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Spotlight on the Land of Lincoln
The city of Chicago and the state of Illinois may have alleviated some near term risk with
their proposed budgets, but will need to identify new sources of revenue in the long run.
by Eric M. Friedland, CFA, Director of Municipal Bond Research

City of Chicago

The City of Chicago and the State of Illinois continue to capture
the attention of municipal bond investors. While the City and the
State are known for having outsized unfunded pensions, they’re
also recognized for their large and diverse tax bases, and are
home to the headquarters of numerous Fortune 500 companies.
Both credits suffered as years of political brinksmanship
resulted in fiscal structural imbalance.

There were no surprises when the Mayor of Chicago presented
the proposed 2020 budget on October 23. Many viewed the
budget proposal as more of a stop-gap measure, rather than one
that solves for structural balance. Chicago faces $30 billion of
unfunded pension liabilities and its required payments to the
retirement system will continue to grow significantly in years to
come. Therefore, sizable new revenue sources will need to be
identified over the next several years, such as increased property
taxes, along with significant expense cuts.

Now, with a Governor and State legislature more in alignment,
the State should be better positioned to manage finances more
effectively and have a collaborative relationship with the City.
Both entities produced budgets this year that relied more on
recurring solutions, rather than “one-time fixes.” Although
this has alleviated near-term risk, both the City and State will
be required to identify new revenues to ensure long term
structural balance.

Unlike in past budget proposals, the Mayor chose not to recommend issuing pension obligation bonds or a bond refinancing
structure which extends the overall term of the outstanding debt
(also known as “scoop and toss”). What’s more, the City
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employed more recurring revenue solutions than in the past, and
did not raise property taxes for a second consecutive year, or rely
significantly on one-shots. However, several budget measures
will need to be approved by State Legislature in the fall session.
These include a graduated real estate transfer tax and a
revamped casino tax structure to make a Chicago casino viable.
Other new revenues will include new taxes on ride-share
services, restaurants and parking. The largest component of
closing the gap will come from the refinancing of $1.3 billion of
general obligation (GO) bonds with higher rated sales tax
securitized bonds. This is expected to generate $200 million of
savings, but will need City Council approval.

Fast forward to the current fiscal year, and there is a new
Governor, a Democrat, who delivered on pushing his $40.6 billion
“bridge budget” through the legislature, pretty much getting
everything he wanted. The budget relies heavily on new revenues
to pay for higher expenses, and increased borrowing to pay down
a backlog of past-due bills and future pension liabilities.
Included are tax increases on gasoline, cigarettes, parking, and
vehicle registration. However, most significantly, the Governor
succeeded in landing a question on the 2020 ballot to amend the
Illinois constitution to try to change its tax structure from a flat
rate to his preferred graduated income tax plan. Under the
proposal, the top rate will be 7.9%. The November 2020 ballot
initiative will require 60% passage, and according to the Governor’s estimates, would raise $3.4b. The Governor contends that
97% of taxpayers will pay no more than they do now because
those earning less than $250,000 would pay, at most, the current
4.95% rate that applies to the flat tax.

The rating agencies viewed the budget as adequate (no rating
change is expected), but they will be watching to see if the State
approves the new revenue measures or will be able to make
midterm expense cuts if they are not realized. Given the challenges the City faces in solving for structural balance in the
immediate term, and the more supportive State Legislature and
Governor, as compared to the prior administration, this approach
appears to have some merits but will be tested by the economy
over the next year. It will provide the City with some time to
incorporate more permanent revenue enhancement and employ
meaningful expense cuts.

This proposal will address the near-term budget gaps facing
Illinois. However, it still has significant challenges; including a
$6.6 billion bill backlog and $133 billion in unfunded pension
liabilities. The budget outlines plans to reduce the sizable
unfunded pension obligation. This includes dedicating $200
million of new revenue from a proposed graduated income tax,
issuing pension obligation bonds (POBs), and extending the
buyout programs. Voter approval of the graduated tax plan will
be a critical component of any effort to solve the structurally
unbalanced budget. The State’s GO bond ratings are just slightly
in investment grade territory (Baa3/BBB-/BBB), so any downgrades would be very impactful. All three rating agencies agree
that the fiscal 2020 budget signals near-term credit stability but
that further progress is needed toward structural balance.

