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INSIGHTS & OBSERVATIONS

EcoNowmIc, PUBLIC POLICY, AND FED DEVELOPMENTS

* The Democrats’ sweep of both Georgia Senate seats on January
6t has increased both the likelihood and size of a third COVID-
19 stimulus bill. Stimulus negotiations are ongoing, with Biden
seeking $1.9 trillion, including aid for state and local
governments, continuing unemployment benefits into the Fall, a
$15 minimum wage, and an additional $1,400 stimulus check.
The GOP has countered with a pared down $618 billion bill
omitting most of those features, and with more targeted $1,000
stimulus checks. Despite a “productive” meeting with Republican
negotiators, the Democrats are seeking to pass Biden’s proposal
via budget reconciliation. With Biden wanting to demonstrate
bipartisanship, while also protecting economic growth and
appeasing progressive concern he will be too quick to
compromise, we see a compromise stimulus bill closer to
Biden’s plan than the GOP’s as the likely outcome.

* Unemployment data remains disconcerting; new claims have
modestly trended downward over the course of the month from
a very high base, falling from 926k the first week of January to
847k the week of the 23", Encouragingly, a good number of
states reported fewer layoffs in manufacturing, food services,
and hospitality. However, the four-week moving average of
868k remains the highest since 1967, as far back as records exist,
and is deeply concerning.

* Retail sales disappointed in December, coming in at -0.7% vs. flat
expectations, while November was revised downward to -1.4%.
Retail sales closed 2020 up 0.6%, the weakest reading in 11
years. Meanwhile, US manufacturing rose more than expected in
December at +0.9%, with total industrial production rising the
most in five months. Retail weakness and manufacturing
strength is not a sustainable combination and leaves us
skeptical of a near-term surge in inflation after unprecedented
monetary and fiscal stimulus. Demand appears in no danger of

exceeding supply anytime soon. Indeed, ISM Manufacturing
unexpectedly declined in January, and while evidence of
production bottlenecks was at part to blame, large declines in
new orders and production are worrying.

Janet Yellen returns to Washington after being confirmed 84-15
as our first female Secretary of the Treasury. We welcome her
confirmation and view it as supportive of the financial markets.
Yellen’s tenure at the Federal Reserve revealed her to be
generally dovish and highly capable.

After several Federal Reserve officials spoke openly about
scenarios that could lead to a tapering of asset purchases in the
first half of January, Chairman Powell aggressively clamped
down on speculation, saying it was “not the time to be talking
about an exit”. Any discussion of such a move, much less the
move itself, would be telegraphed well ahead of time. The Fed
is clearly signaling that short term rates will remain on hold until
the US economy returns to “full employment” (likely under 4%
unemployment), and inflation exceeds the Fed’s 2% mandate on
a sustained basis (likely measured by a 12-month trailing average
of 2-3%).

There were few surprises in Q4’s GDP report — the initial release
came in at 4.0%, slightly below 4.2% consensus. Highlights
include Core Personal Consumption Expenditure (PCE) inflation
slowing more than expected, from 3.4% to 1.4%, business
equipment investment and private residential investment
strength, and solid Final Sales to Private Domestic Purchasers
growth of +5.6%. Goods consumption declined modestly but was
offset by strength in services consumption. Private inventory
growth contributed +1.04% to the top-line GDP growth rate, as
retail spending and consumption slowed during a period of
manufacturing strength. Our base case is further modest GDP
deceleration.

Initial Unemployment Claims Remain Elevated (thousands)
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Retail Sales and Manufacturing Begin To Diverge
(monthly % change)
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FROM THE TRADING DESK

The story remains largely the same in the municipal market.
Demand is unabated with $13.8 billion of January net mutual
fund flows. Supply limitations persist, thereby maintaining
technical conditions highly supportive of the market.

$24 billion of new debt was issued this past month, a 27%
decline vs. $32.7 billion in 2020. Forward issuance expectations
have not yet increased, with Bond Buyer 30-day visible supply
sitting at a modest $10 billion. However, many market analysts
are predicting a surge later in 2021 as municipalities take
advantage of low interest rates to finance deferred projects and

MUNICIPAL MARKETS

The front-end of the municipal curve has been stable and we do
not expect much structural change given the Fed’s commitment
to maintaining accommodative monetary policy. A degree of
steepening of the longer end of the curve is more likely over the
course of 2021.

