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The third quarter saw a dramatic slowing in US GDP growth, coming in at just 2.00% for the three months ending 

September. The material deceleration in growth was a surprise to many as the GDP forecast for the quarter was roughly 

7%, at the onset, according to the Atlanta Fed. This slowdown was due in large part to the failure of the US economy to 

return to normalcy, in addition to a modest reduction in activity due to a surge in Delta variant cases. As our readers and 

clients know, Clinton Investment Management (CIM) encouraged investors, earlier in this year, to prepare for the 

likelihood that Federal stimulus would fade heading into year-end. In addition, as a result of the very difficult economic 

comparisons associated with the Q3 and Q4 2020 economic reopening, we expected to see a material slowing in growth 

heading into the back half of the year. As we head into year-end and consider what’s in store for 2022, we believe the 

economy is now clearly moving toward a meaningfully slower growth trajectory.  

While the fear of inflation has been featured prominently in news headlines, we believe it is important to focus 

on the actual data. Higher prices associated with the extreme conditions resulting from COVID shutdown and 

corresponding supply shock were always expected to be temporary.  

 

 

 

CIM Q3 Market Commentary & Outlook 

▪ US GDP growth slowed sharply in Q3, attributable to rising Delta variant cases, the sunsetting of 
many Federal stimulus lifelines, and the residual impact of a temporarily obstructed global supply 
chain 
 

▪ While US interest rates fell in the second quarter, the third quarter saw benchmark 5-year Treasury 
bond yields rise by 0.12%, or 12 basis points 

 
▪ Muni-friendly provisions included in previous drafts of President Biden’s Build Back Better social 

infrastructure plan have been removed from the current version, with tax-exempt advance 
refundings, BABs 2.0, and an increase in the bank qualified (BQ) limit evidently being dropped 

 
▪ The Bloomberg Barclays Municipal Bond Index has returned +0.50% year-to-date, as of September 

30, 2021, while CIM’s Municipal Credit Opportunities and Market Duration strategies returned 
+2.43% and +1.01% respectively, net-of-fees, over the same period 

 
▪ Over $72 billion has flowed into municipal bond funds alone this year – or $88 billion when 

including municipal ETF flows – net of redemptions 
 

▪ Our outlook for municipal credit quality is the most positive it has been in over a decade  

 

▪ CIM’s total AUM now exceed $1.4 billion 
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Figure 1: Baltic Exchange Dry Index (10y) 

 

Figure 2:  Lumber (1y)

 

 

Figure 3: Iron Ore (1Y) 

 

Figure 4: Fiscal Policy Impact on GDP (2000-02) 

 

We are already seeing significant signs these issues are 

moderating meaningfully. For example, the headline, 

inflationary pressures across the commodity complex, are 

diminishing, as can be seen in shipping of raw materials, 

coal and steel, as represented in the Baltic Dry Index (Figure 

1). We view this as a as a leading indicator of economic 

activity as changes in the index reflect supply and demand 

conditions for important materials used in manufacturing. 

We can clearly see that the weakening in freight rates are 

now at a three-month low and well off the 13-year high of 

5,650 points hit on Oct. 7. The fall in shipping rates indicates 

an easing of congesting at domestic and global ports as well 

as decelerating growth. Lumber prices have also fallen 

almost 70% from the recent highs (Figure 2), while Iron Ore 

prices (Figure 3) have fallen by almost as much. Those 

concerned that inflation may not be transient need look no 

further than this data. 

Federal Reserve Chair Powell also surprised the 

market by abruptly shifting from Dove to Hawk, indicating 

that the Federal Reserve would start removing stimulus by 

ending Quantitative Easing, sooner than many expected. 

