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CDFA is not herein engaged in rendering legal, accounting, financial 
or other advisory services, nor does CDFA intend that the material 
included herein be relied upon to the exclusion of outside counsel or 
a municipal advisor. This publication, report or presentation is 
intended to provide accurate and authoritative general information 
and does not constitute advising on any municipal security or 
municipal financial product. CDFA is not a registered municipal 
advisor and does not provide advice, guidance or recommendations 
on the issuance of municipal securities or municipal financial 
products. Those seeking to conduct complex financial transactions 
using the best practices mentioned in this publication, report or 
presentation are encouraged to seek the advice of a skilled legal, 
financial and/or registered municipal advisor. Questions concerning 
this publication, report or presentation should be directed to 
info@cdfa.net. 

Legal Disclaimer
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What to Expect from the 2021 Muni Market

*-The municipal market in 2021 is one that will 
be defined by four major themes

1) COVID

2) Stimulus

3) Supply

4) Transformation.



Credit Still A Big Unknown for 2021

* Municipal credit has weakened due to Covid-19 but it's far from broken

*Sectors with identifiable revenue streams are favored vs. stand-alone general-obligation 
pledges ahead of another virus surge and economic uncertainties

* Sectors with identifiable revenue streams are favored vs. stand-alone general-obligation 
pledges ahead of another virus surge and economic uncertainties



Biden $1.9 Trillion Stimulus Plan Has Munis on The Mind

• $350 Billion for State/Local Govs and Territories
• $20 Billion for Public Transit

$170 billion for Schools
($135 Billion for K-12 and $35 Billion for Higher Education)

Despite the Pandemic, Municipals had a strong performance in 2020 and had better than expected 
tax collections



Additional Stimulus Could Further Distort Credit Risk

Based on OAS for the 
Bloomberg Barclays Muni 
Index, one could hardly tell 
that there is a global 
pandemic still raging outside 
of our doors

Option-adjusted spreads for 
the Bloomberg Barclays 
Municipal Bond Index 
(LMBITR Index) are the 
lowest in almost a year, and 
back at historical averages



Further Reversion of Risk Premium in Lower Credit

Credit risk premium is being 
compressed across the 
spectrum and in various 
sectors

Spreads for BBB munis and 
“A” rated airports are flagging 
little risk to buyers



Expectations for Issuance In 2021

-Assuming no change in investor 
appetite for municipal bonds, the 
market would need about $440 
billion of supply to meet current 
demand.

-Combined principal and interest 
projected to flow back to 
bondholders is $359 billion ($224 
billion principal, $135 billion 
interest). The biggest 
reinvestment flows come in the 
typically heavy June-August 
period, with $127 billion returning 
to investors.



Demand for Municipal Bonds Continues

Fund Inflows continue to be strong with billions coming into market each week

This has helped fuel some of the spread compression as well



Inaugaration Tail Risk Has Muted New Sales

New Sales Volumes are below average

Pipelines should begin to fill after January 20th



The Municipal Market Is Shifting Quickly

• Elimination of Advanced Refundings and Low UST rates have spiked use in alternatives
• Usage of Taxable munis is at highest levels in a decade



Buyer Base is Moving Away From Mom and Pop

According to data from Cerulli 
Associates, which captures just 
retail accounts, the total market for 
SMAs, including unified managed 
accounts, is close to $1.7 trillion, up 
from $1.4 trillion in 2019

Of that, Cerulli estimates municipal 
assets account for 33%, or about 
$560 billion.

We can estimate the total amount 
in SMAs to be about $630 billion



Cheap ETF Snacks Continue to Lure Muni Cash

Tax-exempt exchange-traded funds 
have added $14 billion in assets over 
the past year, largely because of their 
lower costs

The asset-weighted industry average 
cost is just 13.7 bps, down again 
from 2019. The attraction of passive 
ETF products is obvious as they 
charge about half the fees of active 
bond funds, for which asset-weighted 
fees are close to 31 bps

Both MUB and the Vanguard Tax-
Exempt Bond Index (VTEB) have 
driven almost half of the past year's 
sector inflows



Downward Dealer Trend Continues Uninterrupted

Not only has the type of 
municipal customer been 
shifting, but so too has the 
landscape of those who sell 
and provide liquidity

The total number of 
registered dealers declined 
to 1,237 in 2019, falling by 
almost 50% over the past 10 
years. The drop can be 
traced to the decline in 
variable-rate demand note 
trading as well as industry 
consolidation, capital 
regulations and shrinking 
fees -- exacerbated by 
disruptive technologies



Market Moving Toward Bigger Blocks

The muni market is 
clearly migrating toward 
an environment where 
larger blocks of bonds 
dominate the tale of the 
tape, based on trade and 
market data from 2020

