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MUNI  BONDS:  SH OUL D YOU G O BEYON D G O?
Wary of Chicago-style pension issues in the general-obligation bond market?  
Now may be the time to consider a strategy that incorporates revenue bonds. 
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The historical data are for illustrative purposes only, do not represent the performance of any Lord Abbett mutual fund or any particular investment, and are not intended to predict or depict future results. While municipal 
bonds are backed by municipalities, U.S. government securities, such as U.S. Treasury bills, are considered less risky since they are backed by the U.S. government.

High-yielding, non-investment-grade bonds (junk bonds) involve higher risk than investment-grade bonds. Adverse conditions may affect the issuer’s ability to pay interest and principal on these securities. Indexes are unmanaged, 
do not reflect the deduction of fees or expenses, and are not available for direct investment. Investors may experience different results. Due to market volatility, the market may not perform in a similar manner in the future.

Past performance is no guarantee of future results. Please refer to the disclosure section at the end of this article regarding the economic indicator data in these charts and index information.

Municipal-bond investors watching for headlines about prominent 
issuers struggling with budgetary and pension issues got another 
one on May 12. Moody’s Investor’s Service dropped Chicago’s bond 
rating to below investment grade, based on concerns about the city’s 
ability to address growth in its unfunded pension liabilities.1

While the size of the Chicago muni debt covered by the down-
grade—mainly $8.1 billion in general-obligation [GO] debt—is a tiny 
fraction of the overall $3.7 trillion U.S. municipal bond market, such 
headlines can have an outsized impact on investor sentiment, says 
Dan Solender, CFA, Lord Abbett Partner and Director. (General obli-
gation bonds are backed by the full faith and credit of the issuing 
municipality, chiefly through their ability to collect taxes; the other 

main type of muni bond, revenue bonds, are repaid using the revenue 
generated by the specific project the bonds are issued to fund.)

“Many investors think that GO bonds largely represent the 
broader municipal bond market,” says Solender. “So, these investors 
allow headlines about GO issuers—especially those surrounding 
budget and pension questions—to influence their perception of the 
entire muni market.”

But GO bonds make up only about 29% of a broad-based muni-
bond benchmark, the Barclays Municipal Bond Index, which  
comprises $1.3 trillion in municipal issuance. (See Chart 1.) The 
rest of the index is composed of revenue bonds, which reflects their 
outsized presence in the broader municipal bond market.
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CHART 1. REVENUE BONDS ACCOUNT FOR MORE THAN 
TWO-THIRDS OF THE BARCLAYS MUNICIPAL BOND INDEX
PERCENT OF TOTAL MARKET VALUE OF BARCLAYS MUNICIPAL BOND 
INDEX BY CATEGORY, AS OF APRIL 30, 2015

TABLE 1. REVENUE BONDS HAVE LARGELY OUTPERFORMED 
GOs, BUT RETURNS HAVE VARIED WIDELY BY SECTOR
ONE-, THREE-, FIVE-, AND 10-YEAR TOTAL RETURN (THROUGH APRIL 
30, 2015) FOR INDICATED SEGMENTS OF THE BARCLAYS MUNICIPAL 
BOND INDEX

Source: Barclays. GO bonds = General obligation bonds.

1-Year 3-Year 5-Year 10-Year
Barclays Municipal Bond Index 4.80 3.47 4.75 4.63
General Obligation Only 3.81 2.99 4.38 4.58
Revenue Only 5.46 3.82 5.16 4.77

Revenue Bonds By Sector 1-Year 3-Year 5-Year 10-Year
Hospital 7.58 5.30 6.60 5.40
IDR/PCR 6.56 5.16 6.05 5.00
Transportation 5.98 4.34 5.40 4.88
Housing 5.53 4.23 5.30 4.88
Water & Sewer 5.26 3.91 5.07 4.85
Resource Recovery 4.98 3.68 5.00 4.83
Education 4.98 3.63 4.93 4.82
Resource Recovery 4.65 3.56 4.87 4.71
Special Tax 4.40 2.93 4.33 4.44
Leasing 4.18 2.55 4.31 4.38

Source: Barclays. General Obligation only, Revenue-Bond only, and Revenue-Bond 
sectors represent specific subsets of the Barclays Municipal Bond Index.
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Investors who focus on the latest developments in the GO sector 
may not realize the range of opportunities within the revenue-bond 
market. There are many strong investment opportunities in the  
revenue-bond sector that are not connected to the pension or 
budget issues faced by a few GO issuers, according to Solender. 
“Investors may not be aware of the importance of revenue bonds—
not just in terms of their potential investment benefits but also for 
how often they are used to finance much of the infrastructure in the 
United States.” 

