
Friends,  
 
MUNICIPAL BONDS 
The S&P National Muni Bond index has declined about 6% (according to Bloomberg) since the middle of 
last summer, with much of that decline occurring following the presidential election, driving yields to a 
two-year high (according to Wells Fargo Investment Institute).  While the index has recovered from its 
lows, many investors are wondering what 2017 might have in store for munis.  There are several factors 
that will play into muni bond prices, including: 

 Taxes: according to NPR, Trump’s tax plan would simplify the tax code into three brackets, and 
lower the highest marginal bracket from 40% to 33%.  Reducing the highest bracket would also 
reduce the tax-free yield appeal of munis, possibly reducing demand 

 Infrastructure: if a Trump presidency leads to a sharp rise in infrastructure spending, we may see 
an increase in muni bond supply as many infrastructure projects are financed through the muni 
bond market. 

 Muni bond tax exemption: there has been some rhetoric that part of a Trump presidency’s plan 
to simplify the tax code might eliminate the muni bond exemption.  However, eliminating the 
muni bond tax exemption would also dramatically raise costs for all the state and local 
municipalities that finance projects and operations through the muni bond market, so 
eliminating the exemption seems extremely unlikely in my opinion. 
 

It’s possible that the muni market will face some structural headwinds in 2017, but considering muni 
bond investors’ history of overselling on potential bad news, the recent selloff may have more than 
priced in the potential headwinds.  See the attached muni commentary from Wells Fargo Investment 
Institute for more detail. 
 
INFLATION 
It’s been a long time since inflation has been a serious concern for the US economy.  The job market has 
taken years to recovery following the Great Recession, and just as we seemed to be approaching full 
employment in 2014 the bottom fell out of the oil market, alleviating any serious inflationary 
pressure.  However now that oil prices have recovered/stabilized and unemployment is at post-
recession lows, inflation looks more likely than ever to crop up next year.  Core CPI has crept above 2% 
for much of 2016, and as the labor market continued to improve through the year, many economists 
expect it to rise above 3% in 2017.  Furthermore, if a Trump presidency actually leads to increased 
infrastructure spending that will only add to inflationary pressures.  All this will likely prompt further 
interest rate hikes from the Fed in 2017. 
 
OPPORTUNITIES IN EMERGING MARKETS 
Over the past year I’ve highlighted the attractive valuation of emerging markets, as well as the attractive 
fundamentals.  But I think the opportunity in emerging markets isn’t only in EM stocks.  In Franklin 
Templeton’s “2017 Global Investment Outlook” (attached) global bond portfolio manager Dr. Michael 
Hasenstab points out that a number of emerging market currencies and bonds were sold off following 
the US presidential election, on fears that a Trump Presidency will lead to a greater protectionist stance 
when it comes to global trade.  Dr. Hasenstab argues that many emerging economies are better suited 
to weather any possible increases in trade costs by reducing USD-denominated debt and improving their 
current accounts balance.  He particularly feels certain Latin American and southeast Asian economies 
have been excessively sold off relative to their strong fundamentals, creating an attractive opportunity 
going into 2017.  See the attached Templeton Global Outlook for more detail.  
 



I hope this helps and you all have a wonderful week! 
 


