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States Remain Resilient through the Pandemic
Overall, revenues for the recent fiscal year held up well despite the economic impact of COVID-19.
But what about the months ahead?
by Eric M. Friedland, CFA, Director of Municipal Bond Research

When the COVID-19 pandemic reached the U.S. in March 2020,
headlines warned that U.S. states would face unprecedented
fiscal distress. Businesses shut down, travel came to a halt, and
unemployment spiked to rates rivaling those of the Great Depression. Fears of a precipitous decline in state tax revenues and
difficult-to-solve-for budget gaps were widespread. There was
even talk about states filing for bankruptcy (which is prohibited by
the U.S. Constitution). However, our analysis found that revenue
declines have been significantly lower than projected. States, for
the most part, have weathered the storm well, revising their
budgets accordingly.

expanded unemployment benefits bolstered sales tax revenues.
More stimulus funding is expected as new COVID-19 relief
legislation was moving through Congress as of early March 2021.

States’ Revenues Weathered the Downturn

• Connecticut estimated a $930 million operating shortfall in fiscal
2020, before closing with a $50 million surplus, and in August,
estimated a $2.1 billion shortfall for fiscal 2021, before cutting that
estimate 58% by November to $880 million.

Income Tax a Factor in States’ Resilience
Revenue recoveries have been quicker in those states that tax
income, particularly those that tax the wealthiest at the highest
rates. States most reliant on travel and tourism for tax collections,
and those which do not levy income taxes, are recovering more
slowly. Several examples illustrate the better-than-expected revenue
performance this year:

For the period March through October 2020, which saw the most
volatility, tax revenues were down only 5.2% from the same period
the year before, according to data from the Urban Institute. This is
far less than the 11%-15% that the rating agencies and economists had projected. Broken down by component, personal
income taxes were down only 2.8%, sales taxes were down 5.8%,
and corporate income taxes declined 8.9%.

• California went from forecasting a two-year, $54.3 billion deficit at
the height of the crisis to the Legislative Analyst Office now
projecting a one-time, $26 billion general fund increase that the
legislature can allocate in the upcoming budget process for
2021-2022.

In prior recessions, rising unemployment rates resulted in lower tax
revenues. However, the COVID-19-induced recession behaved
differently. This recession has disproportionally affected lower
wage earners, while mid- and high-wage professionals have
largely remained employed. Most states have progressive tax rate
structures, with the highest wage earners paying the most income
taxes. This, along with a surging stock market and increasing
home prices, have reinforced income taxes and prevented sales
taxes from declining significantly.

• The Illinois Governor’s Office of Management and Budget (OMB)
revised the fiscal 2021 budget forecast in November, lowering its
estimated budget deficit by nearly $1 billion, as revenues are
outperformed expectations by 6.5% year to date.
• Texas is projecting a nearly $1 billion shortfall for the current
budget cycle, down from a July estimate of a $4.58 billion gap.
Figure 1 illustrates the fact that many states outperformed their
revenue expectations for the year, through October, significantly.

Stimulus Played a Role

Unlike the Great Recession of 2008-09, most state and local
governments entered this recession from a position of strength.
State and local government revenues increased over 40% from
their pre-2008 financial crisis peak, and governments have been
managing their budgets more prudently. The median state

Although these factors were critical in minimizing revenue loss, it
would have been much worse if it was not for the federal stimulus
funding. Not only did the states receive direct funding of $150
billion, but the $600 checks sent to low-income individuals and the
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FIGURE 1. MANY STATES EXCEEDED REVENUE EXPECTATIONS THROUGH OCTOBER 2020
Year-over-year revenue collections versus expectations for fiscal 2020

State

YOY Change (%)

vs Estimates (%)

Arizona

20.3

2.2

Arkansas

13.8

California

State

YOY Change (%)

vs Estimates (%)

