
July 2018 Muni Market 
Monthly Report – “Munis –
Slow and steady wins the race”
The muni market has turned three quiet months 
into a quiet summer.  Slow outperformance and 
improving market fundamentals should have 
muni investors feeling good. In fact, MainLine is 
taking advantage of this positive market and is 
in the process of winding down its Tax 
Advantaged Opportunity Fund III.  It has 
been invested for five years, and has exceeded 
its objectives. We will share its final total return 
numbers next month. 

We have been bragging about muni 
outperformance for most of 2018, and figured it 
was time to look at the numbers versus other 
US asset classes. We took the easy way by using 
the Bloomberg/Barclays indices and tried to fix 
some of the flaws in comparing 10-year total 
returns.  MainLine is not active in indexing and 
comparing results; we feel each portfolio 
should be designed for that investor’s objective, 
but it is always good to see how munis stack up 
as an asset class. The results did not surprise us, 
but may surprise the uneducated investor.  An 
investment does not have to be first in total 
return every year to be the best over the last ten 
years. Sometimes, slow and steady wins the 
race!

Muni Market Review

Another uneventful month in munis has now 
led to a quiet summer. Munis continue to 
slightly outperform, and headlines remain 
positive.  Highlights for the month of July:

• Muni yields changed from -2 to -4 bps for 
munis less than 10 years in maturity, + 5 to 
+8 bps for longer-term munis. The curve 
steepened roughly 10 bps, reflecting the 
strong demand for bonds in the short-end 
of the curve.

• Taxable yields increased across the curve 
15 to 9 bps, with the curve flattening.

• Munis are now looking rich from 7 
years and in, fair value at 10 years, 
cheap 15 years and longer.

• Issuance remains down 15% versus year-
to-date 2017, but may finally be picking 
up.  

• Credit ratings on the state of Illinois and 
Chicago have finally stabilized, according 
to the rating agencies. Illinois has a stable 
outlook; Chicago was upgraded.  
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Market News and Credit Update
• Texas is preparing to sell the largest muni note deal in over 5 years. Demand is strong for short-

term munis, and has Texas deciding to offer $7.2 billion in tax and revenue anticipation notes 
(TRANS). Some analysts use the issuance size of TRANS as a reflection on the budget imbalance 
that a state is managing.  In this case, it appears Texas is trying to be a bit more strategic in its debt 
management process.

• California bonds are becoming more scarce and investors are having to pay up for them.  
Issuance of California bonds is down 30% year-to-date (versus 14% for total issuance).  Recent bond 
deals have yields on California issuers (rated AA) priced 5 to 15 bps lower in yield than AAA rated 
bonds from other states with maturities from 2 to 10 years.  

• In its 2019 budget, Chicago is projecting the smallest budget gap since 2007, but this appears 
to be short-lived as pension costs are due to accelerate.  Chicago’s progress is representative of 
many municipalities with high unfunded pension balances.  Credit quality appears to be stable and 
improving, due to a steady economy, but the growing liabilities are on the horizon. Chicago and 
other municipalities need to find a way to get reforms in place now, and money available, before 
they get too “weighted down”. Moody’s did reward the city with an upgrade to Ba1.

Monthly Municipal Credit Review July 31, 2018 - Slow and 
Steady, Wins the Race
Introduction:
I don’t believe total return comparisons between different investment asset classes are ever 100% 

correct. It is virtually impossible to get a true one to one comparison.  There are just too many flaws in 

the calculations and assumptions that need to be made.  In the end,  we feel good performance relates 

back to the objective of the investor and how well does the investment meet them.  It is hard to find an 

index that can fully match these objectives. For example, different investment horizons, different 

principal risk preferences, different tax adjustments, fees, and reinvestment assumptions can twist and 

influence results. 
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Monthly Municipal Credit Review July 31, 2018 - Slow and 
Steady, Wins the Race (cont’d)

For full disclosure, MainLine does not manage its individual portfolios to benchmarks.  We build 
personalized portfolios based on the investor’s objectives, and not that of an index. Maximizing income 
while meeting objectives like liquidity needs, efficient tax and risk management, and reinvestment 
preference of each investor is more important than beating an index.  There is no benchmark that will 
do this; it is unique for each investor, but if an investor wants us to manage to an index, we have 
taken that challenge and will do it again, anytime.

