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Structure Matters:  How a MUNI Bond PM’s role works  

 

My name is Dan Weiskopf. I am the portfolio manager of the Access ETF Solutions strategies. I am with Jim 

Colby who is the portfolio manager responsible for Van Eck’s $1.7 billion in ETF municipal bond ETFs. As a 

reminder to those reading, this series is focused on how ETF structure matters and the different roles that make 

up the construction of an ETF. To that point, in the fixed income markets and particularly the municipal bonds 

the role of a portfolio manager can be an important distinguishing feature for the investor’s experience.  

 

In that regard, we are pleased today to be interviewing Jim Colby who is the portfolio manager of Van Eck’s 5 

Municipal bond ETFs. Jim has been with Van Eck for about 6 years where he helped develop the lineup which 

today has about $1.7 billion in assets. Jim has over 20 years of portfolio management experience. 

 

Weiskopf:  So our readers know, what are the symbols of the funds that you are the portfolio manager for?  

 

Colby:  I manage five funds, two of the funds are credit-based and three are curve-based, short, intermediate 

and long. In addition to those five, Van Eck also manages a fund of funds, which is a municipal bond fund of 

closed-end funds.  

 

Weiskopf:  How has your experience as a portfolio manager of an actively managed strategy helped you as a 

portfolio manager of index fixed income ETFs?  
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Colby: My experience as a portfolio manager of an active strategy has helped me in great part to understand the 

dynamics of the market understand the dealer side of the market and understand pricing.  

 

It's taught me how to negotiate, step aside and how to be best prepared to buy bonds when we're building a 

portfolio. It's also taught me to efficiently dispose of bonds. I would suggest that it's equally difficult, if not 

more so, to be a seller in the marketplace than a buyer.  

 

Weiskopf: Do you spend a lot of time doing due diligence and understanding credits? 

 

Colby:  I do spend a good deal of time looking at credits, thinking about credits, reading reports, and doing that 

sort of due diligence that you referenced in your question, particularly for high yield. To be clear the ETFs I 

manage are passive funds which have  indices created by Barclays Inc. that we at Van Eck, license had had 

customized according to specific parameters. Therefore, while I am doing credit work I'm not necessarily 

making decisions to buy and sell based upon opportunities that show up in the marketplace.  

 

Weiskopf:  On a number of occasions, you and I have spoken about what's going on in the credit markets. As a 

portfolio manager, how far can you deviate from your index when you see things that are going on in the 

marketplace? You previously mentioned that you might see a bond credit at risk to being downgraded.  

 

Colby: Part of what we do with constructing a portfolio is – two things. One is using portfolio construction 

methodology called representative sampling, which means we are aggregating bonds in a portfolio based on 

characteristics such as yield, duration, maturity, coupon and credit quality.  You have real bonds that are 

purchased for the portfolio designed to mimic the index in terms of its characteristics.  

 

What is important for the investor to know is that these indexes are substantially large. We want to be sure we 

can access enough of the right kind of bonds at any given time to build a portfolio or add to the portfolio and 

maintain parity with the index. 

 

We have a proprietary model which helps us cull out from all the offerings all the bonds that are being offered 

by the different firms and dealers in the Street on any given day. It creates the appropriate characteristics to  
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match the index. So this optimization process enables us to replicate in a fashion an index that is substantially 

large. I think our smallest index has something just short of 4000 securities in it. Our largest index is right about 

13,000 different securities. We can't buy them all. The way the index rules are constructed gives us good 

guidelines to ensure that there's a refreshing process to keeping the index full of bonds that are relatively 

current, relatively new, representing accurate pricing in terms of their valuation in the marketplace. 

 

Our intermediate ETF follows an index that has close to 13,000 securities while our portfolio has approximately 

700 – give or take 10 or 20 positions. So the optimization model helps us to find the right bonds that in concert 

generate the appropriate returns and mimic the characteristics of the index.  

 

Again, the index sets the tone. My credit work augments the representative sampling model which selects the 

index eligible bonds that should track the customized index. The challenge is to buy the right bonds on any 

given day, especially when the markets are volatile. My work also focuses more on the potential impact of 

credit changes rather than spread trading.  