State of Illinois
For the second year in a row, the Illinois legislature passed the
annual state budget in June 2019, on time and with little
dissension. This was especially good news, as it wasn’t too long
ago that the State had been unable to pass a budget for a
two-year period (July 2015 until August 2017). During that
period, the State’s credit deteriorated more because of political
disagreement rather than economic distress.

Like Chicago, mitigating some of the fiscal stress is the fact that
the long-term economic prospects for the State are relatively
good. The economy is well-balanced across employment sectors
and is home to the nation’s third- largest city, Chicago. The
economy is the fifth largest in the United States and 18th largest
worldwide, and 36 Fortune 500 companies are headquartered in
Illinois. In addition, as a state, Illinois has a high degree of
flexibility to raise revenues and defer disbursements.

With a Republican Governor and a legislature controlled by Democrats, there was unwillingness by both sides to compromise.
Financial operations remained out of balance, as the expiration
of temporary tax hikes was not met with a commensurate
decrease in expenses. The State spent far in excess of tax
revenues, which resulted in a rapidly escalating liquidity crisis,
as payables to vendors escalated. In addition, no progress had
been made in funding its pension debts. In August 2017, the
Governor finally agreed to the reinstatement of higher tax rates
and the budget passed.

The City of Chicago and State of Illinois bonds will remain in the
headlines for the municipal bond market and we will continue to
follow them closely going forward.
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From a muni-bond credit perspective,
we find it useful to assess the
effectiveness of ESG strategies from
the constituent’s point of view

ESG and Municipal Bonds: Taking the Local View
This is the first in a series of articles exploring ESG considerations in different
sectors of the municipal bond market.
by Roman Schuster, Associate Research Analyst

Local municipalities are supposed to operate in the interest of
the public good (think education, transportation, sanitation, and
so on), and their debt issues would seem to be logical candidates
for inclusion in environmental, social, and governance (ESG)
strategies. Nevertheless, it is not always easy operating in the
public good, and factoring ESG considerations into our credit
analysis involves looking beyond reported financial data and
metrics to other sources—news outlets, public databases,
professional and industry associations—to understand how
these local municipal-bond issuers might be performing with
regard to the ESG standards that have become increasingly
important to investors and community residents alike.

point of view. How are government policies and legislative
actions affecting life “on the ground” for residents of these
municipalities?
Starting with those considerations, what are some of the ways we
assess local muni-bond issuers through each of the ESG lenses?

Social
Perhaps the most tangible social good provided by local municipalities is public education. Data from the National Association of
State Budget Officers indicates that one-fourth of all state
spending is on K-12 education. How do we measure the social
impact of all that tax money? One way is through student
outcomes. The State of Michigan provides a useful example, as it
publishes annual scores for every public school in its system,
which can be easily accessed by parents and muni credit analysts
alike. Incorporating graduation rates and scores on proficiency
tests, the School Index can be further broken down to see how
economically disadvantaged students are performing versus their
peers in the same building. Transparent reporting like this, while
not yet standard in every state, is becoming more popular and is
an indispensable tool in analyzing social responsibility.

One first principle to keep in mind is that public works are
inherently limited by the tax bases that fund them, so when
considering ESG factors in municipals we look at relative
outcomes rather than absolute outcomes. For example, looking
at student graduation rates relative to poverty levels in a given
school district will give us a better idea of the social good being
provided than just looking at student outcomes alone, and
assessing teacher pay relative to cost of living in the area will
tell us more about the municipality’s governance than simply
checking to see that teachers were given on-schedule raises.

