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Why Tribes Should Explore Municipal Debt

By Braxton Sato

While less talked about in the news than
the $31 trillion market for U.S. Federal
Government Debt (it is once again “debt
ceiling” negotiation season in Congress),
the nearly $4 trillion municipal securities
market plays a very important role in
American public life. Over 44,000 States,
counties, cities, towns, and school dis-
tricts across the country have issued al-
most 1 million different municipal bonds
to fund a wide variety of infrastructure,
economic development, and other gov-
ernmental initiatives. These bonds are
secured by future governmental reve-
nues as a source of repayment, usually
taxes. And while municipal bonds come
in a variety of maturities, typically these
are long-dated securities repaid slowly
over a long period of time. This allows
large infrastructure projects with long
useful lives to be paid for over a similarly
long time-horizon. Borrowing costs for
municipal issuers are typically lower than
other available alternatives, controlling

for credit quality, because interest
earned on municipal securities is almost
always exempt from federal income tax-
es, and often from state income taxes as
well.

Tribes are relatively new to the municipal
finance space, as they were not even
eligible to issue tax exempt debt until the
Indian Government Tribal Tax Act of
1982. Overall, Tribes represent a very
small portion (less than 1%) of the over-
all municipal bond market. And this
share is shrinking, even though Tribal
governments manage more land than all
but three States, and have collective en-
rollment greater than the population of
all but 10 States. Only two Tribal munici-
pal bonds were issued between 2020 and
2021 (total issuance of $40 million), and
issuance has significantly declined after
the 2008 financial crisis in both number
of issuances and dollar volume. What is
driving Tribes’ retreat from accessing the
municipal finance market?
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For the past several years, Tribal Gov-
ernments have enjoyed access to very
low-cost financing, in many cases utiliz-
ing loans secured by gaming cash flow
to fund governmental or other eco-
nomic development initiatives. From
2009 through 2016, 3-month LIBOR
was below 1%. During this same peri-
od, the success of Tribal casinos al-
lowed many tribes to rapidly delever-
age and pay down casino related debt.
This made bank debt secured by casino
assets extremely attractive, with varia-
ble rate pricing margins falling as low
at 75 basis points, putting all-in bor-
rowing costs between 2% and 5% de-
pending on the leverage of the bor-
rower. These rates were often lower
than tribal municipal markets at the
time. Per a July 2022 research paper,

studying municipal borrowing costs for
Tribes, the average tribal municipal
yield was 5.77% between 1992 and
2021.
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Tribes were paying nearly double on
municipal debt even after controlling
for factors such as credit quality, size,
maturity, amortization, and taxability.
The study did not speculate as to what
market factors drove this premium,
but we speculate it is due to some of
the complexities of Indian Law shrink-
ing the pool of investors willing to un-
derstand the space.

Lastly, Tribes are subject to regulations
that State and Local governments are
not. The Tax Reform Act of 1984 im-
posed the restriction that tax-exempt
municipal debt issued by Tribes must
be for the purpose of “Essential Gov-
ernment Functions.” This means
Tribes are restricted from issuing pri-
vate activity bonds for projects like
airports, hospitals and rental housing.
The Tribal Economic Development
Bond (“TED B”) program gave Tribes
more flexibility on permitted uses of
funds, but this $2 billion allocation ran
out years ago.

Given the confluence of the tribal yield
premium, restrictions on uses, inflexi-
bility of the bond structure, high legal
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debt service requirements have too big
an impact on government budgets.

However, the rising interest rate envi-
ronment is making municipal bond
debt for governmental projects more
compelling than bank debt. With un-
derlying rates rising and a tightening
credit environment, the relative bene-
fit of issuing tax exempt debt has im-
proved significantly. When the cost of
funds was 1% (or less), the tax-exempt
rate of 0.65% wasn’t that attractive —
saving just 0.35% annually. At 5%, a
tax-exempt rate of 3.25% creates a
significant benefit — saving closer to
1.75% annually. As rates move higher,
utilizing tax exempt rates becomes
more meaningful.

Better rate economics combined with
lower amortization requirements for
municipal bond financing should en-
courage Tribes to analyze the munici-
pal option when thinking about how to
pay for a government project. TFA is
always happy to discuss creative ways
to fund your Tribe’s projects — please
reach out to us to learn more.
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