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ECONOMIC REVIEW
The questions began pouring in before Election Day was even
over. What does this mean for my investments? What type of
moves should I be making? Underneath it all was the biggest
question, what does this mean for America?
Before addressing any of these, it is worth remembering that this
has not been a great year for prediction. Pundits have gotten it
wrong time and time again. It started with Brexit and its expected
aftermath, continued through the endless primary season, and
culminated on November 8. Not only were the election results
a shock to many, but on election night professional traders
immediately took the stock market futures down sharply.
We’d rather look at the facts and proceed on the basis of what
we know, rather than what we might hope or fear. As 2016 winds
down, unemployment is at multi-year lows and wage growth has
accelerated. With gas prices low, it’s no wonder that consumer
confidence is strong and expectations are high for a robust
holiday shopping season. Overseas economies continue to show
greater strains than the U.S. economy and with exports remaining
a minor percentage of our GDP, we have every reason to continue
our belief that the best place to focus investments is domestically.
If Trump fulfills his promise for increased infrastructure spending
(fiscal stimulus), we anticipate a Federal Reserve emboldened to
return to its promised policy of small, but steady, rate increases.
Trump has already indicated a shift in the Federal Reserve is in
store when Janet Yellen’s term is up in two years. Behind steady
criticisms of the Fed’s long-standing low-rate stimulus, the
prospect for a move towards normalization of rates over the next
four years has increased.
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While the U.S. stock market moved upward in November, with the
S&P 500 advancing 3.7%, taking the year-to-date return to 9.8%,
the November rally was remarkably uneven. The leading sector,
advancing double-digits, was Financials, powered by the rapid rise
of interest rates in the wake of the election and the expectation
that a variety of factors could power rates higher. Higher rates
tend to improve bank margins, with regional banks generally
outperforming the globally exposed large banks. Industrials,
behind the promise of major infrastructure spending, also had a
strong month. Meanwhile, the defensive, high-yielding Utilities
Sector was negative for the month, as was Consumer Staples. As
expected, the shift in interest rates sent the market valuation of
bonds south.
Because the rally was concentrated in a few sectors, and with the
bond market dampening overall returns in balanced portfolios,
the real return for most conservatively positioned investors was
not as dramatic as the headline stock returns. It’s also important
to consider the immediate reaction of stock investors against the
complex and unpredictable nature of policy changes under Trump.
For instance, the prospect of lower corporate taxes suggests a
bump in earnings, the most fundamental driver of stock valuations.
However, other aspects of proposed tax changes, such as the
elimination of tax-credits on interest, could mute the impact.
Repatriation of overseas corporate dollars should be bullish, but
impact and results will likely vary heavily from one company to
another. The exact nature of future trade policies is a matter of
some speculation, but investors have already shown a preference
for smaller, domestic-oriented companies over internationals.
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Another example of potential unintended consequences:
immigration restriction and deportation, notable campaign
themes, if implemented, could have a deleterious long-term effect
on the labor market and could push wages and inflation higher.
Due to all these factors and more a great deal of uncertainty
remains. We expect that many of the assumptions behind the
November rally may face revision over the upcoming months as the
realities of the Trump administration and GOP-controlled Congress
are unveiled. As a result, some volatility can be anticipated. We
are carefully reviewing each of the holdings in your portfolio to
assess possible impacts of policy shifts. Our bond strategy is
well-positioned. Owning high-quality and shorter term bonds

has helped us weather the recent rate increases, while holding to
maturity will help to insulate portfolios from market action.
The uncertain political and economic environment highlights the
value of having professional portfolio management. We expect
that our vigilance will be pressed over the next months and years
as we manage your investments through what could be a period
of significant change. Taking action based on assumptions or
predictions can lead to regrettable decisions and unforeseen
consequences. We believe the better policy is to stay alert to
events, policy changes and reliable economic indicators. That’s
exactly what we will be doing as these often surprising times
continue to unfold.

NEWS YOU CAN USE
New Website Design
We recently updated the form and function of madisonfunds.
com to make it easier to access and digest information about your
investments. Here are some of the highlights:
•

Madisonfunds.com is now mobile-friendly

•

Important news and alerts will be posted directly on the
Shareholder login page and appropriate fund pages

•

An improved search function will index all of the content on
the site (including PDFs)

No changes were made to the online account access, so please
keep your existing username and password. We will continue to
look for ways to improve the user interface of madisonfunds.com.
Feel free to pass along any questions or comments.

Tax Forms
With income tax filing on the horizon, Madison Funds may send
you tax forms in late January to help you complete your income
tax returns. When you receive them, keep them for your records.
The forms you receive are specific to the type of account you hold
and your circumstances.
Form 1099-DIV: Reports dividends and capital gains paid to
taxable accounts. Madison Funds observes an IRS rule that allows
us not to send Form 1099-DIV if your taxable ordinary dividends
for any fund totals $10 or less, however, you must still include such
dividends on your income tax return. Please review the enclosed
year-end investor statement to see if this applies to you.
Form 1099-B: Reports the proceeds from any shares you sold or
exchanged in taxable accounts.

Form 1099-R: Reports redemptions from qualified retirement
accounts such as IRAs.
Form 1099-Q: Reports redemptions from Coverdell Education
Savings Accounts (ESAs).
Form 5498 and 5498-ESA: The Fair Market Value statement
mailed in May (5498) and April (5498-ESA) will report contributions
made to qualified individual retirement accounts (e.g. IRAs) and
ESAs through April 15, 2017 for the 2016 tax year. As of December
31, 2016, we report the Fair Market Value of these accounts on
your year-end investor statement.
TurboTax® and H&R Block® Tax Software: Download your tax
information from your Madison Funds account directly into your
tax return if you use TurboTax or H&R Block software. You can
import your fund-related information from three tax forms: 1099DIV, 1099-B, and 1099-R. Follow the instructions provided with
your tax software.
Tax Inserts: Madison Funds prepares tax inserts that may
accompany your tax forms. The inserts include general information
on capital gains and losses from the sale of fund shares, fund
specific percentages of income derived from U.S. government
obligation, and AMT tax liability for tax-free funds. We recommend
you consult with your tax advisor for complete information when
doing tax planning and preparing your tax return.
Feel free to contact Shareholder Services at 1-800-877-6089 if we
can be of further assistance. You can reach us Monday through
Friday from 8 a.m. to 7 p.m. Central Time. But please remember
we cannot offer tax advice; that is best left to tax professionals who
can better answer questions and advise you about your specific
circumstances.

Nothing contained herein is or intended to be a recommendation to buy or sell any security nor is it intended to represent the performance of any Madison Fund or product.
An investment cannot be made directly into an index. Past performance is no guarantee of future results.
Bonds are subject to certain risks including interest rate risk, credit risk and inflation risk. Equity risk is the risk that securities will fluctuate in value due to general market or
economic conditions.
Consider the investment objectives, risks, and charges and expenses of Madison Funds carefully before investing. Each fund's prospectus contains this and other information
about the fund. Call 800.877.6089 or visit madisonfunds.com to obtain a prospectus and read it carefully before investing.
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