
MUNICIPAL BOND MARKET NOTE
JANNEY FIXED INCOME STRATEGY
April 28, 2011

JANNEY MONTGOMERY SCOTT 

www.janney.com

© 2011 Janney Montgomery Scott LLC

Member: NYSE, FINRA, SIPC

MUNICIPAL MARKET  •  PAGE 1

TOM KOZLIK      
Municipal Credit Analyst
215.665.4422
tkozlik@janney.com

See page 3 for important 
information regarding 
certifi cations, our ratings 
system as well as other 
disclaimers. 

State Fiscal  Health Scorecard Update
• Key strength remains states’ sovereign ability to cut spending and increase revenues. 

• Most state fi scal health indicators have continued to improve but results still lag behind pre-
recession levels. 

• State tax revenues were higher at the end of 2010 and preliminary results for January and Feb-
ruary 2011 were also better.

• Total foreclosed/seriously delinquent mortgages and state unemployment rates descended.

• Budget shortfalls for FY2012 are projected to be $111 billion or 17% of last year’s spending.

• Strategies states will use to balance budgets include: spending reductions, revenue (tax and fee) 
increases and some use of rainy day funds.

Good News - Stronger State Fiscal Health Indicators

The good news is that most state fi scal health indicators have continued their positive momentum.  
State tax revenues were higher for four straight quarters starting in 1Q2010.  Total revenue col-
lections were 7.8% higher in 4Q2010 and preliminary results for January and February 2011 were 
9.5% greater than last year.  That means we are looking at the potential for fi ve straight quarters of 
higher revenues.  An April 2011 Pew study reported that 31 state pension plans are funded below 
the GAO’s 80% “safe” funded threshold, up from 21 last year.  However the recent Pew study used 
2009 data and we believe 2010 results will be better due to higher investment returns.

Bad News - Budget Shortfalls Remain Substantial

On the other hand the bad news is that states’ overall budget defi cits for FY2012 are estimated to 
be $111 billion or 17% of FY2011 budgets, according to the Center on Budget and Policy Priorities.  
Market observers will undoubtedly continue to see a good amount of political theater during the 
process while Democrats and Republicans try to agree on spending plans.  Some states’ proposed 
budget cuts, as expected, will likely be passed down to local governments, other issuers and taxpay-
ers.  Revenue enhancements (or tax and fee increases) are being relied upon on a more limited basis.

Updated State Fiscal Health Scorecard

We updated our relevant fi gures to help give investors a better idea of states’ fi scal situations rela-
tive to one another.  

Most state fi scal health in-
dicators have continued to 
improve but results still lag 
behind pre-recession levels.  

Budget shortfalls for FY2012 
are projected to be $111 
billion or 17% of last year’s 
spending. 

Top Five Projected Budget Shortfalls 

Source: CBPP-March 9, 2011, 10 Year AAA MMD Spreads from Thomson Reuters and Janney FIS.

AAA GO Municipal Market Data Yields 

Source: Thomson Reuters and Janney FIS.

State  
Shortfall as a 
% of FY2011 

Budget

Projected 
FY2012 

Budget Deficit

Spread        
One Year Ago   

(in basis points)

Spread        
Apr 25, 2011   

(in basis points)
Nevada 45% $1.5 billion 85 80

New Jersey 37% $10 billion 33 78
Texas 31% $13 billion 20 15

California 29% $25 billion 104 98
Oregon 25% $1.8 billion 19 24

Date 1 Year 3 Year 5 Year 7 Year 10 Year 15 Year 20 Year 25 Year 30 Year
April 25, 2011 0.32% 0.91% 1.56% 2.21% 2.91% 3.66% 4.17% 4.55% 4.61%
April 26, 2010 0.39% 1.06% 1.75% 2.45% 2.97% 3.42% 3.82% 4.05% 4.11%

One Year Change -0.07% -0.15% -0.19% -0.24% -0.06% 0.24% 0.35% 0.50% 0.50%
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Janney State Fiscal Health Scorecard  

Sources: Janney FIS; spreads are from MMD Interactive per Thomson Reuters; projected FY2012 budget shortfalls from Center on Budget and Policy Priorities Mar 9, 2011; % change in tax revenue is 

4Q2009 to 4Q2010 per the Rockefeller Institute;  NTSD to state GDP is per Moody’s May 2010 State Debt Medians Report; State pension data from Pew April 2011 report (data is from 2009).  A plan 

80% funded is considered healthy by the GAO; Mortgage foreclosure data from the Mortgage Bankers Association 4Q2010; and unemployment rates per the Bureau of Labor Statistics as of Mar 2011.

