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EcoNoMIC, PUBLIC POLICY, AND FED DEVELOPMENTS

* No winner was declared in the US Presidential Election on
Tuesday night, and it will take time before votes have been fully
counted. While it’s too soon to make solid prognostications on
the economic impacts of this election, we can take several
outcomes off the table. At present, the betting markets consider
Biden likely to prevail, though the “blue wave” the Democrats
had hoped for failed to materialize. The House will remain
Democratic, but the Senate is likely to remain under Republican
control, though a razor-thin Democratic majority is not
impossible. Either a Republican Senate or a thin Democratic one,
however, would make passing a sweeping Democratic agenda
extremely challenging over the next two years, and more
immediately, the likelihood of a second stimulus bill has fallen
considerably. Despite the uncertain outcome, lower probability
of stimulus, and possibility of legal challenges, however, the
markets initially reacted quite favorably.

* The Q3 GDP report was another record setter, though this time
in the opposite direction — GDP grew at an annualized rate of
33.1% (quarterly rate of 7.4%), an all-time high, exceeding
expectations for growth of 32%. Growth was driven by a heavy
rebound in durable goods consumption of 82.2%, contributing to
overall consumption growth of 40.7%. Federal, state, and local
government spending was a drag, contracting -4.5%, as state
and local governments tightened their belts as receipts fell and
CARES Act stimulus began to expire. While these were strong
results, evidence suggests growth began to slow later in the
quarter, and with GDP still 3.5% below pre-pandemic levels
(equivalent to 15.1% annualized) it will still be some time before
growth fully recovers. Millions more Americans also remain out
of work than in February.

* Similarly, while personal income growth was a better-than-
expected +0.9% and September retail sales represented a
surprisingly bright economic data point, up 1.9% vs. expectations
of 0.8%, income was largely propped up by the $300 “Lost
Wages Supplemental Payments” authorized by President Trump

after the expiration of CARES Act benefits. These payments
were of a smaller dollar amount but offered a wider pool of
eligibility, although they have now begun to expire, suggesting
personal income is very likely to contract in October’s report.
Consumption, particularly of durable goods, has been a source
of strength in the recovery, and any erosion of consumer
spending power could jeopardize that.

The Fed’s Beige Book contained few surprises but provided
some color while mostly confirming what we already knew
about the economy. All districts reported “slight to modest”
growth, though with extreme variability from sector to sector.
The survey reported demand for goods was far higher than
services, with demand for cars — an alternative to public
transport — high, while dining out weakened as the weather
cooled. Manufacturing and warehouse jobs grew while service
sector employment weakened. Rural tourism — likely long-term
relocation as people work from home — has been booming, while
urban areas displayed continued economic weakness. There
were also widespread reports of workers leaving the labor force,
citing public health concerns or family obligations, echoing a
decline in the participation rate in BLS releases. Overall, much of
this was not new and aligns with our expectations of how the
economy is responding to a global pandemic, although the Beige
Book release provides a wealth of anecdotal support to flesh out
data releases.

The COVID-19 pandemic worsened materially during October,
breaking 90,000 daily new cases for the first time at month-end.
Daily and weekly new case totals are now higher than at any
previous point, although thus far cities and states have been
restrained in putting restrictions back in place. Public health
officials are generally expecting the pandemic’s current wave to
peak in November, with the pandemic deepening over the next
several weeks.
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COVID Third Wave Reaches New Peak
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FROM THE TRADING DESK

MUNICIPAL. MARKETS

The municipal yield curve flattened modestly to close the month
as the spread between 2 and 10 years declined to 72 bps.
Despite slight flattening, we continue to see value in the 6 to 9-
year portion of the curve where there is some relative
steepness.

Issuance — or lack thereof — is a factor we are adjusting to as we
enter November. After a sizeable $17B came to market over the
week of October 26, the first week of November is expected to
be much lower. The Bond Buyer’s 30-day visible supply of about
S5B follows a record $71B of October issuance, a month to
which many issuers pulled their deals forward. Citi expects only
$178B for all of November as the election and Thanksgiving break
will likely diminish new supply, making it more challenging to put
cash to work.

