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Municipal Bond Rates Remain
Low Despite Fed Policy Action

The Federal Open Markets Committee (FOMC) met this week and
Chairman Jerome Powell released a statement summarizing its
meeting on Wednesday, December 15th. While the statement did
not contain any elements of surprise, the direction in which the
Federal Reserve (the Fed) is moving is substantial and noteworthy.
First, Chairman Powell failed to include the term “transitory” in his
remarks for the first time in recent memory when referring to the
FOMC'’s inflationary expectations. This suggests that the supply
chain issues driving the high rate of inflation may likely persist for
longer than many originally thought.

Second, the FOMC maintained its position to keep short-
term interest rates at or near zero (despite the recent rise in
inflation) to help the labor market continue its trajectory toward
full employment. However, many expect interest rate hikes are
imminent in the new year and beyond. A survey of individual FOMC
members indicates that 12 out of the 18 members believe there will
be at least three rate hikes in 2022, with more to come in 2023 and
2024.

Third, the Fed will continue tapering (i.e., reducing) its bond
purchasing program until the quantitative easing program comes
to completion. The Fed had been purchasing $80 billion of US
Treasury bonds and $40 billion of mortgage-backed securities for
a total of $120 billion of asset purchases per month since March
2020. The tapering began in November, and in January, the Fed
expects to purchase only $40 billion of US Treasury bonds and
$20 billion of mortgage-backed securities on a monthly basis.
This rapid tapering pace could have upward pressure on longer-
term interest rates.

In the municipal bond market, we have yet to see the impact of
these higher interest rate expectations. Municipal bond rates, as
measured by the AAA Municipal Market Data Index (the MMD),
continue to remain at attractive levels for issuers, and, in fact,
have decreased since our last market update in mid-November.
Forinstance, the 10-Year MMD closed on December 15th at 1.03%,
which is 0.08%, or 8 basis points (bps), lower than where it closed
on November 16th. The graph below shows how interest rates
have moved since the beginning of 2020.
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The stability in the municipal bond market persists despite a
relatively heavy supply in the primary market. The 30-day visible
supply provided by The Bond Buyer showed over $15.7 billion of
supply as of December 10th, which was an increase of over $2.1
billion from a week prior and the highest it has been in several
months.

Fortunately for ourissuer clients, demand is keeping pace with the
healthy supply. The Investment Company Institute (ICl) monitors
fund flows in to and out of long-term municipal bond mutual
funds and exchange-traded funds (ETFs). Weekly fund flows
have been positive for 48 out of the 49 recorded weeks this year
thus far, exceeding $2 billion in 28 of those weeks. While net fund
flows have remained under $1 billion for the last three weeks, the
consistent positive flow into municipal bond funds have generated
sufficient demand to keep tax-exempt interest rates at attractively
low levels. Please see the bar graph below to see how robust
municipal bond fund flows have been since January 2021.
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Itis not unreasonable to assume that the various fed policy actions
and larger macroeconomic factors will force tax-exempt interest
rates higher than where they are now. But that time has not yet
come, prolonging the window of opportunity for issuers to take
advantage of a historically low interest rate environment. 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. We here at PMA wish you all a wonderful holiday season.
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This document was prepared by PMA Securities, LLC for clients of the firm and its affiliated PMA entities, as defined below. It is being provided for informational and/or educational
purposes only without regard to any particular user’s investment objectives, financial situation or means. The content of this document is not to be construed as a recommendation,
solicitation or offer to buy or sell any security, financial product or instrument, or to participate in any particular trading strategy in any jurisdiction in which such an offer or solicitation, or
trading strategy would be illegal. Nor does it constitute any legal, tax, accounting or investment advice of services regarding the suitability or profitability of any security or investment.
Although the information contained in this document has been obtained from third-party sources believed to be reliable, PMA cannot guarantee the accuracy or completeness of such
information. It is understood that PMA is not responsible for any errors or omissions in the content in this document and the information is being provided to you on an “as is” basis without
warranties or representations of any kind. The analysis or information presented may also contain hypothetical projections and/or past performance that have certain limitations. Past
performance does not guarantee future results and no representation is made that the results are accurate or complete or that any results will be achieved.

Securities, public finance services and institutional brokerage services are offered through PMA Securities, LLC. PMA Securities, LLC is a broker-dealer and municipal advisor registered
with the SEC and MSRB, and is a member of FINRA and SIPC. PMA Asset Management, LLC, an SEC registered investment adviser, provides investment advisory services to local
government investment pools and separate accounts. All other products and services are provided by PMA Financial Network, LLC. PMA Financial Network, LLC, PMA Securities, LLC
and PMA Asset Management, LLC (collectively “PMA”) are under common ownership.

Securities and public finance services offered through PMA Securities, LLC are available in CA, CO, FL, IL, IN, IA, MI, MN , MO, NE, OH, OK, PA, SD, TX and WI. This document is not
an offer of services available in any state other than those listed above, has been prepared for informational and educational purposes and does not constitute a solicitation to purchase
or sell securities, which may be done only after client suitability is reviewed and determined. All investments mentioned herein may have varying levels of risk, and may not be suitable
for every investor. PMA and its employees do not offer tax or legal advice. Individuals and organizations should consult with their own tax and/or legal advisors before making any tax or
legal related investment decisions. Additional information is available upon request.
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