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Reversing a long-term trend, unfunded pension liabilities for U.S. 
states, on an aggregate basis, declined for the most recent fiscal 
year. Although this may be short lived, it is a positive credit factor 
for municipal bonds, as some states have been facing credit 
pressure from exposure to unfunded pension liabilities. 

The scale of the burden varies widely among the states. In some 
cases, the annual contributions to the plans account for more than 
15% of revenues, crowding out essential-services spending. 
However, for most states, the annual pension expenses are 
manageable, in our view.

Unfunded pension-liabilities growth resulted from a combination of 
states enhancing benefits, shortchanging annual fund contribu-
tions, and investing in assets that produced lower-than-expected 
returns. At the same time, many states tried to boost the funding 
levels by investing in riskier investments, such as hedge funds, 
alternatives, and high yield bonds. Investment earnings make up 
almost two-thirds of public pension funding, so a shortfall in 
long-term expected earnings must be made up by higher contribu-
tions or reduced benefits. Left unaddressed, the liabilities are 
destined to expand, resulting in higher, required annual payments 

At Last, Signs of Progress for State Pension Funds
Overall, states’ ability to fund pension expenses has risen to multi-year highs.  
Can the progress continue?

by Eric M. Friedland, CFA, Director of Municipal Bond Research

FIGURE 1. U.S. STATES’ PENSION FUNDING CONTINUES TO IMPROVE

Funded ratio (left axis) and assets/liabilities (right axis), as of June 30, 2021
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Better Fiscal Shape

Unexpectedly, based upon projections made by the Pew Charita-
ble Trusts, the U.S. states completed fiscal 2021 (June 30) in their 
best condition since the Great Recession of 2007-09. (See Figure 
1.) The gap between the cost of pension benefits that states have 
promised their workers, and what they have set aside to pay for 
them, dropped in 2021 to its lowest level in more than a decade. 
According to Pew, the plans now have an aggregate funded ratio 
of more than 80%, the highest since the Great Recession, up from 
71% in 2019.

There are several reasons for the improved performance. One is 
that over the past 10 years, contributions have increased at an 8% 
average annual rate. In fact, for the 10 lowest-funded states, the 
yearly growth in employer contributions averaged 15% over this 
period. New Jersey’s fiscal 2022 budget included its first full 
contribution to the pension system in 25 years, which resulted in 
positive outlook changes and upgrades on its municipal bonds 
from the rating agencies. 

These higher contributions also reflect the fiscal help states 
received from federal stimulus and higher-than-anticipated tax 
revenues over the past two years. For the first time since 2000, 
states are projected, on aggregate, to have attained positive 
amortization of pension liabilities in 2020, with the contributions 
made by the states being adequate to provide for current benefits 
as well as reduce pension debt. 

Reducing Future Risk

Another factor is related to the rapid increase in stock prices, which 
boosted state pension annual returns by almost 27% for the 
one-year period ending June 30, 2021—their best showing since 
1986, according to the Wilshire Trust Universe Comparison Service. 
Pension funds hold about 50% of their assets in equities. 

However, these one-year elevated returns will not, on their own, 
prevent unfunded pension liabilities from growing again. Invest-
ments in risky assets will continue to create volatility risk, and low 
interest rates will push up the present value of total liabilities, which 
in turn decreases the net asset value. 

Many states have taken advantage of this opportunity to reduce 
future risk by incorporating more conservative investment returns 
into their pension funding assumptions. This can be achieved by 
lowering their assumed rate of return on investments, also known 
as the discount rate. By doing so, they can decrease contribution 
volatility and market risk. More than half of the state public pension 
funds have reduced their return assumptions since fiscal 2018, 
resulting in a median assumed return of 7%, according to the 
National Association of State Retirement Administrators. This 
compares to an average discount rate of 8% in 2007. As an 
example, New York’s retirement fund, the third largest in the United 
States, cut its annual target to 5.9% from 6.8%, which will enable 
the fund to have a 54% chance of exceeding its return target 
versus a 33.5% chance of exceeding their prior return target. 

If history is any guide, it is unlikely that the strong equity returns of 
the past several years can be taken as a given. Therefore, de-risk-
ing now, while market returns are high, makes a lot of sense. 
However, a reduction in the discount rate for plans will initially result 
in lower funded ratios and higher annual contributions. To moderate 
the burden on state budgets, some states have applied the lower 
discount rate incrementally over several years. Even if these 
changes result in pension fund metrics that at first look worse, the 
states are ultimately positioned to absorb more risk, which will 
ultimately allow them to chip away at their unfunded levels.

In addition to making higher annual contributions and de-risking the 
investment portfolio, many states have also enacted pension 
reform. Some have lowered the cost-of-living adjustments (COLA), 
increased taxes, or have created defined contribution programs for 
newly hired employees. 

A Final Word

Although conditions have improved, unfunded pension liabilities will 
continue to be a headwind for some state credits. However, the 
actions that states have taken over the past several years will 
position many of the pension funds to perform better going 
forward. Careful monitoring of their progress will be a crucial factor 
in assessing the credit quality of states’ municipal debt in the years 
to come.
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Drought conditions have become more prevalent in recent years, 
particularly across the western United States. Water scarcity and 
drought will remain both short- and long-term credit consider-
ations for affected utilities, but also for cities, school districts, and 
other entities in areas dependent on agriculture or other water-in-
tensive economies. Still, we believe stakeholders are generally 
prepared to meet these challenges and reduce the risk of longer- 
term negative credit impact.

