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U.S. ECONOMY

U.S. GDP fell at a 0.9% annual rate in the second quarter. Slower inventory builds and reduced residential investment
were the largest drivers of the decrease. Slowing consumption was less of an offset, and a reduction in the trade deficit
from record levels in the first quarter kept the decline from being even larger. Final sales to domestic purchasers declined
for the first time since the pandemic. The GDP deflator increased, and the core personal consumption expenditures
(PCE) deflator was at 4.4%, well above the Fed’s 2% target. June consumer spending rose only 0.1% after a revised 0.3%
drop in May, while real incomes fell 0.3% as the 0.5% nominal increase was less than inflation. The June core deflator was
up 0.6% from May and 4.8% from a year ago. The Employment Cost Index rose 1.3% from the first quarter.

Our Take: The U.S. economy is slowing in response to reduced purchasing power from inflation and monetary
tightening by the Federal Reserve (Fed). Even with the slowdown, inflation does not appear to be moving back into the
Fed’s target range. Given the persistence of inflation and the tight labor market, the Fed is unlikely to alter its monetary
tightening trajectory. The U.S. economy is unlikely to rebound until inflation comes under control, and this is unlikely to
happen without a further contraction and a loosening of the labor market.

FED

The FOMC (Federal Open Market Committee) by unanimous vote increased its benchmark rate this week by 75 basis
points to a range of 2.25% - 2.50%. This is the second time the Fed has raised rates by an “unusually large” 75 basis
points and is in line with its more aggressive stance on fighting inflation taken in the past few meetings. During his post-
meeting statement, Chairman Powell noted that the Fed remains “strongly committed” to bringing inflation down and to
“expeditiously” getting rates to a more neutral range. Further, the chairman commented that a “soft landing” has become
more challenging in recent months, and that slower economic activity is likely necessary to temper inflation risks.
Chairman Powell added that June’s Summary of Economic Projections target fed funds range of 3.25% - 3.50% for year-
end 2022 remains a good guide as to where the committee thinks rates need to be, implying additional rate hikes totaling
100 basis points are needed before the end of the year.

Our Take: Reining in inflation is the Fed’s top priority and the committee’s unanimous vote may signal there is still a lot
of work to be done on that front. The Fed will likely continue to raise rates until it sees real progress against inflation,
even as the economy moves towards recession.

MUNICIPALS

Moody’s Investors Service upgraded Minnesota’s issuer rating and general obligation ratings from Aal to Aaa. In addition,
Moody’s upgraded the state’s annual appropriation and lease revenue bond ratings from Aa2 to Aal. Moody’s cited
Minnesota’s “track record of prudent governance that has driven growth in financial reserves and strong management of
long-term liabilities” as reasons for the upgrade.

Our Take: Minnesota has taken steps to improve its fiscal health including growing its reserves and increasing pension

contributions. This week’s upgrade may lead to decreased borrowing costs in the future, which is good news for
bondholders.
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DISCLOSURES

“Madison” and/or “Madison Investments” is the unifying tradename of Madison Investment Holdings, Inc., Madison Asset
Management, LLC (“MAM”), and Madison Investment Advisors, LLC (“MIA”), which also includes the Madison Scottsdale
office. MAM and MIA are registered as investment advisers with the U.S. Securities and Exchange Commission. Madison
Funds are distributed by MFD Distributor, LLC. MFD Distributor, LLC is registered with the U.S. Securities and Exchange
Commission as a broker-dealer and is a member firm of the Financial Industry Regulatory Authority. The home office for each
firm listed above is 550 Science Drive, Madison, W1 53711. Madison’s toll-free number is 800-767-0300.

Any performance data shown represents past performance. Past performance is no guarantee of future results.

Non-deposit investment products are not federally insured, involve investment risk, may lose value and are not obligations of,
or guaranteed by, any financial institution. Investment returns and principal value will fluctuate.

This report is for informational purposes only and is not intended as an offer or solicitation with respect to the purchase or sale
of any security.

Although the information in this report has been obtained from sources that the firm believes to be reliable, we do not
guarantee its accuracy, and any such information may be incomplete or condensed. All opinions included in this report
constitute the firm’s judgment as of the date of this report and are subject to change without notice. This report is for
informational purposes only and is not intended as an offer or solicitation with respect to the purchase or sale of any security.

The PCE price index, released each month in the Personal Income and Outlays report, reflects changes in the prices of goods
and services purchased by consumers in the United States.
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