 

Weiskopf:  Jim, we are both baby boomers. As a portfolio manager, what advice would you give our generation 

about how they should invest in their fixed income portfolio?  

 

Colby:   I think, the broad context, municipal bonds and income from tax-exempt products are very meaningful, 

and perhaps in this low interest rate environment really understated in terms of importance in a portfolio.  The 

combination of concerns about the Fed taking off quantitative easing and Washington needing more tax 

revenues makes taxable equivalent yields potentially more valuable and right now - munis have a five, six, 

seven, even ten percent advantage on a gross basis compared to other equivalent taxable products on a credit 

basis.  

 

 

Weiskopf:  The muni market, I think, is about a $4 trillion market, right? What is it about the market that makes 

it seem so illiquid? Is it that people buy and they hold and they just wait for maturity?  
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Colby:  First of all, munis are generally regarded as less liquid than other asset classes, and for precisely the 

reason you mentioned. The municipal market has traditionally been a buy-and-hold marketplace. We're talking 

about the characteristic of a marketplace that goes back 40, 50, 60 years. One of the famous sayings in the 

marketplace is that you can't lose any money if you hold your bonds to maturity, because you get your principal 

back at maturity (not taking into consideration risk of default). Well, that may be a truism, but what have you 

forgone perhaps in that in the intervening time you may have forgone an opportunity to earn higher rates. You 

may have forgone an opportunity to do some tax planning through tax swapping, to shelter gains in other parts 

of your portfolio.  

 

There are strategies to be employed using municipal bonds. They call for some sort of a transactional approach 

to munis. We're sort of at a point right now where we can start to take a look at whether or not the investing 

characteristics are changing as a result of introducing ETFs into the marketplace. That underlies the notion of 

the illiquidity you referenced in your question.  

 

But fundamentally, munis have this sense that on any given day – this is data that comes from the MSRB – on 

any given day no more than 2% of all those outstanding bonds trade in the secondary market. 

 

Weiskopf:  How does the proprietary model work?  

 

Colby: Every day I am aggregating offerings on bonds from 80 to 100 different dealers in the marketplace. I 

might have as many as 5000 different line items of offerings.  

 

Weiskopf:  Offerings and bids, right. 

 

Colby:  I'll see two-sided markets, but in the context of how I build a portfolio, I'm looking for offerings. The 

model has a filter that tells us which grouping of those 5000 bonds are index eligible.  

 

Then I’ll look to see which offerings of those remaining are priced nearest to the end-of-day evaluation. Each 

bond in our portfolio and each bond in the index is valued at the end of each trading day by a recognized pricing 

service. The model will tell me after the second level of optimization, which bonds are priced most nearly to  
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their end-of-day evaluation. I don't want to incur a value difference by buying bonds in the marketplace too low 

or too high. That in part contributes to tracking error in the portfolio. 

 

My job is then to go out and execute and buy those bonds in the marketplace as quickly and efficiently as I can 

before some market-moving event occurs and changes the complexion of the market. Sometimes that happens, 

but for the most part this entire process is typically done within the context of an hour.  

 

I wanted to just circle back real quickly on the point with regards to high yield,  because it takes a little bit more 

care and preparation because it's credit-based. And because it's less liquid than the investment grade products, it 

means that the modeling may end up being too sensitive for certain characteristics than the market is allowing 

me to see in terms of the breadth of the marketplace. High yield on any given day can be less accommodating in 

terms of the opportunities of different things and products to buy than investment grade. I think that probably 

intuitively makes a lot of sense.  

 

Weiskopf:  All the ETF portfolios are priced on the bid side, correct? 

 

Colby:  We actually price them a midpoint evaluation. It's purely a selection of choice from the advisor. 

Midpoint is obviously somewhere between the bid and ask. So that gets done every day, same way that open-

end mutual fund’s NAV is are priced at the end of day. That's going to capture some of the generic moves up 

and down as the markets move higher and lower throughout the year.  

 

Weiskopf:  Sometimes particularly in the high yield and muni space we've seen ETFs price at a discount, and 

sometimes at a premium. As a portfolio manager, how much time do you spend focused on tracking error, bid 

and ask spreads, and the discount and premium issue? 

