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The convergence of tax-exempt and 

taxable yields over the last 3 years 

continued through Q3 2017.  The 

combination of converging yields and 

the increasing likelihood that President 

Trump’s Tax Reform initiatives will pass 

reduce the benefit of tax-exempt debt. 
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MARKET UPDATE

Source: Thomson Reuters Municipal Market Data (TM3.com) & U.S. Treasury yields as of September 29, 2017

For additional information, please contact Atlanta: Rich Bayman (rbayman@h2c.com); Chicago: Victoria Poindexter (vpoindexter@h2c.com); 

New York: PJ Camp (pcamp@h2c.com); or San Diego: Bill Hanlon (bhanlon@h2c.com)

The information presented herein was obtained from resources believed to be reliable and accurate, but Hammond Hanlon Camp LLC does not 

guaranty the accuracy or completeness, or assume a responsibility for any loss which may result from the action by any person upon such 

information. Such information is subject to change without notice and is not intended as a recommendation, offer, or solicitation with the 

respect to the purchase or sale of any security. For additional information please contact us at info@h2c.com or h2c.com. 

Hospital State Sale Date Rating Maturity Par Amount Final Maturity Yield Spread to UST

Northwell Health NY 9/19/2017 A3/A-/A 2047 $957,000 4.26% 1.45%

St. Joseph’s 

(Pension Obligation Bonds)
NJ 9/19/2017 Baa3/BBB-/NR 2027 $81,000 4.584% 2.35%

UPMC PA 9/27/2017 A1/A+/AA- 2027 $78,855 3.20% 0.89%

+The Elements of Capital and Strategy

Aa/AA A/A Baa/BBB

30 YR Tax-Exempt Yield 3.06% 3.37% 3.69%

30 YR Taxable Yield 3.65% 3.93% 4.63%

10 YR Tax-Exempt Fixed Rate Direct Purchase 1.80 – 2.10% 1.95 – 2.30% 2.20 - 2.60%

10 YR Tax-Exempt Variable Rate Direct Purchase 

(based on 67% of 1 ML) Spread

55 – 75 bps 65 – 85 bps 70 – 95 bps

Current MMD

2.84%

RECENT FIXED RATE TAXABLE HEALTHCARE FINANCINGS

Current UST

2.85%
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The Federal Reserve has sent very clear messages about its intention to continue 

reducing its easy money policies.  The graph below illustrates the Federal 

Reserve’s increase in assets since 2007 – from less than $1 trillion prior to the 

financial crisis to approximately $4.5 trillion currently. In addition to increasing 

the Fed Funds target rate, a “balance sheet normalization program” is expected to 

commence before the end of the calendar year.  The program is likely to be 

gradual, allowing $10 billion of assets to mature in the first month, and increasing 

to $50 billion per month – pending continued economic improvement.  The 

billions of dollars that could be taken out of the economy when the Fed sells its 

government security assets should tighten the money supply, with less money 

available in the market potentially leading to higher interest rates.  The gradual 

nature of the Fed’s balance sheet “normalization” program – along with continued 

easy money policies in other parts of the world – is unlikely to shock market rates, 

but is important to be aware of the potential for higher rate volatility when 

evaluating borrowing plans for capital needs or to refinance existing debt.

As a result, borrowers are taking another look at taxable financing 

opportunities.  For a potentially modest increase in the cost of 

capital, a taxable bond financing allows the borrower to avoid 

restrictions on the use of proceeds and asset useful lives associated 

with tax-exempt debt.  Taxable refunding bonds can now capture an 

increasing amount of the savings on outstanding tax-exempt debt 

not eligible for tax-exempt advance refunding.  H2C would be 

pleased to provide further guidance and analysis for healthcare 

borrowers interested in determining whether refinancing existing 

debt with a taxable interest rate product would be beneficial.
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