With labor disputes raising the issue of teacher pay to national
attention, another way we look for social responsibility on the
municipal level is by checking that teachers are paid fairly in

One other perspective that we find useful in assessing ESG
effectiveness is by looking at things from the constituent’s
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Governance

CHART 1. WHAT ARE SOME OF THE ISSUES EXAMINED IN
ESG STRATEGIES?
Environmental
Issues

Social
Issues

Governance
Issues

Climate change and
carbon emissions

Customer satisfaction

Board composition

Air and water pollution Data protection and
privacy

Audit committee
structure

Biodiversity

Gender and diversity

Bribery and corruption

Deforestation

Employee engagement Executive compensation

Energy efficiency

Community relations

Municipal investors have long focused on whether local-government issuers have strong budgetary practices, timely audits and
a multi-year capital plan. Therefore, when evaluating the
governance of municipalities, we look at additional factors
outside of what typically gets picked up in a pure credit rating.
One such factor is diversity in leadership. A democratically
elected official will generally represent the specific needs of the
community that elected them, so one strong indicator of
responsibility in governance is representative diversity in
non-elected positions, such as school superintendents. To make
sure that the diversity is a good representation of the underlying
population, we cross check demographic data from the most
recent U.S. census estimates.

Lobbying

Waste management

Human rights

Political contributions

Water scarcity

Labor standards

Whistleblower schemes

From “Environmental, Social, and Governance Issues In Investing,” CFA Institute, October 2015.

An area of growing importance to municipal governance is
cybersecurity. According to data analysis firm Recorded Future,
more than 40 U.S. municipalities have been hacked in the past
year, including large cities such as Baltimore, Albany (N.Y.), and
Atlanta, prompting the Department of Homeland Security to
issue a memorandum in July urging state and local governments
to take immediate action in securing their networks.1

relation to the cost of living. Higher pay is not only correlated
with better student outcomes, but also directly influences
teacher retention, which in turn contributes to budgetary
stability for school districts.
We also look at what the school districts do outside of their
stated mission, and what kind of assistance they offer to the
more vulnerable groups they serve. Many community colleges
offer reduced tuition for veterans, and some secondary school
districts are starting to offer bilingual or English proficiency
programs for ESL students. Again, we find that programs with
ESG intentions have a secondary effect of bringing more students
into the district, and thus increasing the average daily attendance
count that is the main consideration of state funding formulas.

Ideally every local government would employ its own cybersecurity specialist to design secure systems and respond immediately to threats. We recognize that this is not possible in every
municipality, so there are a few other cybersecurity measures
we look for. Due to the nature of cybercrime, where a small
number or even one single malicious program is used to attack
many interconnected systems, it is important that the response
is coordinated. Credit analysts must also account for other
complex scenarios. For example, municipalities with insurance
protection against network intrusion may actually face a greater
risk of a ransomware attack.

Environmental
Local governments can address critical environmental issues
through procedural and legislative means. Many large metropolitan municipalities seek LEED (Leadership in Energy and
Environmental Design) certification for their new building
projects. There are four levels of LEED certification, corresponding directly to measures of sustainability, energy efficiency, and
indoor environment quality. Buildings that become certified have
the dual benefit of saving energy and resources, as well as
costing less to operate because of those efficiencies. In addition
to the environmental benefits, LEED certification also requires
transparent reporting of energy and water usage, which adds
concrete data to the conservation conversation.

Conclusion
Though local governments may operate with ESG goals as a
key priority, the efficacy of their actions, relative to the means
through which they accomplish these actions, is what really
matters to citizens and ESG-aware investors alike. To this end,
a large part of integrating ESG into our credit analysis of local
governments is trying to step into the shoes of the constituents
in order to figure out how what we’re reading in the audit is
reflected in the quality of life of the community.
We look forward to expanding on how we integrate ESG considerations in other sectors of the municipal bond market in future
issues of The Muni Quarterly.

Though environmental regulations are typically handed down
from the federal government, one area where the primary
responsibility falls on the local government is in noise control.
One way that local governments prevent noise pollution is
through land-use planning–for example, requiring that a
proposed quarry be built sufficiently far from existing residential
buildings. They also set noise control ordinances on everything
from the decibel output of music festivals to the duration of car
alarms. In terms of indoor environment, local governments can
set building codes to require new or remodeled buildings to
include elements that protect inhabitants from exterior noise.

