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Build America Bond Program

ÁThe American Recovery and Reinvestment Act of 
2009 creates the new Build America Bond program, 
which authorizes state and local governments to 
issue Build America Bonds as taxable bonds in 
2009 and 2010 to finance any capital expenditures 
for which they otherwise could issue tax-exempt 
governmental bonds.
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Build America Bond Program

ÁBuild America Bonds provide a deeper federal 
subsidy to state and local governments (equal to 35 
percent of the taxable borrowing cost) than 
traditional tax-exempt bonds and because of this 
federal subsidy payment, state and local 
governments will have lower net borrowing costs.

ÁThe capital projects these bonds would fund 
include work on public buildings, courthouses, 
schools, transportation infrastructure, government 
hospitals, public safety facilities and equipment, 
water and sewer projects, environmental projects, 
energy projects, government housing projects 
and public utilities.
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Build America Bonds Bolster 

Municipal Bonds

ÁUnexpectedly, municipal bond prices have been the 
first major beneficiary of the federal governmentôs 
new stimulus package, with the rollout of its ñBuild 
America Bondsò (BAB) program.

ÁEnacted within the last two month, the program 
enables traditional tax-exempt borrowers to issue 
taxable debt for municipal purposes.

ÁBy accessing the taxable markets bond market, 
issuers now have access to both the expansive 
global investor base as well as to the traditional 
municipal investor base.
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Build America Bonds Bolster 

Municipal Bonds

ÁThe BAB program is designed to relieve much of 
the stress on municipal issuers, who in the past 
relied heavily on private bond insurers to assist 
them in gaining access to lower rate financing. 

ÁUnder the new BAB arrangement, the federal 
government provides municipal issuers a 35% 
rebate on the interest cost incurred on their bonds. 

ÁThis means that even though the municipalities are 
borrowing at a higher rate, the government subsidy 
makes it less expensive than borrowing in the tax-
free market.
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Build America Bonds Bolster 

Municipal Bonds

ÁBABs priced to date have provided issuers with 
savings of approximately 40-70 basis points for longer 
maturities when compared to tax-exempt borrowing 
rates.

ÁTaxable bond funds, pension funds, insurance 
companies and other institutional investors have 
displayed a voracious appetite for these newly issued 
securities.

ÁThey have also experienced extraordinary demand 
from individual investors for IRAs and other retirement 
accounts.

ÁOne noteworthy reason for the BABôs appeal is that 
munis have always had a much lower default rate than 
corporate debt. 
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Market Update 

Net Cash Inflows
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Market Update

Municipal Taxable Debt Issuance