Montana

9.6

13.1

12.0

Nebraska

22.7

5.6

59.1

18.6

New York*

-6.4

3.4

Colorado

32.2

7.5

Ohio

11.0

4.2

Florida

-2.7

7.5

Pennsylvania

21.1

7.4

Indiana

20.2

17.1

Rhode Island

1.7

11.7

Kansas

24.4

6.4

S. Carolina

2.3

5.8

Maine

-0.3

11.8

S. Dakota

14.0

9.5

Michigan

2.0

-1.8

Vermont

24.5

9.1

Minnesota

2.7

12.5

W. Virginia

9.8

7.5

*Versus the state’s mid-year updated financial plan, fiscal year-to-date collections through October were 1% below estimates.
Source: BofA Global Research. YOY=Year-over-year. For illustrative purposes only.

Budget Gaps Emerge

rainy-day fund reached 7.6% of general fund expenditures in fiscal
year 2019, as compared to 2.1% in fiscal 2008, according to data
from the National Association of State Budget Officers. Thus, they
have more dry powder to offset the revenue declines that have
occurred. Figure 2 shows the less-than-expected revenue impact,
as analyzed by Urban Institute.

Although revenues have not declined as much as expected, budget
gaps have opened. States for the most part have been proactive in
taking meaningful corrective measures. At the start of the pandemic,
state and local governments immediately furloughed employees.

FIGURE 2. OVERALL, STATE REVENUE IMPACT FROM THE PANDEMIC WAS LESS THAN EXPECTED
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Source: State Tax and Economic Review Project, State and Local Finance Initiative at Urban Institute. For illustrative purposes only.

Looking Forward

Employment at the state and local sectors was at the lowest level
that it had been since 2001. Many states cut back expenditures in
their recent budgets. California’s FY21 enacted budget includes $11
billion in spending cuts that will go into effect, barring additional
federal aid. Connecticut’s Governor asked agencies to identify 10%
in cost-cutting measures. The Governor of Texas proposed a 5%
cut for various agencies in the state’s two-year budget.

As the pandemic continues to constrain commerce for large
segments of the economy, tax revenues likely will be affected. State
governments may face challenges to maintain fiscal balance and
take corrective action. Fortunately, states have remained on their
feet during this crisis. With possible further federal stimulus, and an
acceleration in U.S. COVID-19 vaccination efforts, we think recovery
should not be too far off.
3
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Municipal Bond Defaults and Lessons Learned in 2020
While defaults were up over 2019, data suggest that the market displayed its
historical resiliency in a difficult year.
by Wells Chen, Research Analyst

As the COVID-19 pandemic began to batter the U.S. economy in
March and April 2020, municipal bond market observers were
quick to register caution. “With local economies grinding to a
virtual halt, businesses closed, and more than 22 million Americans thrown out of work, the fallout is rippling through the $3.9
trillion [municipal-bond] market,” noted a Bloomberg report from
April 17.1 But as we have noted elsewhere, many sectors of the
municipal bond market held up relatively well in 2020 amid the
market and economic turmoil. While default rates did increase over
2019, the percentage of tax-exempt bonds that defaulted
remained quite low as the broad municipal bond market once
again displayed historic resilience in the face of sharp economic
downturns.

A Closer Look
In 2020, municipal-bond defaults came mostly in high-yield
sectors and were not reflective of the experience of the larger
municipal bond market. Total muni market defaults were up 61%
at $2.2 billion; for context, that figure represents only 0.05% of
the $3.9 trillion market value of bonds outstanding.2 Defaults have
been low in recent years, so they were likely to go up even
without the pandemic. Figure 1 shows the breakdown of defaults
in 2020 by sector.
It’s also worth noting that some of the defaults represented in the
chart were caused by factors that were not correlated with the

credit risk of other tax-exempt bonds. In addition, these deals
were likely to default, even if there had not been a pandemic, and
just about all the defaults in 2020 were similar in that the stress
started before the pandemic.
Defaults do not suddenly happen with most municipal bonds.
Typically, there is stress for several years where the issuers ask to
be allowed to break certain security provisions and use reserve
funds to make debt service payments. So, prior to an actual
payment default, because we actively manage and surveil our
portfolio holdings, we are very aware of the level of stress for
issuers and can act accordingly.
To illustrate this point, we highlight two project finance deals that
defaulted in 2020. (Lord Abbett has not purchased either of these
securities, and this is a sector that we rarely participate in.)