Looking at Citi’'s numbers, while total municipal issuance is up
42% YTD ($450B vs. $316B at this time last year), nearly all the
increase has come to market through taxable offerings (+437%
YTD). Traditional tax-exempt issuance is largely flat. We see
sustained taxable supply in Q4 and likely into 2021 given low
interest rates and an inability to advance refund tax-exempt
debt.

CORPORATE BOND MARKETS

As has been well advertised, there has been no shortage of
Investment Grade Corporate issuance in 2020 with borrowing
costs near all-time lows. October brought over $80B of new debt
(largest October since 2012), bringing the YTD total to a record
setting $1.662 trillion.

Despite this surge in new supply, plenty of investors are lining
up to buy. The Federal Reserve’s backstop remains a positive for
corporate credit, as is sustained retail and institutional demand.
Investment Grade Corporate bond mutual funds alone brought
in another $3.3B of net assets during the last week of Q3.

Over the last six months we have also seen a shift in foreign
buying patterns, as overseas investors are moving out of non-US
sovereigns and into the Euro and US Investment Grade credit
markets given more attractive relative value and the impact low
nominal yields have had on reducing foreign currency hedging
costs.

The OAS on the Bloomberg Barclays US Corporate Bond index
ended the month at 125 bps, 10 bps lower than where it
began. Large foreign insurance companies and banks are
announcing plans for additional buying of US Investment Grade
credit which should continue to be supportive of spreads.

While the front end of the UST curve remains anchored, longer
dated yields climbed higher on the month keeping the bear
steepening trend intact. The spread between 2Yr and 10Yr USTs
closed the month at 71 bps, the highest level since February
2018. By contrast, the spread between 2Yr and 5Yr USTs is just
22 bps as the bulk of the steepness remains between 5 and 10

Municipal demand remains strong with mutual funds gathering
a net $582M in October, cash flow that leaves YTD net inflows
at $25.6B, an impressive figure given the dramatic short-term
outflows of March and early April.
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years. The longer part of the UST curve (10s, 20s, and 30s)
climbed in unison by roughly 20 bps in October, sending what
we feel is a healthy forward economic signal.

The Federal Reserve’s meeting was pushed back a day to
Wednesday, November 4th on account of the still unresolved
election. Our expectation is that further stimulus measures will
await final election results, although Chairman Powell may leave
the door open to adjusting Fed bond purchases at a later
meeting, perhaps as soon as December. Their accommodative
stance should remain intact and nothing dramatic is likely to
come from this meeting.

US Treasury Yield Curve % - 2020
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PUBLIC SECTOR WATCH

CREDIT COMMENTS

A Look at State Ballot Measures

While not receiving top billing in the media, 128 measures were on the ballot at the state and local level in the Nov. 3rd election. These
measures can have an important impact on state and local credit trends, as voter support (or lack thereof) can alter tax collection trends
and/or spending mandates. Below we present key measures and preliminary results:

Proposition 208 — Creates new top marginal income
Arizona tax rate of 8.0% (v. 4.5%) on incomes > $250k Approved

ey SELs Expected to generate $950M for education.

(individual) & > $500k joint Budget
. " E .5B-S11.5Bi
Proposition 15 - Would allow commercial property > Positive (near-term) for aZZici:)?\iIt?aierr:/;arfseiefjr Ioial >Bin
California $3M to be taxed at market rather than assessed Undecided Local Government Tax .
value. Collections governments. Longer term impact on

business is uncertain.

Graduated Income Tax Amendment - Would appeal . . . Leaves a $1.5B gap in current year
. . . . . Failure is negative for . . .
Illinois constitutional requirement of a flat income tax, Failed the State budget. Was projected to deliver $3.1B in
thereby allowing a new graduated income tax additional revenue.

