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Fed Looks Ready to Pause

As expected, the Federal Reserve (the Fed) increased its overnight rate by 0.25%
on May 3, bringing the federal funds rate range to 5.00%-5.25%, and there were
notable changes to the Federal Open Market Committee (FOMC) statement.
Removed was language indicating the FOMC anticipates some additional
tightening would be appropriate and added was language regarding the need to
closely monitor incoming information and assess the implications for monetary
policy. The Fed has telegraphed the previous 10 consecutive rate increases and
barring some unexpected economic data between now and the second week in
June, the Fed looks ready to pause.

Banking Sector

The failure of three banks in March focused attention on the impact of the Fed’s
rate increases on the value of bank assets. As interest rates increase, the value
of high-quality loans and long-dated U.S. government bonds decrease, often
substantially. When the value of a bank’s assets decreases and depositors
withdraw funds out of fear or perhaps just looking for higher yielding options, the
forced sale of formerly held-to-maturity assets can doom a bank.

First Republic Bank had been limping along since the March banking failures and
was placed into the receivership of the Federal Deposit Insurance Corporation
(FDIC) before markets opened on Monday, May 1. Contemporaneously with
the receivership news, the FDIC announced that JPMorgan Chase Bank would
assume all of the deposits and substantially all of the assets of First Republic
Bank as the result of a bidding process conducted over the weekend. Based on
assets, First Republic was the second largest bank failure in U.S. history. The
JPMorgan purchase was a positive for the muni market as First Republic had
a very large portfolio of municipal securities and there was concern about how
a potential sale of these securities could impact yields in the municipal bond
market.

While JPMorgan Chief Executive Jamie Dimon said “This part of the crisis is
over,” on May 1, and the Fed stated that “The U.S. banking system is sound
and resilient.” on May 3, the Fed would presumably very much welcome softer
economic data so that it can see the lagging effects on the economy of raising
the overnight rate by 5.00% during the past 14 months. It remains to be seen
if the desired softer economic data comes at the cost of a deepening banking
crisis. One struggling bank to keep an eye on is PacWest Bancorp. lts stock was
near $27 a share in March and was trading in the $5-6 range earlier this week.

Labor Market

The April jobs report from the Department of Labor was released on Friday, May
5 and it estimated that nonfarm payrolls increased by 253,000, which was an
upside surprise. That stated, the report included downward revisions to the
March and February estimated job gains. The unemployment rate and the labor
force participation rate were little changed at 3.4% and 62.6%, respectively.
Hourly wages for April grew by 4.4% over the past 12 months. The jobs market
remains resilient.

Inflation Measures

On Wednesday, May 10, the April consumer-price index (CPI) was released and
the data was generally consistent with market estimates. Headline CPI showed
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aseasonally adjusted monthly increase of 0.4%, and an increase of 4.9% over the past
12 months. This was the smallest annual increase since the period that ended April
2021.

The so-called core CPI, which excludes energy and food prices, rose 0.4% on a
month-over-month basis and on an annual basis gained 5.5%. This was the second
month inarow that the 12-month core CPl was higher than the 12-month all items CPI.
Prior to March 2023, core CPl had not exceeded the all items CPI since January 2021.

The Fed

The next FOMC meeting will conclude on June 14, and interest rate traders
have a probability of no rate change at the June meeting at over 90%, which is
consistent with recent Fed statements. What does not appear to be consistent
with Fed statements is that traders have an over 40% probability of a rate cut
at the July 26 FOMC meeting. It is hard to imagine inflation data coming down
that fast in two months, which leads one to believe there are traders who see
something breaking by then.

Municipal Market Update

Municipal bond rates have given back some of the recent declines in yields,
but are still lower than the beginning of March. The following chart provides
Municipal Market Data (MMD) AAA yields since the start of 2020 for 5-year, 10-
year, and 20-year maturities. As illustrated, interest rates on municipal bonds
are lower than their 2022 peak that occurred during the last week in October.
Since March 1, yields on the below maturities have decreased by 0.33%, 0.28%,
and 0.26%, respectively.
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If you have any questions about the municipal bond market in general or
your specific bond issue, please feel free to contact a PMA advisor.
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This document was prepared by PMA Securities, LLC for clients of the firm and its affiliated PMA entities, as defined below. It is being provided for informational and/or educational
purposes only without regard to any particular user’s investment objectives, financial situation or means. The content of this document is not to be construed as a recommendation,
solicitation or offer to buy or sell any security, financial product or instrument, or to participate in any particular trading strategy in any jurisdiction in which such an offer or solicitation, or
trading strategy would be illegal. Nor does it constitute any legal, tax, accounting or investment advice of services regarding the suitability or profitability of any security or investment.
Although the information contained in this document has been obtained from third-party sources believed to be reliable, PMA cannot guarantee the accuracy or completeness of such
information. It is understood that PMA is not responsible for any errors or omissions in the content in this document and the information is being provided to you on an “as is” basis without
warranties or representations of any kind. The analysis or information presented may also contain hypothetical projections and/or past performance that have certain limitations. Past
performance does not guarantee future results and no representation is made that the results are accurate or complete or that any results will be achieved.

Securities, public finance services and institutional brokerage services are offered through PMA Securities, LLC. PMA Securities, LLC is a broker-dealer and municipal advisor registered
with the SEC and MSRB, and is a member of FINRA and SIPC. PMA Asset Management, LLC, an SEC registered investment adviser, provides investment advisory services to local
government investment pools and separate accounts. All other products and services are provided by PMA Financial Network, LLC. PMA Financial Network, LLC, PMA Securities, LLC
and PMA Asset Management, LLC (collectively “PMA”) are under common ownership.

Securities and public finance services offered through PMA Securities, LLC are available in CA, CO, FL, IL, IN, IA, MI, MN , MO, NE, NY, OH, OK, PA, SD, TX and WI. This document
is not an offer of services available in any state other than those listed above, has been prepared for informational and educational purposes and does not constitute a solicitation to
purchase or sell securities, which may be done only after client suitability is reviewed and determined. All investments mentioned herein may have varying levels of risk, and may not be
suitable for every investor. PMA and its employees do not offer tax or legal advice. Individuals and organizations should consult with their own tax and/or legal advisors before making
any tax or legal related investment decisions. Additional information is available upon request.
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