CalPlant
This project, located in Willow, Calif., uses rice straw, a waste
produce of rice cultivation, to produce medium-density fiberboard
(MDF), which can be used in furniture as an alternative to woodbased MDF. CalPlant bonds, $228 million issued in 2017,
defaulted in July 2020, after construction delays and cost overruns
that were exacerbated by the pandemic, with required modification to the plant’s machinery providing an additional headwind.
The bonds were unrated.

FIGURE 1. TRACKING MUNI-BOND DEFAULTS IN 2020
Defaults by sector
Higher Education
3%
General
9%

Others
6%

Nursing Homes
32%

Medical
18%

Development
32%

Source: BofA. Data as of December 31, 2020. Data represents percentage of the par value of $2.2 billion in municipal bond defaults in 2020.
Development=Industrial development bonds. For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any
particular investment.
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The plant was originally expected to open in October 2019 but had
already experienced construction delays prior to the pandemic.
Then, in March 2020, the plant’s startup and commissioning
specialist, from a contractor based in Germany, left the United
States due to the pandemic, and could not return to California until
August 2020. Construction was finally completed in November
2020. CalPlant made its first boards that month, but production of
salable board has not begun due to challenges with straw preparation and refining systems. The equipment supplier will need to
make modifications to its equipment starting in February 2021.
Commercial operation is now expected to begin in June or July
2021. However, this could be further delayed if travel from
Germany to the United States is hindered by the pandemic.

its equipment systems and needed to raise additional capital. The
2019 financial statements said there was substantial doubt about
the company’s ability to continue as a going concern. The
company has a contract in which Berkeley County exclusively
delivers all its MSW to RePower South. However, the volumes of
MSW feedstock have been insufficient. The company determined
there was substantial uncertainty in its ability to significantly
increase MSW volume in a timely manner, and there was uncertainty regarding commodity prices. Management has attempted to
secure additional MSW volume. However, the project has not
generated enough revenue to pay debt service, which resulted in a
payment default in February 2021.

A Final Word

RePower South

The experience of the two issuers highlighted above shows that
there are a range of factors to consider in evaluating municipal
bond credits beyond economic and sector conditions. At Lord
Abbett, we have developed a rigorous research discipline to
assess the credit of individual issuers in the high-yield space, with
the goal of identifying the characteristics that make these bonds
potentially attractive investment candidates—or securities to avoid.

This project, located in South Carolina, takes household trash, aka
Municipal Solid Waste (MSW), and converts it into a fuel called
ReEngineered Feedstock Fuel (ReEf) that is a coal substitute. The
company generates revenue from three sources: Tip fees to take
MSW from the County, sale of recyclable commodities (plastics,
metals, cardboard, paper), and sales of unrated $43.9 million
ReEF Bonds that were issued in 2017, with the expectation to
open in mid-2019.

1

Danielle Moran, “Muni-Bond Market Is Already Seeing a First Wave of
Distress,” Bloomberg, April 17, 2020.
2
Based on data from BofA and Bloomberg, as of December 31, 2020.

Repower has faced challenges with equipment and obtaining
ample feedstock. In mid-2019, RePower South needed to modify
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Not-for-Profit Hospitals: An ESG Check-Up
These healthcare providers, an important line of defense in the pandemic, play a vital
role in their communities. Here’s how their operations align with key ESG criteria.
by Sarah Ali, Research Analyst

Environmental

[This article is the third in a series of pieces exploring ESG considerations in different sectors of the municipal bond market.]

For hospital ESG assessments we consider external environmental
risks – such as wildfire, hurricane, flood, and seismic events – as
well as actions management teams are taking to create healthier
environments for the communities in which they operate.