Record Drought and Its Impact

As of August 31, 2021, 30 U.S. states were experiencing 
moderate or worse drought conditions.  In the United States, 
46.6% of the lower 48 states, 74.6 million people, and 207.5 
million acres of crops were experiencing or affected by drought 
conditions. 

Parched conditions have been exacerbated by high temperatures. 
Much of the West experienced record or near-record heat in July. 
The issue is particularly acute across California, Nevada, and 
Arizona. In California, 88% of the population is experiencing 
extreme or exceptional drought. Over two-thirds of Nevada is 
experiencing similar conditions. Drought conditions come on 
rapidly: much of the West was not under drought conditions 
before May 2020, when the La Niña weather pattern brought 
record temperatures and low rainfall to California and the South-
west. Dry conditions in early summer 2021 accelerated declines  
in the Northwest.

Persistent drought conditions have resulted in lower water levels 
for key reservoirs supporting major population centers, hydroelec-
tric generation, and heavy agricultural regions. Total storage 
across 28 Western Sierra reservoirs was 8.6 million acre-feet1 in 
July 2021, still above 2015-drought lows (7.8 million AF) but well 
below usual summer averages of 10 million AF. As of August 31, 
water levels at California’s two largest reservoirs, Lake Shasta and 
Lake Oroville, were at 43% and 34% of respective historical 
averages. In the Colorado River Basin, Lake Meade is 35% full, 
and Lake Powell is 31% full. 

Potential Effects on Issuer Credit

In times of severe drought, water utilities and local governments 
often focus on conservation, which puts pressure on revenue 
generation. At the same time, higher pumpage and purchase 
costs, as well as, in some cases, electricity costs, increase 
operating expenses for utilities, further constricting margins. In the 
immediate term, utilities may at least partially offset revenue loss 
from lower consumption by implementing drought charges or 
fixed-rate fee increases. While important—these measures help 
address near-term operational imbalances and alleviate immediate 
credit impact—they do not solve for longer-term risks associated 
with climate change.

Over the longer term, tangible mitigation efforts are more conse-
quential. Utilities and other stakeholders will need to focus on 
more efficient water delivery methods as well as alternative water 
sources. Robust storage infrastructure provides critical relief in 
times of drought, underscoring the need for capital projects to 
enhance storage. For example, storage alone accounts for 14% of 
California’s total water infrastructure, according to Moody’s. 
System interconnection also relieves pressure on hard-hit areas, 
while innovative technologies, including desalination and recycled 
water, may also serve to diversify water supply.

The impact of worsening drought conditions extends beyond water 
utilities. Electric utilities also come under stress as they are forced 
to shift away from hydroelectric production in times of severe 
drought. Lower water levels yield less hydroelectric production, 
forcing utilities to supplement hydro power with more expensive 
and environmentally damaging, conventional generation. 

Addressing the Risks

In terms of credit risk, we think utilities are in a strong position to 
weather the challenges posed by severe drought, as the sector is 
defined by generally stable revenues, strong debt-service 
coverage, and robust liquidity. Lessons learned from prior periods 
of stress with respect to rate structure, conservation, and storage 

Is Muni Bond Credit Quality Drought Tolerant?
The challenges of water supply-stress extend beyond utilities to other areas of the municipal bond 
market. Here’s how issuers are taking steps to mitigate the impact.

by Richard Gerbino, Research Analyst
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will also help to blunt immediate impact. In response to drought 
conditions, the Los Angeles Department of Water and Power 
(LADWP), for example, has implemented a tiered rate structure 
that scales with water usage. In addition to a base rate with 
automatic annual increases, the program passes through pur-
chased water and other variable costs to alleviate pressure during 
periods of stress. Many California utilities have drought or similar 
charges as part of their fee structures.

Utilities have also steadily increased water storage capacity. The 
Southern Nevada Water Authority, which supplies water to Clark 
County, has steadily banked unused water supply and, through 
several mechanisms, has stored enough water for eight years of 
use. In California, MWD2, which supplies 40% of California’s water 
and serves 19 million people, has stored water equivalent to 2.5 
times annual supply, up from 1.5 times in 2011. 

Longer-term conservation and diversification projects are also in 
the works. Phoenix’s city-owned water utility, which serves over 
1.5 million people, derives the bulk of its water from the Salt River 
and Central Arizona Projects and actively diverts a third of its 
allocation from the Colorado River to groundwater recharge.3  
The city also reports that it is recycling 89% of its wastewater for 
alternative use, including irrigation cooling for a nuclear power 
plant. In August, the city of San Diego formally launched a 
multi-phase “Pure Water” recycling program. The system, which is 
the largest infrastructure project in city history, includes construc-
tion of a sewage purification plant and associated infrastructure 
and aims to supply 40% of needs by 2035. 

Desalination4 is another effective diversifier that coastal regions 
can employ to combat long-term drought impacts. While expen-
sive and somewhat environmentally taxing, given production of 

brine byproduct and threat to marine life during intake, the process 
is reliable. The Carlsbad (Calif.) Desalination Plant, launched in 
2015 as the product of a public-private partnership (P3) between 
Poseidon Water and the San Diego County Water Authority, is the 
largest plant of its kind in the nation and provided 8% of the 
county’s water supply in 2020. Combined with recycled water, 
alternative water sources represented 15% of the total supply in 
2020. Plans for other desalination plants have followed, including 
another Poseidon P3 at Huntington Beach in Orange County, 
which is in development and working through regulatory approval. 