The number of trades 
declined by 308,000 from 
2019, after the 2019 total 
fell 1.4 million from 2018. 
Meanwhile, more par 
value was traded in 2020, 
pointing to higher per-
trade volume, a trend 
that's been developing 
over the past few years



These Factors Have Contributed to Lower Liquidity



Opportunities for Buyers

*-Spreads for taxable municipal bonds have 
begun to converge with lower corporate 
spreads as the trade has become more 
crowded

-Lower rates/tighter spreads for exempts have 
driven values higher making them less 
attractive for go anywhere investors

-Areas of greater focus have included munis
with lower credit quality and longer duration, 
but may also include muni debt subject to the 
Alternative Minimum Tax. Buyers exposed to 
this tax have declined significantly since 2017, 
to 200,000 from about 5 million
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Agenda

1. 2021 Outlook for State and Local Government Credit

2. U.S. Economic Outlook

3. Personal Income Trends

4. Labor Market Performance

5. Federal Stimulus
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Stable 2021 Sector Outlook for U.S. States and Local 
Governments
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State and Local Governments 2020 Rating Actions
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U.S. Public Finance 2020 Rating Actions
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U.S. Public Finance Sector Outlooks



6

US GDP: Expected to Rebound in 2021

Fitch Estimates from December 2020 Global Economic Forecast
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How Will Tax Revenues Fare in the New Year?

Change in Tax Revenues From April – November, 2019 to 2020 (Urban Institute, January 2021)

Source: Urban Institute (https://www.urban.org/policy-centers/cross-center-initiatives/state-and-local-finance-initiative/projects/state-tax-and-
economic-review/data-subscriptions)
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Recent Trends in Economic Indicators

Personal Transfers provided a significant boost to Personal Income



9

Components of Personal Income

Personal Transfers provided a significant boost to Personal Income
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A Slower Recovery For Employment?

Employment recovery - notable variation across states
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A Slower Recovery For Employment?

A significant number of people have dropped out of the labor force
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Employment Changes by Sector
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Minimal Employment Losses in High-Wage Sectors 
May Support Progressive Income Tax States 

K-Shaped Employment Recovery
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Minimal Employment Losses in High-Wage Sectors 
May Support Progressive Income Tax States 
Progressive Income tax states are benefiting

Income Tax Filers with Incomes of 
$200,000 or More for 2019 (Tax Year 2018) Comparison of Revenue Estimates ($Millions)

State

% of 
Total 
Returns

% of State 
Adjusted 
Gross Income

% of Total State 
Income Tax 
Liability

Early Pandemic 
FY21 Estimate 

Recent FY21 
Estimate Change % Change

California 6.5% 44.2% 70.9% $              137,719 $      173,464 $    35,745 26.0%
New Jersey 8.3% 45.2% 67.1% $                33,955 $        36,873 $      2,918 8.6%
New York 7.3% 49.6% 65.1% $                74,282 $        77,015 $      2,733 3.7%
Connecticut 8.4% 50.5% 57.4% $                18,088 $        18,837 $         749 4.1%
Maryland 6.5% 34.1% 41.4% $                17,322 $        18,710 $      1,388 8.0%

Source: State revenue and tax collection departments; Fitch Ratings Source: CA – General Fund revenues and transfers, June 2020 
California State Budget 2020-21 and November 2020 Legislative 
Analyst's Office California's Fiscal Outlook; NJ - May 2020 Report on 
the Financial Condition of the State Budget for Fiscal Years 2020-2021 
and November 2020 Governor's Revenue Certification (includes 
$702.7M policy actions but excludes $4.5 billion deficit borrowing; NY –
State Operating Funds, April 2020 Enacted FY 2021 Budget and Fiscal 
Plan and November 2020 State Comptroller Report on Estimated 
Receipts and Disbursements; CT - state consensus revenue forecasts 
for April and November 2020; MD - May 2020 Board of Revenue 
Estimates (BRE) Guidance and September 2020 BRE Revision; Fitch 
Ratings.
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Federal Stimulus

$900 billion bill passed in December will help stabilize budgets even 
without direct aid to states and locals

President-Elect Biden proposed an additional $1.9 trillion
‒$350 billion in direct state and local aid plus
 $130 billion for K-12 schools
 $20 billion for transit

‒Aid to individuals and businesses will benefit tax revenues 

Likely to be subject to extensive negotiation

Not incorporated into rating analysis
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FITCH'S CODE OF CONDUCT, CONFIDENTIALITY, CONFLICTS OF INTEREST, AFFILIATE FIREWALL, COMPLIANCE, AND OTHER
RELEVANT POLICIES AND PROCEDURES ARE ALSO AVAILABLE FROM THE CODE OF CONDUCT SECTION OF THIS SITE. FITCH MAY
HAVE PROVIDED ANOTHER PERMISSIBLE SERVICE TO THE RATED ENTITY OR ITS RELATED THIRD PARTIES. DETAILS OF THIS
SERVICE FOR RATINGS FOR WHICH THE LEAD ANALYST IS BASED IN AN EU-REGISTERED ENTITY CAN BE FOUND ON THE ENTITY
SUMMARY PAGE FOR THIS ISSUER ON THE FITCH WEBSITE.

