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Spreads for taxable munis are above levels of 
recent years,  creating investor opportunity.    

The amount of out-
standing taxable munis 
offers enough critical 
mass to justify a strong 
following from inves-
tors.  

Two Years of BABs Issuance Broadened Market for Taxable Municipal Bonds

Source: Thomson Reuters Bond Buyer, Janney Fixed Income Strategy

TAXABLE MUNIS REVISITED

 • The advent of BABs identifi ed a new class of investor for municipal bonds.

 • Not all taxable municipal bonds are BABs, with pension funding issues adding to totals.

 • Elevated spreads offer an opportunity for tax advantaged accounts such as IRAs.  

Taxable munis have been around for many years, but until recently they were treated as outliers in the 
municipal market, with little regular following and statistical information.  This changed when the 2009 
stimulus bill, known as ARRA, opened a 21 month window for the issuance of taxable Build America 
Bonds or BABs.  By forgoing the lower interest costs of tax exempt bonds, municipal bond issuers were 
able to receive a federal payment equal to 35% of interest cost, which in most cases generated lower 
net interest expense for states, cities, towns and other municipal borrowers.  The total of $180 billion in 
BABs issuance, including $117 billion last year, led to 2010’s record municipal volume of $433 billion. 

Prior to BABs, taxable municipal issues were used primarily to fund state and local pension plans, al-
though bonds were issued for a variety of other purposes that did not qualify for tax exemption.  The 
jump in 2003 taxable issuance, for example, was attributable to a slowing economy producing fl at or 
declining tax revenues for many state and local governments.  Rather than fund pensions from current 
revenues, many chose to contribute to pension plans using borrowed funds.  Perennial borrower Illinois 
fl oated the largest long term municipal loan in history, issuing $10 billion of pension funding bonds in 
June 2003.  The state continues to set records, owning bragging rights for the largest municipal issue of 
2011, a $3.7 billion taxable pension funding loan, which sold in February.    

Despite heavy lobbying by state and local government representatives, Congress declined to extend the 
BABs program beyond its December 2010 sunset.  The legacy of BABs continues, with the amount of out-
standing taxable municipal issues standing above $300 billion, about triple pre-2009 levels.  Although 
not comparable in size to the $3 trillion muni market or $8 trillion corporate bond market, the amount of 
outstanding taxable munis offers enough critical mass to justify a strong following from investors.  The 
advent of BABs created a new class of investor for municipal bonds, with demand coming from pension 
funds, non US institutions and other entities which did not previously consider municipals since they had 

$0 bln

$40 bln

$80 bln

$120 bln

$160 bln

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

BABs Non BAB Taxable



JANNEY MONTGOMERY SCOTT

www.janney.com

© 2011 Janney Montgomery Scott LLC

Member: NYSE, FINRA, SIPC

TAXABLE MUNIS  •  PAGE 2

J A N N E Y F I X E D I N C O M E S T R A T E G Y
OC T O B E R 24, 2011

little need for tax exempt income.    

We look regularly at municipal to Treasury ratios as an indicator of relative value for tax free bonds.  
Followers of taxable munis, however, consider spread to Treasuries, the yield differential between a 
taxable bond or index and that of a like maturity US Government security, as a measure of relative 
value for taxable issues.  Beginning in September, spreads for taxable munis began to widen, with 
spreads on 10 year AA rated maturities peaking at 119 basis points while those of 30 year maturities 
hit 159 basis points.  Although spreads receded in recent days, they still remain well above levels of 
the past year, and offer an attractive option for investors seeking taxable fi xed income investments. 

Spreads of Taxable Munis are Elevated

Source: Thomson Reuters MMD, Janney FIS
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ANALYST CERTIFICATION

I, Alan Schankel, the Primarily Responsible Analyst for this report, hereby certify that all of the views expressed in this report 
accurately refl ect my personal views about any and all of the subject sectors, industries, securities, and issuers. No part of my 
compensation was, is, or will be, directly or indirectly, related to the specifi c recommendations or views expressed in this research 
report. 

DISCLAIMER

This Firm, its offi cers, directors, employees, or members of their families may have positions in the securities mentioned and may 
make purchases or sales of such securities from time to time in the open market or otherwise and may sell to or buy from custom-
ers such securities on a principal basis.

Unless otherwise noted, market data is from Bloomberg, Barclays, and Janney Fixed Income Strategy & Research (Janney FIS).

This report is the intellectual property of Janney Montgomery Scott LLC (Janney) and may not be reproduced, distributed, or pub-
lished by any person for any purpose without Janney’s express prior written consent.

This report has been prepared by Janney and is to be used for informational purposes only.  In no event should it be construed as 
a solicitation or offer to purchase or sell a security.  The information presented herein is taken from sources believed to be reliable, 
but is not guaranteed by Janney as to accuracy or completeness.  Any issue named or rates mentioned are used for illustrative 
purposes only, and may not represent the specifi c features or securities available at a given time.  Preliminary Offi cial Statements, 
Final Offi cial Statements, or Prospectuses for any new issues mentioned herein are available upon request.  The value of and 
income from investments may vary because of changes in interest rates, foreign exchange rates, securities prices, market indexes, 
as well as operational or fi nancial conditions of issuers or other factors.  Past performance is not necessarily a guide to future 
performance. Estimates of future performance are based on assumptions that may not be realized.  We have no obligation to tell 
you when opinions or information contained in Janney FIS publications change.  

Janney Fixed Income Strategy does not provide individually tailored investment advice and this document has been prepared without regard 
to the circumstances and objectives of those who receive it.  The appropriateness of an investment or strategy will depend on an investor’s 
circumstances and objectives.  For investment advice specifi c to your individual situation, or for additional information on this or other topics, 
please contact your Janney Financial Consultant and/or your tax or legal advisor.