Not-for-profit (“NFP”) hospitals represent a significant component of
the municipal bond market, accounting for 9.3% of the Bloomberg
Barclays Municipal Bond Index. The COVID-19 pandemic has
highlighted the essential nature of healthcare providers and the
important role they play in keeping their communities safe and
healthy. NFP hospitals have been at the forefront of the crisis,
delivering care to COVID-positive patients while also maintaining key
services for other patients. During the post-holiday surge in early
January 2021, there were at times over 130,000 patients in the
United States hospitalized with COVID-19. But even before the
pandemic, hospitals provided vital social benefits. According to the
American Hospital Association, NFP hospitals in the U.S. provided
around $100 billion in community benefits in 2017 (most recent
data available). This equates to roughly 14% of hospitals’ total
expenses.1

In terms of external environmental risks, we consider a hospital’s
location to be a critical component in our analysis. Single-site
facilities are particularly at risk if located in areas prone to climate
events. Larger health systems with more than one hospital benefit
from geographic diversification and the ability to shift patient
volume (and revenue) if one facility should be compromised due to
an environmental event.
We also consider the actions management teams take to respond
to these external environmental risks. Mitigating factors can result
in a more favorable view of a hospital’s ESG profile. For example, in
2001, Tropical Storm Allison resulted in major flooding and severe
damage to several hospitals at Texas Medical Center (“TMC”) in
Houston. Following this event, TMC created a vast and sophisticated floodgate network to protect this very large medical complex.
In 2018, when Hurricane Harvey dropped 51 inches of rain on the
city in only five days, TMC was able to continue operations with
only minimal flooding.

Social and governance factors tend to be more material than
environmental considerations in our ESG analysis of hospitals,
although increasingly some hospitals are taking important steps to
mitigate environmental risks and have committed to creating
healthier environments for their patients and communities. Here we
discuss the key ESG factors we consider when analyzing hospitals.

On the flip side, some hospitals are taking steps not just to protect
their facilities from environmental risks, but to protect the environment from the waste and greenhouse gases created by their

FIGURE 1. U.S. HOSPITALS HAVE BEEN A BULWARK IN IN THE YEAR OF THE PANDEMIC
COVID-19 hospitalizations in the United States, March 1, 2020–March 1, 2021
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Source: The COVID Tracking Project. Note: Florida began reporting this figure on July 10.
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facilities. Seattle Children’s Hospital has dedicated itself to creating
a healthy environment for children and families. The hospital has
committed to being carbon neutral by 2025 and recently issued
taxable Green Bonds to reflect the sustainable nature of the
initiatives that are funded with bond proceeds. Projects funded
with bond proceeds included the construction of LEED Goldcertified clinical buildings, energy-efficient windows, and
high-efficiency plumbing.

hospitals and health systems are taking steps to help address the
inequities in healthcare that the pandemic has exposed. While
recognizing there is much work to be done, NFP health systems
like Intermountain Healthcare in Utah have added equity as one of
their core values, hired an equity advocate to address issues or
concerns of inequity among caregivers and the patients they serve,
and are working with other organizations in their communities to
address racism as a public health crisis.

Social

Governance

To maintain their tax-exempt status, non-profit hospitals must
demonstrate to the Internal Revenue Service that they are providing
community benefits such as extending financial assistance to
patients without insurance, addressing social determinants of
health, and funding medical education and research. In our view,
many hospitals in which we invest provide indispensable social
benefits to their patients and their communities.

In terms of governance, we incorporate numerous factors in our
analysis. Generally, most NFP hospitals have good governance
practices and tend to score high in this category. We examine the
level of diversity and inclusion on the board and senior leadership
team. We review the background of board members, the number
of directors on the board, and whether there are term limits and
conflict of interest policies. Other governance factors include
whether actual performance is in line with budgeted expectations,
management teams’ actions to address pricing transparency and
surprise billing regulations, the frequency of financial disclosures,
and steps the board and management team are taking to protect
the organization from cyber risks.

We take into account various factors when determining the level of
social benefit a hospital provides. We consider the organization’s
financial assistance policy, the percentage of indigent care being
provided, the percentage of Medicare and Medicaid patients the
hospital treats, and the level of bad debt expense and charity care.
In our analysis, we balance these social benefits with the higher
financial risk of a hospital with above-average levels of uncompensated care.