This tightening of financial conditions in the face of a 

slowing economy will likely create challenges for 

corporations accustomed to extremely low short-term 

interest rates. The front-end of the Treasury curve 

responded to Powell’s abrupt pivot as rates on short-term 

Treasury bonds rose by over 20 basis points. Thirty-year 

Treasury bond prices rallied as long-term yields fell. The 

long end of the market began pricing in the probability of 

slower growth and tighter monetary policy. Another 

indication of the expected slowdown is the modest 

inversion of the Treasury curve between twenty- and thirty-

year Treasury’s. This yield curve twist is consistent with 

prior periods when the Fed reduced QE, ultimately 

resulting in lower long-term bond yields over time.  

 Q3 Municipal Market Recap 

During Q3 2021, rates rose modestly, with a 

flattening bias, as the US 5Y rose 12 bps on the quarter to 

close at 0.99%, the US 10Y rose 7 bps to close at 1.52%, 

while the US30Y rose 3 bps to close at 2.09%. In between 

quarter start and quarter end there were bouts of volatility, 

as the rates market struggled to interpret competing  
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headlines ranging from legislative uncertainty, Fed speak, the spread of the Delta variant, together with somewhat 

conflicting economic and inflationary data. Munis on the long end underperformed the general rates movement slightly, 

with the 10-year MMD/Treasury ratio rising from a 66% to a 74% on the quarter and the 30-year MMD/Treasury ratio 

cheapening from 71% to 79%. We believe technical factors were a driving force in this cheapening. Gross municipal supply 

during the month of July was just $36.8B but rose to $45.1B in the month of September. What had been a record-setting 

pace of municipal bond fund inflows moderated during the period. July inflows averaged $1.9B per week for weekly 

reporting funds while September inflows averaged $1.1B per week.  

Despite this action towards the end of the quarter, YTD technical conditions remain strong. Gross supply through 

September 30 is down approximately 5% compared with 2020 while YTD inflows through Q3 are at $88B – a record pace. 

In our view, this technical movement is largely attributable to seasonality, and we expect a similar but opposite effect to 

take hold in the November and December period. Citibank projects $91B in coupon reinvestment flows combined for the 

months of November and December, together with just $53B during the September and October period. Credit and 

structure spreads mainly held steady throughout the quarter, although we have identified a noticeable uptick in demand 

for more defensive short call structures, towards the end of the quarter. 

CIM Performance and Credit Selection  

Clinton Investment Management continues to deliver superior returns to our clients. As of 9/30/21, our Municipal 

Credit Opportunities strategy and intermediate Municipal Market Duration strategies have delivered returns of +5.86% 

and +3.68% net-of-fees respectively, over the previous twelve months. The Bloomberg Barclays Municipal Bond Index and 

Bloomberg Barclays US Treasury Index returned +2.63% and -2.66% respectively, over the same time period. We attribute 

the alpha we consistently deliver to our tactical efficacy and demonstrated ability to proactively identify emerging trends, 

while capitalizing on the inefficiencies that persist in the municipal bond market day-to-day.  

Build Back Better – Size and Scope Scaled Back 

Q3 has brought far greater clarity to President Biden’s spending proposal, though the final details have not yet 

been hammered out and neither the House nor the Senate have voted on it (at the time of writing). The municipal 

provisions that many in the industry had hoped to see in the bill, including a Build America Bond-like, direct subsidy bond 

and the reintroduction of tax-exempt advance refunding, have been cut from the current draft package. Comments from 

lawmakers suggest that while both measures enjoyed support, their exclusion was based on cost. Exclusion of both will 

likely mean less tax-exempt supply given the exclusion of the advance refunding proposal, while taxable bonds might also 

see a supply drop without the BAB-like program. Issuance could, however, stand to modestly gain by continued taxable 

advance refunding.  

The size and scope of President Biden’s plan has also been reduced drastically. What was at one time a +$4T 

proposal has been whittled down to the neighborhood of $1.75T, with potential further cuts pending. As a result, the 

spending side of the equation has also been significantly reduced. A proposed income tax on households earning more 

than $400,000 per year has been dropped and a broad corporate income tax increase is off the table as well. In their place 

is a 5% surtax on AGI above $10MM and an additional 3% surtax on AGI above $25MM, impacting about 22,000 taxpayers. 

