Fixed Income Market Comments
December 12, 2016

What Trump Means for Bonds - Infrastructure

This report is one in a series examining the potential implications of a Trump
administration on bond markets. Through the presidential campaign and since
the election, President-elect Trump has highlighted policy areas on which his
administration will focus. In this series, Ascent will focus on some of the proposed
or discussed policies and examine their potential impacts on taxable and taxexempt bond markets.
Policy:
President-elect Trump has pledged to make infrastructure investment one of
the main policy focuses of his presidency. His most recent proposal would drive
$1 trillion of infrastructure project investment.
Implications:
The ultimate impacts of any new infrastructure investment program will depend
largely on what form the program takes. It appears most likely at this point
that the administration will seek to boost infrastructure investment through the
use of more indirect methods like tax credits or other corporate investment
incentives. Other approaches that have been discussed range from a federal
infrastructure bank to direct federal spending for project construction. If a plan
is ultimately enacted, the final form could incorporate a wide variety of tools,
including: direct federal spending, federal loan guarantees, matching funds for
public or private investments, tax credits, or other structures. Ultimately, we
expect the infrastructure investment concept to evolve over the coming months
and we believe the costs on the federal level will ultimately be much smaller than
the $1 trillion currently being discussed.
Impacts on Bonds:
•

Since the election, bond markets have reacted strongly to the idea that
there would be $500 billion to $1 trillion of new federal spending on
infrastructure during a Trump presidency, which would significantly increase
federal borrowing and could stoke inflationary pressures. Markets have
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been reacting to the assumption that Trump’s plan would take a “direct
investment” approach. Going forward, market reactions will likely be shaped
by evolving shape of the plan’s details.
•

Tax law driven plans like tax credits will most directly benefit corporations
in sectors related to construction and transportation, or to those industries
targeted for investment. The size of such a plan and the projected impacts
on federal tax revenues will help determine the negative effects on the
federal budget, federal borrowing and negative impacts on bond market
yields.

•

Indirect plans, such as infrastructure banks, matching funds, or loan
guarantees, could have a wide variety of impacts, depending on exactly
how projects are selected on through what mechanisms they are executed.
Construction and transportation sector companies again stand to benefit
directly from increased business. State and local governments could also
benefit to the extent that are able to participate.

•

Direct federal spending would have the quickest and most direct impacts on
employment, federal spending and the deficit. To the extent the incoming
administration backs away from this approach, we could see bond markets
react favorably to revised expectations of less direct borrowing, lower
deficits and less potential inflationary pressure.

Ascent’s Approach:
We do not believe that investors should change their long-term strategy based
on political proposals. Only if a substantial increase in infrastructure investment
become policy can investors then evaluate the risks and opportunities under
the specific new programs. If increased federal spending drives yields higher,
long-term buy-and-hold investors will benefit from rolling interest payments and
maturing bond proceeds into new positions at higher yields. At the same time,
more policy certainty will allow better informed fundamental analysis of the
specific investment opportunities, rather than guessing on winners and losers
based on this week’s media chatter.

Brian Tournier
Director of Research
Ascent Investment Partners
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Disclosure: This newsletter is limited to the dissemination of general information
pertaining to Ascent Investment Partners, LLC’s (“Ascent Investment Partners”)
investment advisory services and general economic market conditions. This newsletter
represents an assessment of the market environment at a specific point in time, is subject
to change without notice, and should not be relied upon by the reader as research
or investment advice. The information contained herein should not be construed as
personalized investment advice, and should not be considered as a solicitation to buy
or sell any security or engage in a particular investment strategy. There is no guarantee
that the views and opinions expressed in this newsletter will come to pass. These views
are subject to change at any time based on market and other conditions, and Ascent
Investment Partners disclaims any responsibility to update such views. With regard to
sources of information, certain of the economic and market information contained herein
has been obtained from published sources and/or prepared by third parties. While such
sources are believed to be reliable, Ascent or its respective affiliates, employees, or
representatives do not assume any responsibility for the accuracy of such information.
Ascent Investment Partners is an SEC registered investment adviser with its principal
place of business in the State of Missouri. Registration of an investment adviser
does not indicate a certain level of skill or training. Ascent Investment Partners and
its representatives are in compliance with the current registration and notice filing
requirements imposed upon registered investment advisers by those states in which
such registration or notice filing is required. Ascent Investment Partners may only
transact business in those states in which it is noticed filed, or qualifies for an exemption
or exclusion from notice filing requirements. Any subsequent, direct communication
by Ascent Investment Partners with a prospective client shall be conducted by a
representative that is either registered or qualifies for an exemption or exclusion from
registration in the state where the prospective client resides. For information pertaining to
the registration status of Ascent Investment Partners, please contact Ascent Investment
Partners or refer to the Investment Adviser Public Disclosure web site (www.adviserinfo.
sec.gov). For additional information about Ascent Investment Partners, including fees and
services, send for our Disclosure Brochure using the contact information herein.
Please note, past performance is not indicative of future results.
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