Summing Up

Drought has emerged as an increasingly relevant credit and 
environmental consideration for many utilities, cities, and other 
local governments, particularly across the Western United States. 
But water stress is only one of many credit and ESG themes 
investors must consider as part of a robust analysis of a municipal 
issuer. We believe a mix of generally strong operating and financial 
profiles, as well as a heightened focus on drought mitigation 
efforts, positions issuers well to address the immediate impact of 
water supply stress, as well as longer-term challenges.

See sources for article under Important Information on page 14.
1A measure of water volume. One acre-foot represents enough water to cover an 
acre of land one foot deep. Equivalent to approximately 326,000 gallons.
2Metropolitan Water District of Southern California.
3Groundwater recharge involved flooding an area to replenish underground aquifers, 
which can be utilized for future supply.
4Desalination is the process by which seawater (or brackish water) is converted to 
fresh water. Desalination is commonly accomplished through reverse osmosis,  
which involves passing seawater over a membrane at high pressure to remove 
mineral content.
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In the early days of the COVID-19 pandemic, the not-for-profit (NFP) 
hospital industry was hurt by the suspension of elective procedures, 
which resulted in a large drop in revenue for many NFP hospitals 
and health systems. But sizeable federal stimulus (nearly $190 
billion in total) provided a significant tailwind for the sector, and we 
did not see large-scale downgrades or defaults. As we expected, 
most NFP hospitals have successfully navigated this complex 
operating environment, although challenges remain. The hospital 
sector represents a significant portion of the municipal bond market, 
accounting for 9.3% of the Bloomberg Municipal Bond Index.

Significant Stimulus Support
At the start of the pandemic, many state governors issued execu-
tive orders suspending elective procedures at hospitals, ambulatory 
surgery centers, and outpatient clinics in order to preserve capacity 
for a potential onslaught of COVID-19 patients. This resulted in a 
material decline in patient revenue for hospitals across the United 

States. At the same time, hospitals’ expenses were higher as they 
purchased supplies and added labor in preparation for a surge of 
COVID-19 patients.

Recognizing the importance of the hospital sector in combating this 
new virus, the U.S. federal government provided massive stimulus 
to the sector. According to the Kaiser Family Foundation, $178 
billion of provider-relief funds were allocated by the federal govern-
ment to hospitals and other providers as of March 1, 2021. An addi-
tional $8.5 billion was allocated to rural healthcare providers. To put 
this in context, total federal stimulus funding represented approxi-
mately 16% of total hospital expenses.

This infusion of funds provided significant support to the hospital 
sector. Moody’s Investors Service noted in a September 2021 
report1 that the suspension of elective procedures resulted in a 
1.9% decline in net patient service revenue for NFP hospitals, but 
the allocation of federal provider-relief funds (Figure 1) resulted in 
overall revenue growth of 3%. 

Not-for-Profit Hospitals Weather the COVID-19 Era
Despite pressures, hospitals’ credit quality has held up during the pandemic.  

by Sarah V. Ali, Research Analyst

FIGURE 1. ALLOCATION OF FEDERAL PROVIDER-RELIEF FUNDS AS OF MARCH 1, 2021

Allocations in billion US$

Spent on Operation 
Warp Speed ($10)

Rural providers ($11.1)

Safety net 
hospitals ($13.1)

Reimbursement 
for uninsured 
COVID-19 
patients ($10)

High COVID-19 
hospitals ($20.8)

Unallocated ($24.1)

Other ($2.6)

General grants to 
providers based on 
2% revenue ($76.5)

Skilled nursing facilities ($10)

Total Funds 
Available = 

$178B

NOTE: General grants were paid in three phases and amounted to a minimum of 2% of patient revenue for each provider. Phase 3 grants may include additional funding beyond 
the 2% of revenue to cover COVID-19-related losses and expenses; $10B for skilled nursing facilities includes $2.25B in incentive payments. “Other” includes Indian Health 
Services ($0.52B), children’s hospitals ($1.06B), and administration ($0.98). SOURCE: Kaiser Family Foundation analysis of U.S. Department of Health and Human Services 
announcements regarding provider relief grant allocations and distributions of funds to providers treating uninsured COVID-19 patients and the Government Accountability Office’s 
“COVID-19:Sustained Federal Action Is Crucial as Pandemic Enters Its Second Year,”, March 11, 2021
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Elective Procedures Rebound
As state economies reopened, and governors lifted restrictions on 
elective procedures, many hospitals recovered much of the patient 
volume that was lost in 2020, and in some cases, the acuity level (a 
measure of resources needed for patient care) of patients is higher. 
Patients that deferred care during the pandemic have returned to 
hospitals in order to receive treatment, often resulting in more 
complex cases. Higher levels of patient acuity usually result in 
higher revenue for hospitals, but the additional staff and supplies 
needed to treat these patients can also generate higher operating 
expenses. 

Delta Variant Risks
COVID-19 hospitalizations began dropping sharply in early 2021, 
coinciding with the initial days of the vaccine rollout. But beginning 
in July 2021, COVID-19 hospitalizations began to rise—driven by 
the more infectious Delta variant. By early September, there were 
over 100,000 patients hospitalized with COVID-19, approaching the 
January 2021 peak when over 130,000 patients were hospitalized.

This surge of hospitalizations over the summer of 2021 was driven 
primarily by unvaccinated patients in the southeastern United 
States. Florida and Texas hospitals were hit hard with high numbers 
of COVID-19-positive patients. Many hospitals in Florida chose to 

suspend elective procedures, and in August 2021, Texas Governor 
Greg Abbott asked hospitals to voluntarily delay elective proce-
dures to save beds for COVID-19 patients. 

