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INTRODUCTION
In our experience, for many investors outside the US, the municipal bond 
market remains an underappreciated asset class. Foreign ownership of 
municipal bonds is just 2.9%, versus around 28% for US corporate debt.1  
In part, we believe this disparity is primarily due to the market's relatively 
complex nature. Despite being 40% of the size of the US corporate bond 
market2,  the number of issuers comprising the municipal bond market, over 
59,000, is eight times greater than the equivalent number of US corporate 
issuers. 

US municipal bonds explained

US municipal bonds, also known as muni bonds or munis, are bonds issued 
by agencies and authorities of US states, cities or local government bodies. 
They can take the form of general obligation (GO) bonds, funded via tax 
revenues, or revenue bonds, secured by an income stream from a specific 
local infrastructure asset. Historically, this has meant that default rates have 
been low3,  making munis an attractive investment for risk averse investors, 
and a way to diversify corporate bond holdings. 

US municipal bonds come in two primary forms:

•	 Tax-Exempt Bonds: Interest income is exempt from US federal income tax 
and often from state and local taxes. These are ideal for US-based investors 
in higher tax brackets 

•	 Taxable Bonds: Interest income is subject to taxation, making them more 
suitable for non-US investors, who do not benefit from US tax exemptions. 
These bonds often offer higher yields to compensate for the lack of tax 
benefits

The fragmentation of the US municipals market means there are potentially 
considerable opportunities for active managers to exploit, we believe. 
However, these characteristics require detailed credit analysis by a specialist 
team to truly understand each bond issue. For revenue bonds, this means 
undertaking painstaking analysis to assess the unique risks and 
characteristics of the underlying infrastructure assets underlying each 
instrument. The examples below are issuers we have at one time held, 
currently hold or taken an active decision to not hold. The examples used are 
for illustrative purposes only and are not investment recommendations. 
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1 Source: Federal Reserve Board Flow of Funds; firm data as at 30 June 2024. Universe is all of  
the municipal debt outstanding. Data is on a lag due to availability 
2 Source: SIFMA as at 30 June 2024. Data is updated on a quarterly basis and on a lag due to  
data availability 
3 Source: Moody’s Investors Service as at 19 July 2023 Average Corporate Debt Recovery  
Rates for senior unsecured bonds 1970-2022. 



1 Source: Federal Reserve Board Flow of Funds; firm data as at 30 June 2024. Universe is all of  
the municipal debt outstanding. Data is on a lag due to availability 
2 Source: SIFMA as at 30 June 2024. Data is updated on a quarterly basis and on a lag due to  
data availability 
3 Source: Moody’s Investors Service as at 19 July 2023 Average Corporate Debt Recovery  
Rates for senior unsecured bonds 1970-2022. 

CASE STUDY 1: 
NEW YORK CITY MUNICIPAL 
WATER FINANCE AUTHORITY  

BACKGROUND

The New York City Municipal Water Finance Authority (NYW) has responsibility for financing 

the capital to maintain New York City's water and sewer system by issuing bonds, 

commercial paper and other debt instruments. The Authority aims to maintain the quality 

and delivery of over 4.5 billion litres of drinking water to New York City every day. The issuer 

uses the proceeds raised from its bond issues to fund the maintenance of New York City’s 

watersheds, which comprise over 19 reservoirs and three controlled lakes across 2,000 

square miles. In doing so, NYW aims to ensure New York City's water supply complies with 

federal and state water quality standards. 

EXAMPLE OF PROJECTS FUNDED  

The Kensico-Eastview Connection is a 3.2-kilometre (2-mile) long water 

conveyance tunnel in New York State between the Kensico Reservoir, a 

reservoir 24 kilometres (15 miles) north of New York City that supplies the 

city with water, and the Catskill Delaware Ultraviolet Disinfection (CDUV) 

Facility, the world’s largest ultraviolet treatment plant. The project began 

in July 2024, with all phases of its construction expected to span a 10-year period before it 

becomes fully operational in 2035. 

