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Look to Insured Munis for High Quality and Attractive

Income.

MacKay Municipal Managers have said that insured municipal bonds are like having a belt with
suspenders. What does that mean? Investment-grade municipal bonds are already high-quality
investments, with historically lower default rates than similarly rated corporate bonds. When you
wrap the bonds in insurance it adds an extra layer of protection so that in the event an issuer files
for bankruptcy and can no longer service the debt, the insurance company will step in and pay the
coupon and principal. Essentially, there are two entities available to pay back bondholders.

This doesn’t mean insured municipal bonds are safer than Treasuries (the two remaining municipal
bond insurers writing new business were most recently rated AA), but what they lack in a top-notch
rating they make up for in better long-term historical performance and attractive tax-equivalent
yield. That yield component will continue to be important now that the Federal Reserve has cut rates
and may continue to do so, making the hunt for yield top of mind for investors.

Figure 1 shows how insured municipal bonds have performed compared to Treasuries since the start
of 2018. The shaded areas represent time periods that the S&P 500 Index saw significant
drawdowns; as expected, during these periods Treasuries outperformed. However, even with four
volatile time periods over 19 months, insured municipal bonds still outperformed Treasuries by a
cumulative 300bps, and with generally less drawdown (as shown in Figure 2).

Continue reading.
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