially conservative
individuals. They often do not want to take as much credit risk to achieve an attractive, higher level of tax-free income and prefer
to take more risk in other investment opportunities.

So, with a lower prevalence of more sophisticated investors and above-average concentration of cautious buyers, these lower-
quality muni investments, which require more skill to evaluate, may receive less attention meaning lower demand. Geography
may also play a role, as some retail investors might only be interested in bonds in their home state, given the exemption from
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state tax as well, further segmenting the market. In addition, financial media outlets typically focus more attention on corporate
issuers, so there is less information flowing to individual investors, which makes it harder for them to understand the investments.
Finally, liquidity may play a part here, but factors like active management, diversification, and the correct vehicle can help
mitigate some of this.

One final note about high yield munis’ historically attractive performance: It has been achieved throughout various
interest-rate environments, including the rise in rates in the first 10 months of 2022 and their subsequent decline.

One approach that has not yielded favorable results has been market timing, where investors sell bonds in anticipation
of rate moves. As we have noted in the past, such maneuvers have typically led to underperformance in high yield muni
portfolios. History has shown that a long-term orientation, one that eschews market timing, has led to better results for
investors in the asset class. Also, high yield municipal bonds do not trade as frequently as their corporate counterparts,
so it may be tough to reestablish a bond position, after selling in an effort to time the market.

In this context, high yield municipal bonds may represent a complementary extension of this broader credit allocation for
investors seeking tax-efficient income.

The Current Opportunity

Whatever the reason, these findings illustrate the opportunity in municipal credit and make a strong case for lower-quality
parts of the market. We believe lower-rated municipal bonds can play a valuable role within a broader fixed
income allocation for high-income investors. This includes portfolios that already include an allocation to taxable high
yield, where municipal credit can enhance after-tax income and diversification. The larger risk premium these bonds offer
brings an opportunity for high earners to optimize their portfolios, capturing enhanced income and returns while benefiting
from the tax advantages inherent to municipal bonds.

We recommend taking advantage of this through an actively managed portfolio run by seasoned municipal investors with
decades of experience, diversified by hundreds of these independent credit positions and supported by a deep bench

of dedicated research analysts with expertise in the various industries and geographies of the lower-quality municipal
market. Additionally, it is important to remember that not all high yield municipal funds are created the same. Many in the
High Yield Muni Morningstar category allocate roughly half of assets to non-investment-grade bonds, so investors may
not be getting the exposure to lower-rated munis they expect.

In our view, today’s environment makes for an attractive entry point in the asset class, as the market fundamentals are
near the strongest levels in recent history, and yields are just off historically high levels. With the Bloomberg High Yield
Municipal Index yielding over 5.5% as of January 31, 2026, this brings a tax-equivalent yield approaching double digits.
In other words, an investor locking in today’s attractive yields on lower-rated municipal bonds has the opportunity to
position their portfolio to capture attractive income and strong risk-adjusted return potential.

"Michael Schwert, “Municipal Bond Liquidity and Default Risk.” The Journal of Finance, vol. 72, no. 4, 2017, pp. 1683-721.
°Tax-equivalent yields presented herein based on top U.S. tax rate of 40.8% (37% plus 3.8% Medicare tax).
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Glossary & Index Definitions
A basis point is one one-hundredth of a percentage point.

Credit ratings: The credit quality of fixed-income securities in a portfolio is
assigned by a nationally recognized statistical rating organization (NRSRO),
such as Standard & Poor’s, Moody’s, or Fitch, as an indication of an issuer’s
creditworthiness. Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds
rated ‘BBB’ or above are considered investment grade. Credit ratings ‘BB’
and below are lower-rated securities (junk bonds). High-yielding, non-
investment-grade bonds (junk bonds) involve higher risks than investment-
grade bonds. Adverse conditions may affect the issuer’s ability to pay
interest and principal on these securities.

Default risk, also called default probability, is the probability that a borrower
fails to make full and timely payments of principal and interest, according to
the terms of the debt security involved. Together with loss severity, default
risk is one of the two components of credit risk.