COVID-19 hospitalizations peaked in early September in Texas and 
Florida and have been declining over the past several weeks (Figure 
2). There is uncertainty about the trajectory of the pandemic, and 
pockets of COVID-19 surges could continue in parts of the United 
States through the fall and winter months. This could possibly 
result in hospitals once again curtailing elective surgeries and other 
procedures.

Labor Shortage Stress
With the latest surge of COVID-19 hospitalizations, NFP hospitals 
across the U.S. are also facing acute labor shortages—particularly 
for nursing staff. In our review of interim FY 2021 financial state-
ments, we have observed that salaries/benefits expense is rising 
for some hospitals. Even before the pandemic, hospitals were 
facing growing challenges related to recruiting and retaining nurses; 
the number of new nurses entering the pipeline of talent has been 
insufficient to offset the numbers of retiring nurses. The pandemic 
has exacerbated the nursing shortage. A growing number of 
nurses have retired or left the industry due to difficult working 
conditions, including higher caseloads and sicker patients. 
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FIGURE 2. NUMBER OF COVID-19 PATIENTS IN U.S. HOSPITALS

Daily hospital occupancy, July 15, 2020–October 26, 2021
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Hospitals have responded in various, creative ways to address the 
nursing shortage. Many have temporarily hired travelling nurses, 
often at a very high cost. Other health systems have reduced 
service lines or bed counts. Henry Ford Health System, located in 
Michigan, recently reduced its bed count by 7% (or 120 beds) due 
to a shortage of workers. In addition, the organization plans to fill 
500 of its 1,000 open nursing positions by recruiting nurses from 
the Philippines over the next few years. Providence Health System, 
a large network of hospitals operating in several states in the 
western U.S., plans to invest more than $220 million for hiring and 
retaining healthcare workers. 

Rising labor costs will continue to be a pain point for the sector, but 
we expect most NFP hospitals and health systems will successfully 
navigate this challenge. Last year’s infusion of sizeable fiscal 
support provides a large balance sheet cushion to withstand 
operating challenges.

New Highs for Liquidity
If cash is king, NFP hospitals were royally positioned in FY 2020. 
Moody’s notes in their medians report that “absolute liquidity and 
days’ cash on hand reached new heights” in FY 2020. According 
to their data, median days’ cash on hand improved to 252.6 days 
compare to 203.8 days in FY 2019. The material improvement in 
liquidity is due to several factors, including strong investment 

returns, lower capital spending, and the receipt of Accelerated and 
Advance payments from Medicare. The Medicare Accelerated and 
Advanced Payments program distributed approximately $100 
billion to hospitals for up to six months of projected Medicare 
payments in advance. While the funds must be repaid, they 
provided a significant source of cash for hospitals that were facing 
a liquidity crunch.

Overall Credit Impact
The COVID-19 pandemic has shown that NFP hospitals and health 
systems are essential to the healthcare infrastructure of the United 
States; we expect to continue to invest in the sector. (NFP hospi-
tals, which typically tap the municipal bond market for funding, 
comprise nearly 60% of U.S. hospitals, according to data from the 
Kaiser Family Foundation.) It is our view that the sector will continue 
to be challenged for the remainder of 2021 but will ultimately 
remain resilient due to healthy balance sheets and the guidance of 
management teams that have become more adept at managing 
through the pandemic. 

1“Not-for-Profit and Public Healthcare - US Medians - Financial performance declined 
in 2020 after pre-pandemic stability.” Moody’s Investors Service. September 9, 2021.
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Tourism-Linked Issuers Prove Resilient
How an airport and an electric utility serving two iconic travel destinations successfully 
navigated pandemic-related disruptions.  

by Gary Huang, Research Analyst

The travel sector was quickly upended by the COVID-19 pandemic. 
At the end of February 2020, travel patterns in the United States 
were still normal, based on Transportation Security Administration 
(TSA) checkpoint data. However, by the end of March 2020, TSA 
checkpoint data showed travel volumes declining 94% from one 
year earlier. 

Fears over travel demand affected investor perceptions of certain 
issuers in the normally stable municipal bond space. However, 
almost all tourism-linked names in the municipal market have not 
only survived what seemed like worst-case scenarios during the low 
points of 2020 but did so with very little impact on their public credit 
ratings. This resiliency was observed in McCarran International 
Airport, which serves tourism-dependent Las Vegas, and Anaheim 
Electric, which serves Disneyland.

McCarran International Airport
In a previous Muni Quarterly article, we discussed how the U.S. 
airport sector, in general, held steady through the pandemic. We 
noted tremendous resilience because (1) airport revenues are not 
directly linked to passenger volume; (2) federal aid has been very 
significant; (3) liquidity positions were strong going into the 
pandemic; and (4) airports provide essential services, often as 
monopolies within a specific geographic area.

However, out of all U.S. airports, some viewed McCarran as 
especially vulnerable to the pandemic, given Las Vegas’ significant 
tourism traffic and dependency on indoor activities, like shows, 
conventions, and clubs. Despite these fears, the airport successfully 
navigated through the worst of the pandemic, given strong liquidity 
and federal support. Per Moody’s Investors Service, McCarran had 
759 days cash on hand at the end of fiscal year 2019, and still had 
661 days cash on hand at the end of fiscal year 2020. Federal 
support from the CARES Act and the American Rescue Plan Act 
could represent, in aggregate, close to a normal year’s worth of 
operating revenues. 