”CISA, MS-ISAC, NGA & NASCIO Recommend Immediate Action to Safeguard Against Ransomware Attacks,” U.S. Department of Homeland Security, July 29, 2019.
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Why Many Senior Living Communities are Undergoing a Rebrand
Senior living residents’ tastes are shifting, and the industry is making changes to
accommodate them. This has some implications for municipal bond markets.
by Kari Gauster, CFA, Research Analyst

Senior living communities are an important sector in the
municipal bond market, representing approximately 10.8% of the
Bloomberg Barclays Municipal High Yield Index. As such, Lord
Abbett selectively invests in this ever-evolving sector. These
facilities, faced with the opening of new competitors and ever
changing preferences among seniors, borrow in the tax-exempt
municipal market to reinvest in their facilities and reposition
their service offerings. Of the bond deals underwritten by
education financing firm Ziegler between 2014 and 2019, 86%
involved an expansion or repositioning of independent living
units, 52% included upgrades to common areas such as dining
venues and wellness centers, and 43% involved modernization of
senior nursing facilities, including conversion to private household models.1

also adding memory care as an alternative, giving residents and
their spouses the opportunity to remain in the community should
the need arise.

Assisted Living, with Amenities and a City View
To meet the changing preferences of seniors and remain
competitive, senior living facilities must constantly analyze their
inventory and even embark upon large repositioning projects.
One trend in the space has been a growing preference for larger
units with modern amenities. Communities have been combining less desirable studio units to create larger one- or two-bedroom units, as well as building new independent living facilities
that meet these expectations. Residents also expect communities to offer a wide range of amenities such as a spa, fitness
center, auditorium, library, a bar, and multiple dining venues.

Retirement Homes Getting an Upgrade

Location is also becoming more of a factor. A growing number of
seniors considering a move into a retirement facility express a
preference for an urban setting, near the city center and the
associated shopping and dining opportunities. Proximity to a
university, stadium or theaters also lends a competitive edge. In
recent years, we have seen a number of new projects that
address these preferences, including Mirabella, a high-end
residential tower located just blocks from downtown Seattle,
Washington; Mirabella at South Waterfront, a 30-story tower
near downtown Portland, Oregon; and The Skyline, a high-rise
facility in downtown Seattle, owned by Transforming Age. In fact,
high demand for independent units at The Skyline has prompted
Transforming Age to build a second, more expensive tower just
next door.

Length of stay and degree of care are two influential factors for
retirement communities looking to revamp outdated facilities.
While many communities traditionally had a single ‘nursing
home’ that handled both short-stay rehabilitation and long-term
stays, communities are now undertaking projects to separate
these two very distinct functions. Short-term nursing facility
residents expect modern, high-tech facilities, with private rooms
and concierge services for post-hospital rehabilitation and
recovery. Long-term residents, on the other hand, seek a
welcoming community space that facilitates close relationships
with staff. These distinct preferences are driving remodels or
replacements of outdated buildings.
Renovating or replacing the nursing facility means many
communities are likewise reducing the number of beds.
Increasingly, residents are expressing a desire to remain in their
independent or assisted living units longer, even until the end of
life, and bypassing a stay in a senior nursing facility altogether.

Rebranding Retirement Communities for
Broader Appeal
Lifestyle preferences among new and future residents are also
changing the face of retirement homes. We’re seeing rebranding
efforts to highlight a focus on active aging, healthy living and
community engagement. What’s more, communities with
religious or geographically specific names have rebranded in
order to broaden their appeal: Virginia United Methodist Homes
is now Pinnacle Living; Virginia Baptist Homes was renamed
LifeSpire of Virginia; and Lutheran Social Services of Michigan is
now Samaritas.

Communities are making strides to accommodate these
preferences. Independent and assisted living units are being
constructed with the flexibility for future alterations that would
allow for a higher level of care. Some senior living communities
are actively partnering with or starting up their own home health
agencies. This makes it possible for residents of independent
and assisted living to utilize these services as needed while
remaining in their own homes. More and more communities are

1

Ziegler Senior Living Finance Z-News, November 2019.
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The U.S. Census Bureau projects growth in the 75+ population to
spike to 5.6% in 2022, up from 2.3% annually between 2015 and
2021, as the early Baby Boomers age into this cohort. To attract
this new generation of seniors to retirement facilities, we believe
a focus on consumer preference will be key. Competition,
changing consumer preferences and ever-shifting healthcare

regulations are likely to remain challenges for the senior living
sector, driving the need for in-depth credit analysis. In our
opinion, the most successful senior living facilities will be those
that continually survey the market and adjust their product
offering accordingly.

