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Overview

* Municipal bonds benefited
from supportive market
technicals, as inflation
concerns increased due to
geopolitical uncertainty and as
bond yields rose amid
changing expectations about
Federal Reserve policy action.

» Strong demand, steady new
issuance, and healthy credit
fundamentals suggested the
recent pullback in municipal
bond prices would be
transitory and was not a
change in market direction.

» A temporary pause in federal
Medicaid reimbursements to
California and Minnesota is
not viewed as a meaningful
credit risk.
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Investment Insights

Thoughts From The Municipal Bond Desk

Tim: Geopolitical headlines have been fueling volatility across financial markets this
summer, pushing yields higher in a lot of asset classes. Municipal bonds hadn’t felt
that same pressure until recently. Why is that?

Mark: Well, munis tend to march to their own beat. Performance tends to be driven more
by supply and demand than by geopolitical headlines, and both stayed supportive through
mid-July. Supply was manageable, and municipal mutual fund and ETF flows stayed
positive. There was also still a lot of separately managed account cash waiting to be put to
work." That combination helped munis hold up even as the broader backdrop grew more
challenging. However, oil prices and inflation fears came back to the forefront, as the US
and Iran traded attacks and shipping through the Strait of Hormuz slowed to a near
standstill. Municipal yields rose alongside US Treasury yields during the first full week of
July, with higher crude oil prices and hawkish Federal Reserve (Fed) commentary
pressuring the broad fixed income market.” And while inflation showed signs of
improvement in data that was released mid month and Fed Chair Kevin Warsh adopted a
more dovish tone, | expect uncertainty about the inflation outlook to continue fueling
interest rate volatility, which is likely to weigh on municipal performance in the near term.’

Tim: So, the recent pullback didn’t signal a fundamental shift in market conditions?

Mark: No, Tim, it did not. | see it as a pause rather than the beginning of a broader trend.
As Treasury yields rose across the curve, municipal yields largely followed, leaving relative
value little changed. In fact, | think municipal valuations have stayed fairly rich, leading to
more selective buying by investors, as new issuance continues at a steady pace. Demand
remains a key source of support. Municipal bond mutual fund and ETF inflows extended to
a 14th consecutive week, albeit at a much slower pace. Seasonal July reinvestment cash
provided a strong technical backdrop, and new issues were well received with pricing
tightening after issuance.2 Credit fundamentals also remained favorable, with upgrades
continuing to outnumber downgrades.2 | expect Fed monetary policy to be a key
consideration in the coming weeks. Stronger economic data is likely to keep interest rates
higher for longer and contribute to near-term volatility, but | believe recent municipal
weakness was more a reflection of the broader move in Treasury yields rather than it was
of deteriorating municipal fundamentals. With demand remaining healthy and supply
continuing to be absorbed, the recent pullback looks more like a normal market
adjustment.

Tim: The Trump Administration has paused more than $1 billion in federal Medicaid
reimbursements to California and Minnesota.? Does this action raise credit concerns
about either state?

Mark: | don’t think so. The Trump Administration said the pause was part of a broader
effort to strengthen oversight of federal health care spending, not a reduction in Medicaid
funding. The review will be focused on claims with documentation gaps or those identified
through fraud detection analytics, with federal officials stating the funds would be released
once the requested documentation is provided. In my opinion, the pause is not a credit
concern. The deferred amounts — $867.5 million for California and $199 million for
Minnesota — are relatively small compared to each state’s overall federal Medicaid
funding, as they represent less than 1% of what each state receives.3 California receives
roughly $100 billion annually in Medicare funding, while Minnesota receives about $10
billion annually.® We'll keep an eye on the resolution timeline, but given the small dollar
amounts relative to each state's overall funding, we view this as a headline to monitor
rather than a credit event to act on.
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Munis by the numbers

A quick look at some commonly used municipal market datapoints.

2026 Fund Flows - Weekly and Monthly Reporters ($millions) 30-day Visible Supply ($billions)
Week ended July 22, 2026 $25
Open End
Mutual $19.4
18.9
Combined Funds  ETFs $20 s
All term muni funds 58,290 30,130 28,160 $17.0
Investment Grade 49,888 23,684 26,204
. $1%12,6813.19133 $13.9 $127
High Yield 8,403 6,447 1,956
Long Term (10yr +) 34,832 16,206 18,626 $10
Intermediate (5-10yr) 15,913 10,330 5,583 9 : : $10.5
Short / Intermediate (3-5yr) 4,065 2,233 1,832 .
Short (1-3yr) 3,481 1,362 2,119 $5 $6.5
National funds 51,130 26,014 25,116
New York 753 201 5562 $0
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Source: Year to date LSEG Lipper Global Fund Flows, J.P. Morgan. Data refreshed on July Source: Bond Buyer Weekly 30-Day Visible Supply - Total dollar volume of bonds to be
23, 2026. Note: Figures shown on this table are combination of weekly and monthly offered over the next thirty days. It does not include 'Sealed Bids Invited' or 'Proposed Bond
reporters. Issues'. Only includes Municipal Bonds. From February 20, 2026 — July 24, 2026.
1-Month Yield Change 6/29/2026 — 7/29/2026 (% Change)
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Source: Bloomberg, US Department of Treasury, from June 29, 2026 - July 29, 2026. UST = United States Treasury. A credit rating is an assessment provided by a nationally recognized
statistical rating organization (NRSRO) of the creditworthiness of an issuer with respect to debt obligations, including specific securities, money market instruments or other debts. Ratings are
measured on a scale that generally ranges from AAA (highest) to D (lowest); ratings are subject to change without notice. NR indicates the debtor was not rated and should not be interpreted as
indicating low quality. For more information on rating methodologies, please visit the following NRSRO websites: www.standardandpoors.com and select 'Understanding Credit Ratings' under
Rating Resources 'About Ratings' on the homepage.; https://ratings.moodys.io/ratings and select 'Rating Methodologies' on the homepage.; www.fitchratings.com and select 'Ratings Definitions
Criteria' under 'Resources' on the homepage. Then select 'Rating Definitions' under 'Resources' on the 'Contents' menu.
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Munis by the numbers