That being said, when we sit down with potential new clients not familiar with municipal bonds, they 
always want to know how munis have performed versus other investments. We did a review on this 
several years ago using data from Thornburg Asset Management dated 12/31/2010. Adjusting for 
taxes, it showed munis to be a top performing assets class over the last 30 years. Results were as 
follows:

Asset Class Index Real Rates of 
Return 30 yrs(1)

US Large Cap S&P 500 5.23%
Corporate Bond Barclays US 

Corp Index
4.54%

Long-term US Govt 20 yr Treas 2.92%
Intermed US Govt 5 Yr Treas 1.71%
Municipal Bonds Barclays Index 3.89%
Municipal Bonds Adjusted (2) 5.43%
(1)Time Frame of 12/31/80 to 12/31/10
(2) Calculated as follows: 5% yield divided by 1 minus: top federal 
income tax rate for the year, state exemption 2.5%.

It has been 7 years now since this 
study was done and it now seems 
like a good time to do it again.  I 
thought we would take a quick 
look back over the last 10 years 
and try to keep things simple.  We 
used the well published 
Bloomberg Barclays indices to run 
total returns over the last 10 years 
for several different USA 
investment classes.  We also 
looked at the year to year returns, 
over the last 10 years for each. 

The Data:
Since there is no easy way to make the comparisons of the indices consistent for all of the risk and 
return variables, I tried to present it in a straightforward manner.  The table below compares the total 
returns of the various Bloomberg Indices by grouping them by investment term, principal risk, and then 
made only one change to the return numbers.  I think it is only fair to adjust muni returns for taxes.  
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Monthly Municipal Credit Review July 31, 2018 - Slow and 
Steady, Wins the Race (cont’d)

In adjusting the muni returns, I took the top Federal tax rate for that year, and applied it to the interest 
income component of the return to give it a tax equivalent.  Otherwise, the returns of the various 
indices are recorded below right from Bloomberg/Barclays:

The Results:
Ten Year Comparisons:
• General Composite: munis adjusted for Federal taxes finished second to stocks at 6.37% versus 

6.42%
• Intermediate Term: munis adjusted for taxes finished first versus stocks at 6.80% versus 6.42%.
• High Yield: munis adjusted for taxes finished second versus high yield corporate bonds at 7.91% 

versus 8.03%.
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This document is for informational purposes only and is summary in nature.  It does not contain all material information and considerations relevant to an investment in 
MainLine West Tax Advantaged Opportunity Fund IV LLC (“The Fund”).  No representations or warranties express or implied, are made as to the accuracy or the 
completeness of the information contained herein. Any prior investment results presented herein are provided for illustrative purposes only and have not been verified by a 
third party.   Further, any hypothetical or simulated performance results contained herein have inherent limitations and do not represent an actual performance record.  
Actual future performance will likely vary and may vary sharply from such hypothetical or simulated performance results.  This document does not constitute an offer to 
invest in securities in the fund.  No offer of securities in the fund can be made without delivery of The Fund’s confidential private placement memorandum and related 
offering materials.  An investment in securities of The Fund involves risk, including potential risks that could lead to a loss of some, or all, of one’s capital investment. There is 
no assurance that the fund will achieve its investment objective.  Past performance does not guarantee future results. There can be no possibility of profit without the risk of 
loss, including loss of one’s entire investment. There are interest and management fees associated with an investment in The Fund which are disclosed in The Fund’s offering 
materials.

Monthly Municipal Credit Review July 31, 2018 - Slow and 
Steady, Wins the Race (cont’d)

Annual Comparisons:
In the chart on the previous page,  I shaded the top performing investment class in that category 
with green shading, the worst performing with orange.  Amongst the three categories:
• Munis were the worst performing asset only once (high yield munis in 2013).  This is out of 30 

different data points (3 categories, 10 years).
• Munis were the top performing asset 8 times out of 30.

Conclusions:
As the chart shows, as a top performing asset class year-by-year, munis are about average (eight out 
of thirty). It is when we look at the worst performing asset class, that munis (one out of thirty) really 
look good. Munis have remained steady and have shown a lot less volatility in annual returns 
than the other asset classes.  As the ten years tally up, munis come out looking very strong: 
top performer for the intermediate term (our 80/50 investment theme), close second as a 
general composite, and high yield. We have even included US stocks in this analysis, which 
doesn’t really have comparable investment objectives.  Stocks are perceived as the best way to build 
a nest egg over the long-term.  Versus munis, in the two studies above, stocks do not look very 
special.

Now how about I leave you with one more variable we could inject to skew these results? What if 
fifty percent of the income derived from muni investments was also exempt from state taxes and we 
applied that to the above returns? 

Munis, slowly and steadily, are winning the total returns race.
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