The CDUV facility’s primary function is to treat water specifically for cryptosporidium and 

giardia, naturally occurring organisms that can be found in surface waters and can cause 

gastrointestinal ailments. The tunnel is designed to bring water to the facility's 56 UV units, 

which neutralise those bugs. 

The tunnel, once finished, is expected to have a diameter of 27 feet and will be installed 

between 400 to 500 feet below ground and is intended to convey 2.6 billion gallons of water 

a day between the reservoir and the CDUV facility.

HOW THE ISSUER SERVICES ITS BOND ISSUANCE

The issuer services its debt via the revenues generated by water rates, fees, rents and other 

charges for water supply, treatment and distribution, and sewage collection, treatment and 

disposal for New York City residents. 

3
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CASE STUDY 2: 
CHICAGO O’HARE 
INTERNATIONAL AIRPORT  

BACKGROUND

Chicago O’Hare International Airport is a major international airport located in Chicago, 

Illinois and is one of the largest airports in the world. The location of the airport means it is 

considered among the most connected airport in the United States and fifth most 

connected globally. As of 2024, the airport has non-stop flights to 249 global4 destinations.  

EXAMPLE OF PROJECTS FUNDED

The O’Hare Modernisation Project (OMP) is a long-term development 

project of Chicago O’Hare that aims to improve the passenger 

experience of the airport. In that vein, the OMP sought to increase 

efficiency by expanding the airport’s capacity, to ease congestion and 

prevent flight delays. The Federal Aviation Administration highlighted the scale and 

ambition of the project, describing it as “one of the largest and most costly reconfigurations 

of an airport in the United States”.

The key component of the modernisation programme is renovating and reconfiguring the 

airport’s runways, moving from an intersecting runway configuration to a parallel runway 

system, necessitating the construction of three new runways and the reconstruction of  

a fifth.

More recently, issuance by Chicago O’Hare has focused on terminal redevelopment and 

additional capacity enhancements. For example, as part of the modernisation plan the 

airport two existing terminals will be reconstructed or expanded, while a new global 

terminal is under construction for international arrivals. 

HOW THE ISSUER SERVICES ITS BOND ISSUANCE

The issuer services its revenue bond issuance via the income generated by economic 

activity at the airport, including terminal rents and landing fees paid by airlines, parking 

fees paid by passengers and concession revenues from vendors operating within the 

airport's limits. 

4 Source: Chicago O'Hare Airport, as at November 2025.
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CASE STUDY 3: 
ALAMEDA CORRIDOR 
TRANSPORTATION AUTHORITY 
(ACTA) 

BACKGROUND

The Alameda Corridor Transportation Authority (ACTA) operates a freight rail 

‘expressway’ which connects containerised traffic arriving at the San Pedro port cluster. 

 The San Pedro port cluster is the most important in North America in terms of volume  

and value, accounting for about 70% of containerised traffic arriving on the American  

West Coast5.

EXAMPLE OF PROJECTS FUNDED

The railway corridor was built to ensure the efficient transportation of goods 

entering the United States via the Ports of Los Angeles or Port of Long Beach 

to transcontinental railway terminals in the City of Los Angeles, the two largest 

in the US. 

Historically, transporting freight between railyards could reach between 2 and 

6 hours; by contrast, after the corridor's completion the average time taken for containers 

to reach the terminal railyards has fallen to 45 minutes. In addition, the railway also enabled 

eased local road congestion by removing 200 existing rail crossings associated with the 

previous, circuitous routes, which ran through local communities.

Since the expressway’s completion early 2002, ACTA’s bond issuance is primarily used to 

maintain the expressway and refinance its outstanding debt.

HOW THE ISSUER SERVICES ITS BOND ISSUANCE

ACTA primarily generates revenues via usage and container fees paid by the corridor’s 

primary users, which include major railroad companies BSNF Railway and Union Pacific 

Railroad. ACTA can increase these rates annually, increasing prices by between 1.5% 

and 4.5%. 

In addition, if revenues generated from these sources prove insufficient to meet the issuer’s 

debt service, the Port Authority of Los Angeles and the Port Authority have a contractual 

obligation to make up any shortfall up to 40% of the issuer’s annual debt service.

