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Overview

¢ |n a unanimous decision, the
Fed raised short-term interest
rates to curb persistent
inflation amid geopolitical
uncertainty. Further rate hikes
are projected, suggesting the
Fed may have started a
tightening cycle as it seeks to
achieve price stability.

* Recent muni market volatility
has been driven primarily by
interest rate moves in the US
Treasury market, not by
concerns about municipal
credit quality.

» Rising Treasury yields, record
tax-exempt issuance, weak
reinvestment demand, and
tax-driven trading have
pushed municipal yields to
exceptional, potentially
attractive, levels.
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Investment Insights

Thoughts From The Municipal Bond Desk

Tim: As expected, the Federal Open Market Committee (FOMC) voted to raise
interest rates at the Federal Reserve’s (Fed) September policy meeting.

Mark: Right, for the first time in a while, all FOMC members were on the same page.
All 18 members voted for the 25-basis-point hike, which was the first increase since
2023." So why now? Fed Chair Kevin Warsh put it bluntly at the press conference:
“[t]he plain fact is inflation is too high and has been for too long.” He framed the move
as a way to “support a timelier return” to the Fed’s 2% inflation target. The Fed also
flagged that "uncertainty remains elevated, owing, in part, to geopolitical
developments.” And this probably isn't a one-and-done scenario. Sixteen of the
FOMC’s 18 members penciled in at least one more hike before year-end, and a few
see more coming in 2027. At this point, | don’t believe this means the Fed has begun
another tightening cycle. Rather, it seems to be an effort to stem further inflationary
pressure from higher energy costs. Warsh's promise was that the committee “will
deliver price stability,” which — along with maximum employment — is half of the
Fed's dual mandate.

Tim: The municipal market has exhibited significant volatility in recent months.
What’s driving it?

Mark: Not municipal credit quality, in my opinion. The volatility seems to have been
driven by interest rate moves in the US Treasury market, which munis tend to follow
whether the underlying fundamentals justify it or not. Year to date September 21, the
annualized daily standard deviation US Treasury Index returns stood at 4.38%, versus
3.36% for the Bloomberg Municipal Bond Index and 3.41% for the Bloomberg
Municipal High Yield Bond Index.2 With daily volatility that’s roughly 1.3 times that of
the two municipal indices, | believe the data illustrates that the muni market has been
the passenger, not the driver. As the rate picture settles, I'd expect muni volatility to
settle with it. In the meantime, long-term investors have the potential to be nicely
compensated to wait.

Tim: | think investors could find some attractive entry points into the municipal
market at the moment, especially if they are looking for high-quality securities.

Mark: | agree, Tim. A few things have converged here: rising Treasury yields, heavy
tax-exempt municipal supply, limited reinvestment, and tax-related trading have
pushed municipal yields to unusually high levels. The taxable-equivalent yield on a 30-
year AA municipal bond for top tax-bracket joint filers reached 8.67% on September
10, which was better than any comparable monthly average going back to November
2000.3 That could definitely be considered a generational high. And historically, long-
term high-quality munis yielding 5% or more have attracted considerable interest from
investors, especially those in the highest income tax brackets.? I'd expect that to
happen again, although it may not occur until the final two months of the year. Muni
issuance is still on track to be fairly heavy through the end of October, before
moderating to lighter levels as redemption activity picks back up.3 Regardless, you
don't get many chances to lock in tax-free income at these levels, and | don't think this
window stays open indefinitely. For anyone waiting on the sidelines waiting for a better
entry point, | would argue this might be it.
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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 September 16, 2026 $25
Open End
Mutual $19.4 $19.3
Combined Funds  ETFs $20 $18.2

$17.2$17.1

All term muni funds 68,115 32,669 35,466
$17.8
Investment Grade 59,041 26,296 32,745 $15
High Yield 9,074 6,373 2,701 ' $14.6
Long Term (10yr +) 38,801 15,445 23,356 $10
Intermediate (5-10yr) 18,618 12,145 6,473 $9.1
Short / Intermediate (3-5yr) 5,682 2,902 2780 $8.8
Short (1-3yr) 5,014 2477 2,837 %5
National funds 59,548 28,293 31,255
New York 903 173 730 $0
California 6,111 2928 3,183 URE U U U O I U s
6:,\'\ 6\'\63 (r_)\q'g Q)\\‘L Q)\r)g) ’\\\Q ,\\r]/b& (b\'\ %\(L'\ Q,\b‘ g\r\q}

Source: Year to date LSEG Lipper Global Fund Flows, J.P. Morgan. Data refreshed on Source: Bond Buyer Weekly 30-Day Visible Supply - Total dollar volume of bonds to be
September 17, 2026. Note: Figures shown on this table are combination of weekly and offered over the next thirty days. It does not include 'Sealed Bids Invited' or 'Proposed Bond
monthly reporters. Issues'. Only includes Municipal Bonds. From May 1, 2026 — September 18, 2026.
1-Month Yield Change 8/21/2026 — 9/23/2026 (% Change)
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Source: Bloomberg, US Department of Treasury, from August 21, 2026 — September 23, 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 (%)

9.50 9.06
8.37
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3.50
2 year 5 year 10 year 20 year 30 year
e Treasury  ==Muni TEY AAA == Muni TEY A
US Treasury Muni TEY UST
Term (UST) Muni AAA Muni A Muni TEY AAA  Muni TEY A Muni UST Ratio Ratio
2 year 4.89 3.21 3.32 5.42 5.61 65.6% 110.9%
5 year 5.00 3.43 3.64 5.79 6.15 68.5% 115.8%
10 year 5.12 3.87 417 6.54 7.05 75.6% 127.7%
20 year 5.49 4.64 5.04 7.83 8.51 84.5% 142.8%
30 year 5.39 4.96 5.37 8.37 9.06 91.9% 155.2%

Source: Bloomberg, as of September 23, 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 September 23, 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 returns. An investment cannot be made directly into an index.
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A basis point is equal to one one-hundredth of a percent.
Tightening monetary policy includes actions by a central bank to curb inflation.

Standard Deviation measures the range of an investment's performance. The greater the standard deviation, the greater the investment's volatility.

The US Treasury index is represented by the Bloomberg Treasury Index, an unmanaged index of public obligations of the US Treasury.

The Bloomberg Municipal Bond Index is an unmanaged index considered representative of the tax-exempt bond market.

The Bloomberg Municipal High Yield Bond Index is generally representative of bonds that are non-investment grade, unrated or rated below Ba1.

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 'Understanding
Ratings' 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.

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.

Sources:
1. Federal Reserve, as of September 16, 2026.

2. Morningstar, as of September 21, 2026. An investment cannot be made directly in an index. Past performance is no guarantee of future results.

3. J.P. Morgan Global Markets Strategy, as of September 11, 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.

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 September 23, 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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