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Interviewer: 
Today, we are speaking with Janet Katakura, Senior Portfolio Manager of Hawaiian Tax-Free Trust. Janet, during the remainder of 2017, 
and into 2018, are you anticipating that we’ll see additional rate increases from the Fed?

Janet Katakura: 
At the most recent Federal Open Market Committee meeting, the Fed left rates unchanged and indicated that they expect gradual 
adjustments.  The recent hurricanes were noted as a short-term damper on economic activity.  This, coupled with continued low inflation, 
were important factors in the decision.  Wall Street forecasts are indicating the likelihood of a 25 basis point increase in December, but any 
change is data-driven.

Interviewer: 
And, how might the unwinding of the Fed’s balance sheet play out through 2017 and into 2018?  

Janet Katakura: 
The FOMC also revealed an orderly reduction of its balance sheet starting in October.  Keep in mind that the Fed balance sheet is at $4.5 
trillion; the largest in history.  It was $900 billion before they started increasing their government bond holdings in response to the financial 
crisis in 2008.  The Fed will allow cash flows to mature without reinvesting the proceeds.  The initial plan outlined in June called for about 
$10 billion a month with gradual increases.  It’s hard to predict what impact this will have on the markets, since it’s an unprecedented event.  
U.S. debt is still in strong demand both nationally and internationally and our interest rates are more attractive – they’re higher – than any 
other high-quality developed country.  We don’t anticipate significant pressure on longer term interest rates as a result of the unwinding, 
but we are monitoring it closely.

Interviewer: 
Since the 2016 election, there has been talk of increased infrastructure spending nationally.  How might those plans to play out now, 
following the 2017 hurricane season?  

Janet Katakura:
The condition of infrastructure is the foundation of a strong economy.  Good roads and schools help foster growth and deliver goods.  
Disasters, such as the aftermath of the hurricanes, can be a boost to the economy via construction jobs and building material demand.  It is a 
good opportunity to re-think infrastructure and address some of the challenges that are being faced because of climate change.  Airport and 
harbor infrastructure are particularly important to the state of Hawaii.  Improvement in coastal infrastructure is a must.  We can’t control 
nature, so infrastructure needs to be designed or improved in anticipation of more extreme weather.

The proceeds from General Obligation bonds issued by the state of Hawaii and our counties are used to fund capital improvement projects 
for renovations and repairs and for new construction.  These projects are approved in the biennial budget for the state and counties and 
include, for fiscal year 2018-19, funds for a variety of State projects including retrofitting public buildings to withstand hurricanes and 
increase emergency shelters, projects to address storm water runoff and erosion at Nawiliwili Harbor on Kauai and Kaanapali Beach on 
Maui, almost $200 million to repair, and/or replace bridges statewide and for shoreline protection and road realignment.  The counties 
have budgeted for such diverse projects as flood control on Oahu; highways and public schools on Maui; roads and wastewater treatment 
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on the Big Island, and rehabilitation of bridges at Waioli Stream, Waipa Stream and Waikoko Stream on Kauai.  Something interesting I 
learned while doing some research for this project – anyone who has been to Kauai has seen the large number of chickens running wild.  
I didn’t know this, but Hurricane Iniki in 1992 destroyed all the chicken coops on Kauai thus releasing them to run free on our beautiful 
garden isle.  

The revenue bonds that we invest in for our shareholders also provide funding for various infrastructure projects such as wastewater 
treatment facilities and highway improvements.  Across the country there is a well-documented and urgent need to improve U.S. 
infrastructure. That will most likely require innovative funding and tax code reform at both the Federal and State level. 

Interviewer:
The Fund invests in investment grade bonds.  Beyond the rating on those bonds, what factors to you focus on when you are evaluating the 
credit quality of potential or existing Fund holdings?     

Janet Katakura:
Since Hawaiian Tax-Free Trust’s objective is to invest in bond issuers whose income is tax-exempt, both federally and at the state level, 
we focus on Hawaii issuers.  There aren’t that many of them.  Ratings issued by the rating agencies is where we start, but we do a lot of 
independent credit research before we invest in a new issuer.  One good example is the Kahala Nui issue.  When we were first contacted 
by the bond underwriter about this new issue back in 2012, they sent us the Official Statement.  This is a lengthy document that describes 
the terms of the bonds in detail and it includes the latest audited financial statements, as well as other legal documents.  One rating agency 
rated the bond at the lowest end of investment grade.  After thoroughly reading the official documents and completing our own analysis, 
we determined that the issue was high-quality and suitable for investment by Hawaiian Tax-Free Trust.  We were actually a bit surprised 
that the rating agency’s rating was so low.  Now since these bonds were issued, the rating agency has upgraded its rating 3 times, and 3 
notches higher than at issuance.  

We continue to monitor this and all issuers held in the portfolio.  We receive periodic financial reports from issuers, economic analysis 
reports from the State Department of Business, Economic Development & Tourism, and UHERO, which is the UH (University of Hawaii) 
Economic Resource Organization. We meet with executives from various state and local agencies when new issues are in the pipeline, and 
of course, local and national media reports are analyzed and evaluated as to their impact on the local economy and to make sure that the 
bonds held in Hawaiian Tax-Free Trust remain of high quality.

Interviewer:
What are you anticipating in the way of new issuance in Q4 of 2017?  

Janet Katakura:
Well, year to date, there has been almost $2 billion in local issuance from various issuers.  We expect that the state may be in the market 
sometime during the 4th quarter of 2017, but we have no official announcement yet.

Interviewer:
Janet, thank you very much.   For those of you listening, before investing in the Fund, carefully read about and consider the investment 
objectives, risks, charges, expenses, and other information found in the Fund prospectus, which is available on this site, from your 
financial advisor, and when you call 800-437-1020. 

Thank you for listening to this podcast.
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