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     The third quarter brought with it a dramatic shift in Fed policy as the Federal Open Market Com-

mittee (FOMC) chose to cut the Federal Funds rate not once but twice. The Fed's decision marked 

the first interest rate cut since the credit crisis of 2008, indicating a clear inflection point in mone-

tary policy and providing an ominous signal to the markets in our view. The FOMC's actions reflect 

its deep concerns regarding meaningfully weaker economic conditions. The Fed was forced into 

action by broad declines in global and domestic purchasing managers activity and a significant con-

traction in capital spending and shipping during the quarter, see Figure 1.  

▪ Federal Open Market Committee (FOMC) 

chose to cut the Federal Funds rate not once 
but twice during the quarter.  

▪ The Fed was forced into action by broad de-

clines in global and domestic purchasing man-
agers activity. 

▪ CEO’s are now less confident about the future 

than at any previous time since the global fi-
nancial crisis in 2008. 

 

▪ CIM’s MCO and MD strategies have delivered 

strong 12 month returns of 11.30% and 9.44% 
respectively. 

▪ Municipal bonds, YTD, are delivering returns 

that are among the strongest on an absolute, 
risk-adjusted, and taxable equivalent basis. 

▪ In the months and years ahead, wealthy tax 

payers will increasingly seek the safety and 
attractive tax-free returns municipal bonds 
deliver.  

Figure 1 
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The realization by bond markets, around the globe, that we are approaching an end to the more 

then decade long, global, synchronized, economic expansion, forced interest rates dramatically 

lower across the yield curve. The yield curve subsequently inverted, when long-term rates fell be-

low short-term rates. Over the course of US history, yield curve inversion has proven to be an ex-

tremely accurate predictor of economic contraction and recession in the months ahead. 

     Yields on 10-year and 30-year Treasury bonds fell significantly, by 34 and 41 basis points respec-

tively, during the quarter, resulting in a surge in bond prices. Rising uncertainty over the escalating 

US trade war with China, together with the onset of what is likely to be an extremely contentious 

US Presidential election season, is adding to pressures on CEO and investor confidence. CEO’s are 

now less confident about the future than at any previous time since the global financial crisis in 

2008, according to a recent Conference Board survey, as seen in Figure 2. The third quarter also 

saw risk assets and equity markets fluctuate dramatically as fear of deteriorating corporate profit-

ability took hold. 

     Municipal bond yields also declined during the quarter, falling by over 20 basis points and 30 

basis points for 10 and 30 year bonds respectively. Clinton Investment Management's (CIM) clients 

were well- positioned for this shift in market sentiment. As our clients and loyal readers know, we 

have been expecting an economic slowdown and subsequent decline in interest rates for some 

time.  We proactively positioned client portfolios accordingly. As of 9/30/2019, CIM’s Municipal 

Credit Opportunities and Market Duration strategies have delivered strong returns, 11.30% and 

9.44% respectively, over the last 12 months, net-of-fees. These returns are among the highest in 

the municipal, separately managed account industry, according to Informais. 

     Municipal bonds remain in favor with investors. Inflows into our strategies, as well as the 

broader municipal bond fund community, continue at a record pace, year-to–date. There are clear 

signs that clients are beginning to de-risk as the past decade's extraordinary bull market in risk as-

sets comes to an end. Municipal bonds, year-to-date, are, once again, delivering returns that are 

Source:  Morgan Stanley US Equity Strategy Research  

Figure 2 
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among the strongest on an absolute, risk-adjusted, and taxable equivalent basis, see Figure 3. This 

is noteworthy as the municipal bond market was the best performing asset class in 2018 as well. 
 

Figure 3 

As shown in Figure 4, high grade and high yield municipal bonds have delivered the strongest, risk-

adjusted returns, on a taxable equivalent basis, over the past ten years, according to Bloomberg 

Barclays Research.  

Figure 4 

     The decline in yields, more broadly, has made the absolute level of yields in the front-end of the 

municipal bond curve considerably less compelling in our view. Yields on AAA-rated municipal 

bonds, out to seven years, are now just over 1.00%. Given that we do not expect a move higher in 

yields any time soon, low yields will likely incentivize investors to consider moving away from tra-

ditional passive, buy and hold, strategies. In our view, low absolute yields for longer will increas-

ingly drive investors to seek the additional total return that professionally managed strategies can 
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 deliver. In this regard, we are tactically overweight longer, intermediate maturities while we main-

tain an under-weight position in short maturities and the richest specialty state credits, including 

California, New York, and New Jersey. Residents of these states have been hit particularly hard by 

the 2017 tax law that prohibited the deduction of state and local taxes (SALT). This has created tre-

mendous investor demand for municipal bonds within those states, depressing yields further. Yields 

are now at levels which allow residents, within those states, to invest in bonds from other states 

and pick up yield after-tax. This is a rare occurrence.  It is an inefficiency we believe investors should 

capitalize on in the near-term in order to increase after-tax cash flow over time. We believe the re-

cent move by investors, to increase their allocations to municipal bonds, could also accelerate as 

they begin to assess the probability of a Democrat Presidential victory and rising risks of a wealth 

tax, increased capital gains taxes, and a reversal of the tax cuts of 2017.  

     As we look to the final quarter of the year, our outlook remains the same. We expect the slow-

down in economic growth to continue. As the economy slows and recession risks increase in the 

months ahead, we are mindful of the fact that, during prior recessions, the Fed has needed to cut 

interest rates by 5.00% to 7.00% to revive the economy. Yet, today, we sit at a Fed Funds rate of just 

1.75%. This reality increases risks and uncertainty for investors going forward.  While we believe the 

next recession may not be as deep as 2008, we are concerned that the duration could be considera-

bly longer, given the limited tools available to the Fed to stimulate the economy. Therefore, due the 

relative stability and consistency with which municipal bonds have delivered true value to investors 

over time, we are confident that, in the in the months and years ahead, wealthy tax payers will in-

creasingly seek the safety and attractive tax-free returns municipal bonds deliver.  

     Should you have any questions about this commentary, or the municipal bond market more 

broadly, please do not hesitate to contact us directly. 

 

Kindest Regards, 

 

Andrew Clinton 

CEO 
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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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