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 

Top 10 Management Characteristics Of Highly Rated Borrowers: Updated
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Top 10 Management Characteristics Of Highly Rated Borrowers: Updated 
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 

1. Focus on structural balance

9

✓ Balanced budget = recurring revs match recurring exps

✓ Optimistic revenue or expenditure assumptions include
➢ Reliance on debt restructuring for budgetary savings 

➢ Regular deferral of expenditures or infrastructure requirements

➢ Insufficient retirement liability funding

➢ Unrealistic expenditure savings assumptions



 

2. Strong liquidity management
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✓ Essential to ensure full and timely payment of debt service

✓ When SLGS encounters credit distress it is often accompanied 

with, or exacerbated by, liquidity issues

✓ Importance of understanding and managing liquidity risk exposure 

from variable-rate debt and alternative financings



 

3. Regular economic and revenue updates to identify shortfalls early

11

✓ Formal mechanism to monitor and review

✓ States and local governments address this differently

✓ Historical trends help identify leading or lagging indicators

✓ Monitoring allows potential issues to be caught sooner



 

4. An established rainy day/budget stabilization reserve 
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✓ Reserves important for budget shortfalls or unexpected environmental events 

✓ No one level or type of reserve is considered optimal; size depends on 

determining your own needs

✓ Reserve sizing considerations
➢ Cash flow needs  Revenue/expenditure volatility

➢ Contingent liquidity provisions  Formal sizing & replenishment



 

5. Prioritized spending plans & established contingency plans
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✓ Used to address changing economic conditions, intergovernmental fund 

shifts, budgetary imbalance, or other emerging risks that may require 

resources 

✓ Regular monitoring of long-term plans can help governments respond to 

changes quickly



 

6. Strong long-term and contingent liability management
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✓ Top of the List: Pension & OPEB management

✓ Differentiate when long-term liabilities are large and growing, especially 

when and contributions are less than required and there’s limited action on 

reform 

✓ Look at pressures outside the general fund
➢ Stadiums, convention centers, health care operations

➢ Other enterprise operations



 

7. Comprehensive multiyear financial planning 
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✓ Out-year budget imbalances can be hindered by limitations on raising revenue 

or cutting expenditures

✓ Understand plans are subject to change, but they still provide a way to 

evaluate how budget plans affect revenues, spending and reserves



 

8. Formal debt management policy
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✓ Generally include implications of existing and proposed debt on the 

government's future financial profile, including
➢ Variable rate debt, contingent liabilities/bank debt, swaps

➢ Refunding savings, amortization 

➢ Debt affordability measures

➢ Allowable uses of debt



 

9. Capital planning process, including risk mitigation 

17

✓ Focus on addressing needs in a cost-effective way

✓ Neglecting capital needs now can lead to higher future 

costs and impede economic growth

✓ Important to include both sources and uses of funds



 

10. Well-defined, coordinated economic development strategy

18

✓ Economic growth prospects are likely to affect future revenue-generating 

capacity

✓ Strategies often have long time horizon

✓ Cost benefit analysis and tracking outcomes can be helpful in 

determining resource allocation



Discussion Topics
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1U.S. Public Finance Rating Actions Report and Sector Updates: Second-Quarter 2023

2Q23 USPF Rating Actions Summary

• Upgrades Outpaced Downgrades
– Positive rating momentum continued in 2Q23 for the 

U.S. Public Finance sector despite high inflation, 
persistent labor shortages and elevated costs of 
capital.

• Fitch’s Rating Outlooks Remain Stable
– The distribution of Rating Outlooks, despite largely 

deteriorating sector outlooks, continues to reflect 
credit stability even in the face of weaker operating 
conditions.
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 Continued Federal Reserve monetary policy 
tightening appears likely to trigger a mild recession 
by the end of 2023 or early 2024.

 One more Fed rate hike expected in September.

 Inflation has cooled but remains well above the 
Federal Reserve's 2% target.

U.S. States: Macro Risks Remain
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 With budget season largely complete, many states 
anticipate moderating growth or slight revenue 
declines in the next fiscal year.

