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What’s the State of State and Local Government Finances?
A number of favorable trends have allowed a rising percentage of municipalities  
to boost reserves ahead of any future U.S. economic downturn.

by Roman Shuster, Associate Research Analyst

Are state and local governments better prepared to weather an 
economic downturn than in previous cycles? For the most part, 
yes. With the pace of U.S. gross domestic product (GDP) growth 
forecasted to slow in the coming years, many local municipalities 
have continued to bolster financial reserves.   In our view, this 
trend has positive credit implications for issuers of general 
obligation bonds.

A recent review of the fund balances for a representative basket 
of cities, counties, and school districts shows why. In all three 
segments, a greater percentage of municipalities have higher 
reserves relative to annual expenditures, with a smaller share 
having lower reserves, when comparing fiscal 2017 (ended July) to 
fiscal 2012. In 2017, 68% of cities and 67% of counties had reserves 
more than 25% of their expenditures, which is much improved 
from the 2012 levels of 59% and 62%, respectively.

Sales, Property Taxes Boost Revenues
Growing reserves are a direct result of increased sales tax 

receipts, personal income tax receipts, and strong assessed 
valuation growth. With U.S. economic activity accelerating in the 
wake of tax legislation enacted in late 2017, sales tax receipts have 
been growing at a healthy 3-5% nationwide and this trend is 
expected to continue in 2019. This is especially good news for 
municipalities that are heavily reliant on sales tax revenue, such as 
many cities in Arizona and Florida.

Another positive factor from a credit perspective, at least on the 
state level, is the mid-2018 Supreme Court ruling in South Dakota v. 
Wayfair, which effectively gives states a basis for taxing e-com-
merce sales originating from companies based in their state. 
Considering e-commerce accounted for 9.0% of all retail sales in 
the United States in 2017 (up from 5.8% in 2013), this ruling takes 

significant pressure off sales tax-reliant municipalities who would 
not have been able to collect those levies had the ruling gone the 
other way. 

Rising property values in many areas of the United States have 
also helped. Home prices continue to move higher, rising 5.2% 
nationally for the year ended November 2018, according to S&P 
CoreLogic Case-Shiller. However, the growth has not been equally 
distributed. Interestingly, the trend of rising prices in cities seems 
to have reversed in the past year, likely due to the $10,000 limit on 
deductions of state and local property taxes (SALT) under the 2017 
tax bill, which reduced the attractiveness of living in a big, high-tax 
city. The S&P CoreLogic Case-Shiller 20-city composite index of 
residential real estate prices was up just 4.7% over the same 
12-month period. Moreover, growth in home prices nationally was 
slightly under the three-year average of 5.8%, suggesting a possible 
pullback in the near-term. Mortgage rates have retreated from 
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Ready for the rainy day?
Percentage of municipalities with reserves in excess of 25% of expenditures

Source: Lord Abbett. Data cover the fiscal years ended July 31, 2012, and July 31, 2017 (latest available data).
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Increased tax receipts and strong 
growth in assessed property  

valuations have helped bolster 
finances of state and 

local governments.

decade highs of nearly 5% reached in November 2018, but are still 
low compared to historical norms. 

Because local municipalities can levy higher or lower property 
taxes to generate consistent revenue despite constantly-changing 
assessed valuations, a slight slowdown in home prices means very 
little to the bottom line for local governments. In fact, property tax 
revenue for U.S. municipalities is forecasted to grow 2-3% in 2019 
(compared to a compounded annual rate of 1.9% since 2013), 
according to a report from the National League of Cities.

 Stress Points: Infrastructure and Pensions
But local muni-bond issuers do face some fiscal headwinds. Two 

particular points of stress are uncertainty over infrastructure 
spending and rising pension costs. It appears one of the reasons 
that local governments have been borrowing so little in 2019 so far 
is a lack of guidance regarding a possible infrastructure spending 
plan from the federal government. Right now, it is unclear whether 
infrastructure legislation will even be passed by the U.S. Congress, 
to say nothing of how much funding it would provide, where the 
money would be directed, and how it would be paid for. What is 
certain is that multi-decade low jobless rates, new tariffs on steel 
and aluminum, and slowly rising interest rates likely will greatly 
increase the labor, material and financing costs of any large 
infrastructure project. 