Additionally, a corporate tax surcharge of 3.8% has been proposed on a far more limited scope of businesses, including S 

corporations and a limited ability to deduct losses. Furthermore, it appears as though a compromise has been struck on a 

partial repeal of the SALT cap. A tentative agreement has the $10,000 cap being raised to $72,500 for the next ten years. 

While these tax provisions (except for raising the SALT cap) could induce further demand for tax-exempt paper, they fall 

far short of what was initially proposed, therefore the market may not react as strongly.  

Q4 Outlook 

As we move into the final quarter of the year, we remain constructive on the municipal bond market’s technical 

outlook, fundamentals, and the macroeconomic environment. We believe the US and global economy should continue to 

reopen and we are encouraged by declining COVID caseloads domestically, as well as the lack of any spikes or additional 
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variants developing in other Western nations. Falling input and commodities prices, as well as the return of workers to 

pandemic-shuttered businesses, should continue to help to exert downward pressure on inflation, perhaps further aided 

by a scaling back of the Build Back Better program. Economic expansion should remain modest, continuing a trend of 

quarterly GDP growth, missing forward-looking estimates.  

The Fed is also worth keeping an eye on, with turnover amongst the board including, potentially, Chairman Powell 

himself. However, we do not anticipate any significant moves or statements from the Fed in Q4 and instead look to the 

back half of 2022 for potential action. Elsewhere, municipal technical conditions should tighten up considerably as we 

move into the holiday months, helping to offset weaker seasonality seen in September and October. Furthermore, the 

modest increase in new issuance that took place in the early fall could ultimately provide an attractive entry point for 

investors give the doldrums of the summer months. This could induce more cash-flush funds or retail buyers off the 

sidelines and enhance liquidity within the muni space. Lastly, we continue to believe credit fundamentals remain the 

strongest they have been in many years, given cash grants received by municipalities under the American Recovery Plan, 

likely to last into 2022, and a continued reopening of the economy which should produce growing tax and utilization 

revenue. CIM remains extremely constructive on the outlook for municipal bonds going forward, especially when 

considering the current technical and credit tailwinds. We also anticipate meaningfully higher Federal income taxes for 

wealthy individuals and corporations to sustain demand for the tax-free cash flow that municipal bonds provide over the 

long-term.       

 

Clinton Investment Management Update  

CIM continued to grow assets under management (AUM) in the third quarter; total AUM exceeded $1.4 billion as 

of September 30, 2021, representing a +35% increase from Q3 2020 levels, illustrating the consistency with which our 

strategies have delivered superior returns over time. Supporting this growth, we have added two new members to the 

CIM team, over the past several months, Michael Taylor, Director Credit Research, and Lynn O’Shea Portfolio Analyst. 

Our entire CIM team would like to express our sincerest thanks to our clients and advisors, whom we serve, for 

their ongoing trust and confidence. We are deeply grateful for your loyalty and look forward to building on the strength 

of our relationships in the future. 

If you should have any questions about the municipal bond market and where we are seeing the greatest value 

today, please do not hesitate to contact us directly. 

 

Andrew Clinton 

CEO 

 

 

 

 

 

 

 

 

https://www.clintoninvestment.com/Team/Michael-Taylor
https://www.clintoninvestment.com/Team/Lynn-O'Shea
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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. A copy of our current written disclosure statement discussing our advisory services and fees is available for review upon request. 

 



Composite
Barc 65/35 Muni 

Index

3 Yr Std Dev (%) 3 Yr Std Dev (%)

2020 6.68 6.28 5.2 119 81 6.63 5.34 0.65 342 1048

2019 10.72 10.30 8.63 94 51 3.45 2.54 0.55 251 748

2018 0.70 0.30 2.49 65 47 4.83 3.8 0.36 152 550

2017 8.41 7.95 6.93 39 41 4.73 3.84 0.52 100 440

2016 1.22 0.65 1.21 10 - - - 0.55 47 373

2015 5.71 5.18 2.8 ≤ 5 - - - NA 10 283

*2014 1.84 1.71 1.32 ≤ 5 - - - NA 4 276

*September 30, 2014 thru December 31, 2014

Composite Assets 
(Millions)

Total Firm 
Assets  

(Millions)
Number of Accounts

For the Period 
Ending

Gross of Fees (%) Net of Fees (%)
Barc 65/35 Muni 

Index (%)
Composite 

Dispersion (%)

Wrap 
Accounts 

(%)

Notes:

1. CIM is an independent registered investment adviser. CIM was
established in 2007 and primarily manages fixed income products for
high-net-worth, ultra-high-net worth, and institutional clients.