On April 22, 2021, S&P Global Ratings revised the credit outlook on 
essentially all U.S. airports back to a stable outlook, from negative, 
given ongoing economic and travel recovery catalyzed by wide-
spread vaccine distribution. A very small number of airports 
remained on negative outlook, including McCarran. However, on 
August 23, 2021, S&P revised McCarran senior bonds from an A+ 
rating with a negative outlook to A+ with a positive outlook, notably 
bypassing the “stable” designation. McCarran became just the 
second airport revised to positive by S&P since the onset of the 
pandemic. S&P noted that July 2021 monthly enplanements at the 
airport were 92% of July 2019 levels, which is close to normalcy; 
this level of recovery is outperforming nationwide trends. 
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At this point, McCarran is not only showing more resilience than 
many had previously expected, but it may be one of the better-per-
forming airports from a credit standpoint.

Anaheim Electric
In March 2020, Disneyland closed indefinitely amid pandemic 
concerns. A few days after the Anaheim-based theme park was 
shuttered, Anaheim Electric fully drew on its $100 million revolving 
loan, which is typically a sign of financial distress. Some investors 
instinctively concluded that Anaheim Electric was in trouble, but we 
believed the credit was fundamentally strong and eventually the 
unfavorable headlines and negative market sentiment would 
subside. 

First, the revolver borrowing was preemptive in nature; Anaheim 
Electric’s liquidity was sound at the time, in our view, and has 
continued to be sound throughout the pandemic. Per S&P, liquidity 
exceeded 170 days’ cash on hand throughout 2020 and is pro-
jected to reach 280 days’ cash on hand in 2021. Secondly, the 
utility’s service area is broader than just Disneyland, with 85% of its 
customers being residential, based on May 2021 data. While most 
revenues do come from commercial and industrial customers, like 
Disneyland and hotels, declines in commercial and industrial 
demand in 2020 were partially offset by increases in residential 
demand (given a greater number of customers staying at home and 
favorable weather conditions). 

The key strength of Anaheim Electric, though, is its unregulated and 
monopolistic rate-setting authority. The utility has consistently raised 
rates as needed and prudently cut expenditures in 2020, as well, to 
help offset revenue declines. 

When Disneyland reopened at the end of April 2021, the negative 
headlines and sentiment subsided, and despite the theme park’s 
long closure, credit-rating impacts on Anaheim Electric were 
ultimately minimal. Moody’s and Fitch Ratings have not moved their 
ratings or outlooks at all during the pandemic. At the beginning of 
the pandemic, S&P revised the rating to AA- with a negative outlook, 
from AA- with a stable outlook, but in May 2021 the agency revised 
Anaheim Electric’s outlook back to stable. 

There are not many worse scenarios for Anaheim Electric than a 
prolonged Disneyland closure. Nevertheless, the utility was able to 
navigate this environment well, with only slight impacts to its 
financial profile and essentially no long-term impact on its public 
credit ratings. This resilience underscores the utility’s fundamental 
strengths. 

A Final Word
After a difficult 2020, the U.S. economy has largely reopened, and it 
seems like society is unwilling to close again. This bodes well for 
travel-linked names in the municipal bond market. There are no 
absolutes, of course; some tourism-dependent borrowers in the 
municipal market, like certain single-site hotels, are still struggling. 
However, these credits are backed by a narrow revenue stream, not 
a broad enterprise. Throughout the pandemic, we have generally 
preferred more resilient credits in this relatively challenged sector. 



www.lordabbett.com/munis

11

ABOUT THE AUTHORS

Eric M. Friedland, CFA  

As Director of Municipal Bond Research, Mr. Friedland is responsible for managing Lord Abbett’s municipal bond re-
search group, which makes credit recommendations to the portfolio managers for the purchase of municipal bonds in 
the primary and secondary market. In this role, he also oversees credit surveillance of the municipal bonds held in the 
mutual funds and separately managed accounts. 

Mr. Friedland began his career in the financial services industry in 1985 and joined Lord Abbett in 2015. 

Mr. Friedland earned a BA from the State University of New York at Albany, an MS from Northeastern University Graduate 
School of Accounting, and an MBA from Duke University Fuqua School of Business. He also is a holder of the Chartered 
Financial Analyst® (CFA) designation. 

Sarah V. Ali, MPA

Sarah Ali is a Research Analyst for Lord Abbett’s Municipal Bond Research team, which supports all the tax-free, fixed- 
income capabilities.

Ms. Ali joined Lord Abbett in 2019. Her previous experience includes serving as Vice President - Municipal Credit Analyst 
(Healthcare) at PIMCO; Director, Municipal Credit Analyst at Metlife Investments; and various roles at Moody’s Investors 
Service. She has worked in the financial services industry since 2005.

She earned a BA in political science from the University of Notre Dame and an MPA from New York University.

Richard T. Gerbino, CFA 

Richard Gerbino is a Research Analyst for Lord Abbett’s Municipal Bond Research team.

Mr. Gerbino joined Lord Abbett in 2019. His previous experience includes serving as Associate Vice President, Invest-
ment Banking, Municipals at Barclays Capital and Associate Vice President, Audit Analyst, Counterparty Credit Risk at 
Bank of America. He has worked in the financial services industry since 2012.
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He earned a BA in economics from the University of California, Los Angeles and an MPA from New York University’s 
Robert F. Wagner Graduate School of Public Service.
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•  Municipal bonds (as represented by the Bloomberg Municipal Bond Index) produced positive returns of 0.79% for first nine months of 2021. 
Municipal bonds outperformed Treasuries, as the Bloomberg U.S. Treasury Bond Index had negative returns of 2.50% during the same period.  