Copyright © 2020 by Fitch Ratings, Inc., Fitch Ratings Ltd. and its subsidiaries. 33 Whitehall Street, NY, NY 10004.

Telephone: 1-800-753-4824, (212) 908-0500. Fax: (212) 480-4435. Reproduction or retransmission in whole or in part is prohibited except by
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information from independent sources, to the extent such sources are available for a given security or in a given jurisdiction. The manner of Fitch’s
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requirements and practices in the jurisdiction in which the rated security is offered and sold and/or the issuer is located, the availability and nature
of relevant public information, access to the management of the issuer and its advisers, the availability of pre-existing third-party verifications such
as audit reports, agreed-upon procedures letters, appraisals, actuarial reports, engineering reports, legal opinions and other reports provided by
third parties, the availability of independent and competent third-party verification sources with respect to the particular security or in the particular
jurisdiction of the issuer, and a variety of other factors. Users of Fitch’s ratings and reports should understand that neither an enhanced factual
investigation nor any third-party verification can ensure that all of the information Fitch relies on in connection with a rating or a report will be
accurate and complete. Ultimately, the issuer and its advisers are responsible for the accuracy of the information they provide to Fitch and to the
market in offering documents and other reports. In issuing its ratings and its reports, Fitch must rely on the work of experts, including independent
auditors with respect to financial statements and attorneys with respect to legal and tax matters. Further, ratings and forecasts of financial and
other information are inherently forward-looking and embody assumptions and predictions about future events that by their nature cannot be
verified as facts.

As a result, despite any verification of current facts, ratings and forecasts can be affected by future events or conditions that were not anticipated at
the time a rating or forecast was issued or affirmed.

The information in this report is provided “as is” without any representation or warranty of any kind, and Fitch does not represent or warrant that the
report or any of its contents will meet any of the requirements of a recipient of the report. A Fitch rating is an opinion as to the creditworthiness of a
security. This opinion and reports made by Fitch are based on established criteria and methodologies that Fitch is continuously evaluating and
updating. Therefore, ratings and reports are the collective work product of Fitch and no individual, or group of individuals, is solely responsible for a
rating or a report. The rating does not address the risk of loss due to risks other than credit risk, unless such risk is specifically mentioned. Fitch is
not engaged in the offer or sale of any security. All Fitch reports have shared authorship. Individuals identified in a Fitch report were involved in,
but are not solely responsible for, the opinions stated therein. The individuals are named for contact purposes only. A report providing a Fitch rating
is neither a prospectus nor a substitute for the information assembled, verified and presented to investors by the issuer and its agents in connection
with the sale of the securities. Ratings may be changed or withdrawn at any time for any reason in the sole discretion of Fitch. Fitch does not
provide investment advice of any sort. Ratings are not a recommendation to buy, sell, or hold any security. Ratings do not comment on the
adequacy of market price, the suitability of any security for a particular investor, or the tax-exempt nature or taxability of payments made in respect
to any security. Fitch receives fees from issuers, insurers, guarantors, other obligors, and underwriters for rating securities. Such fees generally
vary from US$1,000 to US$750,000 (or the applicable currency equivalent) per issue. In certain cases, Fitch will rate all or a number of issues
issued by a particular issuer, or insured or guaranteed by a particular insurer or guarantor, for a single annual fee. Such fees are expected to vary
from US$10,000 to US$1,500,000 (or the applicable currency equivalent). The assignment, publication, or dissemination of a rating by Fitch shall
not constitute a consent by Fitch to use its name as an expert in connection with any registration statement filed under the United States securities
laws, the Financial Services and Markets Act of 2000 of the United Kingdom, or the securities laws of any particular jurisdiction. Due to the relative
efficiency of electronic publishing and distribution, Fitch research may be available to electronic subscribers up to three days earlier than to print
subscribers.

For Australia, New Zealand, Taiwan and South Korea only: Fitch Australia Pty Ltd holds an Australian financial services license (AFS license no.
337123) which authorizes it to provide credit ratings to wholesale clients only. Credit ratings information published by Fitch is not intended to be
used by persons who are retail clients within the meaning of the Corporations Act 2001.
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