Of course, there are attractive investments available within the 
GO sector, despite the well-publicized challenges faced by a few 
issuers. But the far larger size of the revenue-bond market presents 
an expanded opportunity set. Table 1 shows that revenue bonds 
generally have outperformed state and local GO bonds by a solid 
margin over the past decade. But there is a caveat: Within revenue 
sectors, there can be a wide dispersion of returns.

The wide variation in returns among revenue-bond sectors indi-
cates the opportunity to generate alpha through sector rotation and 
individual municipal bond selection. While an individual investor 
might find that task daunting, a professional manager with a deep 
understanding of the nuances of the municipal market can help find 
success via rigorous research on issuer fundamentals and credit 
characteristics. (For a detailed account of how Lord Abbett analyzes 
a variety of issuer and deal types, see, Dan Solender, “Muni Matters: 
Should You Pass “GO” and Consider Revenue Bonds?” May 8, 2015.)

“Investors may not be aware of the opportunities to receive 
attractive long-term returns, along with tax-exempt income, by 
investing in mutual funds that maintain a diverse set of holdings in 
a range of muni-bond sectors,” says Solender. He adds that these 
funds are not as heavily reliant upon GO bonds as many might think. 
“That diversification could serve investors well, even if a few GO 
issuers face difficulties down the road.”

IMPORTANT INFORMATION

A Note about Risk: The value of investments in debt securities will fluctuate in response to market movements. When interest rates rise, the prices of debt securities are likely to decline, and when interest rates fall, the 
prices of debt securities tend to rise. Lower-rated investments may be subject to greater price volatility than higher-rated investments. Below investment grade bonds carry heightened credit risk and potential for default. 
Longer-term debt securities are usually more sensitive to interest rate changes, the longer the maturity of a security, the greater the effect a change in interest rates is likely to have on its price. A portion of the income 
derived from a municipal bond may be subject to the alternative minimum tax. Any capital gains realized may be subject to taxation. Federal, state, and local taxes may apply. There is a risk that a bond issued as tax-exempt 
may be reclassified by the IRS as taxable, creating taxable rather than tax-exempt income. Bonds may also be subject to other types of risk, such as call, credit, liquidity, interest-rate, and general market risks. Puerto Rico 
and other U.S. territories, commonwealths, and possessions, may be affected by local, state, and regional factors. These may include, for example, economic or political developments, erosion of the tax base, and the pos-
sibility of credit problems. No investing strategy can overcome all market volatility or guarantee future results.

There is no guarantee that markets will perform in a similar manner under similar conditions in the future.

A general obligation [GO] bond typically refers to a bond issued by a state or local government that is payable from general funds of the issuer, although the precise source and priority of payment for general obligation 
bonds may vary considerably from issuer to issuer depending on applicable state or local law. Most general obligation bonds are said to entail the full faith and credit (and in many cases the taxing power) of the issuer, 
depending on applicable state or local law. General obligation bonds issued by local units of government often are payable from (and in some cases solely from) the issuer’s ad valorem taxes, while general obligation bonds 
issued by states often are payable from appropriations made by the state legislature.

A revenue bond is payable from a specific source of revenue. Pledged revenues may be derived from operation of the financed project, grants, or excise or other specified non-ad-valorem taxes. Generally, no voter approval is 
required prior to issuance of such obligations. Only the revenue specified in the bond contract is required to be used for repayment of interest and principal.

The Barclays Municipal Bond Index is a rules-based, market-value-weighted index engineered for the long-term tax-exempt bond market. The index is a broad measure of the municipal bond market with maturities of at 
least one year. To be included in the index, bonds must be rated investment-grade (Baa3/BBB- or higher) by at least two of the following ratings agencies: Moody’s, Standard & Poor’s, Fitch. If only two of the three agencies 
rate the security, the lower rating is used to determine index eligibility. If only one of the three agencies rates a security, the rating must be investment-grade. Bonds must have an outstanding par value of at least $7 million 
and be issued as part of a transaction of at least $75 million. The bonds must be fixed rate, have a dated-date after December 31, 1990, and must be at least one year from their maturity date. 

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

The credit quality of the securities in a portfolio is assigned by a nationally recognized statistical rating organization (NRSRO) such as Standard & Poor’s, Moody’s or Fitch, as an indication of an issuer’s creditworthiness. Rat-
ings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds rated ‘BBB’ or above are considered investment grade. Credit ratings ‘BB’ and below are lower-rated securities. High yielding, non-investment-grade bonds involve higher 
risks than investment grade bonds. Adverse conditions may affect the issuer’s ability to pay interest and principal on these securities. 

The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a 
forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor before making an investment decision.
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1 Fran Spielman, “Moody’s, Citing Pension Crisis, Downgrades Chicago’s Debt to Junk Status,” Chicago Sun-Times, May 12, 2015.