•  The broader Bloomberg U.S. Aggregate Bond Index returned negative 1.55%, underperforming the municipal index. Further, because municipal 
bond interest is not federally taxable, municipal bond return outperformance was more significant on an after-tax basis.

•  Treasury rate increases, particularly during February and March, drove negative returns across most fixed-income asset classes. The increase in 
Treasury rates reflected U.S. investor optimism about coronavirus vaccines and Democrats’ proposed new round of economic stimulus. After a 
pullback in the summer, rates rose again in September due to moderating economic growth, increasing inflation, and the prospect of tighter U.S. 
monetary policy.

•  Even with the rise in Treasury rates, municipal bonds had positive returns due to constructive supply/demand dynamics.

•  High yield bonds had the best performance in the municipal market, as the Municipal High Yield Index returned 6.53%. 

•  Investment-grade, general obligation bonds posted lower returns than investment-grade revenue bonds, while longer-duration, high-grade bonds 
generally outperformed short and intermediate bonds.

MUNI MARKET MONITOR
As of September 30, 2021

Returns for Bloomberg Municipal Bond Indexes*

Source: Bloomberg. 
*As represented by Bloomberg Barclays indexes for each category (see “Important Information” below). 
Past performance is no guarantee of future results. Due to market volatility, the asset classes depicted in this table may not perform in a similar manner in the 
future. For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not 
reflect the deduction of fees or expenses and expenses, and are not available for direct investment.

Benchmark through 09/30/2021 3-Year Annualized Returns

Municipal Index 0.79% 4.83%

Municipal Index GO Bond Index 0.30% 4.87%

Municipal Index Revenue Bond Index 1.07% 4.97%

Municipal Index High Yield 6.53% 5.31%

Municipal Index 1-5 Yr. 0.38% 2.67%

Municipal Index 3-15 Yr, Blend 0.51% 4.56%

Municipal Index Long Bond (22+) 1.57% 6.01%

Municipal Index California Tax Exempt 0.41% 4.76%

Municipal Index New Jersey Tax Exempt 2.53% 5.48%

Municipal Index New York Tax Exempt 0.94% 4.47%

•   Except for the first year, municipal yields moved higher at all points on the curve during the first nine months of 2021. 

•  The municipal bond yield curve steepened at the short and intermediate parts of the curve and flattened at the long end. While the spread 
between the 10-year and the 30-year bond yield decreased by 15 basis points (bps), the spread between the 2-year and the 10-year bond 
yield increased by 40 bps. 

•  That said, the municipal bond curve remains flatter than the Treasury curve. The yield difference between the one-year and 30-year maturities 
for municipal bonds was 154 bps, as compared to 201 bps for Treasury bonds. 

Yield Curve Changes for ‘AAA’ Rated General Obligation Bonds
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Monthly Flows into Municipal Bond Mutual Funds, October 2020–September 2021

Source: J.P. Morgan.
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•  Fund flows for the first nine months of 2021 were $89 billion. The current year-to-date inflow is the second highest among full-year, calendar 
inflows since the inception of the data in 1992.  

•  Demand for tax-exempt municipal bonds continues to be spurred in large part by the relatively attractive, tax-equivalent yields, positive 
outlook for credit quality, low volatility compared to other markets, and the possibility of higher income tax rates.

•  Fund flows have been strongest for long-term funds, with high yield funds seeing significant flows for most months, though the pace slowed  
in September.  

Municipal Bond Yield Ratios versus U.S. Treasuries of Comparable Maturity 

Source: Thomson Reuters MMD.

Maturity 12/31/2020 9/30/2021
'21 YTD 

High
'21 YTD 

Low
5-Year  
High

5-Year  
Average

5-Year  
Low

2-Yr. 116.7% 58.6% 166.7% 25.0% 801.8% 91.2% 25.0%

5-Yr. 61.1% 50.5% 86.9% 39.3% 625.3% 80.9% 39.3%

10-Yr. 77.2% 74.5% 81.6% 54.6% 363.6% 89.7% 54.6%

30-Yr. 84.2% 79.9% 84.3% 63.5% 252.0% 96.5% 63.5%

•  While ‘AAA’-rated muni/Treasury ratios have decreased at all parts of the curve, they declined most significantly at the short end, and they 
remain below the five-year averages. However, these levels are more in line with ratios that were reported prior to 2008.

•  Technicals remain constructive for municipal bonds, as there were strong, positive fund flows and a manageable level of municipal bond 
issuance during the first nine months of 2021. New issuance was $346 billion for the first nine months of 2021, down 3% from the 
year-earlier period. Taxable municipal bonds accounted for $81 billion of new issuance (24% of total), as compared to $106 billion (30%) 
for the same period in 2020.

•  Year over year, new money issuance increased by 17%, while refundings decreased by 30% due to a combination of higher taxable rates 
and some issuers waiting to see if the tax bill proposals include the return of tax-exempt refundings. The U.S. tax law enacted in late 2017 
prohibited the use of tax-exempt bonds for advance refundings. 
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IMPORTANT INFORMATION

This commentary may contain assumptions that are “forward-looking statements,” which are based on certain assumptions of future events. 
Actual events are difficult to predict and may differ from those assumed. There can be no assurance that forward-looking statements will materi-
alize or that actual returns or results will not be materially different from those described here.

