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Falling Rates and Callable 5% Coupons Point to More Refundings in 2026

In mid-December, the Federal Reserve made its third interest rate cut in as many meetings. This most recent vote by the seven-
member board resulted in “no” votes from two governors who pointed to persistent inflation as their reason to give a thumbs
down on the latest reduction. A third governor favored a 0.50% point cut rather than the approved 0.25% move. With this trend
of reduced rates expected to continue into the new year, and with a new dovish chair predicted to lead the Fed at the end of
Chairman Powell’s term, expectations are high that 2026 will see increases in both new money borrowings and bond refundings.

Multiple factors, including declining interest rates, will influence 2026 bond issuance, along with relentless infrastructure needs,
inflated by rising costs. According to a recent article in 7Ae Bond Buyer, municipal bond supply projections for 2026 range from a
high of $750+ billion to a low of $520 billion, with most firms polled expecting issuance this year to be at least $600 billion, easily
surpassing 2025’s record. Refundings are also expected to be up in 2026, due to lower interest rates and an avalanche of callable
5% coupons. BofA strategists predict “the depletion of federal COVID stimulus funding; an insatiable demand for public
infrastructure; a booming economy and labor market; and sticky inflation,” will result in an increase in issuance. They go on to
say, “The pool of refundable candidates for 2026 is roughly 13% larger than for 2025, but the backlog of bonds that are eligible
for refunding and remain unrefunded is 24% larger than the backlog for 2025.” Municipal Markets Analytics commented that if
inflation remains elevated, project costs will increase faster than available revenues, leading to more borrowing, while the
potential volatility of the November mid-terms may cause state and local governments to get ahead of that by front-loading
issuance... and/or accelerating 2027 issues into 2026".

If the administration is successful in gaining Senate confirmation of a new Fed nomination, further rate cuts are likely in 2026
regardless of inflation concerns. In the same article, strategists at FHN Financial are quoted as seeing issuance essentially flat in
2026. They note that “"most of the surge of recent issuance has come from new projects and has been driven by “strong credit
conditions, pent-up demand after years of deferring projects, and the spend down of stimulus funds that had supported
infrastructure investment up until 2024”. The impact of these conditions, though, is “fading,” indicating that new money debt
issuance could fall in 2026, which FHN predicts will decrease 7% to $399 billion. Refundings, though, are expected to rise 16%
year-over-year. “With tax-exempt advance refundings still off the table and rates still too high to bring much taxable advance
refunding supply, most of 2026 refinancing activity will continue to come from current refundings,” said FHN.

Contact your financial advisor at CMA if you would like a thorough analysis of your jurisdiction’s outstanding debt for attractive
refunding opportunities.

RECENT CMA CLIENT SALE RESULTS

Issuer (Rating) Issue Type Par Amount Sale Date Term Rate Purchaser
Mount Vernon City SD (N/A) TAN $17,000,000 19-Dec 6mos. 3.71% JP Morgan Chase Bank
Orchard Park CSD (Aa2) Ref. Bonds 9,515,000 11 - Dec 7 yrs. 2.27%  FHN Financial Capital Markets
Suffolk County (AA-) TAN 390,000,000 10 -Dec 7 mos. 2.53% JP Morgan Securities LLC
Tarrytown UFSD (Aa2) Bonds 32,405,000 9 - Dec 20yrs. 3.51%  FHN Financial Capital Markets
Erie County IDA (Aa2) Ref. Rev. Bonds 74,150,000 Negotiated 4 yrs. 2.62%  Ramirez & Co., Loop Capital
Colombia County (Aa3) Ref. Bonds 9,455,000 2 -Dec 12yrs. 2.45% Loop Capital Markets
Smithtown CSD (Aa2) Bonds 51,055,000 2 —Dec 15yrs.  3.13% Janney Montgomery Scott
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Interest Rate Chart

Daily 'AAA' Rates June 1, 2022 - January 13, 2026*
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*As of October 20, 2023, these charts arc developed by CMA based on the

Questions? Comments? Contact any of CMA’s 10 Municipal Advisor Representatives listed below.

Richard Tortora at rtortora(@capmark.org  Rick Ganci at rganci@capmark.org Anthony Nash at anash@capmark.org
Janet Morley at jmorley(@capmark.org Alex Kerr at akerr@capmark.org Tom Vouzakis at tvousakis@capmark.org

Alex LoCascio at alocascio@capmark.org  Madeline Reid at mreid@capmark.org  Morgan Reid at mreid | @capmark.org

Diana Castafieda at dcastaneda@capmark.org  Evan Tortora at etortora@capmark.org
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