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Municipal Tax-Free Income Update

Commentary | June 30, 2025

Market review

The municipal (muni) bond market, as measured by the Bloomberg Municipal Bond Index,' posted a return of -0.12% for the second quarter of
2025 (Q2). After suffering loses in April, the muni bond market recovered as investors returned to the sector following progress on President
Donald Trump’s “One Big Beautiful Bill” spending package that affirmed the tax-exempt status of muni bonds. In the US, first quarter 2025 gross
domestic product (GDP) contracted by 0.5%, but this was fully attributed to an increase in imports (a drag on GDP growth) as businesses pulled
forward supply ahead of increased tariffs. The benchmark 10-year US Treasury yield moved two basis points higher, finishing the quarter at
4.23%.

Outlook & Strategy

Muni bond valuations are still attractive. Despite positive returns in the past two months, munis still lag other fixed income sectors year-to-date.
This is not surprising given that munis historically are more stable than the rest of the fixed income sectors and lack the day-to-day volatility
seen in other asset classes. Current absolute and relative yields continue to offer investors opportunities.

Strong tailwinds from favorable technical conditions continue to be a major support for the sectors. Maturity and coupon payments will
increase in June and July, and that money will need to be invested. This will be met with lower issuance as the pull forward effect will limit
overall net new issuance over the next few months.

Muni fundamentals remain strong. Expectations are that tax receipts—income, and sales taxes—will moderate as they are susceptible to a
slowing US economy. Our base case is for a modest slowing of the US economy, but this will not be uniform. Changes to US government
spending will disproportionally affect those states and local general obligation issuers with a higher concentration of federal government
revenue. Areas with large government employment could also see economic contraction. While we see this as manageable for most issuers, we
are keeping a close eye on issuers with high concentrations to government outlays. The need for strong credit research cannot be overstated.
Even issuance from the same legal entity may not have identical credit profiles due to the call on assets and cash flows. Our dedicated
research department has decades of experience managing multiple economic cycles. Their unique insights are important to every stage of our
muni bond investment process including sector and issuer selection and risk management.

The Bloomberg Municipal Bond Index is a broad measure of the municipal bond market with maturities of at least one year. Source: Bloomberg Indices. Important data provider notices and
terms available at www.franklintempletondatasources.com. All data is subject to change.
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Consider these risks before investing: All investments involve risks, including possible loss of principal. Fixed income securities involve
interest rate, credit, inflation and reinvestment risks, and possible loss of principal. As interest rates rise, the value of fixed income securities falls.
Portfolios focused on a single state are subject to greater risk of adverse economic and regulatory changes in that state than a geographically
diversified fund. Changes in the credit rating of a bond, or in the credit rating or financial strength of a bond’s issuer, insurer or guarantor, may
affect the bond’s value. An investor may be subject to the federal Alternative Minimum Tax, and state and local taxes may apply. These and other
risks are discussed in the fund’s prospectus.

Important data provider notices and terms available at www.franklintempletondatasources.com. All data is subject to change.

This material is intended to be of general interest only and should not be construed as individual investment advice or a recommendation or
solicitation to buy, sell or hold any security or to adopt any investment strategy. It does not constitute legal or tax advice. This material may not be
reproduced, distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may
change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ
from other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every
material fact regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock
market, bond market or the economic trends of the markets will be realized. The value of investments and the income from them can go down as
well as up and you may not get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of
future performance. All investments involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that
connection and, as such, is provided to you incidentally. Data from third party sources may have been used in the preparation of this material and
Franklin Templeton ("FT") has not independently verified, validated or audited such data. Although information has been obtained from sources
that Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or
condensed and may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be
construed as a recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any) is
not a sufficient basis upon which to make an investment decision. FT accepts no liability whatsoever for any loss arising from use of this information
and reliance upon the comments, opinions and analyses in the material is at the sole discretion of the user.

Products, services and information may not be available in all jurisdictions and are offered outside the U.S. by other FT affiliates and/or their
distributors as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for
further information on availability of products and services in your jurisdiction.
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