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U.S. Municipal Bond Market
Rate Cut Expectations Surge, Could Mean Renewed
Momentum for Municipals

« Now the odds of a Dec. 10 rate cut are not just more than likely. A cut is now Tom Kozlik
expected. Head of Public Policy and

» The expectation of lower rates tends to drive demand and with supply still strong g”]‘;”gg‘;g;‘”egy
December could be a month of renewed momentum for municipal buyers. tom kozlik@hillopsecurities.com

The Market's Appetite for Municipal Bonds Is Likely to Pick Up

The tone of the market-conversation changed quickly. Just a week ago investors were
debating whether the Federal Reserve would hold steady into the new year. Now the
odds of a Dec. 10 rate cut are not just more than likely. A cut is now expected. Fed futures
are pricing in close to 100% probability and the announcement from San Francisco Fed
President Mary Daly supporting a cut only added fuel to the fire at the beginning of last
week.

Think about that for a moment. Just about two weeks ago many were wondering if the
Fed would pause. Now we are back to expecting another cut and soon. That means the
market’s appetite for municipal bonds is likely to pick up.

After a shaky start to November equity markets found their footing and rallied into

the close of November. The rebound was more than just timing or based on technical

indicators. The rebound reflected growing confidence that lower rates are on the oLty matkets found thei footin
horizon. Inv‘estors are leaning into .the idea that the Fed vviI.I act decisively to support aid;\c/lllied/nto the close of J
growth as signs of macro-economic and labor market cooling become harder to ignore. November.

After a shaky start to November

U.S. municipal bond market yields rose slightly as November ended, a modest move
considering the broader rate volatility. Heavy primary municipal market supply from
October and November is still saturating the secondary market, which is good news. If
history is any guide flows into municipal mutual funds tend to pick up when rate cuts
are expected, and December looks like it will fit that pattern. Strong demand is likely and
fortunately dealers will have the inventory to meet it.

The results included in the November Beige Book did not make headlines, but they
deserved more attention. It reported slight labor market weakness across many of the
Reserve Districts and we think more softness is coming down the pike. That possibly is
part of why the Fed may be leaning toward easing again. The economy is not in crisis,
but the cracks are visible, and policymakers are likely seeing them. Market expectations
are moving back to where they were just weeks ago expecting an imminent rate cut. For
municipal investors that could mean opportunity. The expectation of lower rates tends
to drive demand and with supply still strong December could be a month of renewed
momentum for municipal buyers.
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https://www.wsj.com/economy/central-banking/feds-daly-backs-december-rate-cut-citing-vulnerable-labor-market-07a497b6?gaa_at=eafs&gaa_n=AWEtsqeD4ey0PpV1LWTZuMnAlRuoPG4LKdrf-BK0BZqp6_p39cTv0fxdAcM9&gaa_ts=692d1121&gaa_sig=NmqY4tAAw7uY4VeBPjrJGZ0RiHKOFmln0IWx2Fuav_1tsb_Ck6iUSME1w_rwARicQKtsy39UghsOLHBXh95jwQ%3D%3D
https://www.federalreserve.gov/monetarypolicy/beigebook202511-summary.htm

Recent HilltopSecurities Municipal Commentary

« Markets Swing and Fed Expectations Shift While Municipals Hold Steady, November
24,2025

o September Jobs Data Clears One Cloud, But the Forecast Stays Gray and Unclear,
November 20, 2025

« Importance of the Signal Hunt Intensifies as Market Sentiment Shifts, November 17,
2025

o The Shutdown Ends and the Signal Hunt Begins, November 13, 2025

o Municipal Market Holds Steady as Economic Crosscurrents Intensify, November 10,
2025

Readers may view all of the HilltopSecurities Municipal Commentary here.

The paper/commentary was prepared by HilltopSecurities (HTS). It is intended for informational purposes only and does
not constitute legal or investment advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or other
specific product. Information provided in this paper was obtained from sources that are believed to be reliable; however, it
is not guaranteed to be correct, complete, or current, and is not intended to imply or establish standards of care applicable
to any attorney or advisor in any particular circumstances. The statements within constitute the views of HTS as of the date
of the document and may differ from the views of other divisions/departments of affiliate Hilltop Securities Inc. In addition,
the views are subject to change without notice. This paper represents historical information only and is not an indication
of future performance. This material has not been prepared in accordance with the quidelines or requirements to promote
investment research, it is not a research report and is not intended as such. Sources available upon request.

Hilltop Securities Inc. is a registered broker-dealer, registered investment adviser and municipal advisor firm that does not
provide tax or legal advice. HTS is a wholly owned subsidiary of Hilltop Holdings, Inc. (NYSE: HTH) located at 717 N. Harwood
St Suite 3400, Dallas, Texas 75201, (214) 859-1800, 833-4HILLTOP

©2025 Hilltop Securities Inc. | All rights reserved | MEMBER: NYSE/FINRA/SIPC


https://www.hilltopsecurities.com/wp-content/uploads/2025/11/HTS_municipal-commentary_11.24.25.pdf
https://www.hilltopsecurities.com/wp-content/uploads/2025/11/HTS_municipal-commentary_11.20.25.pdf
https://www.hilltopsecurities.com/wp-content/uploads/2025/11/HTS_municipal-commentary_11.17.25.pdf
https://www.hilltopsecurities.com/wp-content/uploads/2025/11/HTS_municipal-commentary_11.13.25.pdf
https://www.hilltopsecurities.com/wp-content/uploads/2025/11/HTS_municipal-commentary_11.10.25.pdf
https://www.hilltopsecurities.com/municipal-commentary/