Current Muni Treasury Ratio and Tax-Equivalent Yields (%)
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US Treasury Muni TEY UST
Term (UST) Muni AAA Muni A Muni TEY AAA  Muni TEY A Muni UST Ratio Ratio
2 year 4.26 2.54 2.94 4.30 4.97 59.8% 100.9%
5 year 4.40 2.84 3.35 4.80 5.66 64.5% 109.0%
10 year 4.70 3.24 3.83 5.48 6.47 69.0% 116.6%
20 year 5.27 3.99 4.69 6.73 7.93 75.7% 127.9%
30 year 5.20 4.39 5.10 7.42 8.61 84.5% 142.7%

Source: Bloomberg, as of July 29, 2026. TEY = Tax-Equivalent Yield. UST = United States Treasury. US Treasury is represented by the public obligations of the US Treasury. Treasurys are
backed by the full faith and credit of the US government as to the timely payment of principal and interest, while legislative or economic conditions could affect a municipal securities issuer's
ability to make payments of principal or interest. Muni AAA is represented by the Municipal AAA GO bond yield, a Municipal Market Data proprietary yield curve of AAA-rated state general
obligation bonds, based on the institutional block size of $2million-plus market activity in both the primary and secondary bond market. The Muni TEY AAA is the Tax-Equivalent Yield assuming
a top tax rate of 40.8% of the Muni AAA yield. Muni A is the Bloomberg Municipal Bond A Index is an unmanaged index of the A-rated municipal bond market. The Muni TEY A is the Tax-
Equivalent Yield assuming a top tax rate of 40.8% of the Muni A yield. The Muni UST Ratio is the comparison of the Muni AAA vs. the yield on the US Treasury. The Muni TEY UST Ratio is the
Tax-Equivalent Yield assuming a top tax rate of 40.8% of the Muni UST Ratio. An investment cannot be made directly into an index.

Tax-equivalent yield assuming a top tax rate of 40.8%, 37% federal tax rate and 3.8% net investment income tax (NIIT), effective Jan. 1, 2026. Irs.gov, as of October 9, 2025. Top marginal tax
rate for single taxpayers with more than $640,600 in taxable income or couples with more than $768,700. NIIT is the net investment income tax for single taxpayers with more than $200,000 in
taxable income or couples with more than $250,000.
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Source: Thomson Reuters TM3, as of July 29, 2026. US Treasury is represented by the public obligations of the US Treasury. Treasurys are backed by the full faith and credit of the US

government as to the timely payment of principal and interest, while legislative or economic conditions could affect a municipal securities issuer's ability to make payments of principal or

interest. The Municipal AAA GO bond yield is represented by the Municipal Market Data proprietary yield curve of AAA-rated state general obligation bonds, based on the institutional block size
of $2million-plus market activity in both the primary and secondary bond market. Past performance does not predict future retumns. An investment cannot be made directly into an index.
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Sources:

1. The Bond Buyer, as of July 20, 2026.

2. Bloomberg Intelligence, as of July 28, 2026.
3. Bloomberg News, as of July 21, 2026.

About risk
Municipal securities are subject to the risk that legislative or economic conditions could affect
an issuer’s ability to make payments of principal and/or interest.

Junk bonds involve greater risk of default or price changes due to changes in the issuer’s credit
quality.

Any reference to a rating, ranking or an award is not a guarantee of investment performance
and is not constant over time.

The value of investments and any income will fluctuate (this may partly be the result of
exchange rate fluctuations) and investors may not get back the full amount invested. The
values of junk bonds fluctuate more than those of high-quality bonds and can decline
significantly over short time periods.

Al fixed income securities are subject to two types of risk: credit risk and interest rate risk.
Credit risk refers to the possibility that the issuer of a security will be unable to make interest
payments and/ or repay the principal on its debt. Interest rate risk refers to the risk that bond
prices generally fall as interest rates rise and vice versa.

Municipal bonds are issued by state and local government agencies to finance public projects
and services. They typically pay interest that is tax-free in their state of issuance. Because of
their tax benefits, municipal bonds usually offer lower pre-tax yields than similar taxable bonds.

All data as of July 29, 2026, unless otherwise stated.

All data provided by Invesco unless otherwise noted.

Businesses in the energy sector may be adversely affected by foreign, federal or state
regulations governing energy production, distribution and sale as well as supply-and-demand
for energy resources. Short-term volatility in energy prices may cause share price fluctuations.

The opinions expressed are those of the author, are based on current market conditions and
are subject to change without notice. These opinions may differ from those of other Invesco
investment professionals.

Invesco does not provide tax advice. The tax information contained herein is general and is not
exhaustive by nature. It is not intended or written to be used, and it cannot be used by any
taxpayer, for the purpose of avoiding tax penalties that may be imposed on the taxpayer under
US federal tax laws. Federal and state tax laws are complex and constantly changing.
Investors should always consult their own legal or tax professional for information concerning
their individual situation.

This does not constitute a recommendation of any investment strategy or product for a
particular investor. Investors should consult a financial professional before making any
investment decisions.

Past performance does not guarantee future results. An investment cannot be made into an
index.

Forward-looking statements are not guarantees of future results. They involve risks,
uncertainties and assumptions, there can be no assurance that actual results will not differ
materially from expectations.

There is no guarantee the outlooks mentioned will come to pass.

Diversification does not guarantee a profit or eliminate the risk of loss.
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