. Statehood referendum — Asks voters if Puerto Rico o . L
Puerto Rico should be admitted into the Union as a state Approved (“Yes”) Unclear Vote is non-binding.

Preliminary results are reported by Ballotpedia.org as of 11/4/2020 and are subject to change. Appleton Partners has not independently verified results.

Bond Authorizations Reflect Modest Levels of New Borrowing Pensions:

* Bond authorization approvals can be an indicator of future * The coronavirus pandemic has had a severe impact on state and
municipal issuance trends. This year’s slate of requests and their local governments’ underlying credit fundamentals and did not
early approval point to a willingness of municipalities to invest in spare pension liabilities. While many budgetary items are largely

expected to show resiliency, pension liabilities will likely
continue to deteriorate without remediation.

* While investment returns vary widely, most governments
posted low single digit investment returns in FY20. This will
cause pension costs to increase, although the current impact on
a funding and cash basis will not be extreme due to asset

their communities and voter support for essential projects.

* State and local governments requested $52.7B of bond
authorizations on the ballot, according to Bank of America.
Although this is $17.9B less than 2016’s election, it is slightly
larger than the average of $46.0B for the last five presidential

elections. smoothing and amortization techniques. Funding impact will
* Weanticipate a high percentage of requests will be approved, also not be evident until the 2022 budget due to the lagged

although at this time results are still being tabulated. Since funding mechanism.

2000, voters have approved 81.7% of bond authorizations + Government’s balance sheets will bear the brunt of increased

sought in presidential election years. This compares to 80.3% in liabilities though, particularly if future investment returns lag.

midterm election years and 77.2% in off-year elections. With interest rates at historically low levels, states are being

forced to adjust their targeted returns below a typical 7% range,
thereby causing balance sheet liabilities to spike.
Presidential Avg * Despite modifying expected returns, many governments are
arguably still being too optimistic. Moody’s currently uses a

Presidential Election Year Bond Requests (Shillion)
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discount rate of 2.70% for FY20. Applying this much lower rate
$60 $52.7 would result in total aggregate adjusted net pension liabilities
$36.9 for states of $1.7 trillion compared to a reported liability of

$40 $29.4 $716.6B. Lower rates must be compensated by higher

324.4 contributions, a credit factor that must be considered.
$20 * Positively, we have seen a much greater inclination to maintain

. pension funding levels than was the case during the Great

Recession of 2008-2009.
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STRATEGY OVERVIEW

COMPOSITE PORTFOLIO POSITIONING (As of 10/31/2020)

Ultra Short Short-Term Intermediate Long High Gra.de Strateglc
Municipal* Municipal Municipal Municipal Intermediate Muni
Gov/Credit Crossover
Average Modified Duration 1.17 years 2.72 years 4.62 years 5.87 years 4.14 years 4.38 years
Average Maturity 1.33 years 3.19 years 6.65 years 12.02 years 4.65 years 5.81 years
Yield to Worst 0.29% 0.52% 0.82% 1.21% 0.87% 0.82%
Current Yield 4.12% 4.23% 4.00% 3.88% 3.19% 3.86%

Duration Exposure by Strategy (as 10/31/2020)
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* Data is not representative of a composite but rather of a single portfolio in this strategy which closely resembles the

one that Appleton Partners would attempt to construct as of the date indicated for prospective clients.
Source: Investortools Perform, Appleton Partners, Inc.

OUR PHILOSOPHY AND PROCESS

* Our objective is to preserve and grow your clients’ capital in a tax efficient manner.

* Dynamic active management and an emphasis on liquidity affords us the flexibility to react to changes in the credit, interest rate and
yield curve environments.

» Dissecting the yield curve to target maturity exposure can help us capture value and capitalize on market inefficiencies as rate cycles
change.

* Customized separate accounts are structured to meet your clients’ evolving tax, liquidity, risk tolerance and other unique needs.
* Intense credit research is applied within the liquid, high investment grade universe.
* Extensive fundamental, technical and economic analysis is utilized in making investment decisions.
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