
U.S. Municipal Credit Update
Bob Kurtter
Managing Director

US Public FinanceUS Public Finance

2011 Credit Markets Symposium2011 Credit Markets Symposium
Federal Reserve Bank of Richmond
Charlotte, North Carolina
March 31, 2011

March 31, 2011



Unprecedented financial stress across sectors
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• Recession is over, but economic recovery is tepid

• State and local governments are lagging in recovery

E d f f d l ti l ill k 2011 t f l f t t d l l t• End of federal stimulus will make 2011 an even more stressful year for state and local governments

• Moody’s has had negative outlooks on state and local governments for 3 years

• Downgrades have outpaced upgrades for 8 consecutive quarters

Rating Downgrades-to-Upgrades, by Number of Issuers
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Very few rated municipal bonds have defaulted
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» From 1970 to 2009, 54 Moody’s rated municipal issuers defaulted

» 78% were in non-profit hospital or housing project sectors

Default Counts by Purpose

» Average recovery on defaulted municipal bonds has been 59% of par, compared to 37% for 
defaulted corporate bonds

Purpose Ratings 
Outstanding Defaults

Housing 1,041 21

Health Care 650 21

Electric, Water or Sewer Enterprise 1,645 3

Higher Education 843 1

Recreation 93 1

City, Town, County – Non-General Obligation 2,342 4

General Obligation 8,610 3

Total 15,224 54



Defaults are higher among unrated bonds
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Recent USMunicipal DefaultsRecent US Municipal Defaults
2008 2009 2010

Issuers (#)
Rated by Moody's 5 1 1
Unrated and Rated by Moody's 167 207 82Unrated and Rated by Moody s 167 207 82

Volume ($millions)
Rated by Moody's 3,678$           24$                 25$                
U d d R d b M d ' 8 518$ 7 330$ 2 713$Unrated and Rated by Moody's 8,518$          7,330$          2,713$         

Source:  Moody's and Income Securities Advisor, Inc.



Rated defaults expected to increase in 2011
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Municipal vs. Global Corporate Ratings • Rated defaults expected to increase in 
2011
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Most munis could weather market access disruption
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Relat ive Strength of State Liquidity
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Negative outlook for states: toughest year yet
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Quarterly Percentage Change in Total State Tax Revenue 
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States face a revenue and spending crisis, not a debt crisis
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State and local government quarterly tax revenue performance
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Low revenue growth + fragile recovery = challenges
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U.S. Nonfarm Employment (000s) 
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Baseline Economic Growth Assumptions, 2011-2015 
2011 2012 2013 2014 2015 

Real GDPGrowth 3 2% 3 2% 3 3% 3 1% 2 8%Real GDP Growth 3.2% 3.2% 3.3% 3.1% 2.8%

Non-farm Employment Growth 1.3% 1.6% 2.0% 2.6% 1.8% 

Unemployment Rate 9.4% 8.3% 7.4% 6.3% 6.0% 

Personal Income Growth 5.1% 6.1% 7.7% 5.8% 4.8% 

P C i P l I $42 0 2 $44 18 $4 1 4 $49 40 $ 1293Per Capita Personal Income $42,052 $44,187  $47,154 $49,405 $51,293 

Source: Moody's Investors Service



State reserves are half of pre-recession levels

10

Fiscal Year End Balances+ReservesasPercentage of General Fund ExpendituresFiscal Year-End Balances+Reserves as Percentage of General Fund Expenditures
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States face difficult choices 
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Annual Percentage Change in State General Fund Spending by Fiscal YearAnnual Percentage Change in State General Fund Spending by Fiscal Year
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Pension funding pressures continue
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Combined Liabilit iesasShare of GDP Top 10 StatesCombined Liabilit ies as Share of GDP–Top 10 States
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Local governments will underperform states
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Recession will finally hit property taxes
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State and local debt growing, but slower than other sectors

15

20 

(trillions of dollars)

14 

16 

18 

6

8 

10 

12 

-

2 

4 

6 

19
80

19
81

19
82

19
83

19
84

19
85

19
86

19
87

19
88

19
89

19
90

19
91

19
92

19
93

19
94

19
95

19
96

19
97

19
98

19
99

20
00

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

Q
3 

20
10

Households Business State & Local Govt Federal Govt Financial & Foreign



Total US public debt lower than other major economies
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What are we watching?  What could change?
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» States: Revenues remain weak, but most will manage through spending cuts, use of reserves 
and federal stimulus money

Risks:– Risks: 
» Expiration of federal stimulus funds in June 2011 creates large gaps
» Entitlement spending for pension, OPEBs, Medicaid continues to grow
» Material shift in market confidence

» Local Governments: Small, weaker issuers will be most stressed, some distressed
– Risks:Risks: 

» Further state aid cuts
» Some have exposure to enterprise risk with outsized debt levels
» Exposure to financial institutions, liquidity and credit facilities expiring
» Breakdown in political process that results in failure to pay debt, bankruptcy filing
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© 2010 Moody’s Investors Service, Inc. and/or its licensors and affiliates (collectively, “MOODY’S”). All rights reserved.© 2010 Moody s Investors Service, Inc. and/or its licensors and affiliates (collectively, MOODY S ). All rights reserved. 

CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S (“MIS”) CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT 
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ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE 
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MOODY’S PRIOR WRITTEN CONSENT. All information contained herein is obtained by MOODY’S from sources believed by it to be accurate and reliable. Because of the possibility 
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rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the independence of MIS’s ratings and rating 
processes. Information regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS and have also 
publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Shareholder Relations — Corporate 
Governance — Director and Shareholder Affiliation Policy.”
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