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As we enter the second half of 2018, we would like to review some of the possible positives
and negatives that we discussed in our earlier Outlooks to see how the market coped with
these potentially dramatic issues brought about by the Tax Cuts and Jobs Act of 2017 (the
“Tax Reform Act”) and a new head of the Federal Reserve Bank (the “Fed”). As a review,
the specific elements of the Tax Reform Act that had the most potential impact on tax-free
municipal bonds were the change in tax rates, the capping of state and local tax deductions,
and the elimination of advance refunding of municipal bonds prior to the first call date. All
these “municipal bond-centric issues” were within an interest rate environment that
appeared primed to increase interest rates because of economic growth as well as to fund
the Federal Government’s substantially growing deficit. Below are a few observations
about the first half of 2018, how the municipal bond market fared, and then a comment
about our outlook.
The Positives:
Demand for municipals remained viable, in spite of the changes in the tax code. There was
an initial fear that a decline in tax rates would negate the benefit of tax exemption. In
reality, wealthy taxpayers, especially those in states with high state and local tax rates, had
little or no tax relief. While state and local tax rates are always subject to change, using the
current rates, a California resident in the top income bracket pays 13.3% while a New York
City resident pays 8.82% State tax and 3.875% City income tax. In 2017, using a Federal
bracket of 39.6% and deducting for state and local taxes, there was a net tax of 47.6% to a
California resident and 46.7% to a New Yorker. In 2018, using the new 37% top bracket,
the same tax payers will face 50.3% and 49.7% respectively. To put it in round numbers,
for any tax payer in the effective 50% bracket this means that a 2% tax-free return is equal
to a taxable bond earning 4% (with half the return going to various taxing entities).
In the last two months of 2017, with the impending end of advance refunding, there was a
burst of new issues all designed to prepay older bonds with higher interest rates. Starting
January 1, 2018, new issue supply declined due to a lack of refunding issues. In the first
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six months of 2017, there was $200 Billion in new issue volume. In the same period in
2018, there was $161 Billion in new issuance volume equating to an almost 20% decline.
Although there was a decline in new issuance volume, the demand remained fairly strong
despite the changes in tax brackets and did not evaporate as some had feared.
The Unknowns:
Banks have traditionally been big purchasers of municipal bonds. With the drop in the
corporate rates, there was concern that they would leave the market. To a certain degree
this is true. However, there has been a legislative push to include certain quality municipal
bonds as part of a bank’s “high quality liquid assets” for their liquidity ratios. At the time
of this Outlook, such proposal is still being considered and its impact is something that
market analysts are closely monitoring.
While the Fed has announced it projected several rate hikes this year, the hawkish tone is
not reflected as clearly in the Fed Funds Futures market, as reported by Bloomberg
Analytics. There have been two rate increases already this year. The most current rate
change was from 1.75% to 2.00%. The Fed Funds Futures market predicts one rate increase
in September with 2.00% to 2.25% as the range. It currently predicts the chances of another
rate increase in 2018 at less than a 50% possibility.
You have heard our concerns about the health of governmental pension and postemployment benefits funds for some time now. While this is still a great overhang on
municipal budgets, more attention is being focused on it. This does allow for any needed
tax increases, benefit negotiations, and other options, however expensive or painful, to be
enacted. Within the last month I have attended several webinars by market participants all
trying to examine various routes to fund retirement benefits. The fictitious answer from
years ago was that an unrealistic growth expectation for the retirement investment portfolio
would solve all problems. This has been replaced by more of an effort to come up with real
solutions. There is still a long way to go, but the issue is getting more political exposure,
which is the first step to finding solutions.
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Rate Recap:
The new Fed Chair raised the Fed Funds rate in the March meeting, and subsequently in
June. The Fed has warned of possibly two more rate increases this year, although the Fed
Funds Futures market has an implied increase in September, and less clear as to the timing
of any increase after that. The bellwether Ten Year Maturity Treasury Note increased from
2.42% at the start of the year, touched the 3.05% range in May, and has come back to
2.85% by the end of June. Municipal bond rates tightened up relative to the movement in
Treasuries, providing the investor more yield increases relative to the Treasury movement.
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* The above data is compiled from the daily Treasury quotes provided by Bloomberg Analytics and the
municipal quotes are from Municipal Market Data, the leading industry source for yields in the municipal
bond market.

