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HEADLINE NEWS
State and Local Tax Revenues Extend Growth Streak
Sales of Short‐Term Tax‐Exempt Notes Decline
• The U.S. Census Bureau announced that third quarter 2016 state • For the sixth consecutive year, sales of fixed‐rated short‐term
and local tax revenues increased 2.2% compared to the same
notes dropped in the municipal market as credit profiles broadly
period in 2015. This represents the 20th consecutive quarter of
improved. Volume reached $31 billion in 2016, the lowest amount
of sales since 2004. For comparison, municipalities sold close to
growth extending back to late 2011.
$80 billion in 2010 as budget volatility and low reserves required
• Although the rate of increase lagged the average quarterly
external financing.
revenue growth since the recession (3.4%), it marks an
improvement from the marginal 0.1% increase experienced in the • Typically, tax revenues are collected later in fiscal years for
municipal issuers, yet expenses are funded year‐round. If reserves
second quarter. Third quarter expansion was boosted by 3.2%
are healthy, issuers can rely on internal funds. But when revenues
growth in property taxes, which bodes well for local government
significantly underperform and/or reserves are insufficient, issuers
budgets.
will utilize short‐term borrowing to plug the gap. A steady decline
Muni Defaults Remain Rare
in short‐term issuance indicates broader credit strengthening as
• Moody’s reported that four issuers within its public finance
balance sheets improve and revenues stabilize.
portfolio defaulted for the first time in 2016, matching the same
amount from the prior year. However, all four were associated
with the Commonwealth of Puerto Rico, which has experienced a
decade‐long economic and fiscal decline.
• Excluding the Puerto Rico issuers, 2016 would have been only the
second year in the last 14 in which no Moody’s‐rated municipal
issuer defaulted. We would expect rated‐issuer defaults to be
infrequent, but the very low numbers coincide with a multi‐year
improvement in overall credit strength.

MARKET UPDATE
Muni Market Overview
• The Municipal curve increased and steepened over the week to
catch up with the Treasury. 5Yr Muni was higher by 9bps to 1.66%
and the 7Yr moved up 16bps to 2%. The 10Yr Muni/Treasury ratio
ended the week around 94%.
• Municipal bond fund flows turned around last week to show
inflows of $1.126 billion. This is the first week of inflows following
9 weeks ($24.5 billion) of outflows since the election.
• The calendar for the week expects about $8 billion of issuance,
which is lower than previous weeks but in line with the trailing 3yr
average for the same time period. 30‐day visible supply has also
decreased suggesting near term supply may be below average.
• The total size of Municipal market has reached a new high of
$3.83 trillion, which is 1.6% higher than its previous peak in the 4th
quarter of 2010.

Corporate Market Overview
• The pace of Investment Grade Credit issuance slowed a bit last
week as the MLK holiday, the inauguration, and earnings season
blackouts kept issuers sidelined. The $48.7 billion of new debt was
headlined by the post‐earnings flood of a combined $18.75 billion
issued by Bank of America, Well Fargo, and Morgan Stanley.
Spreads remain in a very tight band with very little movement
over the past several weeks.
• U.S. Treasury bonds remain range bound, with yields rising
moderately from 5 years on out. The 10Yr benchmark bond ended
the week up 7bps to 2.47% and the 30Yr bond rose 6 bps to
3.05%.
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This commentary reflects the opinions of Appleton Partners based on information that we believe to be reliable. It is intended for informational purposes only, and not to suggest any specific performance or results, nor
should it be considered investment, financial, tax or other professional advice. It is not an offer or solicitation. Views regarding the economy, securities markets or other specialized areas, like all predictors of future
events, cannot be guaranteed to be accurate and may result in economic loss to the investor. While the Adviser believes the outside data sources cited to be credible, it has not independently verified the correctness of
any of their inputs or calculations and, therefore, does not warranty the accuracy of any third‐party sources or information. Specific securities identified and described may or may not be held in portfolios managed by
the Adviser and do not represent all of the securities purchased, sold, or recommended for advisory clients. The reader should not assume that investments in the securities identified and discussed were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.