Maintaining strong employee engagement has been critical during
the COVID-19 pandemic. Many staff members are physically and
mentally exhausted from battling ongoing surges of COVID hospitalizations over the past 11 months. Given the shortage of specialized
nurses and respiratory therapists, upholding employee satisfaction
and retaining staff is critical to hospitals’ ability to deliver patient
care. Management teams have taken various actions to support
staff during the pandemic, some more successfully than others. At
a minimum, good governance practices would suggest that staff
should have adequate supplies of personal protective equipment to
safely do their jobs. We also assess whether unions are present, if
there has been a recent history of work stoppages, nursing staff
retention rates, and external recognition of best places to work.

Some health systems have even gone as far as developing
affordable housing units for their communities, as homeless
individuals tend to have higher hospital readmissions. In 2018,
Kaiser Permanente established a $200 million Thriving Communities Fund to address homelessness and housing instability, which
should in turn help to improve patient care and reduce costs.
Hospitals in rural communities are often critical access hospitals or
sole community providers – without their presence these communities would be “healthcare deserts” and patients would have to
travel many miles for care. The federal government recognizes the
important role of these providers and seeks to reduce their financial
vulnerability by offering higher, cost-based reimbursement for
Medicare services.

Conclusion
Indispensable and essential by any measure – but especially during
this pandemic – we believe our nation’s NFP hospitals and health
systems are excellent examples of municipal entities whose debt
makes a strong case for inclusion in an ESG strategy.

We also view hospitals that train physicians and have strong
research programs as providing important social benefits. Brigham
and Women’s Hospital in Boston has been a clinical research
leader for many years, and during the past year, pivoted to conduct
research on COVID-19 treatments and Phase 3 vaccine trials for
the mRNA vaccine manufactured by Moderna.

1

https://www.aha.org/system/files/media/file/2020/07/aha-2017-scheduleh-reporting.pdf – published July 2020..
2
https://covidtracking.com/race – updated February 28, 2021.

Hospitals have increasing social responsibilities to their communities. The pandemic has exposed severe health inequities: Black
Americans have died at 1.4 times the rate of white people. Some
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Higher Education Sector: A Pandemic Progress Report
Overall, finances of colleges and universities have held up well, in our view, though
challenges remain.
by Richard Gerbino, Research Analyst

The 2020-2021 school year represented one of the worst-case
scenarios possible for U.S. colleges and universities with very
limited on-campus instruction and many international students
unable to enter the United States. Still, the sector held up well, in
proving its resiliency and strong credit quality, which we think makes
it an interesting place to find good investments.

Healthy Balance Sheets Backstop Operations
With some exceptions, four-year colleges and universities are
typically well capitalized, and liquidity coming into the pandemic
was generally good. Over 190 public and 230 private institutions
rated by Moody’s have reported substantial balance sheet growth
over the last several years, and the agency’s public and private
medians for total cash and investments grew nearly 25% and 21%,
respectively, from 2015 through 2019. Resource levels and
coverage were strongest for those universities that have large
student populations, established endowments, and diversified
revenue streams. While annual endowment returns were lackluster
through June 30, 2020 (fiscal year-end for most institutions), we
expect an uptick in performance through calendar year-end. We
also note that we have not seen widespread softness in philanthropy and giving, another important avenue for long-term endowment growth. Overall, adequate balance sheet strength back-

The higher education sector generally entered the pandemic from a
position of relative balance sheet strength, benefited from federal
and state assistance in the form of CARES (Coronavirus Aid, Relief,
and Economic Security) Act receipts, and has capitalized on
expenditure flexibility. Operating losses, defaults, and widespread
rating downgrades have been averted. Moving into fiscal 2021,
while we see pockets of stress, better-than-expected fall 2020
enrollment, imminent additional stimulus, continued distribution
of vaccines, and thus-far strong capital market access, limits
longer-term negative impact on the sector.
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stopped university operations, providing a robust line of defense
during the worst of the pandemic.

generally reduced housing density and curtailed athletic events. The
circumstances around fall 2020 instruction point to lower auxiliary
revenue for the sector in FY 2021; however, auxiliary operations
typically comprise only a moderate 10%-15% of public and private
university total revenue. We expect auxiliary performance in spring
2021 to be stable to moderately improved. As vaccine distribution
ramps up through the spring and summer months, we view
significantly expanded in-person instruction for fall 2021 as
probable, which should alleviate pressure on this revenue stream.