7

www.lordabbett.com/munis

Low Gas Prices Boost Traffic and Credit Quality of Toll Roads
Behind the improving credit quality for toll road muni bonds is a growing U.S. economy
and low gas prices; both are driving traffic volume higher.
by Derek Gabrish, CFA, Research Analyst

The credit quality of toll road muni bonds has continued to improve
over the past five years, boosted by strong demand for facilities, as
well as rate increases, and operating efficiencies. Since 2014, of
the 18 largest issuers (each with $1 billion in debt or more), 14
have been upgraded, one has been downgraded, and three have
had their ratings affirmed by the major credit-rating agencies (see
Table 1). The five-year compound annual growth rate of traffic at
all the facilities monitored by Moody’s was 3.2% from 2012-2017.
At the same time, most toll roads have raised tolls or moved to
inflation-adjusted toll policies. Of the 18 largest issuers of debt, 10
have changed to index price tolling (based on local inflation) and all
but two have experienced a rate increase over the five-year period
resulting in stronger revenue growth. Conversion to all-electronic
tolling continues across the sector, which has lowered labor costs,
as toll collectors are eliminated. Savings estimates in Florida were
$10 million a year on the southernmost portion of the turnpike,
and in California an all-electronic conversion of the Golden Gate
Bridge is estimated to save $16 million over eight years.1 As collection technologies improve, so will revenue, in our opinion.

For example in 2019, the Florida State legislature attempted to
unwind the Miami-Dade County Expressway Authority through
legislation that would create a new tolling authority which would
reduce rates and limit future toll rates. The bill was passed and
signed by the governor which led to downgrades of the authority by
Moody’s, Fitch, and Standard & Poor’s and a subsequent lawsuit
filed by the Expressway against Florida. The bill, HB 385, has since
been overturned and deemed unconstitutional by the courts, but
the damage has already been done with the Expressway’s credit
falling lower, although remaining in the ‘A’-rated category.
Other potential political risk includes the siphoning of funds by
struggling states from toll facilities. For years both New Jersey
and Pennsylvania Turnpikes have sent millions of dollars to their
respective state coffers, and an on-going risk remains that these
transfers could increase as the states’ fiscal positions deteriorate.
Currently, both these states have contracts in place that fix the
amount of transfers, but with a new regime change there is also
risk to changes in those contracts.
Our team believes that credit quality in the toll road sector will
remain stable over the next year as traffic growth and rate
increases will overshadow rising political risks.

So what could stop toll roads in their tracks?
Slowing economic growth is one factor to watch for in terms of
future toll road performance, but another is political risk. Intervention from government officials can negatively affect credit quality.

All data herein from www.governing.com as of October 28, 2019 unless
otherwise specified.
1
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TABLE 1. THE CREDIT QUALITY OF TOLL ROAD MUNI BONDS HAS IMPROVED OVER THE PAST FIVE YEARS
Obligor

State

LT Debt
Outstanding (000)

2014 RATINGS

2019 RATINGS

S&P / Moody’s

S&P / Moody’s

Index
Pricing

Electronic
Tolling

Pennsylvania Turnpike Sr. Lien

PA

$12,057,400

NR/A1

NR/A1

—

82%

New Jersey Turnpike

NJ

$11,130,862

A+/A3

A+/A2

—

83%

North Texas Tollway Authority

TX

$10,041,513

A-/A2

A+/A1

Yes

100%

Illinois St. Toll Highway Authority

IL

$8,424,420

AA-/Aa3

AA-/A1

Yes

90%

Grand Parkway Trans. Corp.

