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INFLATION, INFLATION, LESS INFLATION

The Good News

The most recent inflation data was released on Wednesday, August 10th.
The good news from this data is that headline inflation as measured by
the Consumer Price Index (CPI) came in slightly lower than expected at
a year-over-year rate of 8.5%. This suggests that inflation has slowed
and, for the first time in months, a new 40-year high was not established.

More detailed parsing of the data includes other good news. Month-
over-month CPI for July was at 0.0%. Core CPI, which excludes food and
energy due to their more volatile price swings, experienced a month-
over-month increase of only 0.3%, down from June’s 0.7% increase. The
Producer Price Index (PPI), which reflects the supply conditions of our
economy, tells a similar story. On a year-over-year rate, PPl rose by 9.8%
compared to June’s year-over-year increase of 11.3%.

The Bad News

While the most recent data is positive and may be the start of the
inflation slowdown the US economy has been waiting for, there is still
reason to be concerned. The price of food, and in particular groceries,
rose significantly in July. Rents are soaring across the nation as rising
mortgage rates keep would-be home buyers in the rental market.
In general, inflationary measures are still too high for a sustainable
economy.

The Fed

These conditions are keeping the Federal Reserve (the Fed) active as it raises
short term interest rates and continues its quantitative tightening strategy by
selling off its balance sheet. In fact, many experts, including members of the
Federal Open Markets Committee, are relatively unfazed by the positive CPI
news and would like the Fed to remain aggressive in its fight against inflation.
Federal Reserve Governor, Michelle Bowman, stated that she would like to see
future rate hikes at a similar level to the two recent hikes of 0.75% “until we see
inflation declining in a consistent, meaningful, and lasting way.” Viewpoints like
Bowman’s suggests that higher interest rates are still to come.

Impact of Inflation on Rates

Nonetheless, some have argued that inflation, and bond yields along with it,
have peaked. The 10-Year US Treasury (UST) peaked year-to-date in mid-
June at 3.49%. Since then, the 10-Year UST reached as low as 2.60% on August
1st and was most recently at 2.78% as of August 10th.

Impact of Inflation on Municipal Bond Market

The municipal bond market has followed a similar trend. The 20-Year
Municipal Market Data (MMD) rate reached a year-to-date high in mid-
June at 3.24%. As of August 10th, the 20-Year MMD rate is 2.77%. The
graph below shows how the MMD has moved since January 2020.
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The recent downward movement in interest rates is tied to the flow of
funds data across the same time frame. While this calendar year has
seen negative fund flows in all but three weeks through the end of June,
there have been three positive weeks of fund flows over the past four
weeks alone, according to the Investment Company Institute (ICI). The
most recent data, for the week ending August 3rd, recorded $1.95 billion
in positive fund flows, the highest amount in any week year-to-date.
Please see the graph below for weekly fund flow data since January 2021.

Municipal Bond Fund Flows
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As the economy progresses into the second half of the year, economists
will be looking to see if the Fed’s activity might result in a recession. The
Fedis hoping for a soft landing, but if this does not happen, the Fed could
be compelled to enter another round of quantitative easing by cutting
short-term interest rates. As significant changes in the municipal bond
market take place, PMA remains committed to communicating these
developments to our public sector partners. In the meantime, if you have
any questions about your bond issue or the bond market in general,
please reach out to 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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