Fortunately, municipalities can be more proactive in addressing 
the issue of pension costs. Pension plan contributions are fore-
casted to rise by 8% in 2019, and combined with a 4% forecasted 
growth in 2020, a leading 56-plan benchmark of local municipality 
pension plans is expected to meet its “tread-water” requirement for 
the first time since inception, according to Moody’s.* To boost 
pension contributions, state and local governments must imple-

ment structural increases in revenue available for pension contri-
butions. New Jersey took action last year by passing legislation to 
irrevocably dedicate state lottery revenue for pension contributions 
for the next 30 years. Other changes made by major issuers include 
the state of Connecticut lowering its assumed rate of return to 6.9% 
from 8.0%, while offsetting the near-term balance sheet damage by 
extending the amortization period of its current unfunded liability.

Finally, there is one other important issue which intertwines the 
fiscal health of states and local governments. As school districts 
rely on state aid for up to 80% of their revenue (according to the 
National Center for Education Statistics), it’s important to keep in 
mind the fiscal health of the states when thinking about local 
municipalities. In 2019, state aid is forecasted to grow between 
2-4%, in keeping with its range over the last decade. The median 
state budget reserve increased to 7.9% in fiscal 2019 from 7.3% in 
the previous year. While at the beginning of 2018, S&P had nine 
states on negative outlook; as of March 2019, there were none—the 
first time that has been the case since the 2007–09 recession. (As of 
April 17, 2019, S&P had 49 stable, and one positive, outlooks on U.S. 
states.) Now this is a double-edged sword, seeing as most of the 
previous negative outlooks were removed because of rating 
downgrades, but the lack of any negative outlooks at this time 
bodes well for the future of state aid. 

Summing Up: Municipalities Are Better Prepared
While a prolonged period of U.S. economic weakness could have 

an adverse impact on state and local government finances, all in all, 
we believe municipalities are better prepared to weather an 
economic downturn than they were before the last recession. We 
will continue to pursue attractive valuation opportunities among 
state and local government issuers.

* The “tread water” indicator, developed by Moody’s, measures the annual government contribution required to prevent reported net pension 
liabilities from growing, under reported assumptions.
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The U.S. airport sector, a significant segment of the municipal 
bond market, appears positioned to perform well.  Passenger 
enplanements were up 5% in 2018 thanks to general U.S. 
economic expansion, low oil prices, and added seat capacity and 
we project continued growth, albeit at a slightly more moderate 
rate, in 2019.  Based on these factors, credit fundamentals remain 
strong in the sector.

Fueled by improved corporate profits and consumer confi-
dence, demand for air travel remains elevated. Despite expanded 
seat capacity from the airlines, load factors—which measure the 
percentage of available seating capacity filled with passengers—
are at historic highs, with no signs of abatement.  The low and 
ultra-low cost carriers remain the fastest-growing segment of the 
industry, which should benefit small- and medium-sized airports, 
where these carriers tend to operate.    

Airport Revenues: Headwinds and Tailwinds
As traffic across the country grows, airports have been able to 

capitalize on other sources of revenue such as concessions (food 
and beverage/retail, parking, etc.) allowing for less reliance on 
fees charged to airlines and further supporting credit profiles 
across the sector.  With traffic gains poised to exceed budgeted 

expectations (most airports incorporated the Federal Aviation 
Administration’s 1.9% annual growth projection into their plans), 
we believe the sector is likely to see revenue growth and strength-
ened financials including improved liquidity and higher debt 
service coverage ratios. Headwinds for airport credits center on 
increased leverage from capital improvement projects tied to 
aging and inadequate facilities.  Most of these projects are 
focused on improving or expanding terminal space and conces-
sion schemes rather than enhancements to runways and other 
airfield infrastructure. The facilities that will see the largest 
increases in rates charged to the airlines to fund capital projects 
include Los Angeles (LAX), Chicago O’Hare, San Francisco (SFO), 
Denver, Ft. Lauderdale, Salt Lake City, and Seattle.

Although distress in the sector has been rare, there have been 
airline consolidations in the past which have resulted in airlines 
deciding to eliminate connecting activity (“de-hubbing”) at 
particular airports. When this occurs, credit stress is heightened 
as the remaining airlines are under increased pressure to cover 
operating expenses and debt service. With the likelihood of 
further airline consolidation in the short term being low, we 
believe de-hubbing risk is somewhat mitigated.