 

Colby:  First, we pay very close attention to tracking error because we think that's fundamentally what people 

are paying us to do, track our representative index. 
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Basically, the discount or premium that does occur with ETFs has a lot to do with the size of the municipal 

marketplace, and the fact that very few bonds in the universe trade on any given day, creating difficulty for the 

pricing services to accurately reflect underlying value.  

 

Weiskopf: Given the ETF structure, realized declared capital gains are thought to be unusually rare, but in the 

fixed income marketplace when they were in a bull market, you still managed to avoid a lot of capital gains. Is 

that a function of the wrapper, or do you as a portfolio manager help facilitate that? 

 

Colby: One of the unique features of ETF’s, and not just applicable to fixed income, is their ability to be very 

tax efficient. What I’m referring to is the process of in-kind rebalancing. ETFs are permitted to engage in non-

cash transactions to remove securities that are no longer index eligible and replace them with ones that are.  

Since these trades are often done in-kind, gains and losses do not accrue to shareholders and, therefore, maintain 

efficiency from a tax perspective. Further, since the trades are done at market priced levels, there is little or no 

impact upon the ETF’s performance relative to the index. This is a wonderful feature that keeps the portfolio 

closely aligned with the index. 

 

Weiskopf:  Thanks, Jim. 

 

END OF INTERVIEW  

 
 
Dan Weiskopf is a the Portfolio Manager of Access ETF Solutions LLC whose Third Party Model ETF strategies are offered 

through IPI Wealth Management, Inc (IPI).  IPI is an SEC registered investment advisor with it’s  principal office located at 

226 W. Eldorado St. Decatur, IL 62522 (217) 425-6340.  Access ETF Solutions LLC was established in 2013 with a focus 

that Structure Matters in selecting ETFs.   

References to specific securities or market indexes are not intended as specific investment advice. However, at the time 

of the release of this interview two of the model portfolios held the Vaneck High Yield Municipal Bond ETF (HYD).  All 

interviews have been approved for release by the individual and the individual’s affiliated firms and the Information is 

for Institutional Investors only. Readers are advised to read the full transcript of the interview including disclosures at 

http://accessetfsolutions.com/ or contact Dan Weiskopf at 212 628-4882. 

Municipal bonds are subject to risks related to litigation, legislation, political changes, local business or economic 

conditions, conditions in underlying sectors, bankruptcy or other changes in the financial condition of the issuer, and/or 

http://accessetfsolutions.com/
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the discontinuance of the taxation supporting the project or assets or the inability to collect revenues for the project or 

from the assets. Bonds and bond funds will decrease in value as interest rates rise. The Fund may also be subject to 

credit risk, interest rate risk, call risk, lease obligations, tax risk, and risks associated with non-investment grade 

securities. The market for municipal bonds may be less liquid than for taxable bonds. There is no guarantee that the 

Fund’s income will be exempt from federal or state income taxes. Federal or state changes in income or alternative 

minimum tax rates or in the tax treatment of municipal bonds may make them less attractive as investments and cause  

 

them to lose value. Capital gains, if any, are subject to capital gains tax. For a more complete description of these and 

other risks, please refer to each Fund’s prospectus.  

A portion of the Funds’ dividends may be subject to federal, state, or local income taxes or may be subject to the federal 

alternative minimum tax. 

Investing involves substantial risk and high volatility, including possible loss of principal. Bonds and bond funds will 

decrease in value as interest rates rise. An investor should consider the investment objective, risks, charges and 

expenses of the Fund carefully before investing. Please read the prospectus of a fund carefully before investing. 

This material is being provided solely for educational purposes and does not constitute an offer or solicitation to sell or a 

solicitation of an offer to buy any shares of any fund.  There is no guarantee that any strategy discussed will be effective.  

The information provided is not intended to be a complete analysis of every material fact respecting the strategy or the 

investment methodology. 

The material represents an assessment at a specific point in time and can change without notice.  It is not intended as a 

forecast of future events.  The information should not be relied on as investment advice.   

 
 
 
 
 
  
 


