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Reaction to December FOMC Meeting

At his press conference following the conclusion of this month’s meeting of the Federal Reserve’s Federal Open Market
Committee (FOMC), Fed Chair Jerome Powell stated that “evolutions” and “changes” in the economy have pushed the FOMC
to more quickly rein in monetary policy accommodations that have been deployed since the beginning of the Covid-19
pandemic. Specifically, and most immediately, the Fed will double the rate at which it tapers its asset purchases beginning in
mid-January, with a goal to have the asset purchases completely stopped by the end of March. The Fed stated as recently
as November that it would reduce its monthly net asset purchases by $15 billion per month, which will now be $30 billion -
$20 billion for Treasury securities and $10 billion for agency mortgage-backed securities. Previously, July was the
timeframe the Fed had generally set to end asset purchases. The decision to wind down the asset purchase program more
rapidly was unanimous on the part of voting members. FOMC participants continue to see “rapid growth” going forward
despite some of the recent headlines about inflation and fears about the spread of the Omicron variant of Covid-19.

Finally, all 18 FOMC members projected at least one fed funds rate hike in 2022, with the median projection among that
group now being three increases to the target range for the federal funds rate next calendar year, a significant change from
earlier this year when forecasts indicated no increase(s) until 2023. This change, as well as the accelerated pace of tapering
asset purchases, comes as the Fed shifts its messaging about inflation using terms such as “transitory” to what is now more
clearly stated as structural in nature. There is almost no doubt Fed members have received the “markets” feedback that they
are behind the curve on tempering inflationary concerns. Projections of FOMC members still show a consensus that inflation
will return something approximating the Fed’s target level of 2.00% towards the end of 2022, perhaps having been stymied
by the aforementioned interest rate increases. In any event, the Fed's own projections of inflation and GDP growth have
been less than stellar over time.

The Fed's New Dot Plot
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The latest dot plot, which is a compilation of FOMC member’s expectations for the fed funds over a multi-year period,
indicates a greater consensus that the target range for the fed funds rate will be over 1.50% by the end of 2022. Thisis a
considerable departure from as recently as September’'s FOMC meeting. Other central banks seem to be singing from the
same hymnal, with the Bank of England announcing on Thursday a quarter-point increase (to 0.25%) to its overnight rate
and the European Central Bank stating it will also reduce its bond purchases only a short time later.

According to Bob Michele, chief investment officer at JP Morgan Asset Management “[what] we're seeing from the Fed is
that they're beginning the process of re-establishing their credibility”. Portfolio managers and economists alike, sent a
similar message, confident in the fact that the Fed was beginning to take the necessary steps and use the proper messaging
to validate concerns over inflation, which it did.

US Treasuries were largely unchanged in reaction to the FOMC pronouncement and Chair Powell's comment with mixed
movement - the yield on the 10-year note jumped up 3 basis points (1 basis point = 0.01%) on Wednesday but remained
mostly flat in the earlier part of the yield curve. Yields are generally unchanged through the close of trading on Thursday.

Trends In Munlelpal Bond Ylelds

Municipal bond yields were largely flat following the conclusion of the FOMC meeting. According to Bloomberg Valuation
(BVAL), AAA municipal bond yields dropped between 2 and 4 basis points over the past 2 weeks. This nominal decline comes
after yields had remained mostly flat throughout November.

Muni-to-Treasury ratios came down slightly at nearly all benchmarks with the movement in yields. According to Refinitive,
ratios were 47%, 71%, and 80% at the 5-, 10-, and 30-year marks, respectively, on Wednesday afternoon. These ratios are
lower than when we last reported them in our Market Commentary (Dec. 3'), indicating a continued trend of tax-exempt
munis trading “rich” to taxable equivalents.

Trends in Municipal Bond Yields
November 12, 2021 to December 10, 2021

Change Change

Since Since

AAA Yields* Nov. 12, 2021 Nov. 26, 2021 Dec. 10, 2021 11/12 11/26
5 Years 0.62% 0.63% KRy -001% -0.02%
10 Years 1.10% 1.10% iy -004% -0.04%
20 Years 1.41% 1.39% EiFy -005% -0.03%

30 Years 1.61% 1.59% LYy  -0.06% -0.04%
Bond Buyer 20 Bond Index™* 2.10% 2.13% PRy -0.05%  -0.08%
Source:

* Bloomberg Valuation
** The Bond Buyer, average yield on a portfolio of municipal bonds maturing in 20 years, AAfAa2 average rating

As always, we look forward to providing our clients with the best possible strategy to meet your capital needs and make the
best use of your cash and bond proceeds throughout the evolving economic cycle. This will be the last Market Commentary
of 2021, and on behalf of the authors and all of us at Ehlers we want to wish you all happy holidays and thank you for taking
the time to read our Commentary this year.
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