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Markets Wary to Start 2025

After slowing down for the holidays to end 2024, mixed
data has muddied the waters for major markets to start
the new year. Core CPI, which is less volatile than the
full CPI, climbed 0.2% in December and 3.2% annually,
beating expectations and displaying a deceleration
from the prior month to which both the equity and bond
markets reacted positively. Overall, the monthly CPIl was
0.4% for the month of December, higher than expected
and higher than the 0.3% experienced in November. CPI
increased 2.9% year over year, decreasing from 3.4% in
2023. The CPIreport arrives on the heels of a strong jobs
report last week, which reported that the US economy
added 256,000 jobs in December - much higher than
the consensus 155,000. Simultaneous changes in both
the labor market and inflation data contrast with data
observed in the latter half of 2024, making the Fed’s
path in 2025 ambiguous and creating uncertainty in all
markets.

Just a few months ago, the market expected up to four
rate cuts to occur in 2025 as part of the Fed’s response
to “normalize” the Federal Funds Rate while inflation
slowly cooled. Uncertainty regarding new policies
coming from Washington and other recent data has led
to a drastic shift in the Fed’s likely path. The general
market consensus expects the Federal Reserve to hold
interest rates constant at its January 28-29 meeting and
potentially only cut rates once later this year. Shifts in
expectations contributed to a profound treasury selloff
that accelerated following the recent jobs report as
investors stomached the labor market data. Yields on the
US 10-Year Treasury hit 4.79% on Monday, January 13th,
the highest point since October 2023 and a significant
jump from September. The 10-Year Treasury opened
2025 vyielding 4.57% and as of January 15th vyields
moderated to 4.65% following the release of yearly CPI
data. It is unlikely that the Federal Reserve would shift
from the sentiment expressed in September, where
Chair Jerome Powell indicated that all decisions would
be rooted in data and a pre-determined path would not
be followed.

Municipal Market Update
January 17, 2025

A sell-off in the US Treasury market is correlated with
the municipal market, with the 10-year AAA MMD also
reacting to market data and continuing its increase in
yield. After starting 2025 at 3.06%, the 10-year AAA
MMD has risen 14 basis points (bps) to 3.20%, as of
January 15th. The graph below illustrates MMD rates
since January 2023.
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Additional wariness stems from a lack of information
concerning the upcoming administration’s policies and
an undefined path forward for the Federal Reserve. It
is still unclear what type of policies will be enacted and
whether these policies will create additional inflationary
pressures, potentially forcing the Federal Reserve to
abstain from further cuts. If widespread confidence
in the economy’s direction increases and inflation
continues its moderation, the 10-Year AAA MMD may
trend downwards, leading to decreased borrowing costs
in 2025.

If you have any questions regarding the bond market or your specific bond issue, please do not hesitate to
contact a PMA advisor on the second page.
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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.
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