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The U.S. Congress approved sweeping tax reform with a $1.5 

trillion tax cut bill that cuts the corporate tax rate and restructures 

the individual tax code. The changes could affect the municipal 

bond market in a variety of ways. 

Potential Impacts
One of the biggest campaign promises Donald Trump made  

while campaigning was to cut the corporate tax rate. The new 

legislation cuts the U.S. corporate tax rate from 35% to 21%.  

With a lower corporate tax rate, there could be less demand  

for municipal bonds from institutional buyers, such as banks  

and property and casualty insurers, seeking the tax advantages  

of municipal bond investments.

The top individual tax rate was lowered from 39.5% to 37%.  

By itself, this shouldn’t hurt municipal bond demand. With a  

cap of $10,000 in state and local tax deductions expected to  

mostly affect individuals in high-tax states like New York and 

California, the decrease in deductions could drive stronger 

demand for municipal bonds from retail investors in these states. 

New issuance in the municipal bond market may drop in 2018 as 

the new legislation has eliminated the ability to issue advance 

refunding bonds. Advance refundings are a bond issuance used  

to pay off outstanding bonds and refinance with a lower interest 

rate. New issuance is expected come in at about $300 billion to 

$315 billion for 2018 versus approximately $415 billion in 2017.

Snapshot

›› The U.S. Congress approved 
sweeping tax reform with a  
$1.5 trillion tax cut bill.

›› The lower corporate tax 
rate could reduce demand 
for municipal bonds from 
institutional buyers.

›› We expect to see increased 
demand for municipal bonds in 
high-tax states, where a decrease 
in allowable tax deductions could 
drive investor demand.
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Our View 
Municipal bond issuers set an issuance record in 2017 as they raced to sell bonds ahead of the anticipated cut of 

certain subsidies. As we move into 2018, the new issuance calendar is expected to slow considerably. The new 

tax bill will likely cause the relative yield of municipal bonds to Treasurys to decline in early 2018. We anticipate 

the ratio to rebound in the second half of 2018 as investors adjust to the new market conditions. 

We expect to see considerable buying and increased demand for municipal bonds in high-tax states. SEI Fixed Income 

Portfolio Management will continue to monitor changes and events that occur as a result of the new tax plan.

Important Information
This material represents an assessment of the market environment at a specific point in time and is not intended to be a forecast of 
future events, or a guarantee of future results. This information should not be relied upon by the reader as research or investment 
advice and is intended for educational purposes only.  

There are risks involved with investing, including loss of principal. Diversification may not protect against market risk.   
Bonds and bond funds will decrease in value as interest rates rise.  

SEI Fixed Income Portfolio Management is a team within SEI Investments Management Corporation (SIMC).

Information provided by SEI Investments Management Corporation, a wholly owned subsidiary of SEI Investments Company.  
Neither SEI nor its subsidiaries is affiliated with your financial advisor.  
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