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Municipal Market Update December 19, 2025

Unemployment Uncertainty, Rising Debt Keep Yields Elevated

The Consumer Price Index (CPI) for November 2025 set the inflation
rate over the last twelve months at 2.7%, considerably below
expectations of 3.1%. Core CPI, which excludes food and energy, was
2.6%, beating expectations of 3.0%. The report did not include the
usual month-over-month calculations due to difficulty collecting
October data during the 43-day government shutdown, which
ended on November 12. Stock futures jumped in response to the
positive CPI data. On December 16, the November jobs report was
released, which included long-awaited October data that had been
delayed due to the shutdown. That report showed a loss of 105,000
jobs in October but did not include an October unemployment rate,
while August and September jobs totals were revised downward
by a total of 33,000. The economy added 64,000 jobs in November,
beating expectations of 45,000. However, the unemployment rate
reached 4.6%, its highest level since September 2021.

A split Federal Reserve (“the Fed") fulfilled expectations of a
“hawkish” rate cut and lowered the federal funds rate by another
0.25% last week, setting the target rate at 3.50%-3.75%. Despite the
Fed making its third rate cut this year, the closely watched “dot
plot” of the Fed members’ rate expectations indicates just one rate
cut in 2026 and another in 2027, setting the rate at 3.00% for the
longer term. Currently, CME Group lists the probability of the Fed
maintaining rates at its January 28 meeting at 75.6%. The Fed also
raised its expectations of Gross Domestic Product (GDP) growth to
2.3% and signaled expectations of inflation remaining above the 2%
target until 2028.

Despite the federal funds rate decreasing 1.5% since the Fed first
began cutting rates in September 2024, Treasury yields have
continued to climb, a disconnect not seen since the 1990s. Since
September 18, 2024, the 10-year Treasury has increased 46 basis
points (bps) to 4.16% on December 17, while the 30-year Treasury has
increased by 80 bps to 4.83%. The Municipal Market Index (MMD)
has followed the same trajectory, with the 10-year MMD rising by
13 bps since September 18, 2024, and the 30-year MMD rising by 74
bps. One possible explanation for the disconnect is that investors
are doubting that the U.S. will reign in the ballooning national debt,
which recently surpassed $30 trillion for the first time. The national
debt has more than doubled since 2018, climbing sharply since the
beginning of the pandemic, and has investors concerned over the
sustainability of constant deficits.

The yield curve continues to steepen, with the 1-year Treasury
declining by 18 bps as the 30-year rose by 10 bps month over
month. Meanwhile, the 10-year Treasury has risen by 3 bps since
November 17. The 10-year MMD closed at 2.76%, 1 bp higher
than on November 17, while the 30-year MMD closed at 4.24%,
an increase of 10 bps, and the 1-year MMD declined by 4 bps
to 2.46%. Net inflows for the four weeks ending December 10
were $4.193 billion, showing continued investor interest in the
municipal market. The graph below illustrates MMD rates since
January 2023.
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On Tuesday, December 2, PMA Securities served as municipal
advisor to Community Unit School District 4 (Champaign, IL)
on the successful competitive sale of its $42,210,000 Series
2026 General Obligation Refunding School Bonds. Healthy
participation in the sale was fueled by the District’s strong “Aal”
Moody’s rating and highlighted strong investor engagement in
the market. The District received seven bids with a winning True
Interest Cost (TIC) of 2.66%, 30 bp lower than the 2.96% estimated
TIC presented to the District's Board of Education prior to the sale
of the Bonds.
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If you have any questions regarding the bond market or your specific bond issue,
please do not hesitate to contact an 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.

Bob Lewis Tammie Beckwith Schallmo Andrew Kim
Senior Vice President, Senior Vice President, Director,
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PMA Financial Network, LLC, PMA Securities, LLC, PMA Asset Management, LLC, and Public Trust Advisors, LLC, (collectively “PTMA”) are under common ownership. Public Trust
Advisors, LLC and PMA Asset Management, LLC, are both SEC registered investment advisers. PMA Securities is a broker-dealer and municipal advisor registered with the SEC
and MSRB and is a member of FINRA and SIPC. Registration with the SEC does not imply a certain level of skill or training. Marketing, securities, institutional brokerage services
and municipal advisory services are offered through PMA Securities, LLC. Public Trust Advisors and PMA Asset Management provide investment advisory services primarily to local
government investment pools (“Funds”) and separate accounts. All other products are provided by PMA Financial Network, LLC. For more information, please visit us at http://www.
ptma.com/.

This message is confidential, solely for the intended recipient, and may be legally privileged or otherwise protected from disclosure. If you are not the intended recipient, any disclosure,
copying, use or distribution of the information included in this message and any attachments is prohibited. If you received this communication in error, please contact the sender by reply
email and immediately delete this email and any attachments. All emails sent to or from PTMA are subject to archival, monitoring and/or review by firm personnel and may be produced
to regulatory agencies and others as required by law. Email transmission cannot be guaranteed to be secure or free of errors, interference, interception, or viruses.

The contents of this email, and any materials attached should not be used in making investment decisions. They are not an offer, recommendation, or solicitation to buy, sell, implement,
or change any securities or investment strategy, function, or process. Any information regarding specific investment products is subject to change without notice. Investment involves risk
including the possible loss of principal. No assurance can be given that the performance objectives of a given strategy will be achieved. PTMA is not a bank and investments in Funds
and separate accounts are not FDIC insured. Past performance is no guarantee of future results. Any financial and/or investment decision may incur losses.
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