TX

$4,670,824

BBB/NR

BBB/NR

Yes

100%

New York State Thruway

NY

$4,152,274

A/A2

A/A1

—

100%*

Central Texas Turnpike

TX

$2,941,335

A-/Baa1

A-/A3

Yes

100%

Florida Turnpike Enterprise

FL

$2,860,656

AA-/AA3

AA/Aa2

Yes

83%

Central Florida Expressway

FL

$2,569,820

A/A2

A+/A1

Yes

81%

San Joaquin Hills Trans. Corridor

CA

$2,436,961

BBB-/B1

A-/Baa2

—

100%

Foothill / Eastern Corridor Toll Road

CA

$2,436,570

BBB-/Ba1

A-/Baa2

—

100%

Harris County Toll Road Authority

TX

$2,361,924

AA-/Aa3

AA-/Aa2

Yes

N/A

OH Turnpike Sr. Lien

OH

$2,092,120

AA-/AA3

AA/Aa3

—

61%

Maryland Transportation Authority

MD

$2,040,999

AA-/Aa3

AA-/AA2

—

70%

Oklahoma Turnpike

OK

$1,998,693

AA-/Aa3

AA-/AA3

—

75%

Miami Dade Co. Expressway Authority

FL

$1,502,847

A-/A3

A/A3

Yes^

100%

Central Texas Mobility Authority

TX

$1,434,000

BBB-/Baa2

A-/Baa1

Yes

100%

E470 Public Highway Authority

CO

$1,368,656

BBB-/Baa2

A/A2

Yes

100%

Source: www.governing.com. Criteria – Pure Toll revenue pledge, no express lanes, minimum $1 billion in longterm debt. Debt outstanding of entity not any particular lien. The ratings for PA Turnpike and Ohio Turnpike are
Senior ratings. *Plan to convert to 100% by 2020. ^Over-written by recent legislation that is being contested.
Data as of October 30, 2019.

CHART 1. THE PRICE OF GASOLINE REMAINS LOW RELATIVE TO THE 10-YEAR AVERAGE
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MUNI MARKET MONITOR
As of October 31, 2019
RETURNS FOR BLOOMBERG BARCLAYS MUNICIPAL BOND INDEXES*

Benchmark

through 10/31/2019

Municipal Index
Municipal Index GO Bond Index
Municipal Index Revenue Bond Index
Municipal Index High Yield
Municipal Index 1-5yr
Municipal Index 3-15yr Blend
Municipal Index Long Bond (22+)
Municipal Index California Exempt
Municipal Index New Jersey Tax Exempt
Municipal Index New York Tax Exempt

6.94%
6.67%
7.33%
9.92%
3.58%
6.22%
9.65%
7.12%
8.32%
6.56%

3-Year Annualized Returns
3.70%
3.52%
3.93%
6.46%
2.02%
3.34%
3.93%
3.71%
4.85%
3.46%

Source: Bloomberg. Data as of October 31, 2019.
*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.

 unicipal bonds (as represented by the Bloomberg Barclays Municipal Bond Index) produced a positive return of 6.94% for
M
the first 10 months of 2019, slightly underperforming Treasuries, as the Bloomberg Barclays U.S. Treasury Bond Index
returned 7.78% during the same period.
The broader Bloomberg Barclays U.S. Aggregate Bond Index returned 8.85%, outperforming the municipal bond index.

However, because municipal bond interest is not federally taxable, taxable bond returns would have needed to be higher to
outperform on an after-tax basis.
Declines in Treasury rates drove positive returns across all segments of the municipal bond index during the first ten
months of the year. Lower Treasury rates reflected the U.S. Federal Reserve rate cuts, slowing global economic growth,
and trade concerns.
Investment-grade revenue bonds posted higher returns than investment-grade general obligation bonds, while longer-dura
tion and high-yield bonds generally outperformed shorter duration, investment-grade bonds.

n

n

n

n

YIELD CURVE CHANGES FOR ‘AAA’ RATED GENERAL OBLIGATION BONDS
4.0
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Source: Thomson Reuters MMD.
n
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n

Municipal


yields moved lower at all points on the curve during the first ten months of 2019.
The municipal bond yield curve flattened slightly, as rates on bonds maturing from 10 years to 30 years decreased by 79 to

96 basis points (bps), while rates on bonds maturing in less than three years decreased by no more than 70 bps.
Treasury yields decreased by 88 to 106 bps across the curve, with short rates declining more than long rates, resulting in

the curve steepening.
That being said, the municipal bond curve remains much steeper than the Treasury curve. For municipal bonds, the yield

difference between the one-year and 30-year maturities was 95 bps, as compared to 64 bps for Treasury bonds.
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MONTHLY FLOWS INTO MUNICIPAL BOND MUTUAL FUNDS, NOVEMBET 2018 — OCTOBER 2019
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 et inflows of approximately $75.1 billion were reported for the first ten months of 2019, which was the largest such year-toN
date total since the data series was first tracked in 1992.
 emand for tax-exempt municipal bonds has been spurred in large part by those investors facing higher income tax liabilities
D
from the 2017 Tax Cuts and Jobs Act and investors looking to use managed products rather than buying individual bonds.
I nflows were focused in intermediate- and long-term funds. When investors have selected longer maturity funds, a significant portion of the flows have gone into high yield muni funds.