Airport Bonds Get a Lift from Solid Fundamentals
Robust U.S. economic growth has been fueling a strong credit outlook for the sector.

by Yeida Reyes, Research Analyst
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On the Runway: A Sampling of Major Construction Projects at U.S. Airports 

Source: Engineering News-Record (based on reports published during 2018).
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Construction: Waiting on an Infrastructure Bill
It is possible that construction plans could accelerate should a 

U.S. infrastructure funding plan come to fruition this year, or if 
Congress moves to make a long overdue increase of the passenger 
facility charge, which is currently capped at $4.50 per enplane-
ment.  Even if a plan is enacted, much of the financial burden of 
capital projects is likely to fall on the shoulders of the airports 
rather than the federal government. Nevertheless, we generally do 
not see a risk of overbuilding, which in the past has placed some 
operators in uncompetitive financial positions.

Risks related to escalating construction costs stemming from 
the U.S.-China trade conflict and tight labor markets should also 
be noted.  Such cost escalations could pressure airport finances, 
but we believe this risk is substantially mitigated by the prevalence 
of fixed-price contracts and airline-managed projects whereby 
airports agree to pay the airlines a fixed price upon project comple-
tion and are thus insulated from such cost overruns.

Furthermore, despite strong demand and large capital projects 
addressing capacity constraints, long-term growth potential for 
airports in large metropolitan areas may be constrained by 
airspace traffic congestion and scheduling restrictions.  While we 
don’t believe this presents a near-term risk for such facilities, it is 
something we will monitor.  

Summing Up: Opportunities in Airport Bonds
While we expect strong performance in the airport sector as a 

whole, security selection remains a key factor in capturing value. 
From a credit perspective, we continue to favor airports that 
demonstrate a trend of strong enplanement growth, serve a robust 
and diverse metropolitan region, have manageable airline costs, 
and a stable carrier base.  We will be selective regarding airports 
that are located in slower-growing service areas, and those that 
have less capacity to accommodate a capital program.

The airport sector is likely 
to see revenue growth and 
strengthened financials 
including improved  
liquidity and higher debt 
service coverage ratios.
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In most cases, management has done well in 
building cash and strengthening balance sheets  
to succeed in the current environment.

Not-for-Profit Hospitals Face Some Headwinds 
The not-for-profit hospital sector is seeing an increase in expenses due to  
several key factors, including cost of medical supplies and pharmaceuticals. 

by Kari Gauster, CFA Research Analyst

Health care remains an essential service and we expect 
continued growth in demand for high acuity hospital-based 
services. However, due to a tight labor market and the high cost 
of medical supplies and pharmaceuticals, we expect expense 
growth in the not-for-profit hospital sector to continue to 
outpace revenue growth. Revenue growth constraints will result 
from reimbursement pressures and limited additional upside 
from Medicaid expansion. What’s more, we believe that growth 
likely will remain below historical norms due to three other key 
factors:  

1. Modest rate increases by commercial payers;

2.  Pressures to use lower cost settings for care and reduce  
a patient’s length of stay; and

3.  A negative payer-mix shift.

In addition to these ongoing challenges, certain cuts to 
reimbursement, starting in 2019, will cause additional strain.  

The Backdrop: Rising Expenses, Competitive  
Labor Market

Expense growth of 5.7% outpaced 4.6% revenue growth in 
2017, based on Moody’s not-for-profit hospital medians, and we 

expect 2018 medians, once available, will show a continuation of 
this trend.  Low unemployment continues to drive salary and 
wage growth that exceeds inflation in many markets.  The tight 
labor market is also leading to an increase of temporary 
contract labor and overtime, especially in nursing and other key 
areas.  The cost of physician employment also continues to 
weigh on margins, as hospitals must offer lucrative contracts to 
doctors to avoid poaching by competitors.  Spending on supplies 
and pharmaceuticals is likewise not expected to abate in 2019.     

Health Care Mergers and Market Share Pressure
Hospitals continue to report modest rate increases from 

commercial payers as negotiating leverage  increases.  To 
control costs, insurers are increasingly teaming up with provid-
ers. One example is the 2018 merger of Aetna and CVS. Aetna 
plans to add clinics to CVS stores that can perform services now 
offered at more expensive physician clinics or urgent care 
centers.  This strategy could easily disrupt traditional referral 
streams, as CVS-employed practitioners refer patients to 
specific hospitals or even bypass hospital care altogether in lieu 
of more cost effective options.  Similarly, Optum, UnitedHealth’s 
healthcare services arm, has been acquiring physician practices, 
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including the anticipated acquisition of DaVita Medical Group, one 
of the nation’s largest medical groups.     

