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Inflation Drives Upward Trend in Rates

Over the last few weeks municipal bond rates have continued their
trend upward that has so far defined the market in 2022. The rise
in rates across bond markets was fueled again by the report out
from the US Bureau of Labor Statistics on February 10 showing a
7.5% year-over-year increase to the Consumer Price Index. This
eclipses the 7% CPI number that came a month earlier marking the
highestinflation since 1981. The continued rise in interest rates can
be seen across bond markets and it notably caused the 10-year US
Treasury to exceed a 2% yield for the first time since mid-2019.

The bond market will be carefully watching how the Federal
Reserve reacts to the increased inflation. For the last few weeks,
the market has expected the Federal Reserve to take action to
increase rates by .25% at their upcoming meeting in March. The
CPI print from February 10 shifted market expectations to a 90%
probability of a .50% rate hike in March according to the CME
Group’s FedWatch tool.

Interest rates on municipal bonds have increased this year by
more than .50% across the vyield curve as measured by the
Municipal Market Data (MMD) Index. The chart below illustrates
the movement in municipal bond rates over the past two years.
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Recent weeks have also seen a new trend in the demand for
municipal bonds as fund flows have turned negative. After a long
stretch of many months of funds flowing into municipal bond
mutual funds and ETFs, the last three weeks have seen outflows
from municipal bond funds including net outflow of $4.276 billion
in the week ended February 2 as reported by The Investment
Company Institute (ICl). The chart below illustrates this reversal
in fund flows.
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On a broader historical basis interest rates continue to remain
favorable even as they rise off historically low levels. The market
continues to provide low-cost financing for municipal issuers. In
this unpredictable environment, it will be important for issuers to
be nimble and strategic as they approach the market.

PMA is dedicated to staying up to date on market trends and will be
ready to guide you through a dynamic and evolving market. 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.
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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, NY, 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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