MUNICIPAL BOND YIELD RATIOS VERSUS U.S. TREASURIES OF COMPARABLE MATURITY

Maturity

12/31/2018

10/31/2019

2019 YTD
High

2019 YTD
Low

5 Year
High

5-Year
Average

5 Year
Low

2-yr

70.4%

73.0%

81.3%

56.3%

112.7%

76.8%

56.3%

5-yr

75.5%

75.7%

84.3%

60.0%

103.8%

76.9%

60.0%

10-yr

83.2%

88.2%

88.2%

71.1%

106.5%

89.0%

71.1%

30-yr

99.0%

94.9%

102.0%

83.6%

113.5%

98.9%

83.6%

Source: Thomson Reuters MMD. Data as of June 28, 2019.
n

While


‘AAA’-rated muni/Treasury ratios increased at the short and intermediate points of the curve in the first 10 months of
2019, they decreased at the longer points on the curve. Notably, ratios at the long end declined as lower yields on the shorter
and intermediate maturity bonds pushed investors out along the curve to capture better relative value opportunities.

n	The

outperformance of municipals versus Treasuries occurred because of the positive fund flows and subdued municipal bond
issuance. New issuance was $330.3 billion for the first 10 months of 2019. Although this is 13.5% higher than the volume for
year-earlier period, comparisons were somewhat distorted by the depressed supply in 2018, reflecting the accelerated
issuance in December 2017 ahead of the passage of tax reform. In addition, taxable municipal bonds accounted for $46.2
billion of new issuance—close to double the year-earlier figure.

n	The

2017 U.S. tax law has continued to hinder municipal bond issuance. The bill prohibited the use of tax-exempt bonds for
advance refundings. Although refunding volume has increased, most of the activity is related to the advance refunding of
tax-exempt bonds with taxable bonds.
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IMPORTANT INFORMATION
These commentaries 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 materialize 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 securities and issuers asset classes, and financial markets are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations or investment
advice, and should not be used as the basis for any investment decision. 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.
Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.
The data contained herein is being provided for informational purposes only and is intended to illustrate certain information analyzed during the research process. It does not constitute a recommendation nor
investment advice, and should not be used as the basis for any investment decision. 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.
Risks to consider: The municipal market can be affected by adverse tax, legislative, or political changes, and by the financial condition of the issuers of municipal securities.
The value of an investment in fixed-income securities will change as interest rates fluctuate and in response to market movements. 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. There is no guarantee that markets will perform in a similar manner under
similar conditions in the future.
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.
A general obligation (GO) bond is a municipal bond backed by the credit and taxing power of the issuing jurisdiction rather than the revenue from a given project.
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.
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 Barclays Municipal Bond Index 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 Barclays 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 Barclays General Obligation Municipal Bond Index and Bloomberg Barclays Revenue Bond Municipal Bond Index are category-specific subgroups of the Bloomberg Barclays Municipal
Bond Index.
The Bloomberg Barclays Municipal Bond Short 1-5 Year Index is the Muni Short 1-5 year component of the Bloomberg Barclays Municipal Bond index.
The Bloomberg Barclays High Yield Municipal Bond Index is an unmanaged index consisting of noninvestment-grade, unrated or below Ba1 bonds.
The Bloomberg Barclays 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 outstanding 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 Barclays 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.
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
The Thomson Reuters Municipal Market Data (MMD) AAA Curve (featured at the bottom of page 13) 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-investment-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 content providers do not guarantee the accuracy, completeness, timeliness or availability of any information, including ratings, and are
not responsible 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.
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 affiliates
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.
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IMPORTANT INFORMATION
The opinions in The Muni Quarterly are as of the date of publication, are subject to change based on subsequent developments, 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.
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
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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.
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