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A CLOSER LOOK AT MUNICIPAL CURVE STEEPNESS & WHY IT MATTERS

Sustained Steepening in the 2 to 10-Year Range Inversion Has Given Way to Significant Curve Steepening:
Measured by the yield differential between 2Yr (2 to 10-year differential in basis points; Aug 2020 - Aug 2025)
and 10Yr AAA bonds, the intermediate 120
municipal curve has become significantly more
attractive since the “un-inversion” that began in 100
mid-2024. 80
At 103 bps?, the curve recently returned to its 60
pre-“rate hike” peak reached in October 2021. 40
The relative steepness of the municipal curve 20
stands in contrast to a much flatter US Treasury 0
curve. In fact, the differential between 2 and -20
10Yr Treasuries is just greater than half that of -40
municipals at 55 bps (as of 8/20/25). 60
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Relative Value Is Evident in the 5 to 10-Year Part of the Curve

A flat front-end of the municipal curve is illustrated by an anemic 6 bps differential in yield between 1-year and 4-year AAA bonds.

However, investors can now benefit from far greater yield pick-up among 5 to 10-year paper, where a spread of 86 bps (as of 8/20/25)
is the highest it has been since March 2017.

The incremental roll, or the difference in yield for each successive maturity year, ranges from 13 to 19 bps in this part of the curve, on
average more than double what investors have seen over the last 10 years.

5 to 10-Year AAA Municipal Slope (bps; Aug 2015 - Aug 2025)
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Curve Steepness Creates Incremental Yield Opportunities
A sizeable difference in yield between shorter and intermediate maturities creates greater compensation for taking on duration
exposure. The steeper the curve, the greater the income available to investors.

There is also a potential “total return” benefit, often known as “bond roll.” As longer maturities roll down the curve (i.e. get closer
to maturity), there is a greater decline in yield and a corresponding jump in price, all other factors left constant.

At Appleton, we view curve steepness as an opportunity to potentially rotate out of shorter-dated bonds and reinvest the proceeds
further out on the curve, but still within our target maturity ranges. This can generate greater income for clients.

The return of relative steepness to the intermediate portion of the municipal curve is a welcome development, as it affords
investors willing to accept a moderate amount of interest rate exposure with an opportunity to pick up substantially greater tax-
advantaged income.
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This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only,
and not to suggest any specific performance or results, nor should it be considered investment, financial, tax or other professional advice. It is not an offer or
solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future events, cannot be guaranteed to be
accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently
verified the correctness of any of their inputs or calculations and, therefore, does not warranty the accuracy of any third-party sources or information. Specific
securities identified and described may or may not be held in portfolios managed by the Adviser and do not represent all of the securities purchased, sold, or
recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed are, were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
Investment process, strategies, philosophies, allocations, performance composition, target characteristics and other parameters are current as of the date
indicated and are subject to change without prior notice. Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill, acumen, or experience.
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