The 2Yr AAA muni/UST ratio began February at 100%, whereas a
rise in UST yields has contributed to a decline in the 10Yr AAA
muni/UST ratio to a tight 65%. We concur with market analysts
who recently expressed expectations that ratios will drift up
over coming months but likely remain below 100%.

fortify budgets. Street analysts are generally looking for an
increase in new tax-exempt supply relative to 2020. This would
be welcomed as we look to deploy client capital.

Gross Taxable Muni Issuance Has Recently Surged (Smillions)
to bring back tax-exempt advanced refundings. They were

Lo . Tax E t 402,625 393,214 291,476 332,282 328,293
eliminated as part of the 2017 Tax Cuts and Jobs Act and heavily s By
mﬂue.nced last year’s surge in taxable municipal issuance, some Taxable 29,917 38,917 29,953 72,303 145,975
of which came at the expense of tax-exempt supply. We favor a
reversal of the refunding restriction and feel it is a distinct
possibility given very modest budget implications that would Total 444800 448614 338933 426347  483.586
Issuance ! ! ! ! !

need to be factored into a Congressional negotiation process.

Source: Bond Buyer

CORPORATE BOND MARKETS

* Investment Grade credit market conditions remain buoyant,
with investor risk appetite and demand for income intact.
Economic confidence is backed by optimism concerning vaccine
distribution and a Federal Reserve firmly committed to recovery

A Benevolent Credit Environment Remains In Place

US Credit UST OAS
UST OAS Change (bps) | Last 12 Mths. (bps)

and highly supportive of the capital markets. asof 1.29.21 YTD Wide Tights
* Along with consistent foreign buying, retail demand for Corporate 96 3 -2 -1 381 92

corporate credit has not changed, with January posting $26.6 AA 59 1 3 1 200 50

billion of net cash flow into mutual funds. Investment grade

spreads remain tight, closing the month just 1 bp wider than A 77 2 -1 -1 0 2

where we ended 2020. BBB 123 3 -3 -1 473 118
* The search for income is perhaps most evident in the High Yield HY 355 12 4 Al 1099 341

market with lower quality names outperforming on the month.
High Yield issuers have taken note and brought $52 billion of
new debt to market in January, the 3" largest month of issuance
on record. Low UST yields and a largely “risk on” environment
have enabled high yield spreads to reach historic lows. Yields on

Source: Bloomberg
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the lower quality CCC bucket tightened by 21bps points in

January and the overall High Yield index touched a record low of 2yr UST 0.11% -2 -2 -2 153%  0.11%

4.10% before closing the month at 4.31%. 5Yr UST 0.45% ) 5 5 2.58% 0.19%
* While we are encouraged by the sustained strength of the 10Yr UST 1.08% 2 15 15 1.65% 0.51%

corporate credit markets and do not see demand significantly

0, V) 0,
diminishing anytime soon, the risk premium is rather low. i L 2 = L el v Ll
Staying up in credit quality is advisable. 3M Libor 0.20% -1 -4 -4 1.78% 0.20%

Source: Bloomberg
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PUBLIC SECTOR WATCH

CREDIT COMMENTS

Income-Tax Reliant States Report Impressive Budget Performance

While we have previously highlighted widespread brighter-
than-expected state tax revenue trends, states with high wage
populations and personal income tax dependent budgets are
enjoying even more favorable tailwinds than the overall State