Fiscal Stimulus and Expenditure Control Tempered
Impact in Fiscal 2020
Fiscal 2020 impact stemmed largely from auxiliary services revenue
losses – primarily housing and dining – as more than 1,300
institutions moved to remote learning. Further, most institutions
offered some form of prorated relief to students for housing and
dining charges. The institutions responded quickly with a myriad of
budgetary control measures, and they received $14 billion in direct
CARES Act funding, which helped to temper overall impact. While
fiscal year (FY) 2020 results saw some softness, particularly in
operating margins, we expect declines to be manageable.

For public institutions, we have found reductions in state support to
be less onerous than initially anticipated. While we have seen cuts
and expect largely flat appropriations with further reductions in a
handful of states, this support typically represents less than 30% of
operating revenue, and funding for higher education generally
remains intact. Finally, an additional $23 billion in aid to colleges and
universities approved in December will temper FY 2021 losses.

Looking Ahead
Despite declines, fall 2020 enrollment results were significantly
better than initially expected. National Student Clearinghouse data
for fall 2020 shows public four-year institutions’ enrollment up 0.2%
and private not-for-profit enrollment down only 0.1%. First-time
enrollment was down 8.1% for four-year publics and 10.5% for
private institutions – a material change, to be sure, but better than
expected. We fully expect across-the-board net tuition revenue
weakness as a result of enrollment declines for FY 2021, though we
view revenue loss likely to be significantly less severe than originally
anticipated

Summing Up
Higher education faced an unprecedented threat in 2020. The
global pandemic curtailed operations across the board and, in
some ways, will likely alter the sector’s landscape for years to come.
Still, through a combination of prudent management and fiscal
stimulus, the sector largely emerged from FY 2020 intact, which
speaks to the resiliency of the sector and its value to the nation
more generally.
Based on our view of the current vaccine, enrollment, and political
trajectories, we expect a robust, albeit gradual, sector recovery over
the next several years, with broad financial improvement beginning
in FY 2022.

We also expect auxiliary revenue pressure to be temporary.
According to data compiled by the College Crisis Initiative, nearly
70% of institutions developed fully or primarily remote instruction
models for fall 2020, and those that offered in-person instruction
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MUNI MARKET MONITOR
As of February 26, 2021

Returns for Bloomberg Barclays Municipal Bond Indexes*
Benchmark

through 02/26/2021

3-Year Annualized Returns

Municipal Index

-0.96%

5.06%

Municipal Index GO Bond Index

-1.16%

5.11%

Municipal Index Revenue Bond Index

-0.94%

5.21%

1.02%

6.57%

Municipal Index 1-5yr

-0.28%

2.87%

Municipal Index 3-15yr Blend

-0.89%

4.83%

Municipal Index Long Bond (22+)

-1.45%

6.14%

Municipal Index California Exempt

-1.35%

5.00%

Municipal Index New Jersey Tax Exempt

-0.13%

5.98%

Municipal Index New York Tax Exempt

-1.01%

4.64%

Municipal Index High Yield

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..

