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Chris Lakumb So, Chris, let's start with you for just a quick update on what's going on in the municipal market overall. 

Chris Roberti 
 

Yeah. Thanks a lot, Chris. Thanks for having me. So, if we look at the first quarter of this year, municipal 
market overview, a very mixed quarter in terms of investment grade versus high yield performance. If 
you look at the investment grade municipal bond index, Bloomberg, it was actually down 39 basis points 
in the first quarter. Stark contrast to what you saw in the high yield municipal index where credit 
outperformed, that index was up actually 119 basis points. So pretty significant difference than what 
you would see typically. Part of that is high yield municipal spread compression, lighter supply on that 
piece of the market. If you look at the Fed narrative, it was actually relatively steady during the quarter. 
Certainly changed a bit since then. But during the quarter, relatively steady, although you did have some 
Treasury volatility, but ultimately yield ended up mostly in the same place from the start to the end of 
the quarter. While high-yield municipal supply was lighter, which is why high-yield municipals 
outperformed, broad market issuance was actually up in the first quarter, up 26% issuance versus the 
first quarter of last year. However, this issuance has really been met with solid demand so far. So that's 
a little bit of a backdrop. I'll hand it over to Steve for some comments. 

Steve O’Neill Thanks, Chris. Yeah, I'll start off with the closed-end fund markets. When we think about our market, 
closed-end funds have done pretty well for the first three months of the year, maybe call it on average, 
muni closed-end funds were up about 3%. And a good amount of that came from discount narrowing, 
about 200 basis points. But here in April, as rates have gone up, discounts have widened out again and 
NAVs (net asset values) have declined. And so, kind of a takeaway would be muni closed-end funds 
today, here in the third week of April, are about flat for the year. From a discount perspective, I think we 
kind of kissed 10% discounts on average at the end of the quarter. That compares to a low of about 
13% discounts back in October 2023. But as I mentioned, this month's weakness has pushed closed-
end funds back out to about 11% discounts, which puts us in the kind of 97th percentile of cheapness 
going back about 25 years. 

 I guess just adding a little bit more color on the closed-end fund market, leverage costs remain a 
concern. I think that's what's keeping many investors away from the space, the high leverage costs and 
kind of the narrow, if not negative, spread between the cost of leverage and the assets. That leverage 
cost is still in the 4, 4 and a half percent range. But that being said, closed-end fund sponsors are 
increasing their distributions nonetheless. That shouldn't give indication that they are earning more. It's 
just that there's been a decision across many fund sponsors to return capital. And the logic there is to 
give investors some liquidity at net asset value while, I guess, the closed-end fund market and investors 
more broadly wait for a decline in short-term rates. And so, all that said, not a lot has happened in the 
closed-end fund market to date. We're roughly right where we started from a price total return 
perspective and discounts remain historically attractive. 

Chris Lakumb Thanks, Steve. Before we go back to Chris, maybe to talk a little bit about the municipal bond sleeve 
within the funds. Any top-level asset allocation or sleeve allocation comments you'd like to make? 

Steve O’Neill Yeah. Good question. I guess we run the funds with our partners at MacKay in a similar way. Most 
funds, we've got about 40% of the portfolio invested in closed-end funds. Coincidentally, we also have 
about 40% leverage across these portfolios. For the quarter, within our own sleeves, we made trades 
and adjustments. But between MacKay and RiverNorth, we didn't transfer any capital in the first quarter 
of 2024. But during this weakness in April, we've pulled some capital from those guys. And I think the 
process continues to work really well. In the most recent example, we scooped up some cash that they 
had raised from unwinding some of their tender option trusts and were able to quickly put that to work 
and closed-end funds trading at, I think at the time, about 15% discounts. And so, we continue to really 
like the ease of transfer between the two sleeves. And I would expect that we continue to increase 
close-end fund exposure upon further weakness. 

Chris Lakumb Thanks, Steve. That's good color. Chris, how about we go back over to you if there is anything you'd 
like to share specific to the McKay muni sleeve within the funds? 

Chris Roberti Yeah, sure. As Steve noted, we're always highly active in the portfolios, active manager, relative value 
shop that we run here at McKay Municipal Managers. If we look at the quarter-- actually, let me start 
with what weighed on performance a bit detracted from performance was really yield curve positioning. 
Exposure, overweights on the longer end of the yield curve was a bit of a detractor as you had a bit of 
a steepening effect on the longer end in the first quarter. However, offsetting some of that was our 
Treasury Futures hedge, which we have in place. It's really designed to dampen down duration for times 
of rate sensitivity. And we did see some rate volatility, and that hedge actually helped the portfolio or 
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the sleeve, I should say. And then the third thing that I wanted to mention, this was a contributor, as 
credit outperformed, as I alluded to at the beginning of the call, credit-sensitive pockets of the market, 
that added to the portfolio performance. So, for example, US territory exposures, Puerto Rico, US Virgin 
Islands, that did well during the quarter. 

