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PERSPECTIVES

RESURGING ISSUANCE HIGHLIGHTS 
TAXABLE MUNICIPAL BONDS AGAIN
October 13, 2020

Update title, date and by line in the A-Master. Also make change to B and C Masters.

Higher issuance of federally taxable municipal bonds 
during 2020 is bringing renewed attention to a sometimes-
underappreciated segment of the bond market. Investors 
in taxable and tax-exempt strategies are welcoming the 
2020 surge because taxable municipal bonds can enhance 
portfolio characteristics due to their relative quality, value 
and returns while still providing tax benefits.

THE TAXABLE MUNICIPAL BOND MARKET IS 
RELATIVELY SMALL

Historically, the taxable municipal bond market has been 
relatively small. Based on SIFMA data as of the end of 
the first quarter of 2020, the corporate bond market 
was about $9.5 trillion.1 Barclays set the size of the tax-
exempt municipal bond market at about $3.3 trillion, as of 
September 2, 2020.2 In the same report, Barclays estimated 
taxable municipal bonds could reach $650 billion by the 
end of 2020. Despite the surge in issuance, the taxable 
municipal market remains small compared to the corporate 
bond market where net new issuance in 2020 was $903 
billion through August, per Barclays.

TAXABLE BONDS JUMP

A notable increase in issuance and market conditions brought 
heightened attention to taxable municipal bonds in 2020. 
After nearly a decade of averaging about 10 percent of annual 
municipal bond issuance, during 2020 taxable municipal bond 
issuance jumped to 30 percent of total issuance, per The Bond 
Buyer. In a year when tax-exempt municipal bond issuance 
has been relatively flat, the accelerated taxable municipal 
bond issuance is particularly noteworthy.

FIGURE 1: TAXABLE MUNICIPAL BOND ISSUANCE AS A 
PERCENTAGE OF MUNICIPAL BOND ISSUANCE 
(2011 - 2020 YEAR-TO-DATE THROUGH SEPTEMBER 30)

ISSUERS CHOOSE TAXABLE BONDS FOR MANY 
REASONS

There are reasons state and local governments issue 
municipal bonds that are subject to federal income taxes. 
Taxable municipal bonds may be intended to finance 
projects that do not meet Internal Revenue Service 
requirements to qualify for tax exemption; examples of 
these include funding for a sports facility or industrial 
development. Also, municipal bonds that are issued to 
improve public pension funding levels or refund previously 
refunded municipal bonds are not federally tax exempt. In 
addition, regulatory requirements can be more conducive 
to taxable municipal bond issuance. The Tax Cuts and 
Jobs Act of 2017 eliminated the use of proceeds from new 
tax-exempt bonds to refinance older, higher interest rate 
municipal debt. 

In addition, market conditions in 2020 support taxable 
municipal bond issuance. A low-yield environment makes 
retiring existing debt with taxable municipal bonds more 
attractive. 

Tax Exempt                Taxable
Source: The Bond Buyer as of September 30, 2020.

Figure 1: Taxable Municipal Bond Issuance 
as a Percentage of Municipal Bond Issuance 
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PLACES FOR TAXABLE MUNICIPAL BONDS IN 
PORTFOLIOS

For investors, the increased supply of taxable municipal 
bonds may mean more opportunity to add securities with 
favorable fixed income characteristics to their portfolios. 
A look at key characteristics of Bloomberg bond indexes 
illustrates relevant differences and similarities of 
corporate, federally taxable municipal and tax-exempt 
municipal bonds with intermediate maturities.

TABLE 1: COMPARING INTERMEDIATE BOND INDEX 
CHARACTERISTICS AS OF SEPTEMBER 30, 2020*

* Source: Barclays. The indexes shown were selected for their similar and broadly 
representative relevant characteristics across segments of the fixed income market. 
The BBG Municipal Index Taxable Bond Intermediate represents the taxable municipal 
bond segment, the BBG Intermediate Corporate Bond Index represents investment 
grade corporate bonds and the BBG Managed Money Short/Intermediate Index (1-10) 
represents tax-exempt municipal bonds. 

Relative credit quality and value are important perspectives 
to consider when comparing sectors. Based on the 
averages in Table 1, intermediate taxable municipal bonds 
offer comparable quality as intermediate tax-exempt 
municipal bonds, and both have higher average credit 
quality than intermediate corporate bonds.