State Bond Ratings

Spreads to 
10Y MMD 
Year Ago

Spreads to 10Y 
MMD- Apr 25, 

2011

Projected FY 
2012 Budget 
Shortfalls- (%)

Total % Change 
in Tax 

Collections

Net Tax-
Supported Debt 
as % of GSDP

State Pension 
Funding %

 Mort Forec. & 
90+ Due       

(All Loans)
Unemploy. 

Rate
Total/Average 27 31 17.6% 7.8% 2.8% 78% 8.6% 8.8%

Alabama   Aa1AA/AA+ 25 28 13.9% 1.8% 2.2% 74% 6.0% 9.2%
Alaska Aaa/AA+/AA+ 18 25 0.0% -14.3% 2.0% 61% 2.3% 7.4%
Arizona Aa3/AA-/NR 43 38 11.5% 17.7% 2.2% 78% 10.6% 9.5%

Arkansas Aa1/AA/NR 28 25 0.0% 0.9% 0.9% 78% 5.3% 7.8%
California A1/A-/A- 104 98 29.3% 16.8% 4.7% 81% 9.8% 12.0%
Colorado NR/AA/NR 28 30 13.8% 8.8% 0.8% 69% 5.0% 9.2%

Connecticut Aa2/AA/AA 20 23 18.0% 3.9% 7.9% 62% 7.5% 9.1%
Delaware Aaa/AAA/AAA 0 0 6.3% 7.4% 3.6% 94% 7.2% 8.4%

Florida Aa1/AAA/AAA 36 34 14.9% 3.8% 2.8% 84% 19.4% 11.1%
Georgia Aaa/AAA/AAA 0 2 7.9% 8.6% 2.8% 87% 8.5% 10.0%
Hawaii Aa1/AA//AA+ 25 32 8.2% 10.8% 8.1% 69% 7.7% 6.3%
Idaho Aa1/AA+/AA 28 30 3.9% 7.1% 1.6% 74% 6.2% 9.7%
Illinois A1/A+/A 110 191 14.6% 10.5% 3.8% 51% 10.7% 8.8%

Indiana Aaa/AAA/AA+ 27 30 2.0% 6.2% 1.2% 67% 8.6% 8.5%
Iowa Aaa/AAA/AAA 16 23 3.5% 4.2% 0.2% 81% 4.9% 6.1%

Kansas Aa1/AA+/NR 40 35 8.8% 2.6% 2.6% 64% 5.0% 6.8%
Kentucky Aa2/AA-/AA- 30 28 9.1% 6.6% 4.7% 58% 6.8% 10.2%
Louisiana Aa2/AA-/AA 30 31 20.7% -12.0% 2.6% 60% 7.4% 8.1%

Maine Aa2/AA/AA+ 26 20 16.1% 5.1% 2.0% 73% 8.3% 7.6%
Maryland Aaa/AAA/AAA 0 0 10.7% -0.2% 3.4% 65% 8.4% 6.9%

Massachusetts Aa1/AA/AA+ 27 26 5.7% 9.5% 8.3% 68% 7.1% 8.0%
Michigan Aa2/AA-/AA- 80 80 5.9% -1.5% 2.0% 79% 8.9% 10.3%

Minnesota Aa1/AAA/AAA 3 2 23.6% 8.8% 2.1% 77% 5.4% 6.6%
Mississippi Aa2/AA/AA+ 26 42 14.1% 6.7% 4.8% 67% 8.4% 10.2%
Missouri Aaa/AAA/AAA 3 0 9.1% 0.0% 2.0% 79% 5.3% 9.1%
Montana Aa1/AA/AA+ 25 25 0.0% 7.4% 1.0% 74% 3.6% 7.4%
Nebraska Aa2/AA+/NR 30 40 9.2% 1.1% 0.0% 88% 3.5% 4.2%
Nevada Aa2/AA/AA+ 85 80 45.2% -2.3% 1.9% 72% 17.4% 13.2%

New Hampshire Aa1/AA/AA+ 13 7 Yes- unknown 1.3% 1.5% 58% 5.5% 5.2%
New Jersey Aa3/AA-/AA 33 78 37.4% 8.1% 6.7% 66% 10.9% 9.3%

New Mexico Aaa/AA+/NR 12 22 8.3% 17.7% 3.5% 76% 6.0% 8.1%
New York Aa2/AA/AA 28 30 18.7% 19.0% 5.4% 101% 9.1% 8.0%