2. The Municipal Credit Opportunities composite includes portfolios
that invest in municipal bonds. The objective of the composite is to
track and/or outperform the benchmark in any given cycle. This strategy
seeks to enhance portfolio income and deliver total returns that are
similar to or higher than that of its benchmark, the Bloomberg Barclays
Municipal 65% HG/35% HY Index, through investment in lower to below
investment grade securities. Other major statistical factors are
considered when constructing portfolios but may not be primary
constraints such as duration position, sector allocation, and credit
quality selection. Leverage and derivatives are not used.

3. The composite consists of fully discretionary, fee paying accounts
under management, including terminated accounts for the period they
were fee paying accounts. The composite was created on *September
30, 2014.

5. The US dollar is the currency used to express performance.

4. The benchmark for the composite is the Bloomberg Barclays
Municipal 65%HG/35%HY Index which measures the performance of
the blended US high grade (65%) and high yield (35%) municipal bond
universe. It includes approximately 53,638 municipal issuers. It is
constructed to provide a comprehensive and unbiased blended
municipal bond market barometer. Please note an investor cannot
invest directly in an index.

6. Gross-of-fees performance returns represent returns prior to
the deduction of management fees but after all trading
expenses. Net-of-fees performance returns are calculated by
deducting the actual investment management fee from the
gross returns. Accounts may be charged additional advisory
fees on top of CIM’s investment management fee.

7. The performance numbers include the reinvestment of
income and capital gains.

8. Internal dispersion is calculated when five or more portfolios
were in the composite for the entire year using the asset-
weighted standard deviation of those portfolios that were
included in the composite for an entire year. The 3-Year
Standard Deviation represents the annualized standard
deviation of actual composite and benchmark returns, using
the rolling 36-months ended each year-end.

9. Past performance is not indicative of future returns. Actual
results may differ from the composite results depending upon
the size of the account, investment objectives, guidelines and
restrictions, inception of the account and other factors.

10. The fee schedule is: 0.85%. Investment advisory fees are
negotiable based on account size, investment strategy and
relationship type and may differ between accounts.

11. A listing of composite descriptions, policies for valuing
portfolios, calculating performance and preparing compliant
presentations are available upon request.

www.clintoninvestment.com

M U N I C I P A L   C R E D I T   O P P O R T U N I T I E S   

C O M P O S I T E   P R E S E N T A T I O N |   D E C E M B E R   2020

Clinton Investment Management, LLC (CIM) claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this 
report in compliance with the GIPS standards. CIM has been independently verified for the periods May 31, 2007 through December 31, 2019. The verification 
report is available upon request.

Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and (2) the 
firm’s policies and procedures are designed to calculate and present performance in compliance with the GIPS standards.   Verification does not ensure the 
accuracy of any specific composite presentation.



Composite
Bloomberg Muni 

Index
3 Yr Std Dev (%) 3 Yr Std Dev (%)

