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In the shadow of Washington debt negotiations, 
Moody’s placed five Aaa rated states on review 
for potential  downgrade.    

Moody’s will consider 
other metrics and in-
formation for any fi nal 
determination.  

Potential Downgrade Considers Six Major Factors

Source: Moody’s, Janney Fixed Income Strategy

Factors Maryland
New 

Mexico
South 

Carolina
Tennessee Virginia

General Financial Factors
Employment Sensitivity to US 
Economic Performance

Above 
Average

Below 
Average

Average
Above 

Average
Above 

Average
Capital Markets (Variable Rate 
Exposure)

Low High High High Low

Fund Balances as Percent of 
Revenue

Below 
Average

Above 
Average

Below 
Average

Below 
Average

Below 
Average

Federal Government Related 
Factors
Federal Employment as Percent of 
Total State Employment

Above 
Average

Above 
Average

Below 
Average

Above 
Average

Above 
Average

Federal Procurement Contracts as 
Percent of State GDP

Above 
Average

Above 
Average

Above 
Average

Average
Above 

Average
Medicaid as Percent of State 
Expenditures

Average
Above 

Average
Above 

Average
Above 

Average
Below 

Average
S&P/Fitch Ratings AAA/AAA AA+/NR AA+/AAA AAA/AAA AAA/AAA

 • Moody’s placed fi ve Aaa rated states on watch for downgrade.

 • Ten Aaa rated states are not on watch, with Moody’s noting that ratings are resilient to a one notch 
US rating downgrade.

 • If the US debt crisis is resolved, as we expect, these states may still be vulnerable to rating declines, 
depending on impact of federal budget cuts.

FIVE STATES UNDER REVIEW

The Washington showdown over the debt ceiling washed into the municipal markets when Moody’s 
announced they were placing fi ve Aaa rated states on watch for downgrade.  Using a set of six criteria, 
Moody’s reviewed the fi fteen states it rates as Aaa, and identifi ed Maryland, New Mexico, South Caroli-
na, Tennessee and Virginia as states which would likely be downgraded if the US Aaa rating was lowered; 
it is not automatic, since Moody’s will review each state in more depth, before lowering the boom.  The 
good news is that ten other Aaa rated states, (Alaska, Delaware, Georgia, Indiana, Iowa, Missouri, North 
Carolina, Texas, Utah and Vermont) are not under review, with Moody’s noting their ratings are resilient 
to a one notch US downgrade.

Moody’s considered the totality of factors, focusing on three specifi c to exposure to the federal govern-
ment and three of a more macroeconomic and fi nancial nature.  Presumably, a state with many federal 
employees and exposure to Medicaid, for example, might not make the review list if it had large general 
fund balances and low non-federal government employment volatility.  Although the six factors noted are 
important, Moody’s will consider other metrics and information for any fi nal determination. 
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ANALYST CERTIFICATION

I, Alan Schankel, the Primarily Responsible Analyst for this report, hereby certify that all of the views expressed in this report 
accurately refl ect my personal views about any and all of the subject sectors, industries, securities, and issuers. No part of my 
compensation was, is, or will be, directly or indirectly, related to the specifi c recommendations or views expressed in this research 
report. 

DISCLAIMER

This Firm, its offi cers, directors, employees, or members of their families may have positions in the securities mentioned and may 
make purchases or sales of such securities from time to time in the open market or otherwise and may sell to or buy from custom-
ers such securities on a principal basis.

Unless otherwise noted, market data is from Bloomberg, Barclays, and Janney Fixed Income Strategy & Research (Janney FIS).

This report is the intellectual property of Janney Montgomery Scott LLC (Janney) and may not be reproduced, distributed, or pub-
lished by any person for any purpose without Janney’s express prior written consent.

This report has been prepared by Janney and is to be used for informational purposes only.  In no event should it be construed as 
a solicitation or offer to purchase or sell a security.  The information presented herein is taken from sources believed to be reliable, 
but is not guaranteed by Janney as to accuracy or completeness.  Any issue named or rates mentioned are used for illustrative 
purposes only, and may not represent the specifi c features or securities available at a given time.  Preliminary Offi cial Statements, 
Final Offi cial Statements, or Prospectuses for any new issues mentioned herein are available upon request.  The value of and 
income from investments may vary because of changes in interest rates, foreign exchange rates, securities prices, market indexes, 
as well as operational or fi nancial conditions of issuers or other factors.  Past performance is not necessarily a guide to future 
performance. Estimates of future performance are based on assumptions that may not be realized.  We have no obligation to tell 
you when opinions or information contained in Janney FIS publications change.  

Janney Fixed Income Strategy does not provide individually tailored investment advice and this document has been prepared without regard 
to the circumstances and objectives of those who receive it.  The appropriateness of an investment or strategy will depend on an investor’s 
circumstances and objectives.  For investment advice specifi c to your individual situation, or for additional information on this or other topics, 
please contact your Janney Financial Consultant and/or your tax or legal advisor.

If Congress and the admin-
istration get through the 
debt ceiling crisis, which 
we believe is highly likely, 
that does not necessarily 
diminish the potential for 
downgrades.

MD NM SC TN VA
1/3/2011 0 24 2 4 -2
4/1/2011 0 24 3 1 -2

7/19/2011 0 18 1 1 0

Basis Point Spread Over 10 Year AAA Benchmark

Source: Thomson Reuters MMD, Janney Fixed Income Strategy

US DEBT CEILING RESOLUTION MAY NOT REDUCE DOWNGRADE POTENTIAL

If Congress and the administration get through the debt ceiling crisis, which we believe is highly likely, 
that does not necessarily diminish the potential for downgrades.  Depending on short-term and long-
term details of any budget agreements, Moody’s and the other rating agencies could downgrade US 
debt.  Even if US debt remains at Aaa, signifi cant spending cuts enacted as part of any defi cit reduction 
plan could negatively impact federal employment, Medicaid payments and other federal spending which 
benefi t state and municipal government.

We observed no immediate changes in trading levels for bonds of these states after the release of 
Moody’s report.  An indicator of relative trading levels is a comparison of yields for a specifi c issuer’s 
bonds with a AAA benchmark yield, such 
as the Thomson Reuters MMD scale, pub-
lished daily and updated during the day.  
Maryland and Virginia practically defi ne 
AAA yields used in calculating the bench-
mark.  For most of this year Virginia yields 
have been 2 bps below the MMD ten year 
benchmark yield, while Maryland’s ten year 
yield equaled the MMD yield all year.

CONCLUSION

The states identifi ed by Moody’s would likely be downgraded if the US rating dropped, and could face 
a lower rating even if the debt ceiling issue is favorably resolved or if the US rating remains unchanged.  
Thus far there has been no observable impact on trading levels for these states, but that could change 
over time, particularly if any or all are downgraded.  