A Preliminary Look at Biden’s $1.9 Trillion Stimulus Proposal

e OnJanuary 14t President Biden unveiled a $1.9 trillion
American Rescue Plan (ARP), an opening salvo in what
promises to be extended Congressional negotiations aimed at
supporting the economy and expediting national vaccine

sector. rollout. It remains to be seen whether a smaller stimulus

*  Earlyin the COVID crisis, Connecticut’s Office of Policy and program can gain a degree of bipartisan approval, or if the
Management (OPM) projected a $2.1 billion deficit for the Democrats use budget reconciliation to implement their policy
fiscal year ending June 30, 2021. As health regulations eased proposals. Regardless of how it ultimately plays out,
and the economy gradually emerged from spring lockdowns, noteworthy provisions could impact the municipal market.
the OPM has steadily improved its forecast. As of January +  State & Local Governments - $350 billion in direct aid as well as
2021, the State was on pace to produce a $138 million surplus. $70 billion to help administer vaccines. With tax revenues
This would allow Connecticut to refrain from tapping its showing surprising resilience, aid of this magnitude would
reserves, safeguarding a Rainy-Day Fund that sits at $3.5 more than meet the need of most municipalities. Tax revenues
billion, a very healthy 17.9% of annual expenses. would also be supported by direct individual payments and

*  Connecticut is not alone, as white-collar jobs have been enhanced unemployment benefits.
relatively insulated from losses experienced in retail, travel «  Education - $130 billion for K-12 to help more schools open
and leisure, and food services. As a result, personal income tax safely, and $35 billion for higher education with preference
collections have remained steady, far outpacing once predicted given to public institutions.
catastrophic declines. e Transportation - $20 billion for public transit. New York MTA

* It bears emphasizing that revenue performance is only one stands to be a big beneficiary, funds that would supplement $4
factor we consider in evaluating a state’s credit profile. New billion provided to the nation’s largest transit system as part of
Jersey and lllinois, two states highlighted in the accompanying the $900 billion package passed in December.

table, are not Appleton approved bond issuers due to their
longstanding structural credit challenges. However, for most
other states, revenue trends have exceeded expectations,
allowing for greater fiscal flexibility than once anticipated.

Connecticut Now Expects FY21 Surplus

Fy21 Most Recent : o o
Surplus/(Deficit) FY21 Fiscal YTD Projections Updated Monthly (million)
o .. Revenues vs.
Projections — Surplus/(Deficit) Y20 $500
Spring 2020 Projections 5138
$0 [ |
California (S40.9B) $6.8B +46.8%*
($500)
Connecticut ($2.1B) $138M +3.6% ($640)
($1,000) (6879)
Illinois ($6.68B) ($3.98B) +8.2% (51,5001 (61,262)
Massachusetts ($3.2B) ($1.8B) +2.7% ($2,000)
(62,071)  ($2,025)
($2,500)
New Jersey ($4.38) (51.28) +5.6% Aug2020  Sept2020  Oct2020  Nov2020  Dec2020  Jan2021

*Not adjusted for Income Tax Deferral from FY20 to FY21
Sources: State Budget Offices

Source: Connecticut Office of Policy and Management

JA APPLETON
& "/RTNERS,INC.



https://appletonpartners.com/review-outlook/october-2020/

APPLETON REVIEW AND OUTLOOK

FEBRUARY 2021

STRATEGY OVERVIEW

COMPOSITE PORTFOLIO POSITIONING (As of 01/31/2021)

Ultra Short Short-Term Intermediate Long High Gra.de Strateglc
Municipal Municipal Municipal Municipal Intermediate Muni

P P P P Gov/Credit Crossover

Average Modified Duration 1.27 years 2.71 years 4.57 years 5.78 years 4.08 years 4.34 years

Average Maturity 1.45 years 3.18 years 6.59 years 11.79 years 4.56 years 5.70 years
Yield to Worst 0.13% 0.32% 0.53% 0.83% 0.75% 0.62%
Current Yield 4.58% 4.21% 3.93% 3.78% 3.06% 3.71%

Duration Exposure by Strategy (as of 01/31/2021)
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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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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 are, were or will be
profitable. Any securities identified were selected for illustrative purposes only, as a vehicle for demonstrating investment analysis and decision making.
Investment process, strategies, philosophies, allocations, performance composition, target characteristics and other parameters are current as of the date
indicated and are subject to change without prior notice. Registration with the SEC should not be construed as an endorsement or an indicator of investment
skill acumen or experience. Investments in securities are not insured, protected or guaranteed and may result in loss of income and/or principal.