Returns and yield for intermediate taxable municipals bonds 
are higher than intermediate tax-exempt bonds and corporate 
bonds, while offering similar maturity and duration.

MULTI-SECTOR OR SECTOR-FOCUSED? BOTH, 
UNDER THE RIGHT CIRCUMSTANCES.

At Breckinridge, we include taxable municipal bonds in 
our multi-sector portfolios due to the diversification and 
value benefits we believe they can deliver relative to the 
corporate and government (i.e., tax exempt) bonds in the 
same portfolio. As we have seen in Table 1, taxable municipal 
bonds can offer attractive yields, higher credit quality and 
lower volatility compared with corporate bonds. In addition, 
like their tax-exempt counterparts, taxable municipal bonds 
historically have had lower default rates than corporate 
bonds.3 Communities often consider the projects that the 
bonds finance to be essential and they prioritize revenues to 
meet principal and interest obligations. 

For tax-efficient strategies, we prioritize tax-exempt 
municipal bonds but in certain market conditions, taxable 
municipal bonds can offer relative value. As indicated in 
Table 1, taxable municipal bonds were offering higher 
yields than comparable tax-exempt bonds at September 
30, 2020. This is consistent with historical norms, based 
on our observations, as the higher yield offered by taxable 
municipal bonds has tended to compensate investors 
for the lost tax benefit. Interest-rate conditions and the 
yield environment must be right for the yield of a taxable 
municipal bond to contribute a better after-tax return 
than a tax-exempt bond. In 2020, for example, the Federal 
Reserve’s zero lower bound interest-rate policy and the 
low overall yield environment for tax-exempt municipal and 
other bonds offer, in combination, favorable conditions for 
considering some allocation to taxable municipal bonds 
in a tax-exempt portfolio, depending on an investors tax 
planning goals. For that reason, limited allocations to 
taxable municipal bonds within tax-efficient strategies are 
made only when we believe market conditions warrant.

While they may be unfamiliar to some investors, taxable 
municipal bonds can play beneficial roles in multi-sector and 
sector-focused portfolios. The surge in taxable municipal 
bond issuance in 2020 is offering investors additional 
opportunities to seek diversification across their portfolios. 

Characteristics
BBG Municipal 
Index Taxable 

Bonds Intermediate

BBG 
Intermediate 

Corporate 
Bond Index

BBG Managed 
Money Short/
Intermediate 
Index (1-10)

Return year-
to-date

6.46% 5.61% 3.96%

Average 
Duration

4.65 4.61 4.54

Average 
Quality

AA2/AA3 A3/BAA1 AA1/AA2

Yield to Worst 1.28% 1.36% 0.54%

Maturity 5.77 5.23 5.72
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FOOTNOTES:
1. Securities Industry and Financial Markets Association (SIFMA) data, at September 24, 2020.
2. Barclays data as of September 2, 2020.
3. ”From 1970 through 2019, the average five-year annual default rate for municipal bonds rated by Moody’s Investors Service was 0.08%. Corporate bonds, which have lower 

ratings, had a 6.7% default rate over the same period.” Insurers Seen Boosting Muni Stakes As Yields Surpass Corporates, “FA Financial Advisor,” July 27, 2020. https://
www.fa-mag.com/news/insurers-seen-boosting-muni-stakes-as-yields-surpass-corporates-57092.html
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DISCLAIMER: The opinions and views expressed are those of Breckinridge Capital Advisors, Inc. They are current as of the date(s) indicated but are subject to change without notice. 
Any estimates, targets, and projections are based on Breckinridge research, analysis and assumptions. No assurances can be made that any such estimate, target or projection will 
be accurate; actual results may differ substantially. Past performance is not indicative of future results. Nothing contained herein should be construed or relied upon as financial, 
legal or tax advice. All investments involve risks, including the loss of principal. An investor should consult with their financial professional before making any investment decisions. 
While Breckinridge believes the assessment of ESG criteria can improve overall credit risk analysis, there is no guarantee that integrating ESG analysis will provide improved risk-
adjusted returns over any specific time period. Some information has been taken directly from unaffiliated third-party sources. Breckinridge believes such information is reliable, 
but does not guarantee its accuracy or completeness. Any specific securities mentioned are for illustrative and example only. They do not necessarily represent actual investments 
in any client portfolio. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and 
service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights 
in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or 
makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for 
injury or damages arising in connection therewith.
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