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Second Quarter Highlights
Market Returns
During the second quarter, the Fed took center stage as an easing of
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» Census: The US Census is critical in determining the - zgéﬁg
allocation of federal dollars to the states. In June, the US 1.0%
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As of the date of this publication, the Trump 2.0% \_/
Administration issued an executive order requiring Federal 1 5%
agencies to provide the Department of Commerce with US Treasuries === 3/31/19
records on citizens and non-citizens. 1.0% — 6/30M19

i 3 5 7 9 11 13 15

Source: JP Morgan, Bloomberg, Merrill Lynch.
Fiera Capital Inc. | 375 Park Avenue, 8th Floor, New York, NY 10152 | T 212 300-1600


https://us.fieracapital.com/wp-content/uploads/2019/04/q1-2019-tax-efficient-fixed-income-commentary-4.15.19.pdf
https://us.fieracapital.com/thought-leadership/us-supreme-court-blocks-citizenship-question-on-the-2020-census/

Municipal Market Technicals
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Supply and demand dynamics continued to be supportive of the market in the second quarter. New issue volume was
down over 11% compared to the second quarter of 2018. Year-to-date, 2019 is tracking slightly ahead of last year.
However, the impacts of subdued Q1 2018 issuance skew this year-over-year comparison to some degree. Overall,
supply continues to be underwhelming. Demand, as measured by fund flows into municipal mutual funds was very

strong. Average weekly inflows were over $1.1 billion, showing little sign of slowing from the record pace of fund

flows seen in the first quarter.

State Focused Portfolios

We are often asked if we manage “single state” municipal portfolios i.e. one which solely contains bonds from the
account holder’s state of residency. Typically, our response is that while we may be able to, doing so may not be the
best way to maximize after-tax return.

Most states have a limited number of high-quality issuers and for some, availability in the market can be quite scarce.
In these cases, investors can be forced to pay too much in order to get funds invested. Even in states such as
California and New York with greater amounts of issuance, demand can push yields to unattractive levels. As a result,
we believe “state focused” portfolios make the most sense. In this structure we have the flexibility to buy out of state
when it offers greater opportunity, allowing us to tailor the portfolio structure to market opportunities and seek to
improve the after-tax yield.

Examples of this can currently be seen in our California portfolios. In the recent past, it was not uncommon for our
California portfolio to be fully invested in-state, but this changed following the tax reform which went into effect in
2018. In its wake, the relationship between California-exempt bonds and the rest of the market changed such that
California frequently offered 15+ bps less in relative yield than they had previously. Being “state focused,” rather than
“single state,” enabled us to sell some bonds in the most impacted areas of the yield curve and replace them with

higher yielding bonds from other states. Such a strategy aims to increase the after-tax yield of the portfolio.

Credit Insights: State Budgets

July 15t marks the beginning of the fiscal year for most
states, which means that much of the hard work of
negotiating taxing levels and prioritizing spending takes
place in the second quarter. State budget season in
recent years has been characterized by headline-
producing budget battles, particularly among the states
facing fiscal pressures from underfunded pensions. These
budget stalemates have resulted in late budgets or
government shutdowns, and have heightened headline
risk for certain municipal bonds heading into the
summer months.

The 2019 budget season came and went without these
intense political conflicts. We noted after last
November’s elections that a greater number of states
now have single-party rule between the governors office
and legislatures. While this increased the likelihood of
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reaching compromises, another major contributor to the
relatively smooth budget season was a surge in tax
receipts. States like California, Illinois, Connecticut
among others, reported tax collections that exceeded
expectations and allowed for increased projections for
the upcoming fiscal year.

The surge in spring tax collections was of particular
interest in the wake of the federal tax law changes of
2017. Taxpayers were filing their returns for the first full
year under the new tax regime, which included a cap on
the State and Local Tax (SALT) deduction. While the
changes to the SALT deduction are likely to be a long
term drag on high-tax states’ credit profiles, the positive
revenue surprises reveal that the short term impacts of
tax reform are yet to be determined. As noted above,
the SALT changes have increased demand for tax
exempt bonds in high-tax states. We will be following
this issue closely in the months and quarters ahead.



Important Disclosures ¥ FIERA

Past performance is not a guarantee of future results. Inherent in any investment is the potential for loss.
This presentation is for informational purposes and should not be considered a solicitation to buy, or an offer to sell, a security.

Certain information contained in this document may constitute “forward-looking statements,” which can be identified by the use of forward-
looking terminology such as “may,” “will,” “should,” “expect,” anticipate,” “project,” “estimate,” “intend” “continue,” or “believe” or the
negatives thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events or results or the
actual performance of any strategy or market sector may differ materially from those reflected or contemplated in such forward- looking
statements.
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Statements regarding current conditions, trends or expectations in connection with the financial markets or the global economy are based on
subjective viewpoints and may be incorrect.

This document contains information that has been provided by a number of third party sources not affiliated with Fiera Capital Inc. that, which
Fiera Capital Inc. believes to be reliable, but for which Fiera Capital Inc. makes no representation regarding its accuracy or completeness.

Charts, tables and graphs contained in this document are not intended to be used to assist the reader in determining which securities to buy or
sell or when to buy or sell securities.

The information provided reflected Fiera Capital's views as of the date of this document. Such views are subject to change at any point without
notice.

These materials are not intended as investment advice or a recommendation of any security or investment strategy for a specific recipient;
investments or strategies that may be described herein are provided as general market commentary.

Index Definitions:

¢ The Bloomberg Barclays Municipal Bond Index is a rules-based and market value weighted index engineered for the long-term tax-exempt
bond market. To be included in the index, bonds must be rated investment-grade (Baa3/BBB- or higher) by at least two of the following
ratings agencies: Moody’s, S&P, Fitch. If only two of the three agencies rate the security, the lower rating is used to determine index
eligibility. If only one of the three agencies rates a security, the rating must be investment-grade. They must have an outstanding par value
of at least $7 million and be issued as part of transaction of at least $75 million. The bonds must be fixed rate, have a double date after
December 31, 1990, and must be at least one year from maturity date. Remarketed issues, taxable municipal bonds, bonds with floating
rates, and derivatives, are excluded from the benchmark.

- Subindices include: BBC 1 Year (1-2 year maturities), BBC 3 Year (2-4 year maturities), BBC 5 Year (4-6 year maturities), BBC 7 Year (6-8
year maturities), BBC 10 Year (8-12 year maturities), BBC 15 Year (12-17 year maturities), BBC 20 Year (17-22 year maturities), BBC 1-10
Year (1-12 year maturities).

e The Bloomberg Barclays Prerefunded Index is composed of general obligation bonds, revenue bonds, insured bonds (including all insured
bonds with a Aaa/AAA rating), and prerefunded bonds.

e The Bloomberg Barclays US Corporate Bond Index is composed of publicly issued U.S. corporate and specified foreign debentures and
secured notes that meet the specified maturity, liquidity, and quality requirements. To qualify, bonds must be SEC-registered.

e The S&P 500, or the Standard & Poor's 500, is an American stock market index based on the market capitalizations of 500 large companies
having common stock listed on the NYSE or NASDAQ.
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