The above quarterly chart reflects the gross yields of the ten-year maturity Treasury Notes,
and the relationship of comparable maturity municipals (10 and 30 years) to Treasuries.
The ratio of municipals to Treasuries in 10-year maturities went from 81.6% to 87%. The
30-year maturity ratios increased from 91% to 99%.
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Our Outlook:
As we have mentioned before, we welcome the gradual increase in municipal bond rates.
Our standard portfolio strategy has been to hold shorter maturities to take advantage of any
future rate increases. We naturally would take advantage of an opportunity that, in our
opinion, might present itself beyond the traditional buying patterns we have employed. We
anticipate extending maturities as yields and opportunities appear to be favorable for you,
our investors. Naturally, please feel free to contact us with your questions or concerns.
Contact Us:
Gregory W. Serbe
gserbe@dcmadvisors.com
Phone: (917) 386-6274

475 Park Avenue South, 9th Floor
New York, NY 10016

Allison Hay
ahay@dcmadvisors.com
Phone: (917) 386-6264
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Disclosures: The commentary, analysis, references to, and performance information contained herein, except where
explicitly noted, reflects that of DCM Advisors, LLC (DCM), a registered investment adviser.
Opinions expressed are as of the current date and subject to change without notice. DCM shall not be responsible for
any trading decisions, damages, or other losses resulting from, or related to, the information, data, analyses or opinions
contained herein or their use, which do not constitute investment advice, are provided as of the date written, are
provided solely for informational purposes and therefore are not an offer to buy or sell a security. This commentary is
for informational purposes only and has not been tailored to suit any individual. References to specific securities or
investment options should not be considered an offer to purchase or sell that specific investment.
DCM does not guarantee the results of its advice or recommendations, or that the objectives of a strategy will be
achieved. The analysis shown herein should in no way be considered indicative of, or a guarantee of actual or future
performance of, or viewed as a substitute for any portfolio invested. Performance data shown represents past
performance which does not guarantee future results. Investments in securities are subject to investment risk,
including possible loss of principal. Prices of securities may fluctuate from time to time and may even become
valueless. Before making any investment decision, investors should read and consider all the relevant investment
product information. Investors should seriously consider if the investment is suitable for them by referencing their
own financial position, investment objectives, and risk profile before making any investment decision. There can be
no assurance that any financial strategy will be successful.
All data presented is based on the most recent information available to DCM as of the date indicated and may not be
an accurate reflection of current data. There is no assurance that the data will remain the same.
This commentary contains certain forward-looking statements. Forward-looking statements involve known and
unknown risks, uncertainties and other factors which may cause the actual results to differ materially and/or
substantially from any future results, performance or achievements expressed or implied by those projected in the
forward-looking statements for any reason.
No graph, chart, or formula in this presentation can be used in and of itself to determine which securities to buy or
sell, when to buy or sell securities, whether to invest using this investment strategy, or whether to engage DCM’s
investment advisory services.
Disclaimers: DCM is an SEC-registered investment advisor under the Investment Advisers Act of 1940 (Advisers
Act). Under the Advisers Act, Rule 204-3 requires DCM to provide clients with specific information about the
advisory firm. DCM offers its Form ADV, Part 2 to serve this important purpose. Investors can request the Form
ADV, Part 2 to learn more about the registration status of DCM by calling DCM directly at (917) 386-6260 or by
visiting the SEC’s website at www.adviserinfo.sec.gov. The GIPS®-compliant firm is defined as DCM Advisors
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Institutional (“DCMI”), the institutional investment management business of DCM. A portion of DCM’s assets are
deemed within DCMI. DCMI claims compliance with the Global Investment Performance Standards (GIPS®).
Investors can obtain a GIPS®-compliant presentation for DCMI assets, including descriptions of DCMI’s composites
and benchmarks, by calling DCM directly at (917) 386-6260.
Neither the information provided nor any opinion expressed constitutes a solicitation for the purchase or sale of any
security. The investments and investment strategies identified herein may not be suitable for all investors. The
appropriateness of a particular investment will depend upon an investor’s individual circumstances and objectives.
About DCM Advisors
DCM Advisors, LLC (DCM) is an SEC-registered investment advisory firm. DCM provides asset management and
wealth advisory services to institutions, registered investment advisors, family offices, and high net worth individuals.
Additionally, DCM is affiliated with Lisanti Capital Growth, LLC (Lisanti), a certified woman-owned and managed
SEC-registered investment advisor specializing in small and small/mid-cap (SMID) growth equity investing.
In asset management, DCM believes in time-tested investing. As a result, DCM has carefully crafted a group of
investment artisans that have proven and consistent long-term investment performance. All of DCM’s investment
teams have extensive market cycle experience and a philosophically fundamentally driven investment approach that
generates unique insights, with strong convictions, supported by a portfolio investment process that is optimally
diversified and risk-managed. Current DCM and Lisanti portfolios include Global Equity, International Equity, U.S.
Small Cap Growth, U.S. SMID Cap Growth Equity and U.S. Municipal Bonds. In addition, DCM provides research
subscription and advisory services to institutional clients related to global and international equities. Lisanti also is the
investment adviser to the Lisanti Small Cap Growth Fund (ASCGX).
Heckman Global Advisors, the research division within DCM, also provides research subscription and advisory
services to institutional clients related to global and international markets including offering recommendations as to
country and sector allocations.
In wealth advisory, DCM offers advisory services to high net worth individuals through our wealth management
representatives.