Due to non-acute entrants entering the care delivery space, as 
described above, we also expect pressures on hospitals’ outpa-
tient market share.   To remain competitive, hospitals will be 
forced to invest in outpatient facilities such as freestanding 
emergency departments, urgent care centers and medical office 
buildings.  Pressures from both commercial and governmental 
payers are causing more hospitals to shift to outpatient settings 
for care, causing downward pressure on revenues. Hospitals also 
remain under pressure to lower patients’ length of stay while 
maintaining high quality standards.      

Medicaid Expansion and Reduced Medicare Payments 
While Medicaid expansion has had a positive impact on 

hospital volumes and revenues in recent years, we believe there 
is limited additional upside on this front, as only a handful of 
additional states are likely to implement expansion.  Further-
more, some states’ plans to expand Medicaid involve Section 1115 
waivers that include conservative provisions expected to nega-
tively impact ultimate enrollment.   Medicaid expansion is 
anticipated in Utah and North Carolina but would include work 
requirements for the new enrollees.  Ohio and Virginia have 
already expanded Medicaid, and requested federal permission to 
add work requirements.   The result would likely be a decline in 
Medicaid enrollment in those states, leading to an increase in 
uninsured patients and hospital bad debt. 

Hospitals are experiencing a pronounced shift from commer-
cial to governmental sources of payment, which we expect to 
continue (see chart).  Commercial pay has declined over the last 
decade, to 33% of revenues in 2017 from 40% in 2004.  Going 
forward, we expect the share of commercial pay to decline and 
Medicare to grow as the population ages.  

Demand for Hospital Care to Increase in Some Cases
On the positive side, we expect continued growth in demand 

for high acuity hospital-based services as chronic diseases are 
effectively managed and the population ages.  In particular, 
hospital systems offering more specialized and complex services 
unavailable elsewhere in the market will experience strong 
demand.  

In addition, 2017 hospital medians showed another year of 
peak balance sheet measures, as hospitals have saved cash and 
pared back on debt issuance in order to strengthen their balance 
sheets.  Robust balance sheets will allow hospitals flexibility to 
make ongoing strategic improvements and serve as a buffer in 
the event of an economic downturn.  

Summing Up: The Prognosis for Hospitals
Although the healthcare sector faces headwinds, health care 

remains an essential service and there are a range of healthcare 
credits with many large systems successfully growing through 
acquisitions.  We will continue to invest in those hospitals that we 
identify as being best positioned to succeed and offer value. 
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Source: Moody’s MFRA, JPMorgan (latest available data, as of April 15, 2019).
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Although the leading higher education institutions continue to 
perform well and remain competitive, we see some challenges 
with lower rated higher education bonds.  Demographic changes 
continue to shape the future for many institutions of learning and 
public concerns grow around affordability and high profile 
scandals.  

Following are five of the broader credit themes that are guiding 
our continued participation in higher education deals for 2019: 

1.  Strength and stability among large and established institutions, 
contrasted with accelerating challenges experienced by small, 
tuition-dependent regional institutions. Private universities in 
areas with declining demographics will experience heightened 
pressure.

2.  Continued declines in international students, which historically 
have been a profitable part of universities’ cohorts; 

3.  Robust giving trends, though the spoils of giving are unequally 
distributed, with 33% of schools receiving 80% of gifts;

4.  Continued concern about affordability, although institutions  
are currently raising tuition and fees by the smallest average  
percentage since 1980; and  

5.  The continued prominence of the four-year degree as the 
preferred credential  of U.S. employers, according to a Pew 
study.  

In this outlook we explore two developments that framed the 

discussion of higher education credit in 2018 and that we believe 
will persist into 2019.

Assessing and Quantifying Future Demographic 
Change 

Ongoing demographic change and expectations for future 
enrollment declines are having a strong impact on the industry, 
with university leaders being forced to confront the likelihood that 
their historical enrollment base of recent high school graduates 
may materially shrink over the medium-term.

In his book “Demographics and the Demand for Higher 
Education,” Nathan Grawe argues that changes to fertility rates, 
regional migration patterns, and immigration are driving people 
away from Midwestern and Northeastern states, leading to 
declines in the number of high school graduates beyond national 
trends. He expects this phenomenon to accelerate after 2025 (see 
chart). 