 As it relates to just looking ahead in general for the municipal market, a few things that I would point 
out. First would be, the team is still really very constructive on the municipal market. I mean, if you just 
look at yields in general on the benchmark, the Bloomberg Municipal Bond Index, the yield to worst is 
370. It's pretty high. There were times in 2021 at the tights, you were lucky to get a 2%. If you look at a 
370 yield to worse, your tax equivalent yield on that for the top tax bracket is 6 and a quarter. Pretty 
compelling for an investment-grade segment of the market. That doesn't even include potential alpha 
on top of that through active management. The next thing, if you think about levels and cheapness, is 
also with a solid credit foundation. If you look at municipal credit, it's not all rosy, but largely rosy, we 
would say. Very solid credit fundamentals as upgrades have outpaced downgrades for some time now. 
There are some pockets of weakness around the perimeter, but not a broad issue, right? We see a little 
bit of weakness here and there in higher education, in areas, senior living. 

 I think the question for some is, "All right, what's the real catalyst for stronger municipal returns as we 
look ahead?" Well, first would be, again, attractive levels, solid credit fundamentals. One of the catalysts 
we often see in our market is flows, right? 70% retail, mutual fund flows in either direction are highly 
influential. And you've had better flows in the mutual fund world year to date, but not massive inflows. 
And so, one of the catalysts we think could be not only attractive levels, but we do think investors will 
start to refocus again on the value of tax-free income. They've been in a bit of a distracted way, focused 
on macro rates, inflation, and rightly so. We think the sticker shock of the tax bill this year from the 
exposure many have in T-bills, CDs (certificate of deposits), money funds, the sticker shock of cutting 
that check will help them to refocus and re-emphasize the value of tax-free income again. And if and 
when that happens, that tends to drive more significant mutual fund flows in the municipal market, which 
can help boost returns even further. So that's the backdrop as we look ahead. 

Chris Lakumb Steve, anything else you'd like to add with respect to the outlook for muni closed-end funds and our 
sleeves within the various funds specifically? 

Steve O’Neill Yeah. Thanks, Chris. I mean, I guess as we look forward, I mentioned the cost of leverage being an 
issue for closed-end funds earlier, and that really hasn't changed. But I think fund sponsors are doing 
what they can in the meantime. I mean, the reality is, it's tough to de-leverage today and kind of lock in 
losses on a bond portfolio, especially to Chris's point about the attractiveness of the tax-exempt income 
that they own. And so, I think, really, the strategy for closed-end funds broadly from kind of a board level 
and a manager perspective is to maintain the leverage despite the high costs and essentially wait for 
short-term rates to decline. And while they wait, I certainly think our partners at McKay are the most 
active muni managers in the space. But the other managers are quite active as well, and they're trying 
to increase the book yield to their portfolio. And so, the idea really is to create the best asset portfolio 
you can, get the best book yields possible in this environment, and really wait for that cost of leverage 
to come down. 

 And when it does, then the close-on funds, earnings power will really shine. I think that that results in 
further dividend stability, potentially some dividend increases, and a significant narrowing in discounts. 
But again, the reality is, it is somewhat of a waiting game for most closed-end funds. That being said, 
we've been trading closed-end funds daily since 2007. And I don't think there's been a time where 
there's higher institutional ownership in the closed-end fund space. And so that's really putting some 
unique pressure on funds and boards to try to solve this discount problem. Again, I'd say most prefer 
just to wait it out. But I think some companies, some closed-end funds, won't really have that option. 
We'd expect mergers and tender offers and liquidations to pick up as institutional investors use their 
vote to try to close the gap on the discount. 

 
 

 

 

 

The last thing I would say, just in terms of kind of volume, there continues to be a lot of eyes on the 
space. In the fourth quarter, we were trading about-- River North, but the space in general was trading 
about $170 million of closed-on funds a day. That's come down about $50 million on a daily average to 
about 120. But that's pretty decent liquidity for investors to kind of come in and out of the space. And I 
think given the attention on discounts and then to repeat again, Chris's point about the attractiveness 
of tax-exempt income, there really does seem to be more investors than ever, institutional investors, 
whether they're hedge funds or crossover investors that are long-only, there's just a lot of attention on 
the space. And I think it's well bid from kind of a floor perspective. It's hard to see discounts going a lot 
wider than where they are today. I mean, again, we're in the 97th percentile. But I do think a bit of good 
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 news really gets this momentum going. And I think closed-end funds broadly have a pretty long runway. 
And so, Chris, to answer your question about kind of the outlook as it relates to our sleeves, we want to 
continue to position ourselves in a way that we can really capture that upside. And that probably means 
some workloads and fun exposure as we go along in the year. 

