Our Perspective
NO REFORM COMING OUT OF D.C.? – MAY 2017

Ronald Schwartz, CFA
Managing Director,
Senior Portfolio Manager,
Tax-Exempt
Ron is a Senior Portfolio
Manager focused on the TaxExempt Strategies. He has
worked in the investment
management industry since
1982. Ron received a B.A. in
Business Administration from
Adelphi University and is a CFA
Charterholder and a member of
the CFA Society of Orlando.

Tax exempt bonds have had a nice rebound this year after a volatile 2016 and have returned a
solid total return of 3.48% YTD1. The performance has been primarily technically driven as fund
flows have been positive and overall supply is down 17% YOY. Muni/Treasury 10-year ratios are
now at their tightest since last August (see graph below). Our market has also clearly benefited
from political turmoil surrounding President Trump that has cast doubt on major policy reforms
being enacted in 2017. While we continue to believe that the municipal bond tax exemption is
safe, federal policy risk for our asset class remains high, and is not currently reflected in some
muni sector’s rich relative value.
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One of the largest unknowns at this point facing municipal credit is the status of the Affordable
Care Act (ACA) and the strong possibility of reduced Medicaid funding. A few weeks ago, the
House passed a repeal and replace ACA bill, but it’s uncertain at this time what will happen to the
bill in the Senate. The proposed Trump budget had Medicaid cuts above the House’s Republican
health care plan and funding moving toward a block grant model, which would put the burden of
excess spending on states for Medicaid, higher education, social services, infrastructure, etc.
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Federal Share of FY15 General Revenue
As we have previously discussed, Federalism is
in flux, and states are taking on increased
expenditures for infrastructure and social
services spending. That being said, Federal aid
made up nearly a third of all state’s general fund
revenues in fiscal year 2015. As you can see in
the map to the right, the states that are most
reliant on federal funding include Louisiana
(42%), Mississippi (42%), and Kentucky (40%),
while North Dakota (18%) and Virginia (22%) are
the least-reliant.
Note: Figures only reflect funds allocated directly to states, not those routed to localities and other recipients.
Source: Governing calculations of federal intergovernmental revenues, general expenditure data from 2015 Annual
Survey of State Government Finances; U.S. Census Bureau

ACA Medicaid States: Status of Expansion
Public welfare is the single largest source of
federal funding, primarily driven by Medicaid
costs and makes up 64% of state’s welfare
spending. As you can see, there are 32 states
that expanded Medicaid and enrolled in ACA.
Medicaid funding under a per capita grant
proposal is likely to subject the ACA expansion
states, and hospitals operating in those states, to
significant revenue vulnerability and increased
credit risk. States that are already experiencing
budget pressures would be particularly
vulnerable to fiscal pressures and downward
rating migration (e.g., IL, CT, KY, LA).

Source: Kaiser Family Foundation
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Federal policy risk remains high for municipal bonds, particularly surrounding ACA reform/repeal and Medicaid funding. The
muni market’s current rich valuations and low volatility have been primarily technically driven and are pricing in a very low
probability of any tax, healthcare, and fiscal policy reform coming out of D.C. Even if the Trump Administration is unsuccessful
in implementing any reforms, the upside performance is limited at this point for the healthcare sector and for states heavily
reliant on federal funding, as we believe cuts to Medicaid are highly likely.

The assertions in this perspective are Seix Investment Advisors’ opinion.
Investment Risks: All investments involve risk. Debt securities (bonds) offer a relatively stable level of income, although bond prices will fluctuate providing the
potential for principal gain or loss. Intermediate-term, higher-quality bonds generally offer less risk than longer-term bonds and a lower rate of return. Generally,
a portfolio’s fixed income securities will decrease in value if interest rates rise and vice versa. A portfolio’s income may be subject to certain state and local
taxes and, depending on your tax status, the federal alternative minimum tax. There is no guarantee a specific investment strategy will be successful.
This information and general market-related projections are based on information available at the time, are subject to change without notice, are for
informational purposes only, are not intended as individual or specific advice, may not represent the opinions of the entire firm, and may not be relied upon for
individual investing purposes. Information provided is general and educational in nature, provided as general guidance on the subject covered, and is not
intended to be authoritative. All information contained herein is believed to be correct, but accuracy cannot be guaranteed. This information may coincide or
conflict with activities of the portfolio managers. It is not intended to be, and should not be construed as investment, legal, estate planning, or tax advice. Seix
Investment Advisors does not provide legal, estate planning or tax advice. Investors are advised to consult with their investment processional about their
specific financial needs and goals before making any investment decisions.
Past performance is not indicative of future results.
©2017 Seix Investment Advisors LLC. Seix Investment Advisors is a registered investment adviser with the SEC and a member of the RidgeWorth Capital
Management LLC network of investment firms.

