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 As the second quarter drew to a close, many of the forces, which have concerned us in the 

past, continued to constrain GDP growth over the past several months.  Uncertainty, regarding the 

potential fallout from Great Britain’s decision to exit the European Union, ongoing terrorist attacks, 

struggling Asian economies, and the circus surrounding the US presidential election served to intensify 

the flight to quality.  Investors, understandably, sought the safety of fixed income investments in the 

recognition that there appears to be no near-term catalyst to accelerate economic growth.  In spite 

of the Fed’s, oft-stated desire to normalize interest rates, declining yields across sovereign debt mar-

kets are the clearest indication that the fears of sophisticated institutional investors are real and grow-

ing.  As corporate profit margins continue to recede, putting ever greater pressure on corporations to 

cut costs, global and domestic equity valuations have become stretched and are now at cycle highs.  

This has not gone unnoticed by investors seeking to preserve the principle value of their investments.  

The clearest manifestation of investor fear is illustrated in the over $80 billion of investor withdrawals 

from Global Equity funds YTD, according to AMG.  The municipal bond market, on the contrary has 

seen over 30 consecutive weeks of investor inflows in municipal bond funds, attracting over $40 billion 

in new investments.  The muni market has benefited meaningfully, not only from investor flows, but also 

from current market conditions as munis remain one of the few asset classes where one could achieve 

attractive taxable equivalent returns as well as meaningfully positive tax-free cash flow.  For example, 

the Barclay’s Municipal Bond and Municipal High Yield indices delivered taxable equivalent returns of 

+10.8% and +18.8% respectively over the previous 12 months.  The municipal bond market continues to 

illustrate why it is one of the best risk adjusted asset classes available to investors, see Figure 1.   

Figure 1. 
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 The relative safety of the solid underlying issuers that we, at Clinton Investment Manage-

ment, invest in on behalf of our clients, together with the positive slope of the municipal bond 

curve, have been primary contributors to our clients strong absolute and relative performance.  

Our Municipal Credit Opportunities strategy was, once again, recognized by PSN/Informa as one 

of the top investment strategies in the country for the first quarter and on a year-over-year (yoy) 

basis.   Our Municipal Market Duration strategy also ranked in the top 10%, outperforming over 

90% of the  PSN/Informa universe of over 150 municipal bond SMA strategies yoy.  Credit selection 

remains an important differentiator of our strategies as we continue to incorporate stable to im-

proving single “A” and “BBB” rated issuers in client portfolios.  The outperformance of these ratings 

categories, more broadly, have positively impacted our client returns significantly. 

 As we look to the second half of the year, we expect market volatility to increase.  As a 

result the relative safety and security that municipal bonds offer should continue to bolster de-

mand for municipal bonds in our view.  Investors are being forced to recognize that interest rates 

are likely to remain low for a very long time.  As such, we expect investors will be compelled to 

seek higher returns given the negative real returns offered by short to limited term instruments and 

cash.  We believe the attractive taxable equivalent returns that municipal bonds offer will contin-

ue to attract investors seeking to protect their income from taxes.  We expect stronger retail and 

institutional demand for munis, together with a healthy new issue supply environment to strength-

en the municipal bond market going forward.  Therefore, we believe the timing is quite good for 

investors with idol cash to consider adding to their municipal bond holdings in the near-term.  We, 

as always, want to sincerely thank each of our clients for their ongoing trust, confidence, and loy-

alty.   

 If you should have any questions regarding this commentary or the municipal bond market 

more broadly please do not hesitate to contact us. 

 

Best Regards, 

 

Andrew Clinton 

President 
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Please remember that past performance may not be indicative of future results.  Different types of investments involve varying degrees of 

risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product made reference to 

directly or indirectly in this newsletter (article), will be profitable, equal any corresponding indicated historical performance level(s), or be 

suitable for your portfolio.  Due to various factors, including changing market conditions, the content may no longer be reflective of current 

opinions or positions.  Moreover, you should not assume that any discussion or information contained in this newsletter (article) serves as 

the receipt of, or as a substitute for, personalized investment advice from Clinton Investment Management, LLC. To the extent that a reader 

has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to 

consult with the professional advisor of his/her choosing.  The PSN universes were created using the information collected through the PSN 

investment manager questionnaire and use only gross-of-fee returns.  The PSN/Informa content is intended for use by qualified investment 

professionals.  Please consult with an investment professional before making any investment using content or implied content from any 

investment manager.  advice from Clinton Investment Management, LLC. A copy of our current written disclosure statement discussing our 

advisory services and fees is available for review upon request. 
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