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OPPORTUNITY IN TAXABLE MUNICIPAL BONDS    
   July 2010 
 
Attractive Time to Invest in Taxable Municipal Bonds 

On Wednesday, December 15, the Senate passed legislation that will extend the Bush tax cuts 

for a period of two years. It is important to note that the new bill did not include any language to 

extend the Build America Bond Program beyond the end of this year. 

APA feels that a unique opportunity now exists for investors looking for additional yield and 

higher credit quality than Corporate bonds in the fixed income market. The spread between 

Taxable Municipals and Corporate bonds is near record historical levels as the following graph 

shows: 

 
 
The recent surge in supply has created an attractive entry point for the asset class. The spread 

of the Taxable Municipal Index widened 8 bps, to 247 bps, during November. The Corporate 

Index widened 6 bps, to 159 bps. The difference between the spread of the Taxable Municipal 

Index and the Corporate Index is now 88 bps, near its record wide levels of 95 bps set on 

November 22. The mean spread between the two indexes since the inception of the BAB 

program has been 53 bps. We expect the spread between the Taxable Municipal Index and the 

Corporate Index to tighten considerably during the first half of 2011. 
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We expect some portion of the spread widening of taxable municipal bonds will be reversed with 

the resolution of the BAB extension question, regardless of outcome and a moderation of the 

glut of recent supply. Longer-term spreads will likely tighten steadily as supply dwindles and 

bonds continue to be sought after by pension funds and life insurers. Therefore, we recommend 

overweighting taxable municipal bonds. To ensure liquidity, we recommend buying higher-

quality issues. Investors with buy-and-hold mandates can find record wider spreads in A-rated 

taxable municipal paper. 

An Opportunity to Improve Credit Quality in a Fixed-Income Portfolio 

As the following table shows, spreads in the highest quality (Aaa) sector of the markets are 

surprisingly large, with the spread of Aaa-rated taxable municipals 106 bps wider than Aaa-

rated corporate issues. Similarly, the spread of AA-rated municipals is 93 bps wider then AA-

rated corporate issues and is even 48 bps wider than A-rated corporate paper. The spread of A-

rated taxable municipals is wider than A-rated corporate bonds and 104 bps wider than BAA-

rates corporate issues. 

APA expects these opportunities to disappear as markets normalize and spread relationships 

return to their historical risk/reward profile. 
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Disclosure: 
 
Past performance is not indicative of future results.  This material is not financial advice or an offer to sell 
any product.  The actual characteristics with respect to any particular client account will vary based on a 
number of factors including but not limited to: (i) the size of the account; (ii) investment restrictions 
applicable to the account, if any; and (iii) market exigencies at the time of investment. Asset Preservation 
Advisors, Inc. reserves the right to modify its current investment strategies and techniques based on 
changing market dynamics or client needs. There is no assurance that any securities discussed herein 
will remain in an account's portfolio at the time you receive this report or that securities sold have not 
been repurchased. The securities discussed may not represent an account's entire portfolio and in the 
aggregate may represent only a small percentage of an account's portfolio holdings.  It should not be 
assumed that any of the securities transactions, holdings or sectors discussed were or will prove to be 
profitable, or that the investment recommendations or decisions we make in the future will be profitable or 
will equal the investment performance of the securities discussed herein.  
 
Asset Preservation Advisors, Inc. is a registered investment advisor. More information about the about 
the advisor including its investment strategies and objectives can be obtained by visiting 
www.assetpreservationadvisors.com.  APA-10-226 
 