2020 6.37 6.07 5.21 180 32 4.46 3.96 0.70 512 1048

2019 8.49 8.18 7.54 124 4 2.49 2.44 0.59 338 748

2018 1.57 1.27 1.28 104 3.53 3.35 0.44 274 550

2017 5.30 4.91 5.44 85 3.50 3.30 0.51 155 440

2016 0.17 -0.43 0.25 84 3.52 3.38 0.53 155 373

2015 3.66 3.05 3.30 79 3.12 3.36 0.44 145 283

2014 7.02 6.38 9.05 62 3.65 3.67 2.27 118 276

2013 -1.80 -2.38 -2.55 53 3.80 3.97 1.32 96 223

2012 6.47 5.83 6.78 57 3.62 3.71 0.82 105 253

2011 8.83 8.19 10.70 40 4.64 4.57 0.82 81 200

2010 3.18 2.56 2.38 25 6.27 6.26 0.46 56 166

2009 11.34 10.68 12.91 21 - - 1.05 40 160

2008 1.74 1.13 -2.47 9 - - 0.71 58 100

*2007 4.92 4.56 2.68 <5 - - 0.00 2 2

*May 31, 2007 thru December 31,2007

Composite Assets 
(Millions)

Total Firm Assets  
(Millions)

For the Period 
Ending

Gross of Fees (%) Net of Fees (%)
Bloomberg Muni 

Index (%)
Number of Accounts

Composite 
Dispersion (%)

Wrap 
Accounts 

(%)

Notes:

1. CIM is an independent registered investment adviser. CIM was
established in 2007 and primarily manages fixed income products for
high-net-worth, ultra-high-net worth, and institutional clients.

2. The Market Duration composite includes portfolios that invest in
municipal bonds. The objective of the composite is to track and/or
outperform the benchmark in any given cycle. This is a risk based
quantitative methodology (RBQM) that is designed to outperform a
given index with a reduced risk level. This strategy is to have a portfolio
duration that is similar to that of its benchmark, the Bloomberg
Barclay’s Municipal Bond Index. Other major statistical factors are
considered when constructing portfolios but may not be primary
constraints such as maturity and credit quality. Leverage and
derivatives are not used.

3. The composite consists of fully discretionary, fee paying accounts
under management, including terminated accounts for the period they
were fee paying accounts. The composite was created on *May 31,
2007.

4. The US dollar is the currency used to express performance.

5. The benchmark for the composite is the Bloomberg Barclays
Municipal Bond Index which measures the performance of the US
municipal bond universe. It includes approximately 50,607 investment
grade municipal issuers. It is constructed to provide a comprehensive
and unbiased municipal bond market barometer. Please note an
investor cannot invest directly in an index.

6. Gross-of-fees performance returns represent returns prior to the 
deduction of management fees but after all trading expenses. Net-of-
fees performance returns are calculated by deducting the actual 
investment management fee from the gross returns. Accounts may be 
charged additional advisory fees on top of CIM’s investment 
management fee.

7. The performance numbers include the reinvestment of income and
capital gains.

8. Internal dispersion is calculated when five or more portfolios were
in the composite for the entire year using the asset-weighted standard
deviation of those portfolios that were included in the composite for
an entire year. The 3-Year Standard Deviation represents the
annualized standard deviation of actual composite and benchmark
returns, using the rolling 36-months ended each year-end.

9. Past performance is not indicative of future returns. Actual results
may differ from the composite results depending upon the size of the
account, investment objectives, guidelines and restrictions, inception
of the account and other factors.

10. The fee schedule is: 0.60% on the first $1 million in assets, 0.50%
for the next $5 Million and 0.37% thereafter. Investment advisory fees
are negotiable based on account size, investment strategy and
relationship type and may differ between accounts.

11. A listing of composite descriptions, policies for valuing portfolios,
calculating performance and preparing compliant presentations are
available upon request.
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M U N I C I P A L   M A R K E T   D U R A T I O N 

C O M P O S I T E   P R E S E N T A T I O N |   D E C E M B E R   2020

Clinton Investment Management, LLC (CIM) claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report 
in compliance with the GIPS standards. CIM has been independently verified for the periods May 31, 2007 through December 31, 2019. The verification report is 
available upon request.

Verification assesses whether (1) the firm has complied with all the composite construction requirements of the GIPS standards on a firm-wide basis and (2) the firm’s 
policies and procedures are designed to calculate and present performance in compliance with the GIPS standards.   Verification does not ensure the accuracy of any 
specific composite presentation.