General obligation (GO) bonds are backed by the “full faith and credit” of a
government and are issued by entities such as states, cities, counties, and
school districts. Revenue bonds are backed by revenues from specific
projects or facilities (such as toll roads, water/sewer systems, or airports).

Grossing up a municipal bond means calculating its tax-equivalent yield
(TEY) to compare its tax-exempt return with the taxable yield of other
investments, like corporate bonds.

Liquidity: Daily liquidity vehicles, like mutual funds, allow investors to buy or
redeem shares at the end of each day’s net asset value (NAV). A quarterly
liquidity vehicle refers to an investment structure that offers investors the
opportunity to redeem their shares on a quarterly basis. Highly illiquid
investments, such as Limited Partnerships (LPs) or private funds, may require
investors to wait for a specific event or a longer period to exit their investment.

A non-qualified portfolio is an investment account that does not have
preferential tax treatment, unlike “qualified” accounts like 401(k)s and IRAs.
Because it is funded with after-tax dollars, it offers greater flexibility regarding
contribution limits and withdrawals

The Sharpe Ratio is commonly used to gauge the performance of an
investment by adjusting for its risk. The higher the ratio, the greater the
investment return relative to the amount of risk taken. The ratio can be used
to evaluate a single stock or investment, or an entire portfolio.

Spread is the percentage difference in current yields of various classes of
fixed income securities versus Treasury bonds or another benchmark bond
measure. A bond spread is often expressed as a difference in percentage
points or basis points (which equal one-one hundredth of a percentage point).

Yield is the income returned on an investment, such as the interest received
from holding a security. The yield is usually expressed as an annual
percentage rate based on the investment’s cost, current market value, or face
value. Yield-to-maturity (YTM) represents the expected return (expressed as
an annualized rate) from the bond’s future cash flows, including coupon
payments over the life of the bond and the bond’s principal value received at
maturity. Yield-to-worst refers to the lesser of a bond’s (a) yield-to-maturity
or (b) the lowest yield-to-call calculated on each scheduled call date.

The tax-equivalent yield is the pretax yield that a taxable bond needs to
possess for its yield to be equal to that of the tax-exempt yield on a
municipal bond. This calculation can be used to fairly compare the yield of
a tax-free bond to that of a taxable bond to see which bond has a higher
applicable yield.

Yield curve is a line that plots the interest rates, at a set point in time, of
bonds having equal credit quality, but differing maturity dates. A normal,
upward-sloping (steep) curve means that long-term securities have a
higher yield, whereas an inverted curve shows short-term securities have
a higher yield.

The Bloomberg Global Aggregate Treasuries Index tracks fixed-rate, local
currency government debt of investment-grade countries.

The Bloomberg High Yield Municipal Bond Index is an unmanaged index
consisting of non-investment-grade, unrated, or below-Ba1 bonds.

The Bloomberg Municipal Bond Index is a rules-based, market-value-
weighted index engineered for the long-term, tax-exempt bond market.
Bonds must be rated investment-grade (Baa3/BBB- or higher) by at least
two ratings agencies.

The Bloomberg US Agency Index measures the performance of the
agency sector of the U.S. government bond market, including investment-
grade, fixed-rate, USD-denominated debentures issued by government-
owned or sponsored entities (GSEs).

The Bloomberg US Aggregate Bond Index represents securities that are
SEC-registered, taxable, and dollar denominated. The index covers the U.S.
investment-grade, fixed-rate bond market, with index components for
government and corporate securities, mortgage pass-through securities,
and asset-backed securities.

The Bloomberg US Corporate Bond Index includes all publicly held
issued, fixed-rate, nonconvertible investment-grade corporate debt.

The Bloomberg US Corporate High Yield Bond Index is a market
value-weighted index which covers the U.S. non-investment-grade,
fixed-rate debt market.