The credit impact here is clear: non-market-leading universities in 
these areas will be forced to innovate (through mergers, aggressive 
budget maneuvers, increased enrollment of non-traditional students, 
and programmatic changes) and may see material and permanent 
reductions in credit quality. 

We will continue to invest in a forward-thinking way to account 
for pockets of the industry we believe will fare worst in this 
changing environment. 

Non-market-leading universities 
may see material and permanent 
reductions in credit quality.

Higher Education: Focus on Demographics and Leadership
The higher education bond sector is facing some headwinds.  
Learn more about two developments that will likely shape this sector in 2019.  

Josh Levine, Research Analyst
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Regulatory and Public Policy Changes  
In our outlook last year, we expressed both concern and 

optimism for regulatory and policy change within the higher 
education sector. Most of the proposals we discussed did not come 
to pass, and we remain skeptical that substantial reform will occur 
in 2019 despite recent news out of Congress and the White House.

We believe tax reform will continue to remain a non-factor as 
long as current economic conditions persist. The increase to the 
standard deduction did not dampen enthusiasm for giving, which 
rose 7% in fiscal 2018. Additionally, the new 1.4% tax on large 
endowments only affected around 30 especially wealthy colleges 
with substantial capacity to pay. 

Partisan gridlock continues to stall the reauthorization of the 
Higher Education Act, which is the piece of federal legislation that 
authorizes most federal student assistance programs and must be 
reauthorized by Congress every four to six years.  Recent reports 
indicate that the Senate Committee on Health, Education, Labor, 
and Pensions remains split on key issues that would likely be 
addressed by the final legislation, such as accreditation and  
Title IX enforcement. 

At the state and institution level, we believe growing public 
concerns around affordability and high profile scandals have led to 
increased scrutiny of university leadership from boards of trustees 
and state regulators. This influenced an above-average number of 
chancellor departures in 2018. While leadership transition can be 
disruptive, experienced higher education executives have stepped 
into many of these vacated roles, maintaining continuity and 
reducing the potential negative credit impact. 

Our understanding of evolving credit conditions in all these 
matters will inform our investment decisions going forward  
in 2019.

Public Power  
Hums Along
Public power has remained 
a stable, relatively defensive 
sector.

Gary Huang, Research Analyst

Public power continues to be a stable sector in the municipal 
bond market, underpinned by inherent strengths such as an 
independent rate-setting authority, the essential public services the 
sector offers, and a government-protected monopoly. As an invest-
ment, the sector is relatively defensive given its low correlation with 
economic cycles. Financial metrics are sound, with strong liquidity and 
high debt-service-coverage ratios remaining relatively unchanged year 
over year. Electric rates remain competitive and affordable. 

We continue to monitor trends in capital spending, regulation, 
and climate change. Capital planning is difficult given long con-
struction timeframes and the uncertainty of long-term demand. 
However, this is offset by the ability to pass costs onto ratepayers 
without the need for third-party regulatory approval. Regulatory 
uncertainty at the federal level has not been that impactful as state 
level regulations have generally been the bigger driver in capital 
expenditure plans. Climate change is believed to have increased 
the frequency of extreme weather events, but, again, independent 
rate-setting authority largely offsets this risk. “Black swan” events 
like prolonged cyber-attacks have been seen in recent headlines, 
but we believe events such as these remain highly unlikely.  

In conclusion, while there are some trends to follow, we expect 
the public power sector to remain stable. 
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n	  Municipal bonds (as represented by the Bloomberg Barclays Municipal Bond Index) produced positive returns of 2.90% for 
the first three months of 2019. Munis outperformed Treasuries, as the Bloomberg Barclays U.S. Treasury Bond Index 
returned 1.91% during the same period.

n		The broader Bloomberg Barclays U.S. Aggregate Bond Index edged out the municipal bond index with a 2.94% return. 
However, because muni- bond interest is not federally taxable, taxable bond returns would have needed to be higher to 
outperform on an after-tax basis.

n	  Treasury rate decreases drove positive returns across all segments of the municipal bond index. Falling Treasury yields 
reflected the U.S. Federal Reserve signaling a pause in rate hikes, slowing global economic growth, and trade concerns. 

n		Investment-grade revenue bonds posted slightly higher returns than investment-grade general obligation bonds, while 
longer-duration and high-yield bonds generally outperformed shorter duration, investment grade bonds.