5 Source: Sea Intelligence, as at Q3 2025. 4 Source: Chicago O'Hare Airport, as at November 2025.
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CASE STUDY 4: 
UNIVERSITY OF MICHIGAN 

BACKGROUND

The University of Michigan is public research university in Ann Arbor, Michigan, founded in 

1817. The university is the oldest institution of higher education in Michigan and boasts the 

state’s largest student population, with an enrolment of 52,000. The university is notable for 

its research ability, ranking third among US universities for research expenditure, and its 

athletic programmes, with its athletic teams performing in the National Collegiate Athletic 

Association Division I. 

EXAMPLE OF PROJECTS FUNDED

The university primarily uses the proceeds from its municipal bond 

issuance for capital expenditure, improving facilities at its 3,177-acre 

campus. For example, proceeds from the university’s $2bn 2022 issue, 

part of which consisted of a $1.2 billion century bond, supported several 

large-scale capital projects, most notably, the Michigan Medicine 

Clinical Inpatient Tower. 

The Tower’s function is to house advanced patient care and surgical services within the 

University of Michigan Health System.  The proceeds from the 2022 bond issuance directly 

enabled its expansion and modernisation, transforming the facility into a high-capacity hub 

for advanced care. Funding supported construction costs, which added 264 private patient 

rooms designed to improve infection control and patient comfort, as well as 23 state-of-the-

art operating and interventional radiology suites that significantly increased surgical 

throughput. The bond proceeds also financed two dedicated surgical floors and integrated 

diagnostic and treatment spaces. In addition, essential infrastructure such as imaging, 

pharmacy, and sterile processing areas were incorporated to streamline clinical operations.

HOW THE ISSUER SERVICES ITS BOND ISSUANCE6 

The University of Michigan services its municipal bond obligations through a diversified 

portfolio of revenue sources, each tied to specific assets and functions across campus. 

General operating revenues, primarily tuition and fees, represent the largest component, 

accounting for approximately $2.21 billion in fiscal year 2025 for the Ann Arbor campus 

alone. Housing and dining operations are another key revenue generator, collecting over 

$15,500 per student.                                      

The athletic department adds further diversification with operating revenues of roughly 

$239 million in fiscal year 2023–24, driven by ticket sales, media rights, and concession 

income, including about $57 million from football ticket sales. Additionally, the 

transportation division, including parking services, generates several million in self-

supporting income. 

6 All figures in this section are sourced from University of Michigan. 
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CASE STUDY 5: 
KENTUCKY ECONOMIC 
DEVELOPMENT FINANCE 
AUTHORITY  

BACKGROUND

The Kentucky Economic Development Finance Authority (KEDFA) is a state-created entity 

operating within the Cabinet for Economic Development whose purpose is to foster long 

term economic growth, expand energy production and conservation, and support business 

competitiveness by preserving existing jobs and creating new ones. To achieve these goals 

the authority assists enterprises in accessing financing, encourages the reduction of 

production costs and hazardous waste liabilities, and promotes development in sectors 

such as agriculture, industry, tourism, healthcare, export activities and infrastructure. 

EXAMPLE OF PROJECTS FUNDED

The Next Generation Kentucky Information Highway, known as 

KentuckyWired, is a statewide broadband initiative designed to deliver 

high-speed internet access across Kentucky. The project was financed 

through approximately $231.95 million in revenue bonds issued by the 

Kentucky Economic Development Finance Authority, with proceeds 

allocated to design, develop and construct the network. 

HOW THE ISSUER SERVICES ITS BOND ISSUANCE

KEDFA services its revenue bonds primarily through user fees, lease payments, or other 

contractual income streams, are deposited into dedicated accounts and allocated to cover 

scheduled interest and principal payment income, including about $57 million from football 

ticket sales. Additionally, the transportation division, including parking services, generates 

several million in self-supporting income. 