North Carolina Aaa/AAA/AAA 1 1 12.7% -3.1% 1.8% 97% 5.9% 9.7%
North Dakota Aa1/AA+/NR 30 30 0.0% 41.7% 0.7% 81% 2.1% 3.6%

Ohio Aa1/AA+/AA+ 30 38 11.0% -1.5% 2.3% 66% 9.0% 8.9%
Oklahoma Aa2/AA+/AA+ 30 28 9.4% 6.3% 1.4% 57% 5.8% 6.1%

Oregon Aa1/AA+/AA+ 19 24 25.0% 14.0% 4.4% 86% 6.2% 10.0%
Pennsylvania Aa1/AA/AA+ 18 19 16.4% 6.9% 2.1% 81% 6.4% 7.8%
Rhode Island Aa2/AA/AA 45 50 11.3% 3.6% 4.7% 59% 8.5% 11.0%

South Carolina Aaa/AA+/AAA 4 3 17.4% 9.0% 2.7% 69% 7.2% 9.9%
South Dakota A1/AA+/AA 30 40 10.9% 0.9% 0.3% 92% 2.9% 4.9%

Tennessee Aaa/AA+/AAA 2 1 Yes- unknown 6.3% 0.8% 90% 6.8% 9.5%
Texas Aaa/AA+/AAA 20 15 31.5% 6.5% 1.1% 84% 5.1% 8.1%
Utah Aaa/AAA/AAA 3 0 8.2% -1.3% 2.4% 86% 6.7% 7.6%

Vermont Aaa/AA+/AAA 15 18 16.3% 7.2% 1.7% 73% 4.8% 5.4%
Virginia Aaa/AAA/AAA 1 2 13.1% 4.3% 1.8% 80% 4.7% 6.3%

Washington Aa1/AA+/AA+ 26 29 16.2% 7.8% 4.6% 99% 6.6% 9.2%
West Virginia Aa1/AA/AA 32 33 12.8% 4.1% 3.2% 56% 5.0% 9.1%

Wisconsin Aa2/AA/AA 28 33 12.8% 2.8% 4.1% 100% 6.2% 7.4%
Wyoming NR/AA+/NR 33 30 0.0% 34.4% 0.1% 89% 3.1% 6.2%
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Analyst Certifi cation

I, Tom Kozlik, 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. 

Defi nition of Outlooks- Positive: Janney FIS believes there are apparent factors which point towards improving issuer or 
sector credit quality which may result in potential credit ratings upgrades.  Stable: Janney FIS believes there are factors which point 
towards stable issuer or sector credit quality which are unlikely to result in either potential credit ratings upgrades or downgrades. 
Cautious: Janney FIS believes there are factors which introduce the potential for declines in issuer or sector credit quality that may 
result in potential credit ratings downgrades. Negative: Janney FIS believes there are factors which point towards weakening in 
issuer credit quality that will likely result in credit ratings downgrades.

Defi nition of Ratings- Overweight: Janney FIS expects the target asset class or sector to outperform the comparable 
benchmark (below) in its asset class in terms of total return.  Marketweight: Janney FIS expects the target asset class or sector to 
perform in line with the comparable benchmark (below) in its asset class in terms of total return  Underweight: Janney FIS expects 
the target asset class or sector to underperform the comparable benchmark (below) in its asset class in terms of total return

Benchmarks- Asset Classes: Janney FIS ratings for domestic fi xed income asset classes including Treasuries, Agencies, 
Mortgages, Investment Grade Credit, High Yield Credit, and Municipals employ the “Barclay’s U.S. Aggregate Bond Market Index” 
as a benchmark. Treasuries: Janney FIS ratings employ the “Barclay’s U.S. Treasury Index” as a benchmark. Agencies: Janney FIS 
ratings employ the “Barclay’s U.S. Agency Index” as a benchmark. Mortgages: Janney FIS ratings employ the “Barclay’s U.S. MBS 
Index” as a benchmark. Investment Grade Credit: Janney FIS ratings employ the “Barclay’s U.S. Credit Index” as a benchmark. 
High Yield Credit: Janney FIS ratings for employ “Barclay’s U.S. Corporate High Yield Index” as a benchmark. Municipals: Janney 
FIS ratings employ the “Barclay’s Municipal Bond Index” as a benchmark.

Disclaimer- Janney or its affi liates may from time to time have a proprietary position in the various debt obligations of the 
issuers mentioned in this publication.  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 published 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.

 