MUNI MARKET MONITOR
As of March 31, 2019

RETURNS FOR BLOOMBERG BARCLAYS MUNICIPAL BOND INDEXES

Source: Bloomberg. 
*As represented by Bloomberg Barclays indexes for each category (see “Important Information” below).
Past performance is not a reliable indicator or 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* Q1 2019 3-Year Annualized Returns
Municipal Index 2.90% 2.87%
Municipal Index GO Bond Index 2.78% 2.65%
Municipal Index Revenue Bond Index 3.07% 3.10%
Municipal Index High Yield 3.83% 6.65%
Municipal Index 1-5yr 1.33% 1.38%
Municipal Index 3-15yr Blend 2.68% 2.57%
Municipal Index Long Bond (22+) 3.85% 3.85%
Municipal Index California Exempt 2.81% 2.72%
Municipal Index New Jersey Tax Exempt 3.42% 4.38%
Municipal Index New York Tax Exempt 2.86% 2.70%

n		 Municipal yields moved lower at all points on the curve during the first three months of 2019.
n		The municipal bond yield curve flattened slightly, as rates on bonds maturing from 10 years to 30 years decreased by 36 to  

42 basis points, while rates on bonds maturing in less than 3 years decreased by no more than 31 basis points.
n		Treasury yields decreased by 23 to 34 basis points across the curve, with long rates declining slightly more than short rates, 

resulting in the slight curve flattening.
n		Even though both curves flattened slightly during the period, the municipal bond curve remained much steeper than the 

Treasury curve at March 31, 2019, with a one-year/30-year yield differential of 112 basis points, versus 42 basis points for 
similarly dated Treasury bonds.

YIELD CURVE CHANGES FOR ‘AAA’ RATED GENERAL OBLIGATION BONDS
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MONTHLY FLOWS INTO MUNICIPAL BOND MUTUAL FUNDS, APRIL 2018–MARCH 2019

Source: J.P. Morgan.
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n	  Net inflows of approximately $22.5 billion were reported for the first three months of 2018, which was the largest start to  
a year since the data series was first tracked in 1992. 

n	  Demand for tax-exempt municipal bonds has been spurred in large part by those investors facing higher income tax 
liabilities brought about by the provision in the 2017 Tax Cuts and Jobs Act which placed limitations on state and local tax 
deductibility.  

n	  Inflows were focused in intermediate and long-term funds. When investors have selected longer maturity funds, a  
significant portion of the flows has gone into high-yield muni funds. 

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

Source: Thomson Reuters MMD.

Maturity 12/31/2018 3/29/2019 2019 YTD 
High

2019 YTD 
Low

5-Year  
Average

5-Year 
High

5-Year  
Low

2-yr 70.4% 65.6% 72.4% 61.7% 77.4% 112.7% 54.2%

5-yr 75.5% 70.4% 78.9% 65.6% 77.0% 103.8% 63.2%

10-yr 83.2% 77.2% 85.9% 77.2% 90.1% 106.5% 77.2%

30-yr 99.0% 92.2% 102.0% 92.2% 99.9% 113.5% 86.0%

n		‘AAA’-rated muni/Treasury ratios decreased significantly at all points on the curve during the first three months of 2019. 
Ratios at the long end declined most meaningfully as investors pursued the better relative value opportunities available in 
longer-maturity munis.

n  Muni bonds outperformed Treasuries because of the positive fund flows and subdued municipal bond issuance. New issuance 
was $75.0 billion for the first three months of 2019, 14.4% higher than a year earlier but still 11% below the five-year average 
for the period.

n  Lower-than-average levels of municipal bond issuance reflect the continuing impact of the U.S. tax law enacted in late 2017. 
The bill prohibited the use of tax-exempt bonds for advance refundings, resulting in a decline in refunding volume.
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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.
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. 
Gross Domestic Product (GDP):  The monetary value of all the finished goods and services produced within a country’s borders in a specific time period, though GDP is usually calculated on an annual basis. It 
includes all of private and public consumption, government outlays, investments and exports less imports that occur within a defined territory.
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 High Yield Tobacco Municipal Bond Index is a sector-specific subset of the Bloomberg Barclays High Yield Municipal Bond Index.
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.
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 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 cred-
itworthiness. 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 publication 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. 
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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 
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.

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.
Copyright © 2019 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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