6 All figures in this section are sourced from University of Michigan. 
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CASE STUDY 6: 
FOOTHILL/EASTERN 
TRANSPORTATION CORRIDOR 
AGENCY  

BACKGROUND

The Foothill/Eastern Transportation Corridor Agency is a public joint powers authority in 

Orange County, California responsible for planning, financing, constructing, and operating 

the 133, 241 and 261 toll roads. Established in 1986 under state legislation, the agency was 

created to relieve congestion and support regional growth by building key highway 

corridors that connect major freeways and communities. Operating over a 51 mile network 

that handles more than 250,000 trips daily, the agency aims to maintain safety, drive 

improvements, and enhance mobility in one of Southern California’s most densely travelled 

regions.

EXAMPLE OF PROJECTS FUNDED 

The Oso Parkway Bridge is a major infrastructure project in Orange 

County, California that provides a direct connection between State Route 

241 and Los Patrones Parkway. The bridge was financed through 

proceeds from Foothill/Eastern Transportation Corridor Agency’s toll 

revenue bonds as part of its capital improvement program. Completed in 2021, the project 

eliminated a traffic signal and improved regional mobility. 

HOW THE ISSUER SERVICES ITS BOND ISSUANCE

The Foothill/Eastern Transportation Corridor Agency services its revenue bonds primarily 

through toll revenues collected from vehicles using its network of toll roads. These 

revenues, which include electronic toll payments and transponder-based collections, are 

deposited into dedicated accounts and allocated to cover scheduled interest and principal 

payments. Development impact fees from new residential and commercial projects within 

the corridor provide an additional source of income that strengthens the agency’s ability to 

meet obligations.
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CASE STUDY 7: 
BUILD AMERICA BONDS – 
WHY ACTIVE MANAGEMENT 
MATTERS  

BACKGROUND

Financing infrastructure after the financial crisis 

Build America Bonds (BABs) are municipal bonds issued between 2009 and 2010 to 

encourage investment in state, municipalities and counties in the aftermath of the financial 

crisis. The BAB program raised over $180bn of taxable municipal bonds to finance 

infrastructure-related projects across the US.

Under the BAB program, state and local governments issued higher-yielding taxable bonds 

instead of the normal tax-exempt bonds. In exchange for paying the higher interest rates, 

issuers were to receive ‘BAB subsidy payments’ from the federal government equal to 35% 

of the interest payments on the bonds. 

In 2012, Congress enacted a law which required reductions of certain government 

spending, resulting in the reduction of the BAB subsidy payments in varying annual 

amounts through 2031.

In addition, most BABs contain an optional ‘Extraordinary Redemption Provision’ (ERP) 

allowing for the bonds to be called by the issuer under an extraordinary event, which is 

defined in varying degrees from deal to deal. According to Barclays, up to $110bn in 

outstanding BABs have embedded ERPs, out of around $180bn in total. 

ANALYSIS

Risks realised in 2024 lead Build America Bonds to underperform

Given the subsidy reduction and ERP option, Insight considered the risks of 

investing in BABs too high, and we never purchased any BAB issues. We 

believe this decision enabled us to protect our clients: until 2024, the 

exercise of an ERP was very rare, but in 2024 alone, $14.9bn of BABs issues 

were called7, with an additional $938m remaining to be called. As a result, 

many BABs are now trading near their ERP strikes, and spreads relative to non-BAB taxable 

municipal bonds have widened dramatically.

7 Source: JPMorgan, 31 October 2024.
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WHY INSIGHT FOR US MUNICIPAL BONDS

Having launched one of the first overseas infrastructure U.S. municipal bond 

strategies in 2017, the munis investment team at Insight Investment understands 

the varying needs of its global base of investors. 

Highly experienced specialist munis team 

In our view, the idiosyncrasies of municipal bonds, such as hedging considerations 

and lower daily liquidity, requires demonstrated expertise.

Insight's highly experienced municipal investment and trading teams have operated 

through multiple market and business cycles, providing the ability to navigate these 

idiosyncrasies, seek to maximise the opportunity set and harness the unique 

attributes of revenue bonds.

Ability to exploit opportunities in a fragmented market by a specialist 
team

The fragmented nature of muni bonds and infrastructure projects financed, and a 

buyer base dominated by retail investors, provides a distinct opportunity to exploit 

market inefficiencies. Detailed credit analysis by a specialist team is required to 

identify and assess the unique risks and characteristics of the underlying 

infrastructure assets and how they are being managed.

