
Discussant Presentation
Primary Market Considerations

Kevin Bain, City of Detroit Debt Manager

July 19, 2023



2

Executive Summary

1. Key Reactions

2.Primary Market Considerations

3.City of Detroit Bond Issuances

4.Takeaways and Feedback



3

Key Reactions

1. Impact on Liquidity 2. Acceleration of Sell Off

3. Susceptibility to Economic Shocks &  

Monetary Policy

4. Why this Market Distortion?

“The current tax regime has been in place since May 

1st 1993, when the Omnibus Budget Reconciliation Act 

(OBRA) of 1993 repealed the exemption of realized 

price appreciation on municipal bonds from ordinary 

income taxes. [… ] Repealing the exemption of 

municipal bond proceeds was not among the 

major goals or provisions of the bill and was not 

expected to raise substantial government revenue”
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How Taxable Bonds are Priced
In Taxable Bond Markets, Bonds are typically priced as follows:

Announce Sale: Par Value is Set
preliminary pricing (interest rate) “suggested”

1

Investor Orders Taken (“Building the Order Book”)2

Interest Rate or Yield Set Based on Market Demand3

Coupon Set so that Price equals Par at given yield4
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Characteristics Controlled by Issuer in Taxable 
Bonds

Par Value Issuance 
Size Yield Coupon

Set by 
Issuer

Equals Par 
(roughly)

Determined 
by Market

Equals Yield 
(roughly)
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Tax-Exempt Bond Market Differs
Though there may be other factors, the discounted bond tax rule is one reason that tax-

exempt bonds price differently.

➢ To avoid bonds falling below the de minimis price, tax-
exempt bonds are often issued at a premium

➢ Coupons are usually set at 5% at the outset
➢ Can be lower (4% or 3%) for highly rated issuers and in low interest rate 

markets

➢ Results:
1. Coupons don’t equal Bond Yield
2. Issuance Size doesn’t equal Par Value

➢ Distorts the market: Issuers have to choose to set either Par 
or Total Proceeds
➢ Confounding factor: voter approved bonds
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Characteristics Controlled by Issuer in Tax-Exempt 
Bonds

Par Value Issuance 
Size Yield Coupon

Set by 
Issuer

Based on 
Yield 

compared to 
Coupon

Determined 
by Market

Set by 
Issuer
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2021 Bond Transaction

Voters Approved $250 million of Bonds for 
Neighborhood Improvements

$3.4bn in orders from 61 investors = over 20x subscription

+100 bps spread to AAA-rated MMD index on 30-year tax-exempt 

bond (Ba3/BB- rated)

130-160 bp spread improvement from October 2020 GO Bond 

issuance = average 3.36% interest rate

Yield: 3.369% 

Coupons: 5% and 4%

Proceeds: $165.7m

Yield: 3.185%

Coupons: match yield

Proceeds: $39.7m

February 2021: $175 million UTGO bond sale

$135m Tax-Exempt $40m Taxable
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2021 Tax-Exempt Bond Pricing Numbers
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2021 Tax-Exempt Bond Pricing Numbers
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Market Conditions (Historical MMD Rates)

Series 
2023
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Current Trading Levels
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Yield: 5.298% 

Coupons: 6%

Proceeds: $26.8m

$25m Tax-Exempt

2023 Bond Transaction

$3bn in orders from 67 investors = over 30x subscription

+175 bps spread to AAA-rated MMD index on 30-year tax-exempt 

bond (Ba1/BB+ rated)

Tightened 25-50 bps across curve due to strong demand = average 

5.30% interest rate <-- just under 200 bps wider than 2021s

Yield: 4.934% 

Coupons: 5.25% and 6%

Proceeds: $55.5m

Yield: 7.389%

Coupons: match yield

Proceeds: $22.3m

July 2023: $100 million UTGO bond sale
$75m NIP and $25m Capital

$52.5m Tax-Exempt $22.5m Taxable
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2023 Tax-Exempt Bond Pricing Numbers
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Summary of Bond Pricing Experience
The discounted bond tax rule has complex impacts on bond pricing between 2021 and 2023:

➢ Although market widened 200-300 bps, coupons only 
changed 25-100 bps
➢ Yield was under 5%, but had to use 5.25% coupons per investor 

demand (to protect against discount)
➢ 5.25% coupons resulted in lower yield than 5% coupon

➢ Bonds price closer to Par in high-rate environment
➢ Investors don’t expect rates to increase much further, so risk of 

discount is lower
➢ Results in far less premium ($30 million in 2021 vs. $4 million in 2023)

Why do we have this market complexity?



16

Takeaways

Secondary Market Primary Market

1. Investor demand for bonds 
decreases as price 
approaches tax-exempt 
threshold

2. Bonds below de minimis 
price are highly illiquid

3. Monetary Policy actions can 
accelerate sell offs and drive 
down prices into illiquidity

1. Investors demand that 
coupons are set well above 
yields

2. Bond yields are driven up by 
setting lower coupons

3. Monetary Policy actions have 
mitigated impact on 
coupons, but high impact on 
issuance premiums
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Feedback
The authors have delivered an excellent paper with stark findings supported by robust research 

methods. Next steps could include:

Expand Research into Primary Issuance Impacts
• Setting of coupons and handling of issuance premiums

1

Compare how bonds with different coupons trade
• 2% vs. 3% vs. 4% vs. 5% vs. 6% coupons

2

Question who benefits from this tax rule
• Hedge Funds who buy at artificially low levels?
• Institutional Investors who get high coupons?
• Issuers who get bond premiums?

3

Answer whether the tax rule distorts the market with 
any benefit

4
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Thank You

Questions?


