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Fed Holds Rates Constant Amidst Future Uncertainty

At its meeting that concluded on March 19th the Federal
Reserve (the “Fed”) chose to keep interest rates at the current
target range of 4.25%-4.50%, in line with expectations,
in a turbulent economic environment. The Fed did slow
guantitative tightening (QT), the pace at which it is reducing
its balance sheet. Committee sentiment is that uncertainty
continues to increase, although it is prepared to adjust its
monetary policies if data or otherinformation arises that could
preventthe Committee from satisfying its dual mandate. While
decisions are strongly rooted in data, future assessments will
place additional emphasis on international developments and
policies that are expected to create inflationary pressure.

Markets were eagerly awaiting hints of future rate cuts from
Fed Chair Jerome Powell, who painted a murky picture
of the economy and cautioned restraint moving forward.
Officials of the Fed, on average, depict two rate cuts in 2025
in this month’s “dot plot,” keeping the median estimate from
December’s meeting. Despite these positive developments
for economic markets, policymakers have altered their
expectations for 2025 for the worse. The Committee now
expects the economy to grow 1.7% annually, a decrease from
the 2.1% forecasted in December. Core prices are expected to
grow 2.8% annually, an increase from the 2.5% last projected.
A mix of decreasing growth and increasing costs, commonly
referred to as “stagflation,” would be a worst-case scenario
for the Fed and economy. Powell and the rest of the Fed have
expressed that they are willing to delay rate cuts for as long as
necessary, especially considering the ever-changing effects
of tariffs.

While recent headwinds have sparked significant turmoil in
almost every major market, Powell was explicit in his belief
that a recession was unlikely. CPI increased 2.8% over the
prior February, a decrease from the 3% observed in January
and a welcome deceleration. Core CPI rose 3.1% over the
prior February, also decreasing from 3.3% in January. Retail
sales rose 0.2% in February, a welcome increase following
a steep 1.5% decline in January. Job growth was stable and
non-farm payrolls increased by a seasonally adjusted 151,000
in February, an improvement from the 125,000 in January.
The unemployment rate marginally increased to 4.1% from
4.0%, in line with expectations. Despite these foundational
data points, markets have strongly reacted to enacted,
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announced, and delayed tariffs, showing frustration with a
lack of direction and expectation. Continued uncertainty and
patterns of sudden reversals may continue to cause investors
to pull funds from the markets, as observed in the last few
weeks.

The 10-year Treasury currently yields 4.239% (as of March
20th) following Powell’s remarks, an increase of 0.036%
since the end of February. The 10-year AAA MMD currently
yields 3.13%, an increase of 27 basis points (bps) in the same
period. The four-week period ending March 12th, 2025 saw a
municipal market net inflow of $4.231billion. The graph below
illustrates MMD rates since January 2023.
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Given the uncertainty surrounding tariffs and their impacts
on global trade, all markets are prone to increases and
decreases at a moment’s notice. A lack of information, data,
or investor confidence in the direction of fiscal and monetary
policy can impact markets and borrowing rates, even if other
factors are still positive. Uncertainty may lead to market fears
and corrections as investors wait and see what surprise is in
store next.
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If you have any questions regarding the bond market or your specific bond issue, please do not hesitate to
contact a PMA advisor below.

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.

Kent Johnson Steve Pumper Michael Hart

Sr. Vice President, Director . Sr. Vice President VP, Managing Director
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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, 1A, 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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