Revenue bond focus 

We believe revenue bonds can offer several advantages over general obligation 

bonds, such as strong credit fundamentals, greater insulation from political risk and 

historically attractive yields. We believe these characteristics, in combination with a 

focus on high-quality, stable issuers in economically strong services areas, 

represent bond income sources that are better insulated from economic slowdowns 

than tax-reliant general obligation (GO) bonds.
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IMPORTANT INFORMATION

RISK DISCLOSURES
Past performance is not indicative of future results. Investment in any strategy involves 
a risk of loss which may partly be due to exchange rate fluctuations. 

The performance results shown, whether net or gross of investment management fees, 
reflect the reinvestment of dividends and/or income and other earnings. Any gross of fees 
performance does not include fees, taxes and charges and these can have a material 
detrimental effect on the performance of an investment. Taxes and costs incurred when 
purchasing, holding, converting or selling any investment, will impact returns. Costs may 
increase or decrease as a result of certain currency conversions, such as currency hedging, 
investment exposure to international markets, and exchange rate fluctuations.

Any target performance aims are not a guarantee, may not be achieved and a capital loss 
may occur. The scenarios presented are an estimate of future performance based on 
evidence from the past on how the value of this investment varies over time, and/or 
prevailing market conditions and are not an exact indicator. They are speculative in nature 
and are only an estimate. What you will get will vary depending on how the market performs 
and how long you keep the investment/product. Strategies which have a higher 
performance aim generally take more risk to achieve this and so have a greater potential for 
the returns to be significantly different than expected.

Any projections or forecasts contained herein are based upon certain assumptions 
considered reasonable. Projections are speculative in nature and some or all of the 
assumptions underlying the projections may not materialise or vary significantly from the 
actual results. Accordingly, the projections are only an estimate.

Portfolio holdings are subject to change, for information only and are not investment 
recommendations.

ASSOCIATED INVESTMENT RISKS
Fixed income

Investments in bonds are affected by interest rates and inflation trends which may affect the 
value of the portfolio.

A credit default swap (CDS) provides a measure of protection against defaults of debt 
issuers but there is no assurance their use will be effective or will have the desired result.

The issuer of a debt security may not pay income or repay capital to the bondholder when 
due. The return risk to a portfolio is higher where a portfolio is highly concentrated in such 
an issuer.

Derivatives may be used to generate returns as well as to reduce costs and/or the overall 
risk of the portfolio. Using derivatives can involve a higher level of risk. A small movement in 
the price of an underlying investment may result in a disproportionately large movement in 
the price of the derivative investment.

Investments in emerging markets can be less liquid and riskier than more developed 
markets and difficulties in accounting, dealing, settlement and custody may arise.

Where high yield instruments are held, their low credit rating indicates a greater risk of 
default, which would affect the value of the portfolio.

The investment manager may invest in instruments which can be difficult to sell when 
markets are stressed.

Leveraged funds: as a result of market conditions, the value of the assets held by a Fund 
may fall and result in a higher degree of leverage than is deemed appropriate by the 
Investment Manager. In order to reduce the degree of leverage, the Investment Manager 
may seek to reduce a Funds’ total asset exposure. Investors would need to subscribe for 
additional Shares in order to maintain the level of sensitivity to market movements. Where 
such an event is unanticipated, this may result in the investors having less sensitivity to 
market movements than they might consider appropriate to their individual requirements 
until they have subscribed for additional Shares

While efforts will be made to eliminate potential inequalities between shareholders in a 
pooled fund through the performance fee calculation methodology, there may be occasions 
where a shareholder may pay a performance fee for which they have not received a 
commensurate benefit.

Revenue bonds can offer potential advantages versus general obligation bonds in certain 
contexts (e.g., dedicated revenue streams). However, they also entail specific risks, 
including demand/usage variability, tariff‑setting and regulatory changes, project delivery 
and construction risks, and call/optional redemption provisions. Relative yields and 
fundamentals vary across issuers and over time, and secondary‑market liquidity can be 
uneven given the market’s fragmentation.
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