Chris Lakumb Great. Thanks, Steve. 
 

Opinions and estimates offered constitute our judgment and are subject to change without notice, as are statements of 
financial market trends, which are based on current market conditions. We believe the information provided here is reliable, 
but do not warrant its accuracy or completeness. This material is not intended as an offer or solicitation for the purchase or 
sale of any financial instrument. The views and strategies described may not be suitable for all investors. This information 
is provided for informational purposes only and should not be considered tax, legal, or investment advice. References to 
specific securities, asset classes, and financial markets are for illustrative purposes only and are not intended to be, and 
should not be interpreted as, recommendations. Opinions referenced are as of the day presented and are subject to change 
due to changes in the market, economic conditions, or changes in the legal and/or regulatory environment and may not 
necessarily come to pass. 

Risk Information: Detailed information regarding the risks associated with RiverNorth Municipal Closed-End Funds can be 
found in each Fund’s prospectus, respectively. The price at which a closed-end fund trades often varies from its net asset 
value (NAV). Some funds have market prices below their NAVs - referred to as a discount. Conversely, some funds have 
market prices above their NAVs - referred to as a premium. Investing involves risk. Principal loss is possible. Past 
performance is no guarantee of future results. Diversification does not ensure a profit or a guarantee against loss.  

Risk is inherent in all investing. Investing in any investment company security involves risk, including the risk that you may 
receive little or no return on your investment or even that you may lose part or all of your investment. Therefore, before 
investing in the Common Shares, you should consider the risks as well as the other information in the prospectus. Past 
performance is no guarantee of future results. Investments in the Funds are not appropriate for all investors and is not 
intended to be a complete investment program. The Funds are designed as long-term investments and not as trading 
vehicles. The Funds are closed-end funds and do not continuously issue shares for sale as open-end mutual funds do. 
Since the initial public offering, the Funds trade in the secondary market. Investors wishing to buy or sell shares need to 
place orders through an intermediary or broker. The share price of a closed-end fund is based on the market’s value. 

RiverNorth Opportunistic Municipal Income Fund, Inc. (RMI), RiverNorth Managed Duration Municipal Income 
Fund, Inc. (RMM), RiverNorth Flexible Municipal Income Fund, Inc. (RFM), RiverNorth Flexible Municipal Income 
Fund II, Inc. (RFMZ), RiverNorth Managed Duration Municipal Income Fund II, Inc. (RMMZ): Credit Risk - a borrower 
may be unable to make interest or principal payments when they are due. Funds that invest in Municipal Bonds rely on the 
ability of the issuer to service its debt. This subjects the Fund to credit risk in that the municipal issuer may be fiscally 
unstable or exposed to large liabilities that could impair its ability to honor its obligations. Municipal issuers with significant 
debt service requirements, in the near-to mid-term, unrated issuers and those with less capital and liquidity to absorb 
additional expenses may be most at risk. To the extent the Fund invests in lower quality or high yield Municipal Bonds, it 
may be more sensitive to the adverse credit events in the municipal market. The treatment of municipalities in bankruptcy 
is more uncertain, and potentially more adverse to debt holders, than for corporate issues. Interest Rate Risk - the value of 
Municipal Bonds, similar to other fixed income securities, will likely drop as interest rates rise in the general market. 
Conversely, when rates decline, bond prices generally rise. Investments may include securities that have a rating that below 
investment grade, including “high yield” securities. High yield bonds are subject to interest rate risk. If rates increase, the 
value generally declines. Leverage is a speculative technique that exposes a closed-end fund to greater risk and increased 
costs than if it were not used. The use of leverage may cause greater volatility in the level of a closed-end fund’s NAV, 
market price and distributions on its common shares. Leverage will also result in higher fees to the closed-end fund manager 
because the amount of assets under management will be included in the Fund’s managed assets. There can be no 
assurance that a closed-end fund will use leverage or that its leveraging strategy will be successful during any period in 
which it is employed. 

Investors should consider a Fund's investment objective, risks, charges, and expenses carefully before investing. 
Each Fund’s prospectus and most recent periodic reports contain this and other important information about the 
respective Fund and may be obtained by visiting rivernorth.com/literature or by calling your financial professional 
or RiverNorth at 844.569.4750. 
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