This material is provided for general and educational purposes only. It is not intended as an offer or solicitation for the purchase or sale of any 
financial instrument, or any Lord Abbett product or strategy.  
References to specific asset classes and financial markets are for illustrative purposes only and are not intended to be, and should not be inter-
preted as, recommendations or investment advice.

References to specific securities and issuers are for illustrative purposes only and are not intended and should not be interpreted as recommen-
dations to purchase or sell such securities. The securities referenced may or may not be held in portfolios managed by Lord Abbett and, if such 
securities are held, no representation is being made that such securities will continue to be held. This is not a representation of any securities 
Lord Abbett purchased or would have purchased or that an investment in any securities of such issuers would be profitable.

Past performance is not a reliable indicator or a guarantee of future results.

A Note about Risk: The value of an investment in fixed-income securities will change as interest rates fluctuate and in response to market move-
ments. As interest rates fall, the prices of debt securities tend to rise. As rates rise, prices tend to fall. Investing in the bond market is subject to 
risks, including market, interest-rate, issuer, credit, inflation risk, and liquidity risk. The municipal bond market may be impacted by unfavorable 
legislative or political developments and adverse changes in the financial conditions of state and municipal issuers or the federal government 
in case it provides financial support to the municipality. Income from the municipal bonds held could be declared taxable because of changes 
in tax laws. Certain sectors of the municipal bond market have special risks that can affect them more significantly than the market as a whole. 
Because many municipal instruments are issued to finance similar projects, conditions in these industries can significantly affect an investment. 
Income from municipal bonds may be subject to the alternative minimum tax. Federal, state, and local taxes may apply. Investments in Puerto 
Rico and other U.S. territories, commonwealths, and possessions may be affected by local, state, and regional factors. These may include, for 
example, economic or political developments, erosion of the tax base, and the possibility of credit problems.

Souces for “Is Muni Bond Credit Quality Drought Tolerant?” article from page 4:

1. CA/NV Drought update (Drought.gov) 8/26/2021  
(https://www.drought.gov/drought-status-updates/drought-status-update-california-nevada-6) 

2. US Drought Monitor, University of Nebraska (https://droughtmonitor.unl.edu/) 
3. “Could the Western U.S. Drought Threaten Municipal Credit Stability?” S&P Global, August 18, 2021
4. “Climate Threats and Aging Infrastructure Portend Rising Credit Risks for Many Utilities,” Moody’s, May 7, 2021
5. “Drought-Driven Water Supply Cuts Pose Long-Term Risks for Utilities in Arizona, California and Nevada”, Moody’s, August 24, 2021
6. “Severe Drought Strains Already Tight Power Markets in Western US, Moody’s, August 18, 2021 
7. “Water Utilities Prepared for Current Drought; Climate Risks Will Intensify Threat over Time,” Moody’s, July 6, 2021 
8. Phoenix Water https://www.phoenix.gov/sustainability/water 
9. “San Diego Water Agency’s P3 Desalinization Plant Financing Holds Up, The Bond Buyer, September 2, 2021
10. Presentation for the Regional Recycled Water Program, The Metropolitan Water District of Southern California
11. “Poseidon Wins Key Permit for Desalination Plant in Huntington Beach,” The Orange County Register, April 29, 2021 
12. “Pure Water” Presentation, City of San Diego, Calif. 

GLOSSARY OF TERMS

Treasuries are debt securities issued by the U.S. government and secured by its full faith and credit. Income from Treasury securities is exempt 
from state and local taxes.

A basis point is one one-hundredth of a percentage point.

The CARES (Coronavirus Aid, Relief, and Economic Security) Act is a $2 trillion stimulus passed by the U.S. Congress in March 2020, to 
blunt the impact of an economic downturn set in motion by the global coronavirus pandemic.

Environmental, social, and governance (ESG) criteria are a set of standards for a company’s operations that socially-conscious investors use 
to screen potential investments. 

As defined by the World Bank, green bonds are fixed-income securities that support the financing of climate-friendly projects worldwide.

General obligation (GO) bonds are municipal bonds backed by the “full faith and credit” of a government, and are issued by entities such as 
states, cities, counties, and school districts. 

Revenue bonds are municipal bonds backed by revenues from a specific projects or facilities (such as toll roads, water/sewer systems, or 
airports). 

Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s market price. Spread is the difference 
in yield between two different investments.
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Yield curve is a line that plots the interest rates, at a set point in time, of bonds having equal credit quality, but differing maturity dates. The 
most frequently reported yield curve compares the three-month, two-year, five-year and 30-year U.S. Treasury debt. This yield curve is used as 
a benchmark for other debt in the market, such as mortgage rates or bank lending rates. The curve is also used to predict changes in economic 
output and growth.

The Bloomberg Municipal Bond Index is a rules-based, market-value-weighted index engineered for the long-term, tax-exempt bond market. 
Bonds must be rated investment-grade (Baa3/BBB- or higher) by at least two ratings agencies. They must have an outstanding par value of at 
least $7 million and be issued as part of a transaction of at least $75 million. The bonds must be fixed rate, have a dated-date after December 
31, 1990, and must be at least one year from their maturity date.

The Bloomberg California Tax Exempt Municipal Bond Index, Bloomberg Barclays New Jersey Tax Exempt Municipal Bond Index,  
and Bloomberg Barclays New York Tax Exempt Municipal Bond Index are state-specific subgroups of the Bloomberg Barclays Municipal 
Bond Index. 