• M
 unicipal bonds (as represented by the Bloomberg Barclays Municipal Bond Index) produced a return of -0.96% for first two months of 2021.
Muni bonds outperformed U.S. Treasuries, as the Bloomberg Barclays U.S. Treasury Bond Index returned -2.75% during the same period.
•	The broader Bloomberg Barclays U.S. Aggregate Bond Index returned - 2.15%, underperforming the municipal bond 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 drove negative returns across most segments of the municipal bond index during the first two months of 2021. The
increase in Treasury rates reflected U.S. investor optimism about COVID-19 vaccines and Democrats’ proposed new round of economic stimulus.
•	Municipal bond rates rose during the second half of February, after not moving much from January 1 through mid-February. Total returns for
muni bonds only turned negative right before the end of February.
•	High-yield bonds were the one muni-market segment that produced positive returns, at 1.02%.
•	Investment-grade general obligation bonds posted lower returns than investment-grade revenue bonds, while shorter duration high-grade bonds
generally outperformed long bonds.

Yield Curve Changes for ‘AAA’ Rated General Obligation Bonds
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Source: Thomson Reuters MMD.

•	
Municipal yields moved higher at all points on the curve during the first two months of 2021.
•	
The municipal bond yield curve steepened, particularly at the short and intermediate parts. While the spread between the 10-year and the
30-year bond yield decreased by 2 basis points, the spread between the two-year and the 10-year bond yield increased by 47 basis points.
• That said, the municipal curve remains flatter than the U.S. Treasury curve. The yield difference between the one-year and 30-year maturities
for municipal bonds was 168 basis points, as compared to 211 basis points for Treasury bonds.
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Monthly Flows into Municipal Bond Mutual Funds, MARCH 2020–FEBRUARY 2021
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• F
 ollowing $23 billion of net inflows during the first two months of 2020, COVID-related selling pressure in March and April resulted in net
outflows of $45 billion.
• However, fund flows turned positive in May 2020 as investors sought attractively valued, high-quality municipals. By the end of 2020, net
inflows stood at positive $36 billion.
• For the first two months of 2021, fund flows continued to be strong, resulting in an additional $26 billion of net inflows.
• Demand for tax-exempt municipal bonds continues to be spurred by attractive yields relative to other markets.
• Fund flows for the first two months of 2021 have been strongest for long-term funds, with high-yield funds seeing significant flows as well.

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

12/31/2020

2/26/2021

'21 YTD
High

'21 YTD
Low

5-Year
High

5-Year
Average

5-Year
Low

2-Yr.

116.7%

126.7%

133.3%

66.7%

801.8%

93.6%

56.3%

5-Yr.

61.1%

73.7%

86.9%

39.3%

625.3%

84.0%

39.3%

10-Yr.

77.2%

78.6%

78.6%

54.6%

363.6%

92.8%

54.6%

30-Yr.

84.2%

82.2%

84.3%

65.1%

252.0%

99.2%

65.1%

Source: Thomson Reuters MMD.

• A
 s of the end of February 2021, ‘AAA‘ rated muni/Treasury ratios were at more normalized levels versus the record high levels across the
curve in March 2021. Ratios declined significantly during the last quarter of 2020 as Treasury yields rose, while municipal bond yields
decreased due to positive technicals, election results, and additional federal stimulus.
•	While ‘AAA’ rated muni/Treasury ratios have increased at the intermediate parts of the curve, and decreased slightly at the long end, they
mostly remain slightly below long-term averages. Ratios at the short end increased most significantly during the period and at February
26, 2021, remained well above the long-term average.
•	Technicals remain strong for muni bonds, as there were strong positive fund flows and subdued municipal bond issuance of $54 billion
during the first two months of 2021. New issuance was 9% lower as compared to the same period in 2020. In addition, taxable municipal
bonds accounted for $17 billion of new issuance, as compared to $15 billion the same period in 2020. Taxable municipal bonds accounted
for 32% of total issuance.
•	Municipal bond tax-exempt issuance has been hindered by the U.S. tax law enacted in late 2017. 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
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 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 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.
References to specific securities and issuers are for illustrative purposes only and are not intended and should not be interpreted as recommendations 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 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.

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.
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.
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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.
The Bloomberg Barclays U.S. Treasury Bond Index measures US 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.
Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under
license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg
nor Barclays approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any warranty,
express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall 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-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.
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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 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.
The opinions in this commentary 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.
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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