The Bloomberg US Mortgage-Backed Securities (MBS) Index tracks
fixed-rate agency mortgage-backed pass-through securities guaranteed by
Ginnie Mae (GNMA), Fannie Mae (FNMA), and Freddie Mac (FHLMC).

The Bloomberg US Treasury Index 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.

Bloomberg Index Information: Source: Bloomberg Index Services Limited.
BLOOMBERG?® is a trademark and service mark of Bloomberg Finance L.P.
and its affiliates (collectively “Bloomberg”). Bloomberg owns all proprietary
rights in the Bloomberg Indices. Bloomberg does not approve or endorse
this material or guarantee the accuracy or completeness of any information
herein, or make any warranty, express or implied, as to the results to be
obtained therefrom and, to the maximum extent allowed by law, shall not
have any liability or responsibility for injury or damages arising in connection
therewith.

The Russell 2000° Index measures the performance of the 2,000 smallest
companies in the Russell 3000® Index, which represents approximately 10%
of the total market capitalization of the Russell 3000 Index.

Indexes are unmanaged, do not reflect the deduction of fees or expenses,
and are not available for direct investment.

Important Information

The information contained herein is provided by Lord, Abbett & Co. LLC
(“Lord Abbett”). Lord Abbett is a registered investment adviser under the
U.S. Investment Advisers Act of 1940 (the “Advisers Act”), as amended,
and is subject to the Advisers Act rules and regulations adopted by the U.S.
Securities and Exchange Commission (‘SEC”). Registration with the SEC
does not imply a particular ability or training. Lord Abbett is a global asset
manager with headquarters in Jersey City, New Jersey.

Certain information provided in the material has been obtained from third
party sources and such information has not been independently verified by
Lord Abbett. No representation, warranty, or undertaking, expressed or
implied, is given to the accuracy or completeness of such information by
Lord Abbett or any other person. While such sources are believed to be
reliable, Lord Abbett does not assume any responsibility for the accuracy
or completeness of such information. Lord Abbett does not undertake any
obligation to update the information contained herein as of any future date.
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Certain information contained in the material constitutes “forward-looking
statements,” which can be identified by the use of forward-looking
terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “project,”
“estimate,” “i ” “continue,” or “believe,” or the negatives thereof or
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intend,
other variations thereon or comparable terminology. Due to various risks
and uncertainties, actual events, results or actual performance may differ
materially from those reflected or contemplated in such forward-looking
statements. Nothing contained in the material may be relied upon as a
guarantee, promise, assurance or a representation as to the future.

Market forecasts and projections are based on current market conditions
and are subject to change without notice. Projections should not be
considered a guarantee.

Past performance is not a reliable indicator or guarantee of future
results. All investments involve risk, including the loss of capital.

The views and opinions expressed are those of the Lord Abbett author as of
the date of the material, and do not necessarily represent the views of the
firm as a whole. Any such views are subject to change at any time based
upon market or other conditions and Lord Abbett disclaims any responsibility
to update such views. References to specific asset classes and financial
markets are for illustrative purposes only. This material is not intended to be
relied upon as a forecast, research or investment advice. Neither Lord Abbett

nor the Lord Abbett author can be responsible for any direct or incidental
loss incurred by applying any of the information offered.

The information in this material does not constitute a distribution, an offer, an
invitation, a personal or general recommendation or solicitation in any
jurisdiction. This material has not been reviewed or approved by any
regulatory authority in any jurisdiction.

None of the information provided should be regarded as a suggestion to
engage in or refrain from any investment-related course of action as neither
Lord Abbett nor its affiliates are undertaking to provide impartial investment
advice, act as an impartial adviser, or give advice in a fiduciary capacity.

Mentions of specific companies are for reference purposes only and are not
meant to describe the investment merits of, or potential or actual portfolio
changes related to, securities of those companies.

Unless otherwise noted, all discussions are based on U.S. markets and U.S.
monetary and fiscal policies.

This material may not be reproduced in whole or in part or any form without
the permission of Lord Abbett.

Copyright © 2026 by Lord, Abbett & Co. LLC. All rights reserved.
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