The Bloomberg General Obligation Municipal Bond Index and Bloomberg Barclays Revenue Bond Municipal Bond Index are catego-
ry-specific subgroups of the Bloomberg Barclays Municipal Bond Index.

The Bloomberg Municipal Bond Short 1-5 Year Index is the Muni Short 1-5 year component of the Bloomberg Barclays Municipal Bond index. 

The Bloomberg High Yield Municipal Bond Index is an unmanaged index consisting of non-investment-grade, unrated or below Ba1 bonds.

The Bloomberg Long Current Coupon (22+ Years) Municipal Bond Index is a total return benchmark designed for long-term municipal 
assets. The index includes bonds with a minimum credit rating of BAA3, issued as part of a deal of at least $50 million, with an amount outstand-
ing of at least $5 million and a maturity of 22 years or greater, with a dollar price of $96 to $104, and issued after December 31, 1990.

The Bloomberg U.S. Aggregate Bond Index represents securities that are SEC-registered, taxable, and dollar denominated. The index covers 
the U.S. investment-grade, fixed-rate bond market, with index components for government and corporate securities, mortgage pass-through 
securities, and asset-backed securities. Total return comprises price appreciation/depreciation and income as a percentage of the original 
investment.

The Bloomberg U.S. Treasury Bond Index measures U.S. dollar-denominated, fixed-rate, nominal debt issued by the U.S. Treasury.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. 

Bloomberg Index Information: 
Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates 
(collectively “Bloomberg”). Bloomberg owns all proprietary rights in the Bloomberg Indices. Bloomberg does not approve or endorse this 
material or guarantee the accuracy or completeness of any information herein, or make any warranty, express or implied, as to the results to 
be obtained therefrom and, to the maximum extent allowed by law, shall not have any liability or responsibility for injury or damages arising in 
connection therewith.

The Thomson Reuters Municipal Market Data (MMD) AAA Curve is a proprietary yield curve that provides the offer-side of “AAA” rated state 
general obligation bonds, as determined by the MMD analyst team. The “AAA” scale (MMD Scale), is published by Municipal Market Data every 
day at 3:00 p.m. Eastern standard time, with earlier indications of market movement provided throughout the trading day. The MMD AAA curve 
represents the MMD analyst team’s opinion of AAA valuation, based on institutional block size ($2 million+) market activity in both the primary and 
secondary municipal bond market. In the interest of transparency, MMD publishes extensive yield curve assumptions relating to various structural 
criteria which are used in filtering market information for the purpose of benchmark yield curve creation. 

The credit quality of the securities in a portfolio is assigned by a nationally recognized statistical rating organization (NRSRO), such as Standard 
& Poor’s, Moody’s, or Fitch, as an indication of an issuer’s creditworthiness. Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). Bonds rated 
‘BBB’ or above are considered investment grade. Credit ratings ‘BB’ and below are lower-rated securities (junk bonds). High-yielding, non-in-
vestment-grade bonds (junk bonds) involve higher risks than investment-grade bonds. Adverse conditions may affect the issuer’s ability to pay 
interest and principal on these securities. 

This may contain information obtained from third parties, including ratings from credit ratings agencies such as Standard & Poor’s. Reproduction 
and distribution of third party content in any form is prohibited except with the prior written permission of the related third party. Third party con-
tent providers do not guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and are not responsi-
ble for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content. THIRD 
PARTY CONTENT PROVIDERS GIVE NO EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF 
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE. THIRD PARTY CONTENT PROVIDERS SHALL NOT BE LIABLE 
FOR ANY DIRECT, INDIRECT, INCIDENTAL, EXEMPLARY, COMPENSATORY, PUNITIVE, SPECIAL OR CONSEQUENTIAL DAMAGES, COSTS, 
EXPENSES, LEGAL FEES, OR LOSSES (INCLUDING LOST INCOME OR PROFITS AND OPPORTUNITY COSTS OR LOSSES CAUSED BY 
NEGLIGENCE) IN CONNECTION WITH ANY USE OF THEIR CONTENT, INCLUDING RATINGS. Credit ratings are statements of opinions and are 
not statements of fact or recommendations to purchase, hold or sell securities. They do not address the suitability of securities or the suitability of 
securities for investment purposes and should not be relied on as investment advice.
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IMPORTANT INFORMATION 
 
The information provided is not directed at any investor or category of investors and is provided solely as general information about 
Lord Abbett’s products and services and to otherwise provide general investment education. None of the information provided should 
be regarded as a suggestion to engage in or refrain from any investment-related course of action as neither Lord Abbett nor its affili-
ates are undertaking to provide impartial investment advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are 
an individual retirement investor, contact your financial advisor or other fiduciary about whether any given investment idea, strategy, 
product or service may be appropriate for your circumstances.

The opinions in this commentary are as of the date of publication, are subject to change based on subsequent develop-
ments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a forecast, 
research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment 
strategy, and is not intended to predict or depict the performance of any investment. Readers should not assume that 
investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves 
risk, including possible loss of principal. This document is prepared based on the information Lord Abbett deems reliable; 
however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a 
financial advisor prior to making an investment decision.

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett Funds. This 
and other important information is contained in the Fund’s summary prospectus and/or prospectus. To obtain a prospectus 
or summary prospectus on any Lord Abbett mutual fund, contact your investment professional, Lord Abbett Distributor 
LLC at 888-522-2388 or visit us at lordabbett.com. Read the prospectus carefully before you invest.

For more information, visit us at lordabbett.com.
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