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Economic Data Reduces Rate Cut Expectations

The latest round of jobs and inflation data came in hotter than
consensus estimates, and markets have reacted accordingly
by increasing bond yields and revising projections for when the
Federal Reserve will have its first rate cut in 2024.

Inflation Measures:

On Tuesday of this week, the January consumer-price index
(CPI) was released and the data came in higher than markets
were expecting. The all-items CPlI showed a seasonally
adjusted monthly increase of 0.3%, and an increase of 3.1% over
the past 12 months. The core CPlrose 0.4 % on a month-over-
month basis, which is higher than the 0.3% for the previous two
months, and on an annual basis gained 3.9%, the same as last
month. The index for shelter was the main contributor to the
increase in core CPI. January marked the eleventh month in a
row of annual core-CPl exceeding the all-items index.

Stock and Bond Markets:

Prices of government bonds fell (prices down means yields up)
in response to the January CPl release. Soon after the release,
the yield on 10-year US treasury increased by approximately
nine basis points (bps) to 4.27%, with the 2-year experiencing a
similar basis point increase to 4.59%.

Beginning on November 1 last year, the 10-year US treasury
enjoyed a massive rally on expectations of Federal Reserve
rate cuts in 2024, but has given back some of those gains since
the start of the year. The 10-year moved from 4.88% on
Halloween to 3.88% at the end of 2023, and closed at 4.31% on
February 13.

Labor Market:

The January jobs report was released on February 2 and it
estimated an increase in nonfarm payrolls of 353,000, which
was almost double an economist survey estimate of 185,000.
Furthermore, December’s payroll gains were revised upwards
to 333,000 from 216,000. According to the Department of
Labor, the last time there were this many new jobs created over
a two-month period was January and February 2023.

Hourly wages for January grew by 4.5% over the past 12 months,
which was substantially higher than the previous two monthly
increases of 41% and 4.0%. For the third month in a row, the
unemployment rate was 3.7%, and the labor force participation
rate, at 62.5%, was unchanged. The narrative of a job market
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slowly losing momentum was firmly put on hold for at least a
month.

The Fed:

Market expectations for the number of Federal Reserve rate
cuts in 2024 have changed quite a bit over the last two months.
At the Federal Open Market Committee (FOMC) meeting that
concluded on December 13, the Fed’s Summary of Economic
Projections had the median member estimating three 0.25%
rate cuts during 2024. However, interest rate traders seized on
dovish comments by Chair Jerome Powell and subsequently
priced in six 0.25% rate cuts by the end of 2024. After the
January jobs report, markets priced in five 0.25% rate cuts for
the year. Shortly following Tuesday’s CPI release, the futures
market has a 60% probability of four or more quarter point
rate cuts, with the first cut moving from the March 20 FOMC
meeting to the May 1 meeting.

Municipal Market Update:

Similar to US treasuries, tax-exempt municipal yields enjoyed
a substantial decline in rates beginning on November 1 last
year but have given a little back in 2024. That stated, the 10-
year benchmark yield is currently well over 1.00% lower than it
was on Halloween, which has been a major benefit to municipal
borrowers. The following chart provides Municipal Market
Data (MMD) AAA yields since the start of 2020 for 5-year, 10-
year, and 20-year maturities.
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PMA is dedicated to staying up to date on market trends and will be ready to guide you through a dynamic and evolving market. 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 below.
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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, Ml , 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.

©2024 PMA Securities, LLC

Financial Strategies for Stronger Communities.™

W T T T ey