 Despite slowdown, revenue collections for fiscal 
2023 generally outpace budgeted projections, 
indicating possible revenue surpluses, dependent on 
the scope of supplementary budget measures.

 Sales tax revenues maintained growth this fiscal 
year, supported by steady labor market 
improvements and wage growth.

U.S. States: Revenue Growth is Cooling
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• States with greater reliance on 
tax revenues fared better in 
2023

• Conservative or cautious 
budgeting approach to 2024

• Revenue growth rates will taper 
to more modest levels

U.S. States: Sales Tax Revenue Prospects
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• The pace of tax policy changes slowed in 2023, but at least eight states 
enacted new income tax rate reductions

• Temporary measures, such as income tax rebates, pose little credit risk 
given their one-time nature.

• Some of the permanent measures include guardrails, or triggers (of varying 
effectiveness) that are intended to slow or halt phased tax reductions if 
revenue growth slows or reverses.

• Credit implications will depend on states' ability to manage long-term rate 
reductions with offsetting economic growth or expenditure adjustments.

U.S. States: Tax Policy Changes Still in Play
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• The inadequacy of current infrastructure funding continues to be a long-
term concern, although the Infrastructure Investment and Jobs Act (IIJA) 
will inject nearly a trillion federal dollars (about one-half of it new funding) 
over the next decade.

• Medicaid remains an ongoing budgetary pressure point for all states. 

U.S. States: Familiar Ongoing Credit Concerns, 
with a Federal Twist



State financial resilience remains robust 
despite weakening tax revenue growth 
or revenue declines in fiscal 2023. 
Looking to 2024, the abnormally high 
revenue growth that marked the 
pandemic recovery appears to be in the 
rearview mirror.

Tammy Gamerman, Director, USPF
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 Fitch’s "U.S. RMBS Sustainable 
Home Price Report (First-Quarter 
2023)” states that national home 
prices grew approximately 3.8% 
annually for January 2023, with a 
0.5% monthly drop, marking the 
seventh consecutive month of 
declining prices in the U.S.

 Fitch estimates that national home 
prices were overvalued 7.8% for 
4Q22 on a population-weighted 
average basis and will continue to 
moderate with a declining trend in 
home prices.

 Existing home sales increased 
notably in February 2023, by 14.5% 
month over month, representing the 
largest surge since July 2020.

U.S. Local Gov’t: Home Price Growth Deceleration Continues
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 Despite unemployment being at a 54-year low, the labor market will weaken as aggregate demand stagnates in response to higher interest rates and tightening credit 
conditions. 

 Wage inflation will remain particularly challenging for public school districts given nationwide teacher and other school staffing shortages.

 New collective bargaining agreements will further pressure wage inflation and increase risk to budgetary instability as an expected mild recession triggers and 
exhaustion of stimulus funds lead to an eventual tapering of revenue growth.

 Employment levels now exceed pre-pandemic levels in all but fifteen states, while the unemployment rate is below pre-pandemic levels in 30 states.

U.S. Local Gov’t: Labor Market Remains Tight
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 On the heels of very strong motor vehicle sales in 
January, real consumer spending was relatively 
strong during 1Q23, increasing at an annualized rate 
of 3.7%.

 Recent stress in the banking sector, uncertain 
economic conditions and collateral weakening 
(particularly commercial real estate) are  expected to 
tighten credit conditions further.

 Secular changes in office policies and commuting 
patterns has the knock-on effect of reducing 
commercial property valuations, tax revenues 
generated by dining and entertainment activity and 
fare revenues of mass transit entities.

U.S. Local Gov’t: Consumer Spending Remains Resilient
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 The high inflation environment in the U.S. is likely to 
have only moderately negative effects on state and 
local government public pension plan liabilities via 
automatic cost of living adjustment (COLA) 
mechanisms, 

 But,  will pressure plans through weakening asset 
performance and rising payroll costs.

 COLA-related inflation concerns would become 
more pressing if state and local pension sponsors 
enhance automatic COLAs or otherwise reverse 
COLA limits adopted after the Great Recession

U.S. Local Gov’t: Inflation Moderately Pressures Pension Liabilities
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any securities described herein.
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