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On June 14, the Federal Reserve (Fed), in a well-anticipated move, paused 
their tightening cycle for the first time since March 2022, having hiked 
interest rates by 500 basis points over 10 consecutive meetings. The Federal 
Open Market Committee (FOMC) decision was unanimous and aimed to 
allow the committee to “assess additional information and its implications 
for monetary policy.”

While the federal funds target rate remained at 5.00% – 5.25%, the median 
rate forecast for 2023 rose by 50 basis points to 5.60%. Investors are now 
pricing in a 25-basis-point increase in the federal funds rate at the next 
scheduled meeting on July 26. In a hawkish statement, Fed Chair Jerome 
Powell indicated that any rate cuts would be a “couple of years out” as he 
continues to attempt to push back the market from pricing in rate cuts into 
late 2023 and early 2024. 

Similar to the past several months, supply and demand dynamics continued 
to drive the volatility in the SIFMA Index (7-day high-grade market index 
reported to the Municipal Securities Rulemaking Board), which moved 
approximately 150 basis points during June. Yields on tax-exempt money 
market funds have increased the past several months as the Fed continues 
the path to higher interest rates but were kept muted because of a  
new-issue-starved market seeking to put cash to work in the front of the 
yield curve.

Municipal money market funds have seen assets rise in the past few months 
as investors enjoy increased yields and stability of the money market space. 
The front end of the yield curve—securities maturing within one year—have 
seen yields drift down as demand is robust across the yield curve. 

The dearth of new issuance, combined with an increase in appetite for 
tax-exempt income, kept demand strong through the first half of the year. 
Issuers have been slow to enter the market with the increase in funding 
costs. As we come through our annual “note season,” when states and 
municipalities issue their financing for the year, we have seen a noticeable 
decline in issuance. States and municipalities are still flush with Covid-19 
relief money from the federal government and that has helped temper the 

Joseph Irace
Senior Portfolio Manager



2

demand. We expect this to change in 2024, as relief money wanes and 
issuance increases due to lower capital gains and personal income tax 
receipts. Demand continued to remain strong for shorter-dated paper, as 
investors stay in the shorter end of the market in anticipation of higher 
interest rates in the future. In this environment, we maintain high levels of 
liquidity with variable-rate-security indexes trending higher and strive to 
continue providing shareholders with competitive market returns.

The state of municipal credit remains strong, although we expect volatility 
in the days ahead as tax revenues soften in a tightening environment. 
State budget flexibility remains high due to strong rainy-day reserves and 
revenues exceeding projections—45 states reported fiscal year (FY) 2023 
general fund revenues were exceeding enacted revenue forecasts per the 
Spring 2023 National Association of State Budget Officers (NASBO) Report. 
The current estimates are outperforming earlier forecasts by 6.5%. Thirty-
nine states are on track to further increase the size of their rainy day fund 
balances in FY 2023. The median rainy day fund balance as a share of 
spending is expected to increase from 11.5% in FY 2022 to 12.0% in FY 
2023 and 13.5% in recommended budgets for FY 2024.

We do expect a softening in general fund revenues for FY 2024 due to 
weaker economic growth, stock market volatility and tax cuts instituted by 
states. The level of revenue declines will be determined by whether we enter 
a recession and how deep it is. Revenue is projected to decline by 0.7% in 
FY 2024, based on forecasts used in governors’ budgets, after an estimated 
0.3% dip in FY 2023 per a recently released NASBO survey. In response to 
a weaker economic environment and slowing revenues (when adjusted for 
inflation) FY 2023 state spending is expected to grow at 12.6%, slower than 
16.8% in FY 2022. Recommended budgets for FY 2024 call for general fund 
spending of $1.23 trillion, a 2.5% increase that is much slower than 12.6% 
for FY 2023.

Existing home sales recorded a minor gain of 0.2% in May and sales 
retreated 20.4% from one year ago per the National Association of Realtors. 
The inventory of unsold existing homes grew 3.8% from the previous month 
to 1.08 million at the end of May, or the equivalent of 3.0 months’ supply at 
the current monthly sales pace. Sales were mixed among the four major US 
regions, with the South and West posting improvements and the Northeast 
and Midwest experiencing pullbacks. All four regions experienced year-
over-year sales declines. As mortgage rates have stabilized, home sales have 
picked up and are expected to remain stable in the near term. We expect a 
stable housing market to continue to support local governments and  
their budgets.
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All investments involve risk, including the possible loss of principal. Certain investments involve greater or unique risks that should be considered along 
with the objectives, fees, and expenses before investing.

BNY Mellon Investment Management is one of the world’s leading investment organizations encompassing BNY Mellon’s affiliated investment 
management firms and global distribution companies. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may 
also be used as a generic term to reference the corporation as a whole or its various subsidiaries generally. 

Municipal income may be subject to state and local taxes. Some income may be subject to the federal alternative minimum tax for certain investors. 
Capital gains, if any, are taxable. 

This material has been provided for informational purposes only and should not be construed as investment advice or a recommendation of any 
particular investment product, strategy, investment manager or account arrangement, and should not serve as a primary basis for investment 
decisions.  Prospective investors should consult a legal, tax or financial professional in order to determine whether any investment product, strategy 
or service is appropriate for their particular circumstances. Views expressed are those of the author stated and do not reflect views of other managers 
or the firm overall. Views are current as of the date of this publication and subject to change. This information contains projections or other forward-
looking statements regarding future events, targets or expectations, and is only current as of the date indicated. There is no assurance that such 
events or expectations will be achieved, and actual results may be significantly different from that shown here. The information is based on current 
market conditions, which will fluctuate and may be superseded by subsequent market events or for other reasons. References to specific securities, 
asset classes and financial markets are for illustrative purposes only and are not intended to be and should not be interpreted as recommendations. 
Information contained herein has been obtained from sources believed to be reliable, but not guaranteed. No part of this material may be reproduced 
in any form, or referred to in any other publication, without express written permission. 

BNY Mellon Investment Adviser, Inc. and BNY Mellon Securities Corporation are subsidiaries of BNY Mellon. Dreyfus is a division of BNY Mellon 
Investment Adviser, Inc (BNYMIA). © 2023 BNY Mellon Securities Corporation, distributor, 240 Greenwich Street, 9th Floor, New York, NY 10286.


