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Fama (1977) and Miller (1977) predict that one minus the corporate tax

rate will equate after tax yields from comparable taxable and tax-exempt

bonds. Empirical evidence shows that long-term tax-exempt yields are

higher than theory predicts. Two popular explanations for this empirical

puzzle are that, relative to taxable bonds, municipal bonds bear more

default risk and include costly call options. I study U.S. government

secured municipal bond yields which are effectively default-free and

noncallable. These municipal yields display the same tendency to be too

high. I conclude that differential default risk and call options do not

explain the municipal bond puzzle.

https://doi.org/10.1093/rfs/11.2.281
javascript:;
javascript:;
javascript:;
javascript:;
https://academic.oup.com/rfs/search-results?f_TocHeadingTitleList=Article


Purchase content

Activate your purchase/trial code

Add your ORCID iD

Sign in  Register

Sign in with a library card

Sign in with username/password

Recommend to your librarian

Institutional account
management

Sign in as administrator

Purchase

Subscription prices and ordering for this journal

Purchasing options for books and journals across Oxford Academic

Short-term Access

To purchase short-term access, please sign in to your personal account above.

Don't already have a personal account? Register

Default Risk Cannot Explain the Muni Puzzle: Evidence from Municipal Bonds that are
Secured by U.S. Treasury Obligations - 24 Hours access

EUR €53.00 GBP £44.00 USD $58.00

Rental

This article is also available for rental through DeepDyve.

https://www.deepdyve.com/lp/ou-press/default-risk-cannot-explain-the-muni-puzzle-evidence-from-municipal-u4qgb08uSE?key=OUP
https://academic.oup.com/my-account/register?siteId=5511&returnUrl=http%3a%2f%2facademic.oup.com%2frfs%2farticle-abstract%2f11%2f2%2f281%2f1578000%3flogin%3dfalse
javascript:;
javascript:;
javascript:;
https://academic.oup.com/pages/get-help-with-access/recommend-to-your-librarian?journal=rfs
javascript:
https://academic.oup.com/rfs/Subscribe/CurrentYear
https://academic.oup.com/pages/purchasing
https://academic.oup.com/my-account/register?siteId=5511&returnUrl=https://academic.oup.com%2frfs%2farticle-abstract%2f11%2f2%2f281%2f1578000%3fredirectedFrom%3dPDF

