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Conflict In Ukraine Increases Fed’s Challenges

The Ukraine-Russia conflict is top of mind for many investors.
Market volatility has risen substantially across U.S. fixed income
and equity markets. This conflict will exacerbate the Federal
Reserve’s (the Fed) most pressing challenge (i.e, controlling
inflation), while likely limiting the magnitude of its ability to act
due to a softening global economy.

A year ago, the municipal bond market was just coming off historic
low rates, inflation was moderate, the Fed had net monthly purchases
of $120 billion and indicated that short-term rates would likely not
increase until after 2023. Furthermore, municipal bond fund flows
were positive and stayed positive for the balance of 2021, the ratio of
tax-exempt debt to an equivalent U.S. Treasury was low, and oil was
trading near $60 per barrel. The wind was at your back if you were
issuing municipal debt.

Today the winds are shifting for municipal issuers as we will
detail below, but by most historical standards it's currently still
an attractive time to issue debt.

Inflation: On March 10, 2022, the Labor Department’s Consumer
Price Index (CPl) was released for February and the 12-month
increase was 7.9% before seasonal adjustment.  Economists
were hoping to see this trend moderate with improvements to
global supply chains and what’s known as the “base effect” (CPI
jumped to 4.2% in April 2021, so April 2022 would be starting
from an elevated measure), but the Ukraine-Russia conflict has
sent oil and other commodity prices soaring and has added to
supply chain disruptions. Inflation will be higher for longer.

Municipal Flow of Funds: As the following chart indicates, we
have now experienced six consecutive weeks of net municipal
bond outflows after 2021 only saw one week of net outflows.
Specifically, the Investment Company Institute reported $3.502
billion of municipal mutual fund outflows and only $92 million of
municipal ETF inflows for the week ended March 2, 2022.

Municipal Bond Fund Flows
$5,000
$4,000

$3,000

$2,000

- ||| ||| ||||I ||| |||

so I (T LHTT
R A e e e e e e I S ] alal
"wwfrwwwwwwwwwwwwwwwwwwwww.'7‘
5 58§ 5555555553328 %8¢28%8%8 33838855

s1000 222 &322 333°°32883 2288==

-$2,000

Amount Invested ($)

-$3,000

-$4,000

-$5,000
Value of Tax-Exemption: The ratio of the 10-year Aaa tax-
exempt municipal and the 10-year U.S. Treasury was 92% on
March 11, well above the trailing 12-week average of (77%) and

2021's average of approximately 67%, showing a weakening
value of tax-exemption for issuers.

MMD Bond Yields: Interest rates on municipal bonds continue

to edge higher across the yield curve. This is represented by the
following chart which provides Municipal Market Data (MMD)
AAA yields since the start of 2020 for 5-year, 10-year, and 20-
year maturities.
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Economic Growth: Higher energy and commodity prices due
to the Ukraine-Russia conflict are expected to lower economic
growth in the US. and Europe in 2022, and Europe is expected
to be affected more because of its higher reliance on expensive
energy imports. On March 8, 2022, S&P Global Ratings trimmed
this year’s growth estimate for the U.S. and Eurozone by 0.7%
and 1.2%, respectively.

Federal Reserve’s Challenge: The Fed is now facing the
challenge of tightening monetary policy, (i.e., increasing interest
rates, lowering demand, lowering the rate of price inflation), while
economic growth at home and abroad is slowing, and a nuclear-
armed Russia invades Ukraine. Move too slow and the Fed
risks inflation increasing in magnitude and permanence. Move
too fast and the Fed risks adding to the reduction in economic
growth. Investors will be looking for guidance from the Fed later
this week after the Federal Open Market Committee meets on
March 15-16.

The Bright Side: While we are facing many challenges, long-
term municipal borrowing rates are still quite attractive. To
put long-term rates into perspective the Bond Buyer’s 20 Bond
General Obligation Index (an estimate of the yield that would be
offered on 20-year G.O. Bonds by an Aa-rated issuer), has spent
the last 7 weeks rangebound between 2.33% and 2.53%, which
is only slightly above 2021's average rate of 2.18%, and well below
2019's pre